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Dear Adam,

RE: National Grid's consultation on charging for island connections

Thank you for the opportunity to respond to this Consultation Document. This is a non
confidential response on behalf of the Centrica group of companies excluding Centrica
Storage Ltd. We are surprised by the lack of analysis and options presented within this
consultation; the consultation essentially proposes that the OFTO charging regime should be
transferred to island connections without engaging in any debate about other possibilities. For
example, no consideration has been given to a merchant approach or what the charging
methodology would look like if a non-project specific approach is taken for island connections.
It is for this reason that we believe that a further consultation is needed.

Notwithstanding the process, we believe that the costs of island connections should be
targeted at the users and the offshore charging regime is one way of doing that. However,
whilst there are similarities between island connections and offshore wind farm connections,
we would also note there are differences that have not been explored in this consultation and
as such casts doubt over whether the full application of the offshore charging regime is
justifiable. One difference is the lifespan of an offshore wind farm which, under the OFTO
regime, is assumed to be 20 years and on which the offshore charging methodology is based.
However, the life of a wind farm located on land is likely to be different from that offshore and
therefore it is questionable whether this difference should not be reflected in the charging
methodology. There are also more profound differences in the types of connections such as
the first substation being situated onshore in the case of an island connection but offshore in
the case of an offshore wind farm. Finally, unlike the current Round 1 and Round 2 offshore
wind farms, the island connections could be linking numerous demand and generation units.

There are also differences between the proposed methodology for island connections and the
OFTO charging regime which we believe should be considered further. For example, with
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regard to the Local Security Factor, Centrica notes National Grid’s proposals to apply a Local
Security Factor of 1 for connections where the loss of any one circuit would result in total loss
of access to the network and a Local Security Factor of 1.8 for connections in which the loss
any one circuit would not result in a complete loss of access to the network (as per the
situation onshore). However, within the offshore regime specific local circuit security factors
are calculated for each offshore connection. In the event that the connection is via a single
cable, the local circuit security factor would be 1. For multiple cable connections, the local
circuit security factor is calculated as the ratio between cable capability and the generation
capacity connected to them, capped at the wider system security factor (currently 1.8). After
discussions with National Grid we understand that the project specific calculation of the Local
Security Factor for offshore projects cannot be replicated for island connections due to the
definitions within the GBSQSS. However, this difference in treatment, despite the similarities in
the type of generation, could lead to quite different TNU0S charges for island connections and
offshore generators that are not situated on an island. As such we believe that there may be
merit in making an amendment to the GBSQSS in order to rectify this situation.

Centrica notes National Grid’s proposals to change the annuity factor to take into account the
different rates of return for anticipatory investment. However, as no other options or
possibilities were presented, it is difficult to examine these proposals in a comparative light
and arrive at a firm conclusion. As such this is another area which we believe warrants further
analysis in another consultation.

We do not believe that there is merit in pursuing a new demand zone for islands. We note
National Grid’s analysis shows that the demand tariff in zone 1 would be reduced by
£0.22/kW. However, this reduction is just a natural functioning of the load flow model, as
happens to all TNUoS tariffs when there are changes in generation and demand patterns. We
do not believe that island connections should be treated any differently and as such do not
believe that there is a need to create a new demand zone. We would also note the large
implementation costs that would be involved in creating a new zone for demand due to the fact
that Elexon would have to manually transfer all of the MPAN for all meters on the island into
the new zone.

| hope these comments have been useful. If you want to discuss any element of this response,
please do not hesitate to contact me on 07789 579169 or at Ricky.Hill@centrica.com.

Yours sincerely,
Ricky Hill

Industry Development Analyst
Centrica Energy
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Dear Adam,
NGET's consultation GB ECM-20 - Charging for Island Connection

EDF Energy welcomes the opportunity to respond to this consultation. The key messages
from our response are as follows:

EDF Energy welcomes any proposals which seek to clarify and improve the transparency
and predictability of the methodology applied to calculating island connection charges
and therefore improving the conditions for future investment.

Island links should be treated in the same way as offshore transmission assets.

We will now discuss some of the specific areas on which National Grid has asked questions
of the respondents.

Should island links be treated in the same way as offshore transmission assets?

EDF Energy believes that island links should be treated in the same way as offshore
transmission assets. The charging methodology used for the calculation of TNUoS tariffs in
offshore transmission should therefore be adopted. This methodology would appear to be
the most appropriate one for charging island connections given the technical similarities
between the two.

Is the proposal sufficient to calculate tariffs regardless of whether island links are
funded by competitive tender or through expansion of an existing TO’s network?

