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ANNEX 1 - REPRESENTATIONS RECEIVED DURING CONSULTATION
This Annex includes copies of any representations received following circulation of
the Consultation Document (circulated on 3 March 2009, requesting comments by
close of business on 13 March 2009).

Representations were received from the following parties:

File Number Company
CAP170-CR-01 Association of Electricity Producers
CAP170-CR-02 British Wind Energy Association
CAP170-CR-03 Centrica
CAP170-CR-04 DONG Energy
CAP170-CR-05 EdF Energy
CAP170-CR-06 Eon UK
CAP170-CR-07 International Power

CAP170-CR-08 Nuclear Decommissioning

Authority
CAP170-CR-09 Renewable Energy Association
CAP170-CR-10 RWE
CAP170-CR-11 Scottish Power
CAP170-CR-12 Scottish Renewables
CAP170-CR-13 Scottish and Southern Energy

CAP170-CR-14 USKmouth
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Association of Electricity Producers

Charles House

5-11 Regent Street
London

SWI1Y 4LR

Tel: 020 7930 9390
Fax: 020 7930 9391
enquiries@aepuk.com
www.aepuk.com

13" March 2009

David Smith

National Grid Electricity Transmission plc
National Grid House

Warwick Technology Park

Gallows Hill

Warwick

CV34 6DA

Dear David

Response to Connection and Use of System Code and Grid Code Consultations
on CUSC Amendment Proposal CAP170 Category 5 System to Generator
Operational Intertripping Scheme

Thank you for the opportunity to respond to the consultations on the Connection and
Use of System Code (CUSC) Amendment Proposal CAP170. The Association of
Electricity Producers represents generating companies in the UK with our membership
comprising a wide range of technologies utilising fossil, nuclear and renewable sources
of energy. Between them, members will undertake a vast majority of the investment
needed to meet the Government’s targets for renewable energy for 2010 and 2020.
Members also include a number of non-generators. Members operate in a competitive
electricity market and they have a keen and active interest in ensuring its success, not
only in delivering power at the best possible price, but also in meeting environmental
requirements.

Members agree that the significant increase in constraint costs is a cause for concern,
but are puzzled as to why the issue was left till mid February to be addressed via an



urgent National Grid Electricity Transmission (NGET) review process. The potential for
increased costs has been known about for as long as the planning for the Cheviot
outage programme has been underway. NGET began publically to discuss the impact
of constraints and outages as early as October 2007 when the issue was raised at the
Balancing and Settlement Code Panel meeting. Those who have participated in
discussions around the development of the System Operator Incentive Scheme for
2009/10 have been discussing potential mitigation since the review of 2008/09. Ofgem
participates in this process too albeit late in the development cycle. As it would appear
that this may have contributed significantly to Ofgem’s sudden concern about the
increased level of forecast constraints perhaps it would be timely to review Ofgem’s
future timetable for engagement. In addition we would appreciate additional information
on why NGET's use of commercially negotiated intertrips has been defective?
Presumably the use of commercial intertrips when compared with alternative means of
managing the constraints such as acceptance of bids and offers in the balancing
mechanism, particularly across the currently derogated non compliant Cheviot
boundary, has been more economic and efficient. We note NGET has issued a brief
update indicating its intention to investigate ways to align the SO-TO incentives. An
early indication of industry involvement in this process would be appreciated together
with a timetable for implementation.

The CUSC panel agreed to the urgent treatment of CAP170 on the grounds of the
potential for significant commercial impact on both industry and consumers. However,
this has resulted in a suboptimal process leaving little opportunity for full industry
consideration of the issues, and potential for the development of alternative
approaches, which may have emerged had the opportunity for improved industry input
been agreed®. The omission of Working Group deliberations during the brief eight day
industry review period is disappointing with the prospect of any post implementation
review being limited and of little value. Clarification of whether Ofgem intends, or is
able to, carry out a Regulatory Impact Assessment post implementation is also required.

