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1.0 SUMMARY AND RECOMMENDATIONS
Executive Summary

1.1 CAP165, Transmission Access — Finite Long-term Entry Rights, was
proposed by National Grid and submitted to the CUSC Amendments Panel
for consideration at their meeting on 25 April 2008. CAP165 seeks to
temporally define finite long-term entry rights to access the transmission
system and the associated User commitment.

1.2 The CAP165 original proposal is based on long-term entry access rights
being defined on a zonal basis, such that each User can share transmission
capacity between its or other power stations on a real time basis at a 1:1
exchange rate within defined zones.

1.3  The CAP165 original proposal includes the following main features for access
to the wider transmission system:

e Long-term entry access is defined as a number of (whole financial)
years, nominated by the generator;

e The user commitment associated with long-term entry access rights is a
liability to pay the associated charges, with the associated security
arrangements to be developed by the Working Group in accordance
with the Best Practice Guidelines for Gas and Electricity Network
Operator Credit Cover;

e The rights can be extended by application at any time;

e New generators (and any existing generators requesting an increased
level of long-term entry access) will be required to book a defined
period of years of rights (the *“trigger period”) and provide the
associated user commitment (which may be approximately equivalent
to 50% of the costs). This will replace the existing “final sums” regime;

1.4 The CAP165 original proposal also includes separate arrangements for
infrastructure comprising generators’ local connections, including the
appropriate User commitment (which may be approximately equivalent to
100% of costs).

1.5 Following consideration of CAP165 by the Working Group, seven Working
Group Alternative Amendments were proposed:

e Working Group Alternative Amendment 1 (WGAA1) was proposed
by National Grid, and represents only a minor change to the original, in
that transmission access rights would be defined on a nodal, rather
than zonal, basis;

e Working Group Alternative Amendment 2 (WGAA2) was proposed
by a Working Group member and features a system of fixed cost
reflective final sums to give pre-commissioning User commitment.
Access rights would be defined on a nodal, rather than zonal, basis;

e Working Group Alternative Amendment 3 (WGAA3) was proposed
by a Working Group member and features a four year rolling
commitment period for post-commissioning generators. Access rights
would be defined on a nodal, rather than zonal, basis;

e Working Group Alternative Amendment 4 (WGAA4) was developed
from a consultation request and features an enduring right with a four
year minimum booking for new users and a fifteen month notice for
reduction in TEC;

e Working Group Alternative Amendment 5 (WGAA5) was developed
from a consultation request and features an eight year rolling

Date of Issue: 08 January 2009 Page 4



Amendment Report Volume 1
Amendment Ref: CAP165

commitment, fixed cost reflective final sums to give pre-commissioning
liability with scaled pre commissioning security;

e  Working Group Alternative Amendment 6 (WGAA6) was developed
from a consultation request and is based on WGAAS3 with a two year
notice period; and

e Working Group Alternative Amendment 7 (WGAA7) was developed
from a consultation request and is based on WGAA3 with user
commitment being restricted to the period seven years prior to the
completion date.

Working Group Recommendation

1.6 The Working Group believed its Terms of Reference had been completed
and that CAP165 has been fully considered subject to legal text. The Working
Group recommended to the CUSC Panel that:

e A Consultation Report containing the CAP165 Original Amendment,
WGAA1, WGAA2, WGAA3, WGCR1, WGCR2, WGCR3 and WGCR5
should proceed to wider Industry Consultation as soon as possible.

e The Working Group Report is accepted by the CUSC Panel and the
Working Group is disbanded.

1.7 The Working Group voted on whether they believed the original, the Working
Group alternatives and the alternatives developed by the Working Group
from the consultation requests were better than the current baseline. The
results of the vote are described in the following table:

Proposal Better Not better Abstained
Original 3 9 0
WGAAT1 2 10 0
WGAA2 4 8 0
WGAA3 6 6 0
WGCR1 (WGAA4) 6 6 0
WGCR2 (WGAA5) 5 7 0
WGCR3 (WGAAG6) 6 6 0
WGCR4 2 10 0
WGCR5 (WGAA?7) 6 6 0
WGCR6 2 7 3

1.8 The Working Group voted on whether they believed the Working Group
alternatives and the alternatives developed by the Working Group from the
consultation requests were better than the original proposal. The results of
the vote are described in the following table:
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Proposal Better Not better Abstained
Original - - -
WGAAT1 11 1 0
WGAA2 6 5 1
WGAA3 11 1 0
WGCR1 (WGAA4) 9 2 1
WGCR2 (WGAAS5) 6 6 0
WGCR3 (WGAAG6) 10 2 0
WGCR4 5 6 1
WGCR5 (WGAA?7) 8 4 0
WGCR6 3 8 1

1.9 The majority of the Working Group believed WGAA1, WGAA3, WGCRT1,
WGCR3 and WGCR5 were better than the original. The Chair with the
support of the Working Group took forward proposals which had 6 votes in
support. This means that WGAA2 and WGCR2 have also been taken
forward.

1.10 The Working Group voted on which of the proposals they believe best
facilitates the applicable CUSC Objectives. The results of this vote is
described in the following table:

Proposal Best
Original 0
WGAAT1

WGAA2

WGAA3

WGCR1 (WGAA4)
WGCR2 (WGAAD5)
WGCR3 (WGAAG6)
WGCR5 (WGAA7)

WO =W N —

National Grid’s Recommendation

1.11  National Grid’s view is that all of the proposed alternatives and the CAP165
original amendment would better facilitate the applicable CUSC objectives
when compared against the current baseline. This is due in the most part to
the fact that all of the options presented would either:

(a) offer a finite right and with it the ability to accurately account for the
rescission of long term rights by an existing generator when planning
transmission works on the GB Transmission System or;

(b) the fact that the proposed notice periods to be given by existing users to
rescind existing transmission access rights (a range from 15 months to 8
years) would be significantly in excess of the current 5 day minimum
requirement.

1.12  Other Alternatives also propose an equitable system of liabilities for pre- and
post-commissioning generators, again another benefit that would in National
Grid’s view better facilitate applicable CUSC objective (b).
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1.13 National Grid is not generally in favour of the amendments which utilise a Pre
Commissioning Liability. While National Grid is generally content to forecast
Final Sums liabilities at the time that a connection offer is prepared we are
not content with the proposal that if actual liabilities incurred are less than
forecast then the difference is refunded to the User whereas if actual
liabilities are in excess of forecast that liability is borne by National Grid and
thence the industry. This in National Grid’s view would mean that in the long
term this would either cause a general under-recovery of pre-commissioning
liabilities from terminating Users and thus result in a cross subsidy of new
users by existing users. Alternatively the proposal would drive National Grid
to very conservatively forecast Pre Commissioning Liabilities and thus require
new Users to provide greater amounts of pre-commissioning security, which
could be perceived as a barrier to entry, frustrating applicable CUSC
objective (b).

1.14 National Grid has also stated through the Working Group discussions that a
six year signal of the rescission of long-term rights would be required. This is
based upon an normal 6-year lead time for the specification, planning and
construction of transmission construction works. From a purely transmission
perspective then any alternative that does not give a minimum of a 6 year
signal will inevitably result in less than the theoretical maximum saving in
transmission works being able to be achieved. However National Grid also
recognises that there may be financial benefits associated with a shorter
notice period for generators although National Grid is unable to quantify this
impact and thus judge the overall optimal notice period for the industry as a
whole.

1.15 On balance National Grid’s recommended option is therefore WGAAT1.
Amendment Panel’s Recommendation
1.16 The CUSC Panel voted on whether they believed the original and the

Working Group alternatives were better than the current baseline. The results
of the vote are described in the following table:

Proposal Better Not better
Original 0 8
WGAAT1 1 7
WGAA2 1 7
WGAA3 3 5
WGAA4 6 2
WGAA5 1 7
WGAA6 6 2
WGAA7 5 3

1.17 The majority of the Panel believe WGAA4, WGAA6 and WGAA7Y are better
than the current baseline. The majority of the Panel do not believe the
Original, WGAA1, WGAA2, WGAA3 or WGAAS5 are better than the current
baseline.

1.18 The CUSC Panel voted on which of the proposals they believe best facilitates
the applicable CUSC Objectives. The results of this vote is described in the
following table:
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Proposal Best
Original 0

WGAAT1
WGAA2
WGAA3
WGAA4
WGAA5
WGAA6
WGAA7

NDO|lOo|looOo|lo| =

1.19 The majority of the Panel believe WGAA4 best facilitates the applicable
CUSC objectives

1.20 A number of Panel Members expressed concerns about the process that had
been followed for the suite of modifications related to the transmission access
review. The Panel agreed that a discussion covering these concerns along
with lessons learned and consideration of how the conclusions are best
communicated to the wider industry will take place at the Panel meeting in
February. This will align with the completion of CAP166 and consideration of
the interaction between modifications and the associated changes to the
Charging Methodologies. The conclusions of this discussion will be
forwarded to Ofgem such that they can feed into their assessment of the
modifications, and potentially their wider work on Codes Governance.
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2.0 PURPOSE AND INTRODUCTION

2.1 This Amendment Report has been prepared and issued by National Grid
under the rules and procedures specified in the Connection and Use of
System Code (CUSC) as designated by the Secretary of State. It addresses
issues relating to the allocation of finite transmission access rights.

2.2 Further to the submission of Amendment Proposal CAP165 (see Annex 3)
and the subsequent wider industry consultation that was undertaken by
National Grid, this document is addressed and furnished to the Gas and
Electricity Markets Authority (“the Authority”) in order to assist them in their
decision whether to implement Amendment Proposal CAP165

The Transmission Access Review Working Groups

2.3 CAP165 was proposed by National Grid and submitted to the Amendments
Panel for their consideration on 25" April 2008.

2.4 In a change from normal practice, CAP165 was one of six Amendment
Proposals which the CUSC Amendments Panel divided between two
Working Groups under the banner of the Transmission Access Review.
Working Group 1 has considered CAPs 161-164 and Working Group 2 CAPs
165 and 166. The Panel also directed the formation of a third Working Group
(known as “Working Group 3”) to assess some enabling changes which
underpin a number of these CAPs related to transmission charging proposals
under the Transmission Charging Methodologies Forum (TCMF).

