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1. Introduction

1.1. As part of our regular review of the working of the RIIO-2 price control we! are
proposing to amend the special conditions of the licences listed below and are proposing
to amend the PCFIs and in particular we are proposing amendments to the following
documents for Gas Distribution (GD), Gas Transmission (GT), Electricity Distribution

(ED) and Electricity Transmission (ET) licensees:
e RIIO-GD2, RIIO-GT2 and RIIO-ET2 Price Control Financial Model (PCFM);
e RIIO-ED2, RIIO-GT2, and RIIO-ET2 Price Control Financial Handbook (PCFH);
e RIIO-ED2, RIIO-GT2, RIIO-ET2 and RIIO-GD2 Special Conditions; and
e RIIO-ED2 Standard Conditions.

1.2. Please find enclosed the Notices setting out our proposed changes issued pursuant

to the relevant Licence Conditions and PCFlIs for each relevant sector.

1.3. As part of the enclosed Notices, we provide the following documents with
proposed modifications marked up:

e RIIO-GD2 PCFM ;

» RIIO-GT2 PCFM;

= RIIO-GT2 PCFH: Version 1.5;

» RIIO-ET2 PCFM;

= RIIO-ET2 PCFH: Version 1.5;

= RIIO-ED2 PCFH: Version 4.0;

= Special Conditions of the:
= Gas Transporter Licence for:

o National Gas Transmission plc
o All Gas Distribution Networks (GDNSs)

1 References to ‘the Authority’, \GEMA’, ‘Ofgem’, ‘we’, ‘us’ and ‘our’ are used interchangeably in this document.
The Authority refers to GEMA, the Gas and Electricity Markets. Ofgem is the office of the Authority which
supports GEMA.
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» Electricity Transmission Licence for:

o Scottish Hydro Electric Transmission plc
o SP Transmission Ltd

o National Grid Electricity Transmission plc

» Electricity Distribution Licence for:

o All Distribution Network Operators (DNOs)

» Standard Conditions of the Electricity Distribution licence

Proposed modifications

1.4. We are proposing several amendments to the PCFM, PCFH and Special Conditions.

These include the following proposals:

e New ET2 Special Licence conditions terms regarding Transitional Centralised
Strategic Network Plan 2 (tCSNP2):

o Addition of Special Condition: SpC 3.44 Development Funding Price
Control Deliverable and Use It Or Lose It Adjustment (DFt) in the ET
licences ;

o Addition of Special Condition: SpC 3.45 Delivery Track Pre-Construction
Funding, Re-opener, Price Control Deliverable and Use It Or Lose It
Adjustment (DTPCFt) in the ET licences; and

o Modification to Special Condition 1.1 Interpretation and definitions.

¢ Modification to the non-variant allowances in the GD2 PCFM;

e Modification to Special Condition 5.4 Vulnerability and carbon monoxide allowance
(VCMt) in the GD licences;

e Modification to Special Condition 9.7 Directly Remunerated Services of the Gas
Transporter Licence and related modification to the GD2 PCFM;

e Addition of Special Condition: SpC 3.19 FSO transition allowance in the GT licence

and associated modification to SpC 1.1 Interpretation and definitions;
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e Modification of Electricity Distribution Special Condition 9.8 Tax Reconciliation
Assurance Statement;

e Madification of Electricity Distribution Special Condition 1.2 Definitions and
references to the Electricity Distributors; and

e Modification of Electricity Standard Conditions 29 Restriction of activity and

financial ring-fencing of the Distribution Business.

1.5. We set out the effect of and the reasons for these proposed modifications below.

General updates

1.6. We have also included other proposed housekeeping updates and corrections to
the PCFIs. For further details on the proposed updates and corrections please see the
tracked changes showing the proposed amendments within the documents published
alongside this Notice. A comprehensive list of the proposed updates to the PCFIs can be

found in Appendix 1 and Appendix 2 to this Notice.
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2. Proposed ET2 Special Licence conditions terms
regarding Transitional Centralised Strategic Network
Plan 2 (tCSNP2)

What we are proposing to change

2.1. We are consulting on our proposed modifications to the special conditions (SpCs)
in the Transmission Operators’ (TO) electricity transmission licences required to
implement the new funding framework set out in our Transitional Centralised Strategic
Network Plan 2 (tCSNP2) funding decision.?