CAP170 has long term implications for our members in that it sets a dangerous
precedent which will result in significant change to Bilateral Connection Agreements
(BCA) without party agreement. The proposal changes the way in which amendments
to the BCA’s may be delivered in future by including new Implementation section 4.2A.8
into the CUSC legal text. Historically, change to the BCA could be automatically
invoked only for ‘routine change’. If approved, this new section virtually removes any
ability to refuse variation to a BCA, in this case for the introduction of a Category 5
Intertrip. Members do not feel that such an approach is reasonable as this is proposing

1 CAP170 was issued at 21:15 hours 34 March effectively leaving only 8 days for industry
consultation



to change the nature of what are currently commercially negotiated agreements to
mandatory NGET invoked instructions on receipt of approval from the Authority. There
is no guarantee that such provisions will be solely limited to such an event in the future
or that there would always be only one derogated non-compliant transmission
boundary. In light of the extent of change required in order to deliver the government’s
renewable energy aspirations this forms a dangerous change of direction and one which
may have serious negative impact on the ability to attract investment in UK generation
capacity due to the considerably increase in regulatory risk.

Section 3.9 of the consultation mentions the use of a methodology that will be used to
determine which Users will be required to provide Category 5 Intertripping schemes and
that this will be based upon a cost benefit analysis, considering aspects such as
installation costs and the costs associated with the administered scheme. This is the
extent of detail within the consultation and is too little to understand the full impact or
benefit. As a minimum the proposal should have included a high level view of the
methodology to be used to select targeted sites, what indicative are forecast using this
approach, on which parties those costs would fall and cost recovery timescales and
mechanism. An indication of when further detail is intended to be made available would
be appreciated, which should include linkage to the System Operator/Transmission
Operator Incentive Scheme and proposed governance framework.

We are led to believe that CAP170 was developed by NGET to address issues raised
by Stuart Cook Ofgem in his letter to Alison Kay 16™ (or 17™) February 2009 entitled
‘Managing Constraints on the GB Transmission System’. Ofgem raises several
concerns within that document. It would be of interest to know whether NGET has
responded formally other than to raise the CUSC amendment, or firmed up views
expressed at the 24" February 2009 Operational Forum regarding further options for
change. Transparency around all such deliberations would be much appreciated.

Early industry engagement, rather than further urgent actions, is expected in order to
ensure delivery of robust and appropriate solutions. In addition an indication of the
‘shelf life’ of proposals would be useful. For example, the Ofgem letter states that
developments being considered in the context of the Transmission Access Review
(TAR) may help mitigate the level of constraint costs, but delivery of such initiatives,
being developed by NGET together with the industry, will not be in place until April 2010
at the earliest. Is it the intention that, if approved, CAP170 would subsequently be
removed from the CUSC on the successful implementation of TAR related change?

2 Two dates stated because there were two versions of the letter.



Finally we note that CAP170 has been raised to assist in the management of constraint
costs in respect of a derogated non-compliant boundary. Members seek reassurance
that the derogation applied to the Cheviot boundary is still valid given this proposed
change.

If you wish to discuss any aspects of our response please contact Barbara Vest, Head
of Electricity Trading on 07736 107 020

Yours sincerely
By emaill

David Porter OBE
Chief Executive

Copied To:

John Overton, DECC

Stuart Cook, Ofgem
David.m.smith@uk.ngrid.com
Cusc.Team@uk.ngrid.com
bec.thornton@uk.ngrid.com
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REGISTERED IN ENGLAND AND WALES
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embrace the rEVOlU“On Delivering the UK's wind, wave and tidal energy

Renewable Energy House
CUSC Team, 1 Aztec Row, Berners Road
National Grid. London, N1 OPW, UK

T +44 (0)20 7689 1960
F +44 (0)20 7689 1969
info@bwea.com
www.bwea.com

13" March 2009
Dear CUSC Team,

Consultation response
CAP 170 Company Consultation

BWEA was established in 1978 and is the representative body for companies active in the
UK wind energy market. Its membership has grown rapidly over recent years and is now
approaching 500 companies, representing the vast majority of connected capacity.

The UK has a rich variety of renewable energy resources and the largest wind resource in
Europe. Wind energy currently supplies approximately 1.5 million homes in the UK .It is
important to support and encourage the growth of the sector and associated benefits.

BWEA might typically welcome the opportunity to respond to a consultation, but given
the haste of CAP 170, we feel that “opportunity” is not quite the right word.

The process

The modification proposal itself may be short but the issues that need to be considered
are complex and merit a longer timeframe than CAP 170 allows. We understand and
appreciate that Ofgem is concerned about the potential for constraint costs to rise.
However, we are very worried by the nature in which these concerns are being
addressed.