2.5 A combination of two, or more of these six CAPs collectively or, potentially in
the case of Connect and Manage, individually, could be considered to
constitute a model of transmission access reform. At the time of the original
six proposals there were broadly speaking three models: (i) Connect and
Manage (CAP164); (ii) Evolutionary Change (CAPs 161, 162, 163 and 165);
and (iii) Evolutionary Change with auctions (CAPs 161, 162, 163 and 166).
However, the intention is that all six CAPs can be implemented individually or
in certain combinations with each other.

2.6 The Working Groups have also been constituted to deliberate on related
transmission charging proposals under the Transmission Charging
Methodologies Forum (TCMF). This consultation is concerned with the
CUSC-related issues of CAP165, although references are made to charging
where this aids understanding of the proposed Amendment. Charging issues
are being consulted on in a parallel pre-consultation.

2.7 The Amendments Panel agreed that Working Group 2 would work towards
submitting a report on CAP165 back to the CUSC Panel within 3 months,
inclusive of a period of Working Group Consultation. An extension of 2
months to this timetable was granted by the CUSC Panel on 25 July 2008
after a request from the Chair of Working Group 2. Furthermore, the
Authority’s approval of CAP 160 during the assessment period alters the way
in which the Working Group considers Alternatives raised in the consultation
process.

2.8  Working Group 2 first met on 14 May 2008. At the first meeting the members
of the Working Group amended and agreed the Terms of Reference. A copy
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of the Terms of Reference, subsequently accepted by the June CUSC Panel,
is provided in Annex 1.

2.9  Working Group 2 also agreed an initial work plan, which was revised and
extended as required during the Working Groups’ work.

2.10 Working Group 2 considered the issues raised by CAP165 and considered
whether the amendment proposal, and some suggestions for potential
Working Group Alternatives, better facilitated the Applicable CUSC
Objectives as compared with the current version of the CUSC. Working
Group 2 met 21 times during the assessment period for CAP165 and
attendance is recorded for voting purposes in Annex 3. Each Working Group
meeting was attended by CUSC Party-nominated members or their
alternates, and invited experts.

2.11  Working Group 2 also drew on discussion in Working Group 3 mainly
regarding the definition of local works. These discussions are covered in this
report as Working Group 2 adopted them as part of CAP165 Original and its
seven WGAAs.

2.12 The CAP165 Working Group Report was submitted to the CUSC
Amendments Panel meeting on 21 November 2008. Following evaluation
and consultation by the Working Group, the Amendments Panel determined
that CAP165 was appropriate to proceed to wider industry consultation by
National Grid.

2.13 Following the completion of the consultation referred to in 2.12 above, this
document outlines the nature of the CUSC changes that are proposed. It
incorporates National Grid’s recommendations to the Authority concerning
the Amendment. Copies of all representations received in response to the
consultation have been also been included and a ‘summary’ of the
representations received is also provided. Copies of each of the responses
to the consultation are included in Volume 2 of this document.

2.14 This Consultation document has been prepared in accordance with the terms
of the CUSC. An electronic copy can be found on the National Grid Website,
www.nationalgrid.com/uk/Electricity/Codes/.
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3.0 PROPOSED AMENDMENT

3.1 This section describes National Grid’s original amendment proposal and
includes clarifications that have resulted from Working Group discussions.
The full text of the original amendment proposal can be found in Annex 3.

3.2 Defect

3.2.1  This amendment proposal seeks to address a number of defects which in the
view of the proposer of CAP165, exist with the current entry access
arrangements.

3.2.2 The current transmission access arrangements, for post-commissioning
generators do not provide any certainty for Transmission Owners, in that
such Users have a rolling option to renew their rights to access the
transmission system on an annual basis. Should they wish to decline this
option, they have the ability to give as little as five days’ notice. This
uncertainty can lead to inefficient investment signals for transmission assets
in that the planning of incremental capacity can take little, if any, account of
the potential future release of existing capacity. The ability to reallocate
existing capacity would address this defect, and would also promote effective
competition in the generation of electricity, in that new entry would be
facilitated through the certain release of existing rights.

3.2.3 The current final sums arrangements for receiving User commitment and
security from pre-commissioning Users have a number of defects which this
amendment aims to rectify:

e The final sums arrangements are defined outside the commercial
frameworks so do not provide transparency.

e Final sums leave the total risk on the newly connecting User so the level
can be perceived as a barrier to entry.

e As final sums are directly linked to actual project costs, and to the
presence of other prospective connectees, they also have a level of
volatility which may be unacceptable to some new Users.

3.3  Principles

3.3.1 This CAP165 amendment proposal seeks to introduce temporally defined
finite long term entry access rights, and associated User commitment. This
would reform the current arrangements for both pre- and post-commissioning
generators when they access the transmission system.

3.3.2 |t is proposed that existing generators would nominate the number of (whole
financial) years for which they require long-term entry access rights to the GB
transmission system. This would be underpinned by User commitment in the
form of a liability to pay associated charges. The commitment would be for
any period requested by the User (i.e. there would be no rolling time limit),
and rights could be extended by application at any time.

3.3.3 Pre-commissioning generators (and any post-commissioning generators
requesting an increased level of long-term entry access) requiring
transmission works to be undertaken in order to be connected to the
transmission system would be required to book a defined minimum number
of years of entry access rights, and provide the associated User Commitment
(which would be approximately equivalent to 50% of the cost of providing the
incremental capacity). This would replace the existing final sums and interim
generic User Commitment regime.
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3.3.4 The above requirements would apply to access to the wider transmission
system. Separate arrangements would be put in place for infrastructure
comprising generators’ local connections to the wider system. The User
Commitment arrangements would be consistent with the arrangements for
wider access. The interaction between local and wider works is considered in
further detail in section 3.6 of this report.

3.3.5 It is further proposed that long-term entry access rights to the transmission
system be defined on a zonal basis, such that each User can share capacity
between its power stations within that zone on a real time basis at a 1:1
exchange rate within that defined zone. These zones are based on the output
of Working Group 3 discussions.

3.3.6 The proposer of CAP165 believes that, as pre- and post-commissioning
generators would be required to provide equivalent liabilities for wider
access, equitable treatment of the two groups would be ensured. The finite
aspect of the transmission access rights would help to provide better
investment signals to TOs and would allow existing capacity to be
reallocated. In addition, replacement of the current final sums methodology
with the booking of a trigger period of a minimum number of years’ worth of
entry capacity access rights would promote transparency and certainty.

Connection Process

3.3.7 Under CAP165 Users applying for new or increased wider transmission entry
access rights will apply using the existing application process as currently
defined in the CUSC. However, the user would apply for the access rights on
a zonal basis rather than at a node.

3.3.8 When the application has been received by National Grid, an offer will be
made within 3 months which will include a Completion Date (the date at
which the User will be entitled to firm rights to use the transmission system
and be liable for Generation TNUoS charges). This will be the earliest time,
in National Grid’s best view, that the relevant transmission capacity to
accommodate this user can be delivered.

3.3.9 The offer will also contain a Trigger Date. The Trigger Date is defined by
National Grid as GBSO and specified in the Construction Agreement such
that the Completion Date can be achieved and will be no more than 4 years
prior to the Completion Date. Whilst the intention is to accurately define the
Trigger Date at the outset, the date may vary to reflect delays to the
construction programme or construction works. It is further dependent on
whether consents are required for the transmission construction works.

3.3.10 Where the delivery of the Completion Date requires construction works and
no consents are needed, and the Completion Date is more than 4 full years
from the date of the Offer, the Trigger Date is 4 full years from the
Completion Date. Where the Completion Date is within 4 full years, the
Trigger Date will effectively become the last date upon which the User can
accept its offer.

3.3.11 Where consents are required, if the consents are forecast to be granted more
than four years before the Completion Date then the Trigger Date is four full
years from the Completion Date. If the consents are forecast to be granted
less than four years before the Completion Date the Trigger Date is the date
that consents are forecast to be granted.
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3.4 User Commitment Liabilities for Pre-Commissioning Generators

3.4.1 The CAP165 proposed arrangements for pre-commissioning generators (and
for post-commissioning generators that request additional wider entry access
rights) requiring transmission works seek to replace the current liabilities for
cost reflective final sums with non-refundable generic liabilities. An aim
would also be to share the risk of inefficient investment associated with
generation termination between the generators that introduce risk, and all
other Users.

3.4.2 The generic liabilities incurred would be a non-refundable termination charge
equal to a multiple of the relevant generation TNUoS tariff. It is envisaged
that the multiplier could be recalculated in subsequent transmission price
control periods, but initially would be set at eight; i.e. 8 x TNU0S. These
arrangements are very similar to those proposed under CAP131 (which uses
a multiplier of six). However, the key difference between CAP131 and
CAP165 is that under CAP165, this multiplier would set not just the
termination liability pre-commissioning but also the minimum number of years
of wider entry access rights to the transmission system that must be booked
following commissioning. Therefore, under CAP165 the potential termination
liability immediately prior to commissioning and immediately post
commissioning would be equivalent (at eight years’ worth of TNU0S). Further
details regarding the post commissioning User commitment are considered
later in this report.

3.4.3 These arrangements would only apply to wider transmission entry access
rights. Separate, but similar, arrangements would apply to infrastructure
comprising generators’ local connections to the wider system. Additionally,
for parties not booking entry access rights (e.g. DNOs), the current cost
reflective final sums arrangements will continued to be applied for
transmission reinforcement works.

3.4.4 The offer will set out two types of payments that would be due in the event of
termination: User Commitment Amounts before the Trigger Date, and
Cancellation Amounts between the Trigger Date and the Completion Date.
The process is illustrated in the diagram below:
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Calculation of timescales for pre-commissioning termination payments

£m
A
STEP 2 STEP 1
Count forward in Count back in project
years years from Completion Date
until Trigger Date (Max. 4 years)
(if applicable)
> <
2>ty
Ar T
Trigger Date Completion
Offer Date
Y
User Commitment Cancellation Amount
Amount

3.4.5 It can be expected that following the Trigger Date, the majority of applications
for new or increased wider entry access rights will result in a Completion
Date within four years. It should be noted that under the CAP165
arrangements, National Grid will retain the right in the Construction
Agreement to delay the Completion Date owing to unforeseen circumstances
beyond its control.

