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Code Administrator Consultation

. Modification process & timetable
GSR031 Proposal Form

25 October 2022

Introducing
Competitively
Appointed
Transmission
Owners

Overview: This modification aims to introduce
the concept of Competitively Appointed
Transmission Owners (CATOSs) to the SQSS
to enable Onshore Network Competition for
the design, build and ownership of Onshore
Transmission assets.

Workgroup Consultation
20 February 2023 - 10 March 2023

Workgroup Report
26 March 2024

Code Administrator Consultation
12 April 2024 - 02 May 2024

Draft Modification Report
15 May 2024

Final Modification Report
27 May 2024

Implementation
Q32024

<ScCcCceex

Have 5 minutes? Read our Executive summary
Have 20 minutes? Read the full Code Administrator Consultation
Have 120 minutes? Read the full Code Administrator Consultation and Annexes.

Status summary: The Workgroup have finalised the proposer’s solution. We are now
consulting on this proposed change.

This modification is expected to have a: Medium impact on the ESO, Transmission
Owners and potential CATO parties (by introducing CATO arrangements)

Governance route |Standard Governance modification with assessment by a
Workgroup.

Who can Italk to |Proposer: Code Administrator Chair:
about the change? Alana Collis-Dugmore & Stephen Baker | Catia Gomes
Catia.gomes@nationalgrideso.com

alana.collis-
dugmore @nationalgrideso.com 07843816580
07843804628
Stephen.Baker@nationalgrideso.com
07929 724347

How do | Send your response proforma to box.sgss@nationalgrideso.com by
respond? 5pm on 02 May 2024
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Executive summary

What is the issue?

This modification aims to introduce the concept of Competitively Appointed Transmission
Owners (CATOSs) to the SQSS to enable Onshore Network Competition for the design,
build and ownership of Onshore Transmission assets.

Proposer’s solution: The objective of this modification is to implement minimum change
to the SQSS Code to facilitate the introduction of CATOs. The approach taken is to
extend existing relevant Onshore TO provisions as far as appropriate, reflecting Ofgem's
expected licencing regime.

Implementation date: Q3 2024

Workgroup conclusions: The Workgroup concluded unanimously that the Original
better facilitated the Applicable Objectives than the Baseline.
What is the impact if this change is made?

The introduction of the CATO concept will impact the ESO, Transmission Owners and
CATOs (by introducing CATO arrangements) and users.

There are further modifications for the other electricity industry codes such as Grid Code
(GC0159), CUSC (CMP403 and CMP404), BSC and STC (CM086 and CM087)
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What is the issue?

On 28 March 2022 Ofgem published its decision?® to proceed with implementation of the
Early Competition model. This has been underpinned by the publication of the Energy
Security Bill?, introduced to Parliament on 6 July 2022 (The Energy Bill was given Royal
Assent on 26 October 2023) makes provision to enable competitive tenders for delivery of
onshore electricity network assets. The Bill will introduce powers to enable the Secretary
of State to appoint a body to run tenders and to set criteria to determine a network project’s
eligibility to be competed. It will also extend Ofgem’s power to make regulations which will
set out the process by which tenders will be run.

To allow Early Competition to be implemented effectively, the competition processes,
obligations, technical requirements, charges, and remuneration principles need to be
embedded within the relevant codes. The introduction of Early Competition affects the
Grid Code, SQSS, CUSC and STC among others. The ESO are proposing this
modification in association with the modifications that will be progressed to the other GB
Codes and frameworks during the period between Autumn 2022 and Spring 2024.

Why change?

Introducing the concept of CATOs to the relevant industry codes ensures the safe,
secure, and coordinated operation of the Transmission System by establishing both the
obligations on CATOs and those entities interacting with CATO assets. The first phase of
the Early Competition procurement process (the pre-tender) is set to commence in 2024,
necessitating that the proposed modifications be raised and progressed in line with the
Code Administrator proposed timetable.