We believes the proposal is sufficient to calculate tariffs, particularly under the competitive
bidding process where the costs would be necessarily transparent via a tendering
mechanism by which participants will submit their proposal and all relevant information in
advance. If there is no competition and subsequently the link must be completed by an
expansion of an existing TO network, then the TO will need to supply sufficient information
to enable meaningful calculations to be performed relating to the production of robust
annuity factors (AF) for individual projects. These can be reviewed on an annual basis as
more information becomes available.

Whether the assumptions on the local security factors for island links are suitable?
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We agree that the assumptions are suitable if the loss of one circuit does not result in the
complete loss of access to the network and the local security factor (LSF) applied is set to
the GB average of 1.8. It seems reasonable that under these circumstances the GB average
is used as this ensures equal treatment of both onshore and offshore. However, if the loss
of one circuit results in total loss of access the LSFis 1 (e.g., there is no partial redundancy).

Whether changing the annuity factor (AF) is the best way to account for different rate of
returns for strategic investment?

We support changing the AF on the basis that different projects will have different levels of
complexity and risk profiles. The most appropriate way of reflecting this into the cost base
is to vary the AF to take account of the risk profile and funding horizon for individual
projects However, we also note that this has the potential to introduce volatility to tariffs
which erodes some of stability expected from the LRMC based TNUoS methodology.

Whether there is merit in pursuing the creation of new demand zones for islands or are
the existing zones still appropriate?

We do not believe there is any merit in the creation of a new demand zone and support

NGT’s view that any benefits that would arise from the creation of a new zone(s) would be
more than offset by the costs of establishing it.

If you have any queries on this response or would like to meet to discuss it further, please
do not hesitate to contact Rob Rome on 01452 653170, or myself.

Yours sincerely

As/ |

Denis Linford
Corporate Policy and Regulation Director

edfenergy.com
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29 January, 2010

Dear Adam,
GBECM-20: Charging for Island Connections

Thank you for the opportunity to respond the above consultation. This response is made
on behalf of E.ON UK.

We support National Grid’s initial view on the way ahead. Our response to the individual
questions posed is as follows:

Q1) Whether island links should be treated in the same way as offshore
transmission assets

Yes. The reason that these transmission assets are being installed is to facilitate that
connection of new generation projects. This makes this investment equivalent to that
which is required to connect offshore renewable projects. To treat these assets differently
from those required for offshore generators would result in undue discrimination in our
opinion, as the drivers for the investment are directly equivalent.

For instance, we note that the Shetland link is essentially required to provide transmission
capacity for wind projects on the islands or connecting nearby offshore. Whilst, the link is
likely to have associated benefits for the local community in Shetland, it is clear that this
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project is driven by the desire to export generation capacity 330km from the islands to the
onshore connection point on the mainland. This makes the investment directly equivalent
to a similar subsea cable connecting an offshore wind farm of comparable size and
therefore should be treated in the same manner.

Q2) Whether the proposed changes to the methodology are sufficient to calculate
tariffs regardless of whether island links are funded by competitive tender or
through expansion of an existing TO’s network

Although island link investment could be provided through a competitive tender, the
decision has been taken not to do so. This has been deemed as the most efficient
solution in this instance. There is no reason why this should have a bearing on the
appropriate mechanism for charging generators for their use of these assets.

Q3) Whether the assumptions on the local security factors for island links are
suitable

Yes. Again, there is no reason why equivalent treatment with other generation located
offshore from the GB mainland is not appropriate in this instance.

Q4) Whether changing the annuity factor is the best way to account for different
rate of returns for strategic investment

This proposal presumably comes about because the rate of return that an Offshore
Transmission Owner is allowed is factored into the local charge for the relevant offshore
generator. Therefore, this proposal is seeking to provide equivalent treatment. This could
be seen as a contentious issue however if the rate of return is driven by whether or not
investment is stranded or not. In other words, is there a danger that as more generators
connect to use strategic investment, making it less likely to be stranded, they are exposed
to a higher rate of return in their charges? If this were to be the case, care needs to be
exercised in ensuring that the charging structure does not incentivise behaviour that
increases the risk of stranding.

Q5) Whether there is merit in pursuing the creation of new demand zones for
islands or are the existing zones still appropriate

As these connections are driven by the need to connect generation, it doesn’t seem
necessary to seek to identify a new demand zone. The role of specific targeted demand
charges is to provide signals about where it is most appropriate to connect new demand.
If it is deemed necessary to provide strong additional signals to attract industrial load onto
islands (as domestic load is unlikely to respond to such signals) then a different demand
zone would be appropriate. Given the apparent disruption that creating a specific
demand zone would cause, the treatment as proposed seems appropriate.