Ofgem appears to be railroading changes through the CUSC because it can, rather than
because they have been justified. There has been ample opportunity to progress these
kinds of changes in the proper timescales, but instead they come shortly after a shelved
competition law investigation into constraint costs.

If there are concerns about the operation of the market for constraint services in
Scotland, then these should be set out clearly, and debated properly. What we have had
is a confidential investigation into constraint costs followed by some unsubstantiated
claims about inappropriate costs and a few graphs on bid and offer prices, with no
debate.

Registered Office as above
Registered in England No. 1874667 VAT 432958530 GB



Furthermore, there has been no debate or concern expressed about other sources of
rising constraint costs, i.e. which are completely unrelated to the Cheviot Boundary.

BWEA also shares a widespread concern about forcing major and commercially material
changes to generators’ contracts. Under any circumstances this kind of change would
necessitate very careful consideration. We simply have not seen any credible or
substantiated case for urgency that would justify such a major move.

We also share the concern that these proposals could result in forced installation of an
intertrip scheme at any time.

Finally, BWEA is uncomfortable commenting on proposals which will have an immediate
commercial impact on a certain group of generators. We would stress that we have not
directly consulted these affected generators and trust that they will make their own
representations.

Mitigating constraint costs

BWEA is supportive of measures to manage constraint costs where they are unjustifiably
high. Some of the proposals in the Transmission Access Review (TAR) seek to target
additional constraint costs variously onto new connectees or generators in constrained
areas, and a good proportion of our membership would be affected by these proposals.
BWEA has welcomed the opportunity for its members to connect earlier than would
otherwise have been the case, but has been very concerned about those members
paying a cost over which they have no leverage.

In this respect, BWEA would very much welcome a proper and open review of constraint
costs and the operation of the Balancing Mechanism. By any standard, CAP 170 and the
other rushed proposals on constraint costs do not constitute a “proper and open review”.

Working Group review

The consultation refers to the obligation under the CUSC to have a Working Group review
of CAP 170 post implementation. Surely this review would be more meaningful if the
changes proposed under CAP 170 were countenanced under time-limited, specific
circumstances and were held accountable to the outcome of any review. Instead, our
understanding is that CAP 170 is envisaged as a lasting measure that would extend
beyond the Cheviot Boundary.

For the avoidance of doubt, BWEA is appalled at the way in which these changes are
being progressed.

CAP 170

Specifically on the CAP 170 proposals BWEA would note that:

(1) The remuneration and treatment in energy settlement set out in CAP 076 is complex
and may be out of date for current market conditions. BWEA would ask that these

proposals are clearly explained and worked through for all of the generators that
could be affected by CAP 170.

Registered Office as above
Registered in England No. 1874667 VAT 432958530 GB



(2) Supplementary to (1), it is not clear to us the extent to which CAP 076 is designed to
compensate generators for lost energy sales, and whether any compensation is
limited to a 1-1.5 hour Balancing Mechanism Window period. In any event, there
appears to be no compensation for lost Renewable Obligation Certificates (ROCSs),
should the tripped generator be a renewable generator.

(3) BWEA understands that the new Category 5 definition would encompass any GB
Queue advanced generators. Our understanding is that treatment as Category 5
would be an improvement on Category 1 and no remuneration, which has been the
implied position to date. In that respect we are warm to discussion on administered
prices, but are somewhat concerned that the option to strike a commercially agreed
bilateral contract has not been put forward. New renewable generators should
improve the options available to National Grid, and in so doing widen the market for
intertrip services. It is difficult to understand why administered prices are proposed
as the sole solution in the context of an expanding market.

(4) There is no information provided on how often certain generators might be tripped,
for how long they might be off-line and how these parameters feed through to
commercial impact.

BWEA considers that much greater clarity is required on how users will be affected
commercially and technically and whether there is a need to differentiate treatment and
remuneration by technology or other circumstances. In view of these uncertainties,
BWEA is extremely surprised that Ofgem has informally indicated (at the Operational
Forum) that it will probably not conduct an impact assessment on these proposals.

In summary, BWEA does not have sufficient information to come to a view on the merits
or otherwise of the detail of the CAP 170 proposals. BWEA has some very serious
concerns about the process by which CAP 170 came to be categorised as “urgent”.

If you would like to discuss any aspect of this response, please don’'t hesitate to contact
me.

