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Dear colleagues,

Decision not to use our power of veto in relation to annual revision of the National

Grid Electricity System Operator C16 Statement changes for 2022-2023

Background

In accordance with Standard Condition C16 of its Electricity Transmission Licence, the
Electricity System Operator ("ESQ") is required to conduct an annual review of all
statements set out under that condition, proposing changes as necessary. The C16 licence

documents are:

Procurement Guidelines Statement ("PGS”);

e Balancing Principles Statement (*"BPS");

e Balancing Services Adjustment Data Methodology Statement ("BSAD");

e System Management Action Flagging Methodology Statement ("SMAF");

e Applicable Balancing Services Volume Data Methodology Statement ("ABSVD").

Additionally, the ESO should promptly seek to revise these documents where there are
changes to their methodologies or principles, or if new products or services are to be

procured, as approved by the Authority.
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The ESO held an industry forum in November 2021 with the aim of engaging early with
industry on changes proposed and to enable industry to offer early challenge and further
suggestions. The ESO then held an “early consultation” (an informal consultation that does
not form part of the C16 Licence Condition but allows the ESO to do a more efficient and
thorough review). The ESO sent a copy of the proposed revisions to the Authority and the

formal consultation was held between 12t January and 9™ February 2022.

The main changes proposed are to the PGS, where the ESO has:

1. Introduced new frequency response services which will replace Dynamic Firm
Frequency Response ("DFFR"):

e Dynamic Moderation ("DM")! is the new pre-fault frequency service designed
to rapidly deliver between £0.1 and £0.2Hz frequency deviation. This service
will be procured day-ahead in EFA? blocks on a pay as-clear auction platform.

e Dynamic Regulation ("DR")3 is the new pre-fault frequency service designed
to slowly correct and deliver between +£0.015 and +£0.2Hz frequency
deviation. This service will be procured day-ahead in Electricity Forward
Agreement (EFA) blocks on a pay-as-clear auction platform.

2. Included text regarding planned new reserve products; Positive Slow Reserve and
Negative Slow Reserve.*
3. Proposed to stop procuring Enhanced Frequency Response (“EFR"), which was a

one-time tender to deliver enhanced frequency response.

The ESO has also made housekeeping changes across all C16 Statement documents,

including removal of duplicate wording in the PGS.

The Authority’s decision

There were no responses to the ESO’s formal consultation® on their proposed changes.
During the industry forum, respondents were positive about the ESO’s proposals and in
general reflected positively on their overall stakeholder engagement on C16 updates.
We agree that the changes proposed by the ESO reflect their procurement intentions for

2022-2023. As there were no industry responses to the consultation, we consider that

1 More information on DM is accessible at: https://www.nationalgrideso.com/industry-information/balancing-
services/Frequency-Response-Services/Dynamic-Moderation

2 An EFA block is an Electricity Forward Agreement block, equal to 4 hours. There are thus six EFA blocks in a day
(starting from midnight CET).

3 More information on DR is accessible at: https://www.nationalgrideso.com/industry-information/balancing-
services/Frequency-Response-Services/Dynamic-Regulation

4 More details on these products can be found at: https://www.nationalgrideso.com/document/187871/download
5 The ESO conducted an informal early consultation from 16™ November to 7t December 2021 and a formal
consultation from 10 January to 7t February 2022. The consultation and responses can be accessed at: Early
Consultation, Final Consultation
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there is no objection to the ESO’s proposed changes. We understand that the ESO has
ceased procurement of EFR. The DM and DR products were approved by Ofgem on 10%"
March 202267 through the process to update the Electricity Balancing Guidelines Article 18
Terms and Conditions.® We have therefore decided not to use our power of veto under
Standard Licence Condition C16.9(b)(ii).

We expect the ESO to publish the updated version of each C16 statement by 1%t April 2022,

and to follow the outlined methodologies effective from that date.

We expect the ESO to continue reviewing and updating the C16 licence documents as
required under its C16 licence obligations to ensure clarity and transparency for market
participants.

Yours sincerely,

Grendon Thompson
Head of ESO Regulation

6 Qur Article 18 approval of DM can be accessed at: https://www.ofgem.gov.uk/publications/decision-dynamic-
moderation-relation-terms-and-conditions-related-balancing

7 Our Article 18 approval of DR can be accessed at: https://www.ofgem.gov.uk/publications/decision-dynamic-
regulation-relation-terms-and-conditions-related-balancing

8 The terms and conditions relating to balancing were established in accordance with the Electricity Balancing
Guidelines, which can be found at: Commission Regulation (EU) 2017/2195 of 23 November 2017 establishing a
guideline on electricity balancing (Text with EEA relevance) (legislation.gov.uk) and were amended by The
Electricity Network Codes and Guidelines (Markets and Trading) (Amendment) (EU Exit) Regulations 2019, at:
https://assets.publishing.service.gov.uk/media/5¢c17d6b440f0b60c8d601a2¢c/ENC Markets and Trading SI.pdf
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