User Commitment Charge

3.4.6 Between the Offer Date and Trigger Date, termination of wider transmission
entry access rights requested would result in the levying of a User
Commitment Charge based on User Commitment Amounts. The User
Commitment Charge will be non-refundable.

3.4.7 User Commitment Amounts would be calculated using a generic
methodology, based on a value of £1/kW commencing upon signature of the
Construction Agreement. This would increase by £1/kW following each full
year up to the Trigger Date, subject to a cap of £3/kW. Should a User
terminate its Construction Agreement prior to the Trigger Date the User's
User Commitment Charge would therefore be calculated as follows:

User Commitment Charge = TEC, x UCAM,

Where:

e TEC s the reduction in wider entry access rights in kW.
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e UCAM, is the relevant User Commitment Amount which varies
according to the number of full years from the Offer Date:
o Inthe first year (i.e. t =1) UCAM; = Min (£1/kW, TA x 25%), where
TA is the Termination Amount (see below);
o Wheret =2, UCAM; = Min (£2/kW, TA x 25%); and
o Wheret =3, UCAM,; = Min (£3/kW, TA x 25%).

3.4.8 In negative TNUOS charging zones or zones with marginally positive charges
25% of the Termination Amount described below will be less than £3/kW. In
such zones User Commitment Amounts would be capped to 25% of the
Termination Amount. This would lead to User Commitment Amounts being
zero in negative charging zones.

3.4.9 User Commitment Amounts where they are calculated by reference to
TNUoS tariffs will be calculated and fixed at the time the connection offer is
signed. The actual TNUoS tariff used will be that TNUoS tariff that would
have prevailed on the last day that that offer could have been signed.

Cancellation Charges

3.4.10 Under CAP165 once the Trigger Date has been reached, termination of wider
transmission entry access rights requested would result in the levying of a
Cancellation Charge based on Cancellation Amounts. The Cancellation
Charge will be non-refundable.

3.4.11 The Cancellation Amount in each year is a percentage of the Termination
Amount, which is the higher of zero and eight times the relevant TNUoS
charges. The Cancellation Charge would therefore be calculated as follows:

Cancellation Charge = TEC, x CAM,
Where:

e TEC,is the reduction in wider transmission entry access rights in kW.
CAM; is the relevant Cancellation Amount which varies according to the
number of full years from the Completion Date:

o Inthe year prior to the Completion Date (i.e. t) CAM = TA x 100%),
where TA is the Termination Amount;

o Where t=-1, CAM = TA x 75%;

o Where t=-2, CAM = TA x 50%; and

o Where t=-3, CAM = TA x 25%.

Termination Amount = Max (0, (GenTNUoS,; x X))
Where:

e GenTNUoS,; is the relevant zonal Generation TNUoS tariff calculated
and fixed at the time the connection offer is signed. The actual TNUoS
tariff used will be that TNUoS tariff that would have prevailed on the last
day that that offer could have been signed. If a project is not located in
a Generation TNUoS Charging Zone, then the appropriate Generation
TNUoS tariff will be calculated by National Grid as part of the
application process in accordance with the Charging Methodology.

e X is a multiplier, initially taking the value eight, although it may be
appropriate that this be amended in subsequent transmission price
control periods.
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3.4.12 The liabilities described above can be summarised in the diagram below:

Generic capacity reduction Liabilities for new or increased wider entry access
rights

At “t” Cancellation Amount =
Termination Amount x 100% = o
8 x Generation TNUoS tariff

Subject to a maximum of t
Termination Amount x 25%

Max t-1
£1/kW £2/kW £3/kW

i i , -2
t-3
— 25% | 50%|75% |100%
'y > 1
Offer Trigger .
Signature Date CorBzIteetlon
\_ . /
User Commitment Cancellation Amount
Amount

3.4.13 Charges based on User Commitment Amounts and Cancellation Amounts
would not apply to projects where there are no transmission asset works.

Capacity Reduction Charges

3.4.14 In addition to the above charges applicable at termination of a User’s
Construction Agreement, Capacity Reduction Charges will also become liable
if the User reduces its wider transmission access rights prior to the
Completion Date or Trigger Date.

3.4.15 Should a User reduce its wider transmission access rights prior to the Trigger
Date it shall become liable to pay the following Capacity Reduction Charge:

Capacity Reduction Charge = UCAM; x (TEC — TEC,)

e Where the UCAM is calculated in accordance with 3.4.7 above;

e TEC is the TEC figure (expressed in kW) stated in Appendix C to the
Users Bilateral Agreement effective immediately prior to the requested
reduction in TEC; and,
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e TEG, is the revised TEC figure (expressed in kW) following the TEC
reduction

3.4.16 Should a User reduce its wider transmission access rights on or after the
Trigger Date but before the Completion Date it shall become liable to pay the
following Capacity Reduction Charge:

Capacity Reduction Charge = CAM; x (TEC — TEC,)

e Where CAM, is calculated in accordance with paragraph 3.4.11

e TEC is the TEC figure (expressed in kW) stated in Appendix C to the
Users Bilateral Connection Agreement or effective immediately prior to
the requested reduction in TEC

e TEG, is the revised TEC figure (expressed in kW) following the TEC
reduction

Security

3.4.17 The introduction of generic User Commitment Charges and Cancellation
Charges defined in the CUSC, to replace the existing final sums regime
defined in Construction Agreements, will also require the introduction of
provisions to define the level of financial security that should be held in
relation to these potential liabilities.

3.4.18 CAP165 proposes move the security arrangements from Construction
Agreements and to instead add the applicable User Commitment Charges or
Cancellation Charges to each User's Security Requirement, as defined in
paragraph 3.22.2 of the CUSC. To the extent that these amounts exceed the
Allowed Credit extended to each User, Security Cover will need to be
provided to National Grid, in any of the forms prescribed in the CUSC.

3.4.19 In the event a Capacity Reduction Charge becomes payable, the amounts
secured in respect of the User Commitment Charge or Cancellation Charge
will be re-calculated by reference to the new TEC level, post-reduction.

Transition

3.4.20 If CAP165 is approved, existing Users will have the choice to remain in their
existing security and liability arrangements or to move across onto the new
CAP165 arrangements. Users applying for a new connection or an increase
in wider transmission access rights post any implementation of CAP165 will
be subject to the CAP165 arrangements.

3.4.21 Should existing Users choose to migrate to the new CAP165 arrangements
this will require a Trigger Date to be set, and the calculation of User
Commitment Charges or Cancellation Charges (as applicable), for all pre-
commissioning projects in progress at implementation. The security required
for each User will be calculated in accordance with the revised Section 3 of
CUSC, and therefore additional Security Cover may be required. Equally, in
situations where less cover is required, security will be returned to Users.

3.4.22 All such Users with such projects will be invited to nominate to the number of
(whole) financial years worth of wider transmission entry access rights that
will be required post-commissioning, subject to a minimum of eight years.
This process is described more fully in the next section.
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Changes to the Trigger Date or Completion Date — Impact on Pre-
Commissioning Liabilities

3.4.23 Where the Construction Programme or the Construction Works or
Transmission Entry Capacity subsequently change from that in the original
Construction Agreement the following principles will apply in respect of
reassessing the Trigger Date and the Cancellation Charge.

3.4.24 Where such change is as a result of The Company’s exercise of its rights
under the Construction Agreement then:

e Where there is a delay to the Completion Date, and the Trigger Date
has not passed there will be a corresponding delay to the Trigger Date
and the profile of the User Commitment Amount and the Cancellation
Amount revised accordingly in line with the above principles. If the
Trigger Date has already passed, the profile of the Cancellation
Amount will be revised accordingly on the basis of the above principles
by reference to the number of full 12-month periods from the new
Completion Date.

e Where there is no delay to the Completion Date, but the Construction
Works change, The Company will review the appropriateness of the
Trigger Date and if appropriate, change this. The profile of the User
Commitment Amount and Cancellation Amount will be revised on the
principles set out above to reflect the change in Trigger Date.

e Where there is a reduction in a User’s Transmission Entry Capacity the
Cancellation Charge shall be revised to reflect the reduced MWs.

3.4.25 A revised Appendix R to a User’s Construction Agreement will be issued by
The Company to the User showing the new profile.

3.4.26 Where such change is as a result of the User’s request a revised Appendix R
to a User's Construction Agreement will be issued by the Company to the
User. Notwithstanding any change in the Construction Works or Completion
Date:

e Where the revised Construction Programme alters the period of full
years between the date of signature of the original Construction
Agreement and the Trigger Date the User Commitment Amount will
remain at the amount at the time the user requested the change until it
is due to rise based on the revised Appendix R reflecting the revised
Construction Programme; or

e The Cancellation Amount will be frozen at the prevailing level and
remain at that level for the period of the slippage.

3.5 User Commitment for Post-Commissioning Generators

3.5.1 Itis proposed, under CAP165, that wider transmission entry access rights for
post-commissioning generators will be defined on temporal, as well as
capacity, basis. When applying for new, or additional, transmission access
rights, Users will be required to nominate for how many years they require
such rights. When the provision of these rights requires transmission works, a
minimum booking period, equal to the multiplier used to derive the
Termination Amount (initially eight years), will apply.

3.5.2 Users will always have the opportunity to apply to extend the period of wider
transmission entry access rights held, via a Modification Application.
However, with CAP165 they will have no priority or option on such rights, and
therefore the rights may have been reallocated to another user in the interim.

Date of Issue: 08 January 2009 Page 18



Amendment Report Volume 1
Amendment Ref: CAP165

3.5.3 Users will be liable for all (TNUoS) charges associated with the full period of
their booking. A User that wished to terminate its rights, therefore, would be
required to pay a fee as follows:

Wider Access Cancellation Charge = TEC x Max(0, GenTNUoS;) x n

Where:

e TEC s the User’s wider transmission entry access rights in kW.
e GenTNUoS, is the relevant prevailing zonal Generation TNUoS tariff.
e nis the number of years of the booking remaining.