Yours sincerely,

< 3
./ ’

Dr Gordon Edge, Director of Economics & Markets, BWEA

Registered Office as above
Registered in England No. 1874667 VAT 432958530 GB
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David Smith

National Grid

National Grid House
Warwick Technology Park
Gallows Hill

Warwick

CV34 6DA

9™ March 2009

Response to CUSC Amendment Proposal (CAP170) — Category 5 System to Generator Operational
Intertripping Scheme

Dear David,

Thank you for the opportunity to comment on the above proposal. While we support actions to address
the forecast constraint costs there are a number of serious consequences arising as a result of this
modification proposal that need to be addressed. These are covered in more detail below but in summary
our key issues include:

The timescales made available for such a fundamental change to the CUSC
The removal of the generators’ rights to refuse variations on a Bilateral Connection Agreement
(BCA) and the associated significantly increased regulatory risk that may deter investors.

e The degree of reasonableness of the modification proposal given the existing contractual
commercial arrangements,

e The lack of details surrounding other operational solutions NGET has considered to minimise the
impacts of the constraints, particularly during an outage period.

e The lack of details on how the new intertrip process will be administered in practice. Operation of
all intertrips needs to be transparent and fair.

e The proposal, in its current form, does not better facilitate the CUSC Objectives.

Timescales Due to “Urgent Status”

With over 6 million electricity consumers, the management of constraint costs is a serious issue for
Centrica. However, implementing an inappropriate solution can create even bigger issues for the wider
industry, and customers, especially if investor confidence is irreparably damaged.

We do not believe that 8 working days to fully analyse and assess the impact of this amendment is
sufficient, especially given the legal precedents this proposal would set, as identified below. We are
concerned that there has been no opportunity to consider the wider implications of CAP170, and / or an
opportunity to develop better alternatives. In particular, we are disappointed that this proposal was not
raised and assessed properly as part of the recent SO Incentives activity for 2009/10, which was begun
early in 2009. The forecast level of constraints in 2009 has been a known issue for some time given the
Cheviot outage plans (and precedent in 2008).

Legal Issues

The current proposal fundamentally changes the way in which amendments to the Bilateral Connection
Agreements (BCAS) are achieved by the inclusion of a new Implementation Section (4.2A.8) into the
CUSC legal text. To date, changes to the BCAs have only been applied automatically for ‘routine

Centrica plc
Registered in England and Wales No 3033654
Registered Office: Millstream, Maidenhead Road, Windsor, Berkshire SL4 5GD
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change’. Based on our initial review, we believe that this new section virtually removes any ability to
refuse variation to a BCA, which suggests the agreement is anything but “bilateral”. In our view, if this
text remains it will result in significant change to CUSC and BCAs, introducing an unacceptable level of
unquantifiable regulatory risk to all connecting parties. Investors may well be unwilling to sign such
agreements under such conditions.

Due to the timescales, we have not been able to conduct a detailed review of the complex legal issues
noted above, and as a result Centrica reserves its position on this matter until it has conducted further
work. On this basis we have no option but to oppose implementation of this modification.

Alternatives

It is not clear whether alternatives can be raised and it appears there is no time for a Working Group
assessment. Given the seriousness of the issue we feel it is appropriate to make some additional
recommendations for consideration. These aspects would ordinarily have been discussed as part of the
Working Group and are outlined below.

Specifically, this proposal changes the nature of current legitimate, commercially negotiated agreements
and imposes mandatory NGET-invoked instructions on receipt of approval from the Authority, without
recognition of the subsequent impacts on the parties involved. The provisions are permanent and
applicable to any derogated boundary; there is no guarantee that the use of these provisions would be
reserved solely to address the issues occasioned by the current Scottish constraints and not invoked in
the future or that there would always be only one derogated, non-compliant transmission boundary. On
this basis we believe the approach to be disproportionate and unreasonable. It may have serious
negative impacts on the ability to attract investment in UK generation capacity as it would increase
considerably the regulatory risk faced by investors.

Introducing Category 5 Intertrips into future BCAs may be appropriate, as per the current process and
providing the proposed Implementation clauses (4.2A.8) are not included. This would allow generators
to assess the risk of these intertrips and liabilities at a stage in the process when they have the choice to
decline the connection and the conditions imposed.