Following the completion of a competitive tender, a CATO will be awarded a
Transmission Licence and categorised as an Onshore Transmission Owner. As a
Licensed TO, CATOs will be subject to broadly the same obligations and frameworks as
other Onshore Transmission Owners, endeavouring to ensure a level playing field.

Proposer’s solution

The objective of this modification is to implement minimum changes to the SQSS to
facilitate the introduction of CATOs. The changes, which are non-exhaustive, are made on
the assumption that a CATO will be granted a Transmission Licence and will be
categorised as an Onshore Transmission Owner. Our initial assessment indicated that this
would include introducing the Competitively Appointed Transmission Owner concept to the
SQSS Terms and Definitions, in addition to other consequential changes including but
not limited to changes to Specifying the Standards that will apply to CATO assets in
the respective incumbent TO areas.

This will be achieved through the proposed high-level changes to the SQSS legal text.

1 https://www.ofgem.gov.uk/publications/decision-early-competition-onshore-electricity-
transmissionnetworks
2 Energy Security Bill - GOV.UK (www.gov.uk)
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The Workgroup convened 6 times to discuss the perceived issue, detail the scope of the
proposed defect, devise potential solutions, and assess the proposal in terms of the
Applicable Objectives.

Consideration of the proposer’s solution

The Proposer took the Workgroup through the background and the aim of the
modification to introduce the concept of Competitively Appointed Transmission Owners
(CATOs) for the purposes of introducing Onshore Network Competition for the design,
build and ownership of Onshore Transmission assets.

e A Workgroup Member queried where the involvement of Transmission Service
Providers was within the Modification, the Proposer confirmed that the
Modification focused on CATOs not Transmission Service Providers. — Request
sent to Panel on 25 January 2023 to alter the modification title from “GSR031:
Introducing Competitively Appointed Transmission Owners & Transmission
Service Providers” to “GSR031: Introducing Competitively Appointed Transmission
Owners.

The Proposer stated that the modification aims to implement minimal changes to the
SQSS legal text, and the Workgroup was broadly supportive of the proposed changes
that included:

o Adding the definition of “Competitively Appointed Transmission Owner”
(Section 11 Terms and Definitions).

o Amending the definition of “Onshore Transmission Licensee” to include
CATO (Section 11 Terms and Definitions); and

o Adding a clause for where CATOs interface with more than one TO, with
the higher standard being determined within the tendering process ( Added
1.23.3 ( not intended to extent the applicability of the criteria of 4.6.6 into
assets beyond NEGT Transmission system ) to Section 1 Overlap of
Criteria).

= 9 examples have been identified within the SQSS regarding
difference between connecting to more than one TO which the
Proposer believes are resolved with their proposed legal text
alongside the existing geographically defined threshold
classifications.

The Workgroup discussed the draft legal text and main highlights were:

e Terminology used to describe the Onshore Transmission Licensee, as there was
concern that were it amended to say ‘person or company’ instead of stipulating the
individual Transmission Licensee there could be unintended consequences.

e Whether a new clause (where a CATO interfaces with more than one Transmission
Licensee) was required to provide clarity to new entrants or whether it would sit
better under the existing 1.23 clause (overlap of criteria)

e There was a similar debate around the necessity for a separate new clause (where
a CATO transmission system connects to a single Transmission Licensee) as the
Proposer believed that it provided clarity for new entrants.

The Workgroup agreed that rather than having stand-alone clauses outlining the CATO
interfaces with Transmission Licensees, it would be simpler for industry for this information
to be included throughout the existing legal text.
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The Workgroup had a discussion around “Transmission Area” and “Transmission System
Area” ,the Workgroup agreed that the basis for this modification is that there are only 3
Transmission Areas and the CATOs will exist within one or more ( that will be defined within
their Licence’s). It is anticipated that the CATO Licence will further specify where CATOs
will interface with parts of a transmission system within a transmission area.

The Workgroup held their Workgroup Consultation between 20 February 2023 — 10
March 2023 and received 2 non — confidential responses. The full responses and a
summary of the responses can be found in Annex 5.