2.2. The tCSNP23 is the latest network plan published by the National Energy System
Operator (NESO)* in 2024. This plan sets the outlook for electricity transmission projects
NESO considers will be needed to reinforce the transmission network beyond 2030. Our
tCSNP2 Decision set out two new funding routes for projects recommended in this plan,
with these funding options dependent on the size and maturity of the projects in

question.

2.3. In order to give effect to our tCSNP2 decision, and to create the two new funding
routes as set out in the decision we are consulting on introducing two new SpCs and are
proposing a guidance document to be an associated document to the licence:
e SpC 3.44 Development Funding Price Control Deliverable and Use It Or Lose It
Adjustment (DFt);
e SpC 3.45 Delivery Track Pre-Construction Funding Re-opener, Price Control
Deliverable and Use It Or Lose It Adjustment (DTPCFt); and
e Transitional Centralised Strategic Network Plan 2 Guidance and Submission

Requirements document.

2.4. We are also consulting on modifying the following existing SpC:

e SpC 1.1 Interpretation and definitions

2 tCSNP2 decision
3 Beyond 2030 | National Energy System Operator
4 Referred to in the electricity transmission licences as ISOP



https://www.ofgem.gov.uk/sites/default/files/2024-12/tCSNP2_decision.pdf
https://www.neso.energy/publications/beyond-2030
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SpC 3.44 Development Funding

Reason

2.5. A new SpC 3.44 is being proposed in order to give effect to our 2024 tCSNP2
Decision which sets out a new funding route to award Development Funding (DF) to
larger and less mature projects recommended in the tCSNP2. The DF condition is being
proposed for TOs to develop projects in the Development Track to completion of NESO
maturity rating 2 (strategic optioneering), ahead of the tCSNP2 Refresh, which is
expected to be published by the NESO in early 2026.

Effect

2.6. The Development Track applies to projects which:
¢ have an estimated cost of greater than £60m;
e received a “Proceed” or “Hold” signal, or are an "HNDFUE enabling work” in the
tCSNP2; and
e have a NESO maturity rating of Level 1 or 2

2.7. The Delivery Track excludes projects recommended by the NESO? for inclusion in

the Government'’s Clean Power Plan (CP2030)8.

2.8. DF would be provided by the introduction of this proposed new Special Condition.
DF is for the purpose of early-stage design and development work on projects within the
Development Track. DF is for activities such as early desk-based research and design,
site visits and surveys’. DF would be set with an associated PCD for each project, with
the output being development of each project to have completed the NESQO'’s level 2
maturity ranking (strategic optioneering) by the date set out in appendix 2 of the
condition. DF would be set as a pot of funding that can be flexibly used across all
projects within the Development Track, it will be an allowance of 0.5% of estimated

project costs and subject to a Use It Or Lose It (UIOLI) adjustment?.

> Clean Power 2030 | National Energy System Operator

6 Clean Power 2030 Action Plan - GOV.UK

7 Full list of activities listed in Table 3 of our tCSNP2 Funding decision tCSNP2 decision

8 A mechanism within the licence which returns any unspent allowances to consumers in
full.



https://www.neso.energy/publications/clean-power-2030
https://www.gov.uk/government/publications/clean-power-2030-action-plan
https://www.ofgem.gov.uk/sites/default/files/2024-12/tCSNP2_decision.pdf
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2.9. The full list of Development Track projects is listed below in Table 2.1. Note a

change since publication of our tCSNP2 Decision; we have removed the project PPUP

from the Development Track and entered it into the Delivery track (under the new code

name LPUP). This is because additional information provided by the TO since our tCSNP2

Decision demonstrates that this project does in fact meet the Delivery Track

requirements and would be better suited to receiving Pre-Construction Funding.