For existing generators with commercial intertrip contracts, consideration could be given to introducing
the Category 5 Intertrip once the existing contractual arrangements are time expired or via an existing
break clause. We recommend that NGET urgently review all existing commercial intertrip contracts and
identifies when these arrangements are due to end and, where they exist, the timing and content of any
break clauses. This information should be provided to Ofgem and shared with industry in an anonymised
form to inform the process and assist the development of alternative, more proportionate measures.

Finally, we still believe there are a number of operational solutions NGET could utilise to reduce the
impact of an outage constraint and we would like to understand better which of these NGET is, or has,
considered and progressed to date. For example, one way to reduce the impact of an outage is to utilise
evening and weekend working to minimise the duration. NGET should provide details of its activities to
identify and explore such alternatives, and demonstrate that all reasonable steps have been taken
internally to minimise the outage impacts.

Cost Benefit Analysis

The cost benefit analysis referred to in Section 3.9 only considers the costs to NGET and does not take
into account the additional costs for generators in necessary switch and plant modifications. These may
be considerable, as may the wear and tear that needs to be factored in to any revised arrangements. We
recommend that a full assessment of the all the costs and benefits is undertaken.
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Intertrip Payments

Given the proposed extension of the intertrip mechanism under the CUSC, we believe it is appropriate to
review the associated standard intertrip payments at the same time. They are outdated, inadequate, and
are not properly reflective of the generator’s costs associated with an intertrip. Intertrips significantly
reduce a plant’s operating hours and / or starts between maintenance periods, and expose businesses to
significant and highly volatile imbalance risks. In addition, different plant technologies have different trip
“recovery” issues, for example a nuclear plant will require more time to re-commission after an intertrip
than (say) a hydro plant. The operational Intertrip Payments under the CUSC are neither reasonable nor
cost and risk reflective and we believe that this is further evidence that there has been insufficient
consideration of all the details in this modification proposal. We recommend that NGET urgently
publishes to industry and Ofgem the assumptions / reasoning behind the £400k payment and how this
might be updated, so Ofgem is able to evaluate this modification with all the relevant details before them.

We would also seek clarity on the process to be applied where there are a number of options for exercise
of operational intertrips along the same derogated non-compliant boundary. For example, if the
payment/cost to each candidate is administered, what criteria will be applied to determine which
generator would be tripped off, and how would it be ensured that over time the approach is transparent
and non discriminatory? A clearly-defined process will be needed for generators to understand the risks
to their plant and businesses and for NGET to demonstrate fairness. This needs to be available well in
advance of the application of any such process to enable such factors to be incorporated into the
business case for any new plant or extensions to existing plant.

Conclusion

In conclusion, Centrica does not support this modification as currently proposed. As stated previously,
the need to reduce constraint costs is evident, and in principle the introduction of a Category 5 Intertrip,
as defined, (and without any special Implementation Clauses to force the requirement into existing
arrangements) can help reduce these costs. However more consideration on its longer-term implications,
especially the way in which it is implemented, priced and operated, is heeded to ensure the solution is fair
and reasonable.

We would also press NGET for the need for greater consultation surrounding intertrips (both commercial
and operational) as a whole, to ensure affected parties are treated fairly while ensuring investment in the
network remains an attractive proposition, helping to secure the GB network now and in the future. An
eight day consultation in this case is not appropriate and Centrica would urge particular caution to ensure
the decisions made are appropriate and not open to legal challenge, destabilising the industry for all
stakeholders.

If, despite such concerns this modification is implemented (to protect network users by limiting constraint
costs, associated with exceptionally high intertrip prices, during the approaching outage on the Cheviot
boundary), we would strongly urge that it is done on a time limited basis and an immediate Working
Group is set up to properly evaluate alternative options which might be more appropriate on an enduring
basis.

If you have questions regarding the response please do not hesitate to contact me.

Yours sincerely,

Ben Appleby
Industry Development Analyst
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DONG Energy Power A/S
A. C. Meyers Veenge 9
2450 Copenhagen SV
Denmark

Tel +45 44 80 60 00
Fax +45 44 80 60 00

www.dongenergy.com
11 February 2009

Bali Virk

Electricity Balancing and Codes

National Grid Electricity Transmission plc
National Grid House

Warwick Technology Park

Gallows Hill

Warwick

CV34 6DA

Cusc.Team@UK.ngrid.com

Dear Bali

Consultation CAP170 Category 5 Intertripping Schemes

Thank you for the opportunity to comment on the above document as issued on 3 March 2009. This
response is made by DONG Energy A/S on behalf of DONG Walney (UK) Ltd, Gunfleet Sands Ltd and
Gunfleet Sands Il Ltd.