3.5.4 A User that wished to reduce its rights would be required to pay a fee as
follows:

Wider Access Reduction Charge = TEC, x Max(0, GenTNUoS;) x n
Where:

e TEC,is the reduction in wider transmission entry access rights in kW.
e GenTNUoS,; is the relevant prevailing zonal Generation TNUoS tariff.
e nis the number of years of the booking remaining.

3.5.5 A User that no longer had a requirement for booked transmission access
rights might alternatively decide to trade such rights to another User, and this
would be facilitated by the existing provisions of the CUSC.

3.5.6 It is proposed that no transmission access rights would be withdrawn from
existing Users in the transition to the CAP165 arrangements. Existing
generators with TEC will be offered an equivalent finite long-term wider
transmission entry access right. During the CAP165 transition, such
generators will be invited to nominate the number of whole financial years for
which they require long term transmission access rights. The end date of the
rights (always a 31 March) would be recorded in Appendix C of the User’s
Bilateral Connection Agreement (BCA), or Bilateral Embedded Generation
Agreement (BEGA) for embedded generators greater than 100MW.

3.6 Interaction between Local and Wider Works
Definition of Local Capacity Nomination

3.6.1 It is proposed that a local access product be introduced, separate from wider
access rights. The Local Capacity Nomination (LCN) would be the maximum
capacity (in MW) to which a generator is entitled to obtain transmission
access products (long-term and short-term access products and overrun)
within a charging year. It must not exceed the Connection Entry Capacity
(CEC) of the generator to avoid damage to the local transmission assets.

3.6.2 LCN access will have the following properties:

e LCN is the term used by a generator to notify National Grid of its desired
maximum local capacity holding in a transmission charging year;

e LCN represents the physical (and contractual) cap on the total
generators’ transmission access (MW) derived from a combination of all
long and short-term transmission access products, including overrun;

e LCN will not exceed a generator’s CEC;
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e LCN is defined on a Power Station basis (consistent with TEC);

e LCN will be allocated on a first-come-first-served basis;

e LCN will be the basis upon which a generators’ local asset charge will be
calculated and levied; and

e LCN is shareable between generators, when multiple generators agree
to share. Any sharing arrangement would be managed with a clause
which, in the case of two generators sharing, would restrict one
generator if the other generator is using the local connection capacity
and vice versa. This approach is similar to that currently adopted to deal
with design variation connections.

Connection Process

3.6.3 The concept of LCN will be introduced into CUSC Exhibit B: Connection
Application. A local connection application will be progressed under the
same process as an existing local and wider connection application.

3.6.4 Applications for an increase in LCN may be made by new or existing
generators. LCN rights will be enduring, that is to say they will not have a
finite end date associated with them, but will endure until the generator
signals its intention to National Grid that it wishes to rescind them.

3.6.5 Termination or reduction of the requested LCN prior to the completion date
would result in the levying of a Local Cancellation Charge, based on Local
Cancellation Amounts. Note that there are no Local User Commitment
Charges envisaged as it is deemed unlikely that the works to accommodate
LCN will begin in advance of the wider works. The Local Cancellation
Charge would be non-refundable.

3.6.6 The Local Cancellation Amount in each year would be a percentage of the
Local Termination Amount, which is the higher of zero and eight times the
relevant local generation TNUoS charge. The Local Cancellation Charge
would therefore be calculated as:

Local Cancellation Charge = LCN, x LCAM,
Where:

e [ CNis the Local Capacity Nomination in kW.
e [CAM; is the relevant Local Cancellation Amount which varies
according to the number of full years from the Completion Date:
o In the year prior to the Completion Date (i.e. t) LCAM = LTA x
100%), where LTA is the Local Termination Amount;
o Where t=-1, LCAM = LTA x 75%;
o Where t=-2, LCAM = LTA x 50%; and
o Where t=-3, LCAM = LTA x 25%.

Local Termination Amount = Max (0, (LocGenTNUoS, x X))
Where:

e LocGenTNUoS, is the relevant nodal Local Generation TNUoS tariff
applicable to the generation project and published in the Statement of
use of System Charges. If such a nodal tariff is not currently published,
then the appropriate tariff will be calculated by National Grid as part of
the application process, in accordance with the Charging Methodology.
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e X is a multiplier, initially taking the value 8, although it may be
appropriate that this be amended in subsequent price control periods.

3.6.7 Local Cancellation Amounts will be calculated using a fixed value of the Local
Generation TNUoS tariff. This value will be fixed at the prevailing local
generation TNUoS tariff at the last date at which a Construction Agreement
could be signed. Local Cancellation Charges would not apply to projects
where there are no transmission asset works.

Local Capacity Reduction Charges

3.6.8 In addition to the above charges applicable at termination of a User’s
Construction Agreement, Local Capacity Reduction Charges will also
become liable if the User reduces its LCN prior to the Completion Date.

3.6.9 Should a User reduce its LCN on or after the Trigger Date but before the
Completion Date it shall become liable to pay the following Local Capacity
Reduction Charge:

Local Capacity Reduction Charge = LCAM; x (LCN — LCN,)

e Where LCAM, is calculated as in 3.6.6 above

e LCN is the LCN figure (expressed in kW) stated in Appendix C to the
Users Bilateral Connection Agreement or effective immediately prior to
the requested reduction in LCN

e LCN; is the revised LCN figure (expressed in kW) following the LCN
reduction

Pre-commissioning Security

3.6.10 The introduction of generic Local Cancellation Charges, defined in the CUSC,
to replace the existing final sums regime, defined in Construction
Agreements, will also require the introduction of provisions to define the level
of financial security that should be held in relation to these potential liabilities.

3.6.11 It is therefore proposed to add the applicable Local Cancellation Charge to
each User’s Security Requirement, as defined in paragraph 3.22 of the
CUSC. To the extent that these amounts exceed the Allowed Credit
extended to each User, Security Cover will need to be provided to National
Grid, in any of the forms prescribed in the CUSC.

3.6.12 In the event a Capacity Reduction Charge becomes payable, the amounts
secured in respect of the User Commitment Charge or Cancellation Charge
will be re-calculated by reference to the new TEC level, post-reduction.

Transition

3.6.13 In the transition to LCN, generators would notify National Grid of their desired
LCN in advance of a pre-defined date. The value notified would be limited to
a generator’'s CEC. In the event that a generator did not notify National Grid
of its desired LCN, the current value of TEC would be used as a default
value. In the instance that multiple generators wish to share LCN, a process
for notification will be required.
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4.0 SUMMARY OF WORKING GROUP DISCUSSIONS

4.1 Recognising that the role of the Working Group was to assess the CAP165
amendment proposal against the Applicable Objectives, the Working Group
considered various issues. The key issues considered were the nature and
definition of finite long-term transmission entry access rights; the transition
arrangements; the participation of non-physical parties in access
arrangements; User commitment; security; Consequential Charging
Modifications; Generation Zoning; Arrangements for Local Connections and
the Consideration of Working Group Alternative Amendment requests. The
group also considered the interaction of CAP165 with the other CUSC
modifications in the Transmission Access suite of amendments.

4.2  The Working Group discussions are summarised in this section of the report.
All presentations given at Working Group meetings are included in Annex 6
of this document. The notes from the Working Group meetings are available
on the National Grid website at:

http://www.nationalgrid.com/uk/Electricity/Codes/systemcode/workingstandi
nggroups/wg165-166/

4.3 A separate Working Group was set up to consider supporting changes which
affect several CUSC amendments including CAP165. The relevant
discussions from that Working Group (known as “Working Group 3”) are also
summarised in this section of the report.

4.4 The Nature and Definition of Finite Long-term Entry Rights

441 CAP165 proposes that the nature and definition of the finite long-term
transmission entry rights will remain the same as current transmission access
rights apart from the following key differences: (i)the rights will not (as they
are currently under the CUSC) be automatically renewed each year and
notification of relinquishing the rights will be provided by defining an end date
of the long-term booking, (ii) the rights would be implemented zonally rather
than nodally, (iii) the rights would be split into two components (local and
wider) and (iv) final sums will be replaced by a generic commitment.

4.4.2 The Working Group considered the issue of the existing transmission access
rights that CUSC Parties have. The group noted that currently Users have
annual rights which are automatically renewed each year. This characteristic
of Users’ rights was considered further in the transition section of the report.

4.4.3 A number of objections were raised, by Working Group members, to being
required to provide a date when a User would relinquish their transmission
access rights. For example, some members of the group had concerns that
projects would find it difficult to get finance if banks did not believe the power
station could secure evergreen transmission access rights.

444 Some members of the group, noting that there were existing power stations
connected to the GB transmission system were over 80 years old, considered
that it may be hard for Users, at the outset of their projects, to know when
their power station will close and therefore difficult for them to know how long
to book long term transmission access rights. Other members of the group
considered that Users would be in better position to predict when their power
station might close compared to Transmission Owners. It was viewed that
the knowledge that a plant will close in 30 years is not particularly useful for
National Grid in their decision timescales. Information regarding what is
happening in the next 2-15 years is of much more use in planning the system
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than uncertain information many years hence. These concerns lead to the
proposal of WGAAS.

445 The CAP165 amendment proposed blocks of (whole) financial years of
transmission access bookings. The group discussed whether gaps should be
allowed in the block booking of years of transmission access rights. It was
considered by the group that no one would build a power station to use a one
year gap. Being able to book gaps may unnecessarily complicate the
arrangements and was felt by the Working Group to be of little, if any,
practical use.

4.4.6 The group also felt upgrade and repair work could be unpredictable so a User
would not know when booking a gap in their transmission access, when
would be most appropriate. The User would have more flexibility if they
bought one continuous block and tried to trade out any ‘gaps’ as an when
they occurred this at a later date.

4.4.7 On the other hand if a number of power stations had booked gaps in their
access arrangements during their original booking these gaps may be able to
be aligned to allow access to the transmission system. It was decided that
gaps would not be explicitly disallowed although the Working Group did not
expect that they would be regularly used.