In summary:

e One respondent supports the modification but advises that the defect in the SQSS
will only exist when the enabling legislation has been enacted. The respondent
believes the modification should not be submitted for decision until the relevant
enabling legislation has been enacted.

e The other respondent doesn’t support the implementation approach and advises
that the Proposer assumption is that CATOs will be treated as TOs, and in this case
introducing the concept to the legal text is not improving the Code, as the
arrangement to TOs already exist. The respondent raised concerns that the impact
assessment only compared the cost of setting up the framework, therefore does not
answer the question if the Early Competition regime would deliver benefits to
consumers relative to TO delivery under the RIIO framework. The respondent also
suggests adding to the Terms of Reference ( similar to CM086 and CM087) and that
the Proposer should reassess the modification against the Code objectives.

Based on the feedback given by the Workgroup the Proposer agreed to review their
assessments against the SQSS objectives, as there was concern that rather than
assessing against enabling CATOs to connect to the system the assessment had been
based on the benefits of introducing CATOs.

The Workgroup agreed to submit two new Terms of Reference to the SQSS Panel to reflect
the changed in the Terms of Reference for modification GC0159.

It was suggested that the primary Legislation should be passed before the modification is

approved. The Proposer and Workgroup agreed to have the primary legislation in place
prior to submitting the modification.

Post Enerqgy Bill 2023 Royal Assent

The Workgroup convened on the 30 November 2023 to progress the work on this
modification ,following the Energy Act 2023 receiving the Royal Assent on the 26 October
2023.

It was agreed by the Workgroup that the Legislation is as expected, and all the work
done within this modification is accurate and reflective of it.

The Workgroup Report was presented to the SQSS Panel on 24 January 2024.
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The Panel agreed that the Workgroup needed to update the legal text; specifically, that
the Large Power Station, Medium Power Station, Small Power Station, and Transmission
System definitions should be aligned with the Grid Code.

The Workgroup convened on the 20 March 2024 and agreed with the changes to the
legal text and that their votes had been unchanged from 15 December 2023.

The SQSS Panel received the Workgroup Report at its meeting on 9th April and agreed
that the Terms of Reference had been completed. During those deliberations a Panel
member flagged that the reference at the bottom of page 5 to the Workgroup discussions
around “Transmission Area” and “Transmission System” appeared to be erroneous as
the “Transmission Area’ of a CATO would be set out in Special Condition 1B of the
Transmission Licence for that CATO (as it is currently with the existing onshore TOs) and
that this could thus include a CATO (as an onshore transmission licensee) connecting
three onshore points but where much of the associated transmission elements are in
offshore waters. The hypothetical example given was a sub-sea link between
Aberdeenshire (Peterhead) and the Thames Estuary (Grain) with a ‘t’ spur to East
Lothian (Torness) which would thus involve the CATO and all three current onshore TOs.
The Panel agreed to note this in the context of the proposed wording at 1.23.3 and to flag
this in the Code Administrator Consultation.

Leqgal text
The legal text for this change can be found in Annex 3.

The main changes to the SQSS are largely inconsequential and cover issues mainly
relating to Definitions.

What is the impact of this change?

Proposer’s assessment against Code Objectives

Proposer’s assessment against SQSS Objectives

Relevant Objective Identified impact

(i) facilitate the planning, development and Positive
maintenance of an efficient, coordinated and
economical system of electricity transmission,
and the operation of that system in an efficient,
economic and coordinated manner;

Introducing the concept of CATO into the
relevant industry codes establishes the
obligations of CATOs and those entities
interacting with the CATO assets,
ensuring the safe, secure and
coordinated operation of the System.

(if) ensure an appropriate level of security and Neutral
quality of supply and safe operation of the
National Electricity Transmission System;

(iii) facilitate effective competition in the Positive
generation and supply of electricity, and (so far
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as consistent therewith) facilitating such The Energy Bill, approved 26 October
competition in the distribution of electricity; and 2023, provides for tendering of onshore
transmission projects and their delivery
by competitively appointed transmission
owners (CATOSs).