2.10. The PCD output for each project is proposed to be: Develop project X to the

Minimum Maturity Requirement; submit a Development Track Report to Ofgem; and

submit options to NESO via the system requirements form. See Table 2.3 below for new

terms and definitions to be added to Spc 1.1.

Table 2.1 Development Track Projects

Code Description TO PCD
Delivery
date

THRE Reconductor of Hinkley Point Taunton 1 & 2 | NGET 15

and Hinkley Point - Taunton - Exeter September
2025
TMCF Thorpe Marsh reconfiguration NGET 15
September
2025
LTRE Reconductoring of Lackenby - Thornton NGET 15
400kV double circuit (A33A and A33B) September
2025

LCU2 Establish a 400kV single circuit corridor SPT 15
south from Kincardine North, on existing September
OHL routes, towards the Strathaven - 2025
Smeaton (XH/XJ route) corridor west of
Edinburgh and Currie/Smeaton substation

EDN3 Reconductoring Brinsworth to Thorpe NGET 15
Marsh, Brinsworth to Chester Field and September
Chesterfield to Ratcliff 2025
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E4L6 Three ended HVDC link between NGET 15
Lincolnshire, Walpole and either the north September
end of TGDC or north end of E4L5 (Third 2025
Leg only — TGDC/E4LS for description of
other ends)
HGNC Establish new 400kV double circuit from SPT 15
Harburn to Gala North September
2025
TWNC Waltham Cross- Wymondley new double NGET 15
circuit September
2025
MRU2 Mersey Ring Upgrade - Stage 2 NGET 15
September
2025
MRU1 Mersey Ring Upgrade - Stage 1 NGET 15
September
2025
CMN3 Establish a new 400kV double circuit OHL NGET, SPT | 15
from Gala North to Carlisle September
2025
CLN2 New double circuit between North West NGET 15
England and Carlisle September
2025
FSU1 Upgrade Fourstone 275kV network to NGET 15
400kV and reconductor lines between September
Harker — Fourstones - Stella West (B37F, 2025
B37C and B37E)
WCN2 Establish a new 400kV double circuit from NGET, SPT | 15
Kilmarnock South to Glenmuckloch and September
Carlisle 2025
RANC New 400kV double circuit and NGET 15
Infrastructure within the Kent area September
2025
WCD4 Proposed amendment to HND1 Western NGET, SPT | 15
Multi Terminal HVDC to provide 4GW North September
to South Capacity (North Wales) 2025
NHNC New Deer 2 (SSEN) - Tealing (SSEN) - SHET, SPT | 15
Harburn (SPT) 400kV New Double Circuit September
2025
TO DF allowance £m
NGET 31.176
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SSENT 8.687
SPT 11.575

SpC 3.45 Delivery Track Pre-Construction Funding

Reason

2.11. A new SpC 3.45 is being proposed in order to give effect to our 2024 tCSNP2
Funding Decision9 which sets out a new funding route to award Delivery Track Pre-
construction Funding (DTPCF) to larger and more mature projects recommended in the
tCSNP2. The DTPCF condition is being proposed for TOs to undertake Pre-Construction

Works on projects in the Delivery Track.

Effect

2.12. The Delivery Track applies to projects which:
e have an estimated cost of greater than £60m;
e received a “Proceed” signal or is an HNDFUE enabling work in the tCSNP2; and
¢ have a NESO maturity rating of 3 or greater, except for projects included in the

CP2030 which are admitted irrespective of their maturity rating.

2.13. DTPCF would be set with an associated PCD for each project, with the output
being submission of all material planning consents by the date set out in appendix 2 of
the condition. DTPCF would be set as a pot of funding that can be flexibly used across all
projects within the Delivery Track, it would be based upon 2.5% of estimated project

costs and subject to a Use It Or Lose It (UIOLI) adjustment.

2.14. The full list of Delivery Track projects is listed below in Table 2.2. Note a change
since publication of our tCSNP2 Decision. We have removed the project PPUP from the
Development Track and entered it into the Delivery track (under the new code name
LPUP). This is because additional information provided by the TO since our tCSNP2
Decision shows that this project does in fact meet the Delivery Track requirements and

would be better suited to receiving Pre-Construction Funding.