Q6) Whether the methodology changes as described in Appendix 1 are appropriate
Yes, they in the main seem to deliver the intent of the proposal.
I hope the above comments prove helpful.

Yours sincerely

Paul Jones
Trading Arrangements
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Dear Adam,

Responseto NGET consultation GBECM 20 —Charging for Island Connections

Thank you for the opportunity to respond to the above Consultation on Island
Charging.

Whilst we are amajor developer in our own right within Orkney, and therefore

directly effected by any proposals, we generally share the analysis submitted by
OREF.

We would, however, like to bring your attention to the fact that, both, the volatile
nature of quotes and the high level of proposed TNUOS tariffs have served to drive

away our previous development partners, Statkraft, from involvement in on-shore
development in theidlands.

We would be prepared to pay areasonable and predictable level of TNUoS and
believe that if all generating parties who use the UK grid system to export power pay
towards the costs, then anomal ous high charges could be avoided.

Perhaps the example of generator in Orkney of TEC 180MW paying quoted charges
in January 2009 may help to put things into perspective.
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Using the £61/kW figure of which around £56 would be the locational element -

Total UK Generation 75,000 MW (as TEC)

Orkney Generation 180 MW

Total locational charges assigned to generation (Whole UK) £50m
Orkney share of locational charges £10.08m

Orkney percentage share of all locational charges for UK 20.16%
Orkney percentage of all UK Generation 0.24%

The Orkney zone would be paying 84 times more than its proportion of generation on
the grid.

Yourssincerely,

Dennis Gowland
Director — Fairwind Orkney Ltd






We view renewable energy as a key means of generating a vibrant economy for the
islands, and yet this is threatened and in some cases thwarted by high transmission
charges. The Fairwind Orkney project for instance has cited high transmission
charges as the major factor in frustrating development of the project. The charges
mean that projects can be marginal and vulnerable to relatively small cost
fluctuations in all areas of the business.

We note the desire to provide an economic “signal” but we fundamentally disagree
with the notion that the signals should favour development out from what is an out-
dated existing grid topology. Transmission infrastructure is designed to take
electricity from its source to its destination, and the predominant source locations are
very different as we move over to a low carbon economy. The UK and EU have
challenging and mandatory renewable energy and carbon reduction targets. Within
this context, Scotland has set itself leading edge targets. Economic signals which
seek o drive renewable energy projects away from the areas of best resource are
counter productive in meeting these targets.

The high costs, underwriting liabilities and the range of uncertainty and variability in
the final tariffs already pose a potential strategic threat to large projects — with very
little strategic investment on the table to create opportunities for collections of smaller
projects which may gradually develop over time. As such it is a major barrier to entry
and investment for these kind of developments, which include emerging wave and
tidal technologies.

Thus the high charges make our job very, very difficult. It effectively takes money out
of local communities and economies. This is especially the case for the islands
because there is an exceptionally strong political and community determination to
retain value in the area. For instance the Western Isles has led the UK in placing
planning conditions on local content, the Shetland Isles has an enviable record on
generating community income in trust from local economic activity, and Orkney is
leading the world on wave and tidal research and development.

The argument put forward that high transmission charges reflect the actual cost of
the link, negates any sharing benefits that other users enjoy when they access the
GB market. There were good reasons why there was a move away from deep
charges but the island local tariffs look similar to a deep tariff, and step back to the
same kind of investment barriers they created. '

HIE is also troubled by an attitude that exists in some quarters that high ROC
benefits create scope for higher charges without compromising Government targets,
and that access to the GB market gives the islands access to these benefits. HIE
has already presented evidence to National Grid and Ofgem that despite the ROC
benefits, projects on the islands are nonetheless often marginal at best as a result of
higher capex and exceptionally high transmission charging estimates. ROC prices
also fluctuate with market conditions and policy decisions. The ROC market is also
explicitly de-linked from the electricity market — ROCs are designed to be traded
‘separately. In addition, any ‘bundling’ is counter to the direction of travel for energy
markets in the EU and can be viewed as counter productive to it.

" The islands have also not benefited from the recent Government decision to further .
subsidise offshore wind with double ROCs or from Ofgem’s work with the European
Investment Bank to provide preferable finance terms for offshore OFTOs. The
relative economics of offshore wind and island wind has therefore broken down
which in turn erodes the arguments around the transmission costs providing a
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