(iv) facilitate electricity Transmission LicenseesNeutral -
to comply with any relevant obligations under
EU law

Note: The Proposer has revised the stated impact of these changes, taking on feedback
from Workgroup during post-consultation Workgroup discussions.

Proposer’s assessment of the impact of the modification on the stakeholder / consumer benefit

categories

Stakeholder / consumer benefit categories Identified impact
Improved safety and reliability of the system Neutral
Lower bills than would otherwise be the case Neutral
Benefits for society as a whole Neutral
Reduced environmental damage Neutral
Improved quality of service Neutral

Workgroup vote

The Workgroup met on 15 December 2023 to carry out their Workgroup vote. The full
Workgroup vote can be found in Annex 6. The table below provides a summary of the
Workgroup members view on the best option to implement this change.

The Applicable SQSS Objectives are:

SQSS

i) facilitate the planning, development and maintenance of an efficient, coordinated and
economical system of electricity transmission, and the operation of that system in an
efficient, economic and coordinated manner;

i) ensure an appropriate level of security and quality of supply and safe operation of the
National Electricity Transmission System;

iii) facilitate effective competition in the generation and supply of electricity, and (so far
as consistent therewith) facilitating such competition in the distribution of electricity;
and

iv) facilitate electricity Transmission Licensees to comply with any relevant obligations
under EU law.

Page 8 of 10



Code Administrator Consultation GSR031

Published on 12 April 2024

The Workgroup concluded unanimously that the Original better facilitated the Applicable
Objectives than the Baseline.

Number of voters that voted this option as

better than the Baseline
Original 6

Implementation date
Target date Q3 2024

Date decision required by
Q2 2024.

Implementation approach
No systems or processes will be required to change as a result of this modification.

X Grid Code XBSC XISTC XICUSC
LIEuropean [1 EBR Atrticle 18 [JOther XOther
Network Codes T&Cs3 modifications

How to respond

Code Administrator Consultation questions
e Please provide your assessment for the proposed solution against the Applicable
Objectives?
¢ Do you have a preferred proposed solution?
e Do you support the proposed implementation approach?
e Do you have any other comments?

Views are invited on the proposals outlined in this consultation, which should be received
by 5pm on 02 May 2024. Please send your response to box.sgss@nationalgrideso.com
using the response pro-forma which can be found on the modification page.

If you wish to submit a confidential response, mark the relevant box on your consultation
proforma. Confidential responses will be disclosed to the Authority in full but, unless
agreed otherwise, will not be shared with the Panel or the industry and may therefore not
influence the debate to the same extent as a non-confidential response.

Acronyms, key terms and reference material

Acronym / key term  Meaning
BSC Balancing and Settlement Code

3 If the modification has an impact on Article 18 T&Cs, it will need to follow the process set out in Article 18
of the Electricity Balancing Regulation (EBR — EU Regulation 2017/2195) — the main aspect of this is that
the modification will need to be consulted on for 1 month in the Code Administrator Consultation phase.
N.B. This will also satisfy the requirements of the NCER process.
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CATO Competitively Appointed Transmission Owner
CMP CUSC Moadification Proposal

CUSC Connection and Use of System Code

EBR Electricity Balancing Guideline

GC Grid Code

Q1 Quarter 1 (January to March)

Q2 Quarter 2 (May to June)

Q3 Quarter 3 (July to September)

Q4 Quarter 4 (October to December)

SQSS Security and Quality of Supply Standards
STC System Operator Transmission Owner Code
T&Cs Terms and Conditions

Reference material

e Energy Security Bill

e BEIS Guidance Note: Energy Security Bill factsheet: Competition in onshore
electricity networks

¢ NGESO Early Competition Plan final publication

e Ofgem’s Decision on the development of early competition in onshore electricity
transmission networks sets out the model of early competition and criteria for
network project eligibility to be competed (2022)

e Energy Act 2023

Annexes

Annex Information

Annex 1 Proposal form

Annex 2 Terms of reference

Annex 3 Legal Text

Annex 4 What is a CATO

Annex 5 Workgroup consultation responses
Annex 6 Workgroup vote

Annex 7 Distribution List
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