9 tCSNP2 decision

11


https://www.ofgem.gov.uk/sites/default/files/2024-12/tCSNP2_decision.pdf
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2.15. The PCD output for each project is to be listed as: Submission of all material

planning consents.

Table 2.2 Delivery Track Projects

Code Description TO PCD PCD Delivery
date
FMR2 _ Submission _of 315t March
Feckenham to Minety all material | 2026
400kV A589 Circuit planning
Reconductoring NGET consents
PCR1 Reconductoring of Submission_of 30t April 2026
: all material
Carrington - Penwortham & lannin
Padiham - Penwortham P 9
400KV circuits NGET consents
VERE Reconductor the ZV route Completion of | 31 April 2027
all necessary
between Strathaven and Pre-Construction
Elvanfoot with HTLS Works
conductor SPT
EHRE Reconductor the ZV route Completion of | 31 April 2027
between Elvanfoot and all necessary
. Pre-Construction
Harker with HTLS Works
conductor SPT
ESCF Submission _of 30t June 2026
all material
Reconfigure Stalybridge - planning
Thorpe Marsh 400kV circuit | NGET consents
NOR6 Submission of | 28™ February
Reconductor double circuits all material | 2026
Norton Osbaldwick (A347 planning
& A355) NGET consents
DSUP Replace the existing 275KV Submission of | 31st
- all material | December
double circuit OHL from lannina | 2028
Dounreay - Thurso - Spittal P 9
with a new 400KV double consents
circuit OHL. Install new
400kV substations at
Dounreay and Thurso with
2x400/275kV SGTs at each
site to connect to the
existing 275kV substations. | SHET
BKUP Submission _of 31st
all material | December
Blackhillock - Cairnford - planning | 2028
Kintore 400kV Upgrade SHET consents
PKUP Submission of | 31st
Peterhead - Persley - all material | December
Kintore 400kV Upgrade SHET 2028

12
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planning
consents
Shetland Submission of 31st
to all material December
Coachford | HNDFUE AC project: planning 2028
Shetland to Blackhillock SHET consents
LPUP Peterhead - Persley - SHET Submission of 31st
(formerly | Kintore - Kincardine 400kV all material December
PPUP) Upgrade planning 2028
consents
TO DTPCF allowance £m
NGET 9.270

SSENT 70.068
SPT 4.101

SpC 1.1 Interpretation and definitions

2.16. We propose to make the following changes to SpC 1.1 Interpretations and
definitions in order to give effect to the two new proposed conditions being consulted on
above, SpC 3.44 and SpC 3.45.

2.17. We propose to add the following new terms and definitions into SpC 1.1 as shown
in Table 2.3.

Table 2.3 new terms and definitions proposed to be added to SpC 1.1:

13
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Term

Definition

Development Track

means the projects listed in Appendix 2 of Special
Condition 3.44.

Development Funding

means the funding required to complete the works
required on Development Track projects for the
completion of their associated PCD requirements.

Development Track Report

means a report setting out how a Development Track
project has met the requirements set out in Chapter
3 of the Transitional Centralised Strategic Network
Plan 2 Guidance and Submission Requirements
Document.

Delivery Track

means the projects listed in Appendix 2 of Special
Condition 3.45.

Delivery Track Pre-
Construction Funding

means the funding required to complete the Pre-
Construction Works on a Delivery Track project.

Minimum Maturity Requirement

means to have completed level 2 maturity rating
(strategic optioneering) as detailed in the ISOP’s
methodology developed in accordance with licence
condition C13 of the ISOP’s electricity system
operator licence known as the tCSNP2 Refresh
Methodology, and to have delivered the outputs
outlined in section 3.17i-vii of the guidance
document.

For the project NHNC means to have developed
multiple feasible options to be entered into the
ISOP’s networks options assessment referred to as
the tCSNP2 Refresh.