4.4.8 The group considered when the transmission access right would be available
to be reallocated and when Users could extend the length of these rights.
The proposal would allow the booking and extension of future transmission
access rights at any time. For example, if a User booked access until 31
March 2015 they could at any time extend their access for April 2015
onwards. Similarly a new User would be able to book the access from April
2015 onwards at any time.

4.4.9 The group had some concern that this may lead to Users hoarding access for
the longest time they could possibly need it or booking access for the amount
of time they think it would take to get a new connection, so as to ensure the
equivalent rights that exist now.

4.410 If a User extended their transmission access right and the access was still
available minimal analysis would be required by the network planners. The
group considered that the charge for extension should be reflective of the
reduced costs.

4.411 The group discussed whether it was appropriate for the long term
transmission access rights to be zonal by definition. National Grid proposed
two options: (i) rights could be explicitly defined on a zonal basis or (ii) rights
could continue to be defined nodally but cash out and overrun would be
calculated zonally.

4.4.12 The group considered that zonal transmission access rights would be
complex to manage if the zones changed. Some of the Working Group were
concerned that small portfolio or single station users would be disadvantaged
by zonal access rights if they were implemented without other sharing
arrangements. A preference towards keeping the access right defined nodally
was shared by the group. Zones were considered in greater detail by
Working Group 3, whose deliberations are summarised later in this report.
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4.4.13 The CAP165 Working Group discussions considered arrangements for wider
access to the transmission network. Working Group 3 considered the
appropriate arrangements for the local connection.

4.4.14 The group considered the appropriate arrangements, as part of CAP165, for
Users who had requested wider transmission access and their local access
was available at an earlier date. The group believe that it would be
appropriate for these Users to be able to use short term transmission access
products during the period before their wider works were completed. Short
Term Transmission Entry Capacity (STTEC) and Limited Duration
Transmission Entry Capacity (LDTEC) could potentially be used in this
scenario as could (if implemented) the CAP161-CAP163 short term products.

4.4.15 If the wider works were completed before the local works the User would be
unable to use the transmission system. It is considered that in the majority of
connections the reinforcing of the wider infrastructure would be a longer
project than building the local connection. Whilst unlikely this situation could
potentially occur under the current arrangements.

4.4.16 Separating the local works from the wider works gives a new User more
flexibility if their local connection is finished before their wider connection.
Separating the works neither facilitates or frustrates Users whose wider
works are finished before the local connection against the current baseline.

4.5 Transition

4.5.1 Under CAP165 it is proposed that no transmission access rights would be
withdrawn from existing Users. Existing generators with TEC including pre-
commissioning users with connection agreements will be offered an
equivalent long-term finite right under CAP165. During the transition period
generators with existing TEC will be invited to nominate the number of whole
financial years for which they require long term transmission access rights.

4.5.2 The majority of Working Group members believed that they currently had
‘evergreen’ transmission access rights, which they defined as rights that are
automatically renewed each year given payment of TNUoS. The Authority
representative stated their belief that rights under the CUSC were unclear,
and that there are features of the existing rights which suggest they are not
evergreen. Some Working Group members noted that whilst the rights
currently have evergreen characteristics, such features could be changed by
making an amendment to the CUSC (although not all such members believed
that this would be appropriate).

4.5.3 Some members of the Working Group suggested that if this were the case,
then rights to be allocated, via CAP165, could also, in the future, be removed
(or fundamentally altered) via an amendment to the CUSC. The Authority
representative stated that, in the case of future rights where parties have
made a non-reversible financial commitment, this was unlikely to be
appropriate. However, they did not believe that this was the case for existing
rights.

4.5.4 Some members believed that if existing rights were evergreen, this would
constitute a property right, and that it would not be appropriate, or even legal,
for such rights to be changed solely by a CUSC amendment. However, the
Working Group accepted the suggestion of the Chair that, without prejudice
to those rights, in order to proceed with the work of developing and assessing
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CAP165 they had to set aside their views of existing transmission access
rights.

4.6 Non-physical Players

4.6.1 Under the current (CUSC) arrangements, only physical parties; ie generators;
can apply for Transmission Entry Capacity (TEC). Transmission access
arrangements are codified in the Connection and Use of System Code
(CUSC). Currently Interconnector Users and Suppliers are non-physical
signatories of the CUSC, but these Users do not hold TEC. For holders of
TEC, the CUSC is ingrained with technical obligations which Users with
transmission entry access rights must fulfil (because such rights are implicitly
linked to physical generation equipment). To allow non-physical parties to
obtain (and then trade) transmission access a new category of non-physical
User would need to be included, and the CUSC would need to be rewritten to
separate access rights from Users’ obligations.

4.6.2 One member of the Working Group questioned whether it would be
permissible under the Acts of Parliament associated with the CUSC to
change it to include non-physical players. They noted that if during the
progression of the NETA and BETTA related legislation (which (i) introduced
the CUSC and (ii) amended it) DTI/BERR, Ministers, the Government, or
Parliament had opined on non-physical players then this might preclude what
was being proposed. It was decided to seek a legal view on this from BERR.
The group voiced concern that waiting for the answer could hold up the work
of the group. However, it was noted that the work of the group could proceed
and a response on this matter be provided (i) to the group or (ii) the CUSC
Panel in due course.

4.6.3 For the avoidance of doubt, the Working Group agreed that if CAP165 were
to include the ability for non-physical parties to obtain (and then trade)
transmission access that this would be an Alternative (as this was not part of
the (original) CAP165, as proposed by National Grid. The Working Group is
not proposing, at this stage, that such an Alternative be developed.
However, it would welcome views on this as part of this consultation.

4.6.4 Under a recent CUSC amendment, CAP150, a power station should be able
to demonstrate the capability of delivering MW output equivalent to their
requested (MW) TEC transmission access figure. CAP150 was brought in to
avoid network investment in excess of the capability of generation assets.
Non-physical players by definition would not be able to demonstrate this
capability without an agreement with a physical party.

4.6.5 There is concern in the group that allowing non-physical parties to buy
transmission access rights could lead to poor transmission investment
signals. Under the current arrangements as a power company builds their
power station the risk of them not connecting reduces as the assets are put in
place. Often the investment in transmission assets for a new power station
goes hand in hand with the power station assets being built. If transmission
infrastructure is built to accommodate a purely financial commitment the
revenue for the assets would be recovered (from the non-physical party who
made the booking that caused the transmission investment) but the
infrastructure may remain unused.

4.6.6 The group believed it would be difficult for the TO’s to build assets to
reinforce a zone without knowing specifically where a generator would be
based as well as the associated technical aspects of that generator. Some
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Working Group members suggested that the transmission system boundaries
could be reinforced in this case, although this may not be the most
appropriate investment, depending on who the eventual (physical) party was
that used the rights.

4.6.7 Some members of the Working Group voiced concern that adding a third
party into the trading of transmission access rights may increase the
transactional costs. Such non-physical parties would also be aiming to make
money through the trading of transmission access capacity, which would be
likely to increase the overall cost to the electricity consumer.

4.6.8 The main aim of including non-physical players in the market would be to
improve liquidity, and to address the concern that to exclude them would be
to limit market activity. Non-physical participation is permitted in other
markets, such as gas, though new capacity has to be booked at a certain
point not in the form of deep reinforcement. However, the focus for the
development of transmission access arrangements is to facilitate the more
efficient use of the electricity transmission system. The group considered that
it should aim to do this in the least complex manner and that creating a new
commodity market should not be an aim in itself.

4.6.9 Therefore, given the additional complexity that would result from the inclusion
of non-physical participants, the group believed that significant benefits would
need to be demonstrated in order to justify such a move. Further, some
members of the group considered that introducing non-physical players
would not actually improve the liquidity of the market. There is also some
concern in the group that allowing non-physical players to participate would
increase the potential for gaming.

4.6.10 One member of the group argued that the exclusion of non-physical parties in
the proposed long-term electricity access arrangements is discriminatory and
against the spirit of a liberalised competitive market. However, it was pointed
out by other members of the Working Group that the exclusion of non-
physical parties has been a feature of the CUSC since it was designated by
the Secretary of State in 2001 (and again in 2005) following consultations by
Ofgem and (DTI)BERR.

4.6.11 Some members of the group considered that allowing all (physical and non
physical) parties to participate in transmission access arrangements,
improves competition and liquidity for capacity so that where there is a scarce
resource, a useful investment signal is developed. Different capabilities may
facilitate the entry to the market of new players particularly if they are small in
size and cannot handle the risk associated with transmission access. Also,
the generation market becomes more competitive as a variety of contractual
forms are allowed to exist. For example, tolling arrangements and
optimisation for merchant plants where capacity is managed by the “off-taker”
who may very well be a “non-physical” player.

4.6.12 One member argued that some of the financial transmission rights markets in
the US also permit non-physical players to participate. The reason for that is
exactly that financial players, if subject to the same collateral and anti-hording
requirements as the rest of the market participants, can bring additional
liquidity to the market and offer risk management services to smaller
participants that may not have the same capability.

4.6.13 A Working Group member considered the discussion on gaming is also
overplayed. Capacity speculation within transmission networks is not viable
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when there are appropriate anti-hoarding measures in place, and in any case
there can be no provision on which class of market player may trade purely
on a speculative basis. The Working Group member added, on the other
hand no legislation can prevent non-physical players acting on the capacity
market through a physical player and a “sleeve” arrangement. Taking as an
example the UK Gas Market, abusive squeezes in the gas capacity market
have not worked as capacity simply becomes free for those that can
physically utilise it.

4.6.14 The majority of the group concluded that including non-physical players in the
transmission access arrangements would provide liquidity advantages.
However, in order to do so it would be essential that appropriate anti
hoarding measures were put in place to avoid market abuse. Short term
access arrangements could provide anti hording measures by ensuring that
unused capacity was made available for free in the short term markets. Some
Users would want to buy long-term transmission access rights as a hedge
against the short term price of access.

4.6.15 The group believe that it may be necessary to have a Licence for non-
physical Users. To include non-physical players would also involve changes
to the CUSC. The group, mindful of the need for (i) anti hoarding measures
and (ii) the fair trading of capacity, considered that arrangements similar to
those applied to interconnector Users would need to be put in place if non-
physical players were to be granted long term transmission access rights.