We note the specific proposal to introduce a new category of intertrip which we understand would
only apply (currently) to the Cheviot Boundary. We have no comment on the principle behind the
new category of intertrip but consider that it would be beneficial to make a further change as this
new class of intertrip may affect Users with Generating Units, CCGT Modules or Power Park Modules
which can take advantage of the newly approved Grid Code modification F/08. This allows
generators to reduce output within a short timescale (typically less than 10 seconds) to achieve the
desired system effect, however the relevant breakers must still be opened for the “trip” to be
compliant with the Grid Code and for payments to be made under the CUSC.

It is intended that this facility would be used by DONG Energy with a number of its wind farms as it
significantly reduces the mechanical stress impact on the turbines. However, to then require the
Power Park Module breakers to be opened is highly undesirable as it would not keep the wind
farm’s voltage control facility in operation to the benefit of the reactive power balance in the grid or
allow for rapid up-regulation of active power if required.

We have proposed in our response to the corresponding Grid Code amendment (B/09) that at the
same time as the new category of intertrip is introduced, the opportunity is taken to revise the Gird
Code to clarify that if the desired effect of down regulation is achieved without opening the
breakers, they would not have to be opened.
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In terms of the CUSC we think that it is then important to clarify that provided the down regulation
is achieved without opening the breakers, the “trip” payment would still be made. We therefore
suggest adding a new paragraph 4.2A.9 as follows:

4.2A.9 Automatic Reduction in Output

Where a User’s Bilateral Agreement allows for the automatic reduction in the output of the
User’s Generating Unit(s) or CCGT Module(s) or Power Park Module(s) prior to the
automatic tripping of the relevant circuit breaker in accordance with Grid Code paragraph
CC6.3.18, and such automatic reduction occurs in response to a signal from signal from the
System to Generator Operational Intertripping Scheme, such automatic reduction shall be
considered to be the same as the relevant Circuit Breakers(s) being tripped for the purposes of:

a) the User’s obligations under Paragraph 4.2A.2.1(c),
b) The Company’s obligations under Paragraph 4.2A.2.2(c),
c) the calculation of SEg; under Paragraph 4.2A.3, and

d) the payments to be made by The Company to the User under Paragraphs 4.2A.4(b) and
4.2A.4(c).

We have raised this issue in our comments on CUSC modification CAP170 where we seek to
maintain the intertrip payment even if the breakers are not opened.

Yours sincerely

M@&:

A R Cotton
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Electricity Balancing and Codes,
National Grid Electricity Transmission Ltd, ‘ ‘

National Grid House, eDF
Warwick Technology Park,
Gallows Hill, ENERGY

Warwick,
CV34 6DA

CAP 170 Company Consultation Response on behalf of EDF Energy

Executive Summary

e We recognise that forecast constraint costs for 2009/10 of £262m is high,
however to reduce this number we need to understand what the main causes
are and target them correctly:

e Theonly enduring solution is to allow National Grid to proceed with
reinforcements.

e Ifthe costs are excessive due to certain participants exercising market
power, then Ofgem should use their powers under the Competition Act
(1998) to investigate. We could only support CAP170 if it targeted only
those parties found to be exercising market power, as in its current form it
is too wide ranging.

e Inits present form CAP170 proposes fundamental changes to the GB
market structure that in EDF Energy’s view fail to tackle the underlying
causes of high constraint costs.

o We are extremely concerned with the process being followed to introduce
CAP170 as it does not permit adequate industry consideration of the issues
involved.

¢ Notwithstanding the materially adverse impacts of high constraint costs, we do
not agree that CAP170 should be treated as urgent, because we believe this will
sacrifice the quality of any enduring solution for speed of implementation, for
what would be a poor solution

e CAP170 does not better facilitate the applicable CUSC objectives as it will
distort the market for Intertrips and is price discriminatory as it does not reflect
the opportunity costs of the range and size of generating units connected to the
system.

o The consequences of forcing administrative prices on the industry and
effectively cancelling commercial agreements will increase regulatory
uncertainty and could influence plant investment decisions.