Table 2.4 Proposed modifications to existing terms and definitions in SpC 1.1

(proposed modifications in red):

14
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Term

Definition

Pre-Construction
Works

means:
(a) surveys, assessments and studies;

(b) project design;

(c) engineering development;

(d) stakeholder engagement and consultation;

(e) tasks associated with wayleaves;

(f) planning applications;

(g) tender activities; and/or

(h) other activities as may be approved by the Authority

undertaken for the purposes of developing a LOTI to the point
where all material planning consents have been obtained and
the project is ready to begin construction, or developing an
ASTI, or Delivery Track project to the point of submission of all
material planning consent applications.

Price Control

means the outputs, delivery dates and associated allowances in

Deliverable Special Conditions 3.2 to 3.4, 3.6, 3.7, 3.9, 3.10, 3.14, 3.15,
3.20 to 3.25, 3.27,3.35, 3.40 ard 3.41, 3.44 and 3.45.
Re-opener means the mechanisms created by:

(a) Special Conditions 3.8, 3.13, 3.16, 3.31 to 3.34 and(b) Parts
C and D of Special Condition 3.2 (Cyber resilience operational
technology Re-opener, Price Control Deliverable and use it or
lose it adjustment), Parts C and D of Special Condition 3.3
(Cyber resilience information technology Re-opener and Price
Control Deliverable), Parts C and D of Special Condition 3.4
(Physical security Re-opener and Price Control Deliverable), Part
C of Special Condition 3.6 (Net zero Re-opener and Price Control
Deliverable), Part C of Special Condition 3.7 (Non-operational IT
Capex Re-opener and Price Control Deliverable), Part D of
Special Condition 3.10 (Visual Impact Mitigation Re-opener and
Price Control Deliverable and Enhancing Pre-existing
Infrastructure Projects allowance), , Part C of Special Condition
3.14 (Medium Sized Investment Projects Re-opener and Price
Control Deliverable), Part C of Special Condition 3.15 (Pre-
Construction Funding Re-opener and Price Control Deliverable),
Parts C and D of Special Condition 3.27 (SF6 asset intervention
Re-opener and Price Control Deliverable), Part C of Special
Condition 3.40 (Accelerated strategic transmission investment
Pre-Construction Funding Reopener, Price Control Deliverable
and Use It Or Lose It Adjustment) and Parts C, D and E of
Special Condition 3.41 (Accelerated strategic transmission
investment Re-opener and Price Control Deliverable), Part C of
Special Condition 3.45 Delivery Track Pre-Construction Funding
Re-opener, Price Control Deliverable and Use It Or Lose It
Adjustment (DTPCFt).

15
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Use It Or Lose It means an adjustment to allowances where they have not been

Adjustment spent, or have not been spent in a way that is efficient to:

(@) improving cyber resilience in relation to OT, including risk
reduction or improved status of the licensee’s network and
information systems with respect to CAF Outcomes, in relation
to Special Condition 3.2 (Cyber resilience operational technology
Re-opener, Price Control Deliverable and use it or lose it
adjustment),

(b) developing projects in preparation for Re-openers in relation
to Special Condition 3.5 (Net Zero And Re-opener Development
Fund use it or lose it allowance);

(c) the delivery of capex substation auxiliary equipment in
relation to Special Condition 3.26 (Substation auxiliary systems
use it or lose it allowance);

(d) the licensee's stated aims of the allowance provided by
Special Condition 5.6 (Net zero carbon Capital Construction use
it or lose it allowance) as set out in the licensee's Environmental
Action Plan which will not exceed the allowance provided;

(e) Delivering the outputs associated with ASTI Pre-Construction
Funding in relation to Special Condition 3.40 (ASTI Pre-
construction Funding Re-opener, Price Control Deliverable and
Use It Or Lose It Adjustment); or

(f) the delivery of interventions in relation to Special Condition
3.32 (Civil Related Works Re-opener (CWRt)) which will not
exceed the allowance provided.