4.6.16 The majority of the Working Group believes that whilst non-physical players
could provide some benefits it was not practical at this stage to include them
in the proposed CAP165 amendment. It is considered that whilst the inclusion
of non-physical players should not be taken forward as part of this
amendment it would be a positive extension to the access arrangements at a
future date.

4.7 User Commitment

471 The CAP165 proposal suggests that Users book a finite period of whole
financial years of access to the wider transmission network. The original
proposal suggests that Users would provide commitment for this access
through a liability to pay the relevant TNUoS charges. Where reinforcement
is required to provide transmission access, the User would need to book a
minimum number of years so that the TNUOoS liability is approximately equal
to half of the investment costs.

4.7.2 The liability would provide User commitment and would be backed up by
some level of pre-commissioning security as considered in the Security
section of this report. Being liable for half of the investment costs would mean
that the risk of reinforcement assets becoming stranded would be shared
equally between the User causing the investment and National Grid (if the
revenue for the assets was disallowed) or all Users (if the revenue for the
assets was allowed).

4.7.3 National Grid performed analysis to calculate the number of years of TNUoS
which would be equivalent to half the reinforcement investment costs. The
Unit Cost Allowance (UCA) revenue drivers were used as generic investment
costs. These revenue drivers are a mechanism to reimburse TO’s for access
provided above the baseline.
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4.7.4 On average, the UCA in a zone is fifteen times greater than the wider TNUoS
charge (as calculated under Option A of GBECM -11"). The group considered
that using whole financial years made the model most simple. This suggests
that a User should have a liability to pay eight years of wider TNUoS charges
to cover half of the costs of the investment made in wider works to
accommodate them.

4.7.5 The following chart shows a plot of wider TNUoS charges multiplied by fifteen
and the surplus revenue drivers from the licence. These values are shown in
£/kW for each revenue driver zone. A map showing the revenue driver zones
is included in Annex 5.
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4.7.6 The correlation between Wider TNUoS and the surplus UCA is not very
strong. This suggests that TNUoS charges may not give a very good proxy
for investment.

4.7.7 There are several reasons why wider TNUoS is not an ideal proxy for
investment. One factor is that TNUoS considers the annuitised cost of an
asset over its life and takes into account the whole network. The revenue
drivers are calculated using the average cost of specific projects expected to
take place during a single price control.

4.7.8 Another key difference between TNUoS charges and revenue drivers is that
revenue drivers are based on the gross cost of investing in the network.
However, TNUoS charges are based on the net financial impact of adding
one MW of capacity at a node. The gross project costs will always be zero if
no reinforcement is required or positive if some reinforcement is required.
The TNUoS charge is negative in areas where the number of MWkm as
calculated by the transport model is decreased. This means that a generator
connecting in the south of Britain would create a net reduction in flows on the
transmission network.

4.7.9 Using TNUoS as the basis for User commitment would mean that no User
commitment was provided in negative zones. Some members of the group
suggested that if a zone has a negative TNUoS charge this indicates that
there is spare capacity available in the zone. Clarification from National Grid

' GBECM - 11 - htip://www.nationalgrid.com/NR/rdonlyres/27F920CA-C678-4D91-A3D1-
701E909BDAFB/28281/GBECM11ConcReport final HR.pdf
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explained that a negative TNUoS charge was not indicative of spare capacity.
Indeed, in some negative charging zones (for instance, the Thames Estuary)
the provision of additional capacity may be relatively expensive.

4.7.10 The group therefore considered whether being liable for 50% of the UCA
revenue driver would be a more appropriate method of providing User
commitment for investment costs. The majority of the group considered that
the UCA provided a better proxy for investment costs than TNUoS in England
and Wales. However, in Scotland the revenue drivers are calculated using a
different methodology, and there were concerns within the Working Group
over the inconsistency of how the revenue drivers are calculated in England
and Wales as compared to how they are calculated in Scotland. The main
concern of the group was that any inconsistency could lead to an inequitable
treatment of users in different regions of Great Britain.

4.7.11 Some Working Group members also noted that, under CAP165, the use of
UCAs as a termination charge could result in a terminating generator paying
more than the total TNU0S charges that they would be liable for over the
remainder of their booking, and expressed concern that this could reduce the
efficiency of plant exit from the system. As generating plant could avoid
some of the termination charge by shutting but not terminating the access
booking, a test was discussed in order to identify deemed terminations.
However, it was suggested that this would fundamentally change the nature
of the access product from one which entitles the holder to generate to one
which obliges the holder to generate.

4.7.12 The Working Group therefore concluded that revenue drivers were not
suitable to be used as the basis of User commitment.

4.7.13 Many Working Group members believed that the lack of historical evidence of
asset stranding meant that pre-commissioning User commitment did not
need to accurately reflect investment costs. Other Working Group members
did not accept that past evidence meant that stranding would not be an issue
in the future, but some of these members also accepted that the best overall
model for CAP165 might be one that included arrangements for pre-
commissioning User commitment that were not necessarily completely
reflective of investment costs. In respect of the particular issue of negative
charging zones, National Grid highlighted that, in any event, some
commitment would be given in relation to the local connection.

4.7.14 Some Working Group members therefore concluded that, as CAP165 is
focussed on providing certainty to National Grid by Users booking
transmission access for a number of years and paying the appropriate
charge, any termination charge should be based on TNUoS, and they
therefore believed that the original CAP165 amendment (and WGAA1) was
the appropriate response to the defect identified. However, other Working
Group members believed that pre-commissioning User commitment should
be reflective of investment costs, and, as wider TNUoS has been shown to
be a poor proxy for wider investment costs and the revenue drivers have
been shown to be unsuitable as a basis for User commitment, this concern
led to the submission of WGAA2.

4.8 Security
4.8.1 The Working Group considered a number of options for security, one of

which was requiring security for the entire booked period of entry capacity.
However, the group believed that this would be a significant barrier to entry
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and that the value at risk would be significantly lower than the whole booking.
The group discussed what value was really at risk.

4.8.2 It was considered that the actual value at risk was minimal in the case of a
power station which had already been commissioned. If the power station
owner entered insolvency the power station was likely to be taken over by
another company which would take on the liability to pay the TNUoS charges
going forward from the date of acquisition.

4.8.3 The TNUoS charges which cannot be recovered from a bankrupt User (e.g.
from the date of the last unpaid TNUoS bill to the date when the new
purchaser takes over and starts paying TNUoS going forward) will be
socialised across all generators. It was noted that the cost, for these Users,
of providing security to National Grid (for their TNUoS charges) was expected
to outweigh the cost of socialising the non payment of TNUoS charges by
bankrupt Users. The Working Group considered that the Users who will face
these costs are best placed to decide to what extent they are happy to ‘self-
insure’ each other.

4.8.4 The group considered that being aware of the cost to the industry of securing
transmission access versus the cost to the industry of socialising stranded
transmission assets costs would help the group make an educated decision
on the appropriate amount of security that might need to be held.

4.8.5 Despite a number of examples over the years of CUSC Parties going into (i)
administration (ii) bankruptcy or (iii) receivership, there has only historically
been one instance where a power station entering administration has not
been sold to a new owner within the same charging year, and this particular
power station was in a negative charging zone. Therefore, there has been no
historic socialised cost to Users. The group believed it would be difficult to
quantify the exact costs of security for the whole booking period but
considered that this could be in the region of tens of millions of pounds per
annum.

4.8.6 Some members of the group were concerned that although there had been
no historic instances of Users failing to pay their TNUoS charges the number
of generators wishing to connect in the next decades is likely to be a period
of unprecedented change. This suggests that extrapolating historic data into
the future may not give us a true view of the potential risks.

4.8.7 The group considered whether it was appropriate to have different security
arrangements for Users pre and post comissioning. The group considered
that the risk profile of pre comissioning Users was different to that of a User
post comissioning. The group considered that a post comissioning User
would have a power station asset which in many cases could be resold so
their risk was low until the power station came towards the end of its life. A
pre commissioning User’s risk profile changes throughout the life of a project.
Although the risk will generally decrease as the User approaches
commissioning, the risk is higher than a post commissioning User.

4.8.8 Some members of the Working Group believe that post commissioning Users
should not have to provide any security, as is the case at present. It was
considered that if a User with an existing power station were to enter
administration in most cases another party would buy the assets and take on
the liability to pay the outstanding TNUoS charges. This would mean that the
value at risk was effectively zero.
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4.8.9 Other members of the group considered that providing security for the
balance of the current year's TNUoS charges was a reasonable compromise
for most post comissioning Users between the cost of security and the
potential risks. This solution would allow National Grid to recover all revenue
in the period in which it was unable to change charges.

4.8.10 Some members of the group considered that providing security for the
balance of the current year's TNUoS charges would be administratively
onerous. This is because the level of security required would change each
month. Some members argued that having a constant six months of security
(representing the average over the year) would be more appropriate.

4.8.11 Some Working Group members considered that certain Users would
represent a higher level of risk, consequently, it would be appropriate for
these Users to provide a higher level of security. Such Users might include
older power stations making long bookings (and therefore incurring a high
liability). However, the group also noted the potential practical difficulties in
formulating rules in this area, for instance in determining the age of a power
station (which many have had certain equipment replaced, or may have even
been replanted). The group therefore concluded that it would be infeasible to
develop any arrangements in this area under CAP165, but highlighted this
issue as an area for potential future development.

4.8.12 The Working Group concluded by majority that post-commissioning Users
should not have to provide any security for TNUoS charges.

4.8.13 With regards to pre-commissioning Users, the majority of the Working Group
considered that it would not be undue discrimination to ask pre-
commissioning Users to provide a different level of security to post-
commissioning Users given the differing risk profiles. Under some the
CAP165 proposals and alternatives, pre-commissioning Users would
therefore be expected to secure their full liability, in others a proportion of
their liability based upon the perceived risk of default.

4.9 Consequential Charging Modifications

4.9.1 CAP165 could impact on the Use of System Charging Methodology. The
Working Group considered the consequential changes which may be
required to implement CAP165.