EDF Energy Tel +44 (0) 20 7752 2200 edfenergy.com

40 Grosvenor Place Fax +44 (0) 20 7752 2128
Victoria London SW1X 7EN

EDF Energy plc. Registered in England and Wales. Registered No. 2366852. Registered Office: 40 Grosvenor Place, Victoria, London, SW1X 7EN
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Discussion of defect

National Grid has forecast constraints for 2009/10 of £262m and it is Ofgem’s view
(17" February 2009 letter to National Grid) that National Grid should seek to reduce
both the size and costs of constraints. The only enduring solution to reducing the
volume of constraints is to strengthen the transmission system and it is our view
that, where it is optimal to do so, National Grid should proceed with this
reinforcement.

Solutions to address the issue of high constraint costs in the interim require an
understanding of the reasons for the constraint volumes and costs.

EDF Energy believes that the underlying regulatory issue behind Intertrip
arrangements is multi dimensional that cannot be solved by Intertrip reform alone.
Generator market power relates to location, time and the characteristics of the
generation asset itself. From EDF Energy’s perspective the problem is as much about
the behaviourassociated with active constraints as the charging arrangements
themselves. This is summarised in figure 1.

Figure 1 Classification of Constraint costs

Classification of constraint costs
[1] Compliant cost [2] Extra volume attributed to derogation [3] Extra cost attributed to behaviour

e All circuits have a level If the circuits have derogation against the planning If the circuits are susceptible to constraint
g of operational cost, standards the transfer capacity is not enough, leading | conditions, generators have the power to [1]
: such as during to a greater volume of constraints and greater cost create constraint volume through over or

-2 outages. even if generators price competitively and run in line under despatching plant in the forward

% with spreads available in the forward market. market and [2] increase the price through

bids-offers in the balancing mechanism
PSSy {1 S 2 S——— T — T —— T2 — >

1. £Xmis the cost that would naturally be incurred even if the circuits were
compliant;

2. f£Ym s the extra costs of constraints (difference in marginal cost of the plant
taken off, and that brought on including any cost of additional reserve, etc);

3. £Zm s the additional profits some generators in the constrained area have
been able to achieve through bidding behaviour.

We believe the cost of granting the derogation [EX+£Y] is a reasonable cost on the
proviso that behaviour that exacerbates the costs (£Z) has been eradicated.

Therefore there is merit in implementing something that will remove the behaviour
that exacerbates both the volume and cost of constraints on the derogated
boundary thus reducing the cost of constraints.

Neither the CAP170 amendment proposal nor the company consultation document
adequately demonstrates that a defect exists within the CUSC. However, Ofgem’s
letter dated 19 January 2009 informing industry of its decision to close the
competition act investigation into Scottish Power and Scottish & Southern Energy,
states ‘We have concerns with the behaviour observed during the periods under
investigation. In particular it appears that both SP’s and SSE’s output has been
much more expensive than that of comparable generators in England & Wales at
times of constraint.” The letter also states ‘There is also evidence that in at least

edfenergy.com



some cases, SP and/or SSE may have behaved in ways that exacerbated, and in
some cases created, constraint situations in relation to Scotland.’ These
observations by Ofgem confirm in our view that this third component of costs is an
issue and EDF Energy believes that this is the real defect that needs to be
addressed.

CAP170 does not distinguish between the two components of reasonable costs that
might reasonably be expected in managing a transmission constraint and the
additional costs that arise from a generators ability to abuse a constraint. Instead, this
proposal seeks to create a charge that aims to reallocate all of the cost (reasonable or
otherwise) of the derogated boundary [£Y+Zm] to all generators north of the boundary.
Using such a blunt tool will simply penalise all generators north of the boundary and
fails to specifically deal with the underlying cause contributing to increased constraint
costs.

If the cost of constraints is disproportionately large due to certain participants
exercising market power, then it is our view that Ofgem should use its powers under the
Competition Act (1998) to investigate this matter fully and deal with the defect through
established regulatory processes. We also note that, in August 2005, the Authority
determined, against National Grid’s view, that it was appropriate to convert existing
operational Intertrip schemes, serving the “Cheviot boundary” into commercial
contracts. It appears that CAP170 is attempting to reverse this decision but, in our view
it is too wide-ranging and could produce a number of undesirable results

EDF Energy therefore finds that although CAP170 has the potential to reduce constraint
costs, it is too wide-ranging in its potential application and in an attempt to deal with
the underlying factors that have contributed to increased constraint costs, and it
discriminates against generators who have behaved impeccably.