4.9.2 The group discussed whether it would be appropriate for Users making a
long term booking to have fixed charges. Fixing the locational charge will
make the charge less accurate over time. This inaccuracy will be recovered
through the residual. If both the locational and the residual are fixed the
inaccuracy would need to be recovered through short term access and
subsequent long-term bookings.

4.9.3 National Grid presented analysis to describe the quantitative effect of fixing
the TNUoS charges. The results of this analysis can be found Annex 3 of the
report. The group considered that fixing the whole TNUoS charge for the
duration of the booking would leave National Grid with under or over recovery
of the allowed revenue. This would still need to be recovered, and so could
lead to additional charges that would be levied on all Users. Some Working
Group members did not see why they should face the undue burden of the
potentially unpredictable costs/risks associated with other Users fixing their
charge with National Grid. The group considered that fixed charges would be
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desirable only if they were fully fixed, and that would be impossible without
changing the TO funding arrangements

4.9.4 CAP165 is not dependent on Users having the option to fix their charges.
However, some User may believe that having the option to fix their charge
would be favourable where they have made a long term commitment. It was
noted by a member of the Working Group that Users could already, if they
wished, seek to fix their charges by using a contracts for differences type
agreement with either (i) another User or (ii) a financial institution etc. The
arrangements for fixing TNUoS charges will be consulted upon separately
through the charging governance.

4.10 Generation Zoning

4.10.1 National Grid recommended that in light of the proposed suite of CUSC
Transmission Access Review Amendments (namely CAPs 161, 162, 163,
164, 165 and 166), it might be appropriate to move away from the existing
TNUoS generation zones and develop a set of zones which better facilitate
the release of transmission access via SO Short-term Entry Rights (CAP161),
Entry Overrun (CAP162), Entry Capacity Sharing (CAP163), Long-term Finite
Rights (CAP165) and Long-term Entry Capacity Auctions (CAP166). To help
facilitate this work on zones the CUSC Amendment Panel established a
separate group, known as Working Group 3, to assist Working Groups 1 and
2. Transmission Access Working Group 3 considered generation zoning in
detail, a summary of their discussions is included in this section.

4.10.2 At the second meeting at Working Group 3 on 27th May 2008, National Grid
introduced two separate generation zoning options in the form of: (i) a
Scenario-based Zoning Methodology (“SZM”); and (ii) a Network-based
Zoning Methodology (“NZM”). Both methodologies were proposed on the
assumption that:

¢ |ocal reinforcement works required to connect a generator to the MITS
(and therefore make use of transmission capacity) are achievable;

e the resulting zones facilitated TEC exchanges within zones on a 1:1
basis; and

e limits (MW) at points of connection can be ‘aggregated’ in terms of
their effects on wider transmission system constraints.

Scenario-based Zoning Methodology (“SZM”)

4.10.3 The SZM considered the actual boundary constraints of the transmission
system and followed the process of: (i) identifying candidate boundaries; (ii)
identifying critical circuits for these boundaries based on the required transfer
level specified within the GB SQSS,; (iii) the calculation of sensitivity factors at
all nodes with regard to critical circuits; and (iv) the grouping together of
those nodes which have similar sensitivities.

4.10.4 In practice, candidate boundaries were identified manually based on the
operational boundaries of the transmission network. The worst critical
contingency and circuits were then identified against the indicative boundary.
Sensitivity Factors were then calculated for each node by ‘injecting’ an
additional 100MW of generation at each node within a zone and calculating
the resultant flows on each of the relevant critical circuits under a
contingency. Those nodes of Sensitivity Factors within a range of 20 percent
were then grouped together.

4.10.5 The advantages of the SZM were observed as being that:
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e maximum tradable transmission capacity within a zone could be
derived from Sensitivity Factors for the winter peak scenario;
e the grouping of nodes of similar Sensitivity Factors into zones gives
greater clarity and certainty to zonal transmission access; and
e additional constraint costs are minimised because actual transmission
network constraints are honoured.
It was also noted that the publishing of nodal Sensitivity Factors leads to an
indicative economic optimisation for TEC exchange.

4.10.6 The disadvantages of the SZM were noted to be that critical circuits tend to
‘move’ in meshed networks and that they are scenario and contingency
dependent. Additionally, it was noted that zones developed under the SZM
are unlikely to remain stable over a number of years due to changes to the
transmission network and the demand and generation background.

Network-based Zoning Methodology (“NZM”)

4.10.7 The NZM did not consider actual transmission boundary limitations, but
worked on a ‘hub and spoke’ principle, considering the change in voltage
angles resulting from the exchange of TEC at individual nodes as the
parameter for determining relevant zones. It was identified that under the
NZM, zones might be considered to be less likely to change so long as the
network topology and impedance of the transmission network did not change
significantly.  And, where the SZM studied a few ‘snapshots’ of the
transmission system, the NZM did not rely on a specific scenario being
studied, hence providing more stability to the zones in the long-term.

4.10.8 Limitations of the NZM were identified to be that the choice of hub-node used
to determine the zones was critical to the zonal definition and likely to have a
significant impact on a generators ability to exchange transmission access
rights. Additionally, it was noted that actual transmission system constraints
might not be fully reflected.

Working Group 3 discussion

4.10.9  Working Group 3 noted that a significant amount of further information and
analysis of both options was required, including the estimated total effect
on transmission constraints, the stability of zones and the ‘liquidity’ of
capacity exchange.

4.10.10 Working Group 3 questioned as to whether it would be possible to overlap
zones in the NZM, or even have a unique zone for each node to maximise
tradability. Concern was expressed however, regarding the impact of
sequential trades from zone to zone and the potential impact of this on
constraint costs.

4.10.11 In addition to the SZM and NZM, Working Group 3 questioned the
possibility of the publication of node to node exchange rates in preference
to zoning. The presentation slides regarding the SZM and NZM can be
found on the National Grid Codes website.2

Indicative generation zones

4.10.12 At the fourth meeting of Working Group 3 on 16th June 2008, National
Grid presented some indicative generation zones based on both the SZM

2hitp://www.nationalgrid.com/NR/rdonlyres/9A797D89-2BC2-459C-A3C7-
744F3212109F/25954/Meeting2Zoning.pdf
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and NZM. Zoning for regions that are radial in nature was relatively simple,
the zoning process however, was much more difficult due to the presence
of loop-flows.

4.10.13 It was noted that in the short to medium term (circa 2-3 years), National
Grid (as the GBSO) can arrive at larger generation zones which may
better facilitate the exchange of transmission access rights due to the
greater certainties associated with background conditions and operational
measures. In the longer-term however, it was considered that smaller
generation zones would be required to cater for increased uncertainty.

4.10.14 In general, a number of key issues and findings were noted:

e Generation zones were generally different from the existing TNUoS
generation charging zones.

e Short-term zones can be much bigger than the long-term zones, and
they can change from time to time.

e In a meshed network, the effect of loop-flows may increase the
percentage loadings on critical circuits and make it difficult to define
zones.

e The definition of local works will affect zoning criteria.

Being geographically proximate does not necessarily mean being
electrically proximate, especially when substations are operated in a
“split” configuration. In this instance, re-arranging of busbar sections
or substation uprating may be required to facilitate TEC sharing.

Working Group 3 discussion

4.10.15 Working Group 3 noted the importance that any new zoning methodology
should be suitable for all long and short-term transmission access
products proposed under the suite of CAP161-166 amendments and gave
consideration to the trade-off between the potential increased costs of
operational constraints, the liquidity of absolute trades, and the number of
nodes in each zone. It was considered that zones should be based on
capability (e.g. local connection capacity) rather than obtained long-term
transmission access rights (TEC or its equivalent).

Hybrid zoning methodology

4.10.16 At the fifth meeting of Working Group 3 on 1st July 2008, National Grid
presented some indicative generation zones based on a hybrid (of SZM
and NZM) zoning methodology, in that a critical trip was applied (under n-
d) with T00MW injected at each of the rim nodes and then extracted at the
hub node. Following this, the loading of all lines under a combination of
every rim-rim, rim-hub pair was analysed. If a loading increased by more
than 20MW, this was then considered to be a ‘sensitive’ case. The
exercise was repeated for a number of other critical trips with a sense
check undertaken prior to determining the zones.

4.10.17 The methodology applied to determine a set of zones was as follows:

1. Set local works and size of zones (2 of the 3 variables — excluding
constraints).

2. ldentify active constraints based on existing knowledge of that
selected zone.

3. Calculate the volume of additional constraints based on:
e NZM sensitivities;
e Load factors of buying and selling generators to calculate the

volume of potential tradability.
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e Use realistic outage windows to estimate the number of hours of
potential exposure to constraints.
4. Estimate the costs of constraining off and replacement energy.

Operational constraint costs

4.10.18 In addition to presenting some indicative generation zones and some of
the issues surrounding the zoning process, consideration was given to the
balance between facilitating transmission access tradability within zones
and the consequences of constraint costs and stability.

4.10.19 Operational constraint cost is calculated based on the volume of active
constraints (MWh), multiplied by the cost (£/MWh) of these constraints. It
was noted that a small generation zone will lead to less trading options,
though this might not necessarily be considered as a ‘low’ level trading.
Working Group 3 members considered that a potential % cap of total zonal
trades should ideally, be the same for all generation zones, although
different zones may permit a far larger volume of transmission access
trade for the same operational cost risk. It was considered that limits on
trades would allow larger zones with more nodes, and that a limit could be
set as a function of the load factor of generators, or proportions of the total
transmission access capacity (MW) within a zone.

4.10.20 National Grid presented some high level analysis on the volume of
additional constraints and the associated cost of this, based on a mid
depth local works definition and the exchange of between 25-100% of TEC
within a zone when compared to existing constraint costs of approximately
£80m per annum.

Working Group 3 discussion

4.10.21 Working Group 3 noted that there is a trade-off between (i) nodal
tradability, (ii) maximum zone size and (iii) how much local works must be
completed prior to transmission access being allocated. For example, if a
deep definition of ‘local works’ is applied then, as a consequence, zones
are likely to be larger. It was reiterated that the existing assumption is that
when transmission access is exchanged or shared, resulting in additional
constraints, this additional cost will be socialised amongst all transmission
system Users.

4.10.22 Working Group 3 noted that there are three different areas in the TAR
proposals where local assets and works are defined: (i) within the CUSC;
(i) for local charging purposes; and (iii) within the zoning methodology.
Working Group 3 considered that the disconnect between the actual local
works that are required for a connection and the local charge which the
User will pay may be necessary to:
e Avoid circumstances in which there would be a permanent output
restriction on a generator being connected; and
e Protect the individual generator from the actions of others or the
decisions of the Transmission Owner.

4.10.23 The Working Group noted that having separate definitions may be
consistent with the way in which current Construction Agreements list the
incremental works required to accommodate generators, with the
generator paying the Long-Run Marginal Cost (LRMC) derived from the
Investment Cost Related Pricing (ICRP) transport and tariff model.
However, the Working Group subsequently agreed that different CUSC
and charging definitions may lead to users getting access rights without
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facing the associated cost reflective charge, as described in 4.11.11
below.

4.10.24 Working Group 3 considered that the stability of zones was very important
and therefore new generation zones should not be developed in this
process on the premise that zones are acceptable at present, but there
may be issues to address in the future. The presentation slides relating to
the hybrid zoning methodology can be found on the National Grid Codes
website.3

4.10.25 At the sixth meeting of Working Group 3 on 16th July 2008, National Grid
presented some indicative generation zones, using a ‘mid depth’ definition
of local works and a lower Sensitivity Factor limit (20%). In order to avoid
significant local works reinforcement conditions, very small zones were
created which based on previous Working Group 3 discussions, were
considered too small. However, it was noted that to fully appreciate the
‘size’ of zones, it is the number of trading parties and the amount of
tradable transmission access capacity within a zone that should be
considered more relevant than the geographic area.

4.10.26 In parallel, National Grid presented some further analysis on indicative
generation zones based on a ‘deeper’ definition of local works, to assess
how this may increase the tradability of transmission access. Several
Indicative zones were created although it was noted that it was not
possible to zone certain regions such as East Anglia on the basis of the
deep definition, without invoking local works designs that were
economically inefficient. In general, it was considered by the Working
Group that moving to a deeper definition of local works did little to increase
the size of zones and the potential liquidity of access sharing.

4.10.27 Working Group 3 noted that stability at nodes is important, but the
possibility of considering (i) nodes with existing generation and (ii) nodes
with signed applications (to connect to the transmission system at some
date in the future) should be explored. This was not necessarily perceived
to provide stability to zones beyond a 3 to 5 year period, but it was
deemed workable if a fully automated and transparent model can be made
publicly available to the industry.

Generation zoning and nodal exchange rates

4.10.28 At the seventh meeting of Working Group 3 on 29th July 2008, National
Grid recapped on the generation zones which had been presented to date,
noting that these were based very much on existing generation centres,
existing demand centres and radial spurs.

4.10.29 When identifying the generation zones, a number of factors had been
raised as requiring consideration, particularly as to whether generation
zones should be developed with a view to them being short-term or long-
term, and whether they should be based on physical transmission system
boundary limits or the additional constraint costs that these would be likely
to produce. Given the complexity of zoning, attention of Working Group 3
turned to giving consideration of inter-zonal TEC exchange of transmission
access and even the possibility of nodal TEC exchange of transmission
access.

3 http://www.nationalgrid.com/NR/rdonlyres/1E709B88-B313-47B7-9835-
2424C283798C/26845/GenerationZoning final meeting5.pdf

Date of Issue: 08 January 2009 Page 36



Amendment Report Volume 1
Amendment Ref: CAP165

4.10.30 The options considered included the determination of a nodal 1:1
exchange rate based on the physical transmission network rather than
generation background, which should therefore be temporally stable. This
option would need to consider both long-term and short-term timescales,
local charging definition and reflect network contingency analysis.

4.10.31 The second option was for a Locational Marginal Pricing (“LMP”) based
approach for setting point-to-point rights. This bid-based approach can
accommodate multiple constraints and payments would be made into a
‘pool’ based on the cost as compared to a hub point. Working Group 3 had
concerns that the results would be volatile and that there would be less
transparency behind the prices. In addition, the approach was felt to be
complex.

4.10.32 Alternatively, a ‘flowgate’ approach was considered which would look at
the physical capacity of constraining transmission circuits. This was felt to
be a substantial change to existing transmission access rights, and with
the example of around 1.5 billion nodal calculations per year required to
update the Flowgate rights, Working Group 3 felt that this option was the
most complex to implementation and was prone to volatility.

4.10.33 The last option considered was the use of a nodal exchange rate using a
MWkm methodology. Consideration was given to using the Direct Current
Load Flow (“DCLF”) transport model currently used to calculate TNUoS
tariffs, to calculate nodal exchange rates for transmission access. This
option involved taking into account various sets of contingencies, with the
added advantage that some automation to identify all circuits was already
available in the form of the Secured Load Flow model used to calculate to
Global Locational Security Factor in TNUOS tariffs.

4.10.34 The weaknesses of this option were noted as being that the use of MWkm
as a measure, does not equate to a critical circuit flow and as a result,
overestimated transmission access exchange rates had already been
identified at this early stage and would continue to be a significant risk. In
addition, it was noted that there was no correlation to overloaded flow and
the increase in GBSO costs that would be associated with this.

4.10.35 At the eighth meeting of Working Group 3 on 13th August 2008, as well as
further developing the principle of a zonal methodology based on nodal
exchange rates, National Grid introduced a zonal alternative and a nodal
alternative.

4.10.36 Nodal exchange rates: A step by step methodology was discussed for
establishing zones through grouping nodes between which the exchange
rate fell within a certain range. Example exchange rates were shown for a
particular approach based on specific assumptions. The approach was
based upon worst-case contingencies in order to establish exchange
rates, where the resultant zones would have minimal constraint costs
arising from the exchanges. Transmission access exchange rates were
shown for one set of possible assumptions. Working Group 3 was
comfortable with the exchange rate discussed, which reflected the different
impacts on a specific circuit from different nodes, but expressed concerns
that under various critical trips the exchange rate may change significantly.

4.10.37 Zonal alternative: An alternative is to use zones that have already been
defined (e.g. SYS, charging or candidate short/medium term generation
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zones), then the impact of such (i.e. increase in constraint costs) could be
examined for an agreed suite of assumptions and scenarios. The working
group agreed that careful assumption must be made around likely projects
connecting and TEC sharing behaviour.

4.10.38 Nodal alternative: Working Group 3 considered an ex ante nodal
exchange rate approach. The total impact on constraint costs is mitigated
when Users who wish to share, notify the SO of the specific nodes
between which the transmission access will be shared in addition to the
maximum size of trade. This allows a more robust exchange rate to be
established. Once granted sharing could occur over any timescale; without
exposure to nodal overrun charges.

Sharing access rights between nodes

4.10.39 Given the issues identified with establishing zones in which sharing with a
1:1 exchange rate is allowed, at the ninth meeting of Working Group 3 on
22" August 2008, the Working Group gave some further consideration to
some potential options for sharing transmission access between nodes,
without the requirement for generation zones. Three models were
considered (the presentation is available on the National Grid Codes
website):

(a) Sharing with exchange rate determined by ratio of nodal (ex post)
Overrun prices;

(b) Sharing with fixed point to point exchange rate calculated by National
Grid based on known volume and duration; and

(c) Sharing facilitated by the release of point to point transmission access
rights by National Grid in investment timescales.

Exchange rate determined by ratio of nodal Overrun prices

4.10.40 Under this option, the User would notify National Grid of a sharing
arrangement agreed bilaterally between two parties. National Grid would
then calculate exchange rates based on (ex post) overrun prices. The
results from these calculations would then form the inputs into the
calculation of overrun volume.

4.10.41  Whilst overrun prices allow Users to share transmission access rights to
an extent, Working Group 3 considered that there was an issue with a
bilateral exchange being affected by a third party generating, which would
consequently affect the overrun prices and exchange rates

4.10.42 If we consider the simplified example (shown in the diagram below) of two
generators behind a constraint, generator A has long-term transmission
access rights and generator B does not. The overrun price increases
above zero only if the aggregate output from both generators exceeds the
long-term rights held by generator A. This means that provided generator
A reduces output whenever generator B wants to generate, the overrun
price faced by generator B will be zero.
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C Access rights=0MW
Gen=100MW
Overrun price=£45/MW

B A
Access rights=0MW Access rights=1000MW
Gen=100MW Gen=899MW
Overrun price=£45/MW Bid price=£15/MW

Overrun price=£45/MW

Capability
=1000MW

Access rights=1000MW
Gen=500MW
v Offer price=£60/MW

4.10.43 This arrangement would break-down if there was a third generator,
generator C, generating without transmission access rights behind the
same constraint. The output from generator C could also cause the
overrun price to increase above zero, undermining the effectiveness of the
sharing arrangement between generator A and generator B.

4.10.44 In these circumstances, generator A is not able to extract the full value of
their transmission access rights due to the actions of a third party. This
would be solved if generator A and generator B were to enter a sharing
arrangement with the associated transmission access exchange rate
based on the ratio of the (ex post) nodal overrun prices. Now, if generator
C decides to generate, this would push the overrun price at the generator
A node and the generator B node such that the exchange rate remains
constant.

4.10.45 In more complex examples, the actions of generator C may cause the
exchange rate between generator A and generator B to diminish, as there
would be a constraint between generator A and generator B, but the value
of generator A’s transmission access rights at generator B’s node would
always be accurately reflected.

4.10.46 Working Group 3 considered the following high-level process for exchange
rates determined by the ratio of overrun prices, noting that this option for
sharing transmission access rights was reliant on the approval of the
CUSC amendment (CAP162) to introduce overrun prices calculated in a
cost reflective manner. The Working Group subsequently agreed that this
option was only applicable with overrun with a marginal price, as described
in the Final Conclusions from Working Group 3 below.

(a) Users notify National Grid of sharing arrangement
i. It has been assumed that a joint request for a sharing arrangement
would be made by a User with transmission access rights (seeking
to donate) and a User without transmission access rights (seeking
to receive).
i. The request would state a ‘go-live’ date and ‘end-date’ for the
arrangement, along with a maximum capacity in MW. The
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