Process

The modification process itself raises two important issues. Firstly administered prices
mark a departure from our existing regulatory arrangements and secondly the urgency
of the proposal will sacrifice speed for quality of solution.

Departure from market philosophy

Great Britain has adopted a market approach to generation and supply. Where there
has been no prospect of competition price controls have sought to replicate
competition. CAP170 does not follow this formula. Investment decisions have been
made on the understanding that this market model will persist and accepting that there
will be an appropriate and understandable level of regulatory risk. The administered
solution presented here prevents commercial negotiation and hence price discovery of
the true value of the service. The £400K limit may effectively prevent scarcity rents, but
it is an arbitrary number and takes no account of the true costs to the generator.
Parties are unable to contribute to meaningful debate on the proposed solution as
under the current CUSC Governance process (since CAP160) no consultation
alternatives which could refine or working group discussion are permitted. We do not
consider this modification was intended to prevent proper industry consideration of
future rule changes. Given the lack of industry discussion it is essential that Ofgem
produce a Regulatory Impact Assessment (RIA) with regard to CAP170. This proposal
clearly falls within the definition of important in respect of Ofgem’s obligations to
conduct an RIA on such matters.
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Level of Urgency

National Grid has requested urgency for this proposal solely due to the 17" February
2009 letter from Ofgem. This letter not only contains an implicit view that Ofgem
considers National Grid may be in breach of its Transmission License and the Electricity
Act but also that Ofgem considered proposals should be raised urgently.

It was well understood prior to the introduction of BETTA that the “Cheviot boundary”
would be subject to constraints and in August 2005, Ofgem confirmed this in their
determination document (C18/R/12/A). In March/April 2007 the “Cheviot boundary”
received a derogation from the GB SQSS by the Authority.

On 5th June 2008, initial proposals for SO Incentives indicated that total forecast
network constraint costs would be £125m for 2008/09. This was increased to £194m
in the subsequent consultation of 27th November 2008 consistent with the prevailing
market prices at that time. At this time, National Grid provided an initial forecast of
constraint costs for 2009/10 of £307m which was revised downwards to £258m on
27th February 2009.

We therefore conclude that Ofgem had sufficient time to invite National Grid to raise
any non-urgent proposals and suggest that the Industry is now being penalised for a
lack of regulatory oversight throughout 2008 with respect to forecast constraint costs.
The issue of solving the constraints in Scotland is complex (see figure 1) we would not
want to sacrifice quality of solution for speed by simply replacing one set of sub
optimal solutions with another.

Proposal CAP170

Under CAP170 National Grid will be permitted to revise commercial agreements that it
has entered into, in good faith, with existing Generators. Generators currently providing
Intertrip services will have constructed their business cases taking due regard of the
risks and expected return on investment. If Generators had been aware of the
regulatory risk that CAP170 brings, i.e. that they would in the future receive
administered payments for these services rather than commercially agreed payments,
then they may not have agreed to provide an Intertrip.

CAP170, if approved, would set a dangerous precedent; National Grid could swap an
agreed commercial contract for one with an administered price, for any service and
prevent the party from withdrawing provision of that service. This would render
Bilateral Contract Arrangements (BCAs) meaningless for both existing plant and those
looking to invest in new capability. We consider that this poses a significant risk to the
development of new Generating capability, at a time when there is an urgent
requirement for investment to meet a forecast energy gap and to meet the
Government’s declared renewable objectives. On this point alone the proposal does
not better facilitate the CUSC objectives as it would potentially act as a barrier to
market entry, contravening objective (b) to facilitate effective competition in the
generation and supply of electricity.

The proposal utilises the existing payment scheme as determined by CAPO76 in 2005.
This payment scheme is not cost-reflective and is price discriminatory for different
classes of Generator. It takes no account of costs in terms of capacity and marginal
cost of the unit and the time to return to service. A £400k flat fee covers a 100 MW
wind farm, a 500 MW nuclear plant and a 500 MW coal plant for very different periods
of time. Furthermore it could discourage new entrants into the market for Intertrips.

edfenergy.com



	05 CAP170 EDF Energy response 130309.pdf
	Executive Summary
	Discussion of defect
	Process
	Proposal CAP170

	Conclusion