(g) delivering the outputs associated with Development Funding
in relation to Special Condition 3.44 (Development Funding Price
Control Deliverable and Use It Or Lose It Adjustment (DFt)); or

(h) delivering the outputs associated with Delivery Track Pre-
construction Funding in relation to Special Condition 3.45
(Delivery Track Pre-Construction Funding Re-opener, Price
Control Deliverable and Use It Or Lose It Adjustment (DTPCFt)).

Proposed Transitional Centralised Strategic Network Plan 2 Guidance and

Submission Requirements Document

2.18. We also propose to introduce the Transitional Centralised Strategic Network Plan 2
Guidance and Submission Requirements Document a proposed draft of which can be

found attached as an annex to this consultation.

2.19. The purpose of the new proposed Transitional Centralised Strategic Network Plan
2 Guidance and Submission Requirements Document would be to give supplementary

information as to the functioning of the two new SpCs 3.44 and 3.45 as consulted on

16
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above. The licensees would be obligated to comply with the requirements of this

document, if it is introduced as proposed.

17
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3. Proposed modification to Special Condition 5.4
Vulnerability and carbon monoxide allowance (VCMt) in
the GD licences

What we are proposing to change

3.1. We are consulting on a proposed change to an existing Special Condition, SpC
5.4: Vulnerability and Carbon Monoxide Allowance (VCMt).

Reason

3.2. The proposed amendment to SpC 5.4 aims to enable greater levels of
collaboration between the Gas Distribution Networks (GDNs) beyond the ringfenced 25%
minimum originally set in the Gas Transporters Licence. Currently, the licence does not
provide GDNs with the flexibility to achieve this. We believe the proposed amendment
better reflects our policy goal of fostering collaboration among GDNSs, provided that
individual licensees do not exceed their total expenditure cap as outlined in Appendix 1

of the Gas Transporter Licence.
Effect

3.3. This proposed amendment would modify the formula in SpC 5.4.5 of the Gas
Transporters Licence. The intention is to allow GDNs the flexibility to allocate some of
their VCM allowance from their Company Specific VCM project expenditure cap to their
Collaborative VCM allowance expenditure cap, as specified in Appendix 1 of the gas
transporters licence, ensuring that individual licensees do not exceed their total

expenditure cap.

18
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4. Proposal to Incorporate DRS into the determination of
Calculated Revenue in the GD2 PCFM

What we are proposing to change

4.1. We propose to revise Special Condition 9.7 Directly Remunerated Services (SpC

9.7) of the Gas Transporter Licence and propose to modify the GD2 PCFM.
Reason

4.2. The current GD2 PCFM does not correctly capture Directly Remunerated Services
(DRS) as outlined in Part E of Special condition 2.1 Revenue Restriction (ARt) (SpC 2.1)

of the Gas Transporter Licence.
Effect

4.3. These proposed adjustments would provide more clarity by ensuring alignment of
the Licence and GD2 PCFM, thereby enabling the Revenue tab of the GD2 PCFM to
account for Directly Remunerated Services in accordance with Part E of SpC 2.1 of the

Gas Transporter Licence.

19
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5. Non-variant allowances proposed to be amended in
the GD2-PCFM

What we are proposing to change

5.1. We propose to update the non-variant allowances in the GD2 PCFM, based on
corrected calculations in the allowance and finance files (“remedy files”) used to remedy
the non-variant allowances as per the order of the CMA in relation to Joined Ground C

“ongoing efficiency”'°,
Reason

5.2.  We have corrected the formulae in the allowances file for calculating the
proportions of connections allocated to PCDs (Price Control Deliverables) such that the
calculation now makes use of net figures instead of gross figures. Additionally, the mains
element of FPNES (Fuel Poor Network Extension Scheme) was incorrectly mapped as a
volume driver rather than load capex in the finance remedy file. These revisions were
derived through engagement with the networks, ensuring alignment with the appropriate

methodology.

5.3. To address these issues, we intend to update the remedy files to incorporate
these adjustments in the calculation of non-variant allowances ensuring accurate inputs
into the GD2 PCFM.

Effect

5.4. This modification will update the GD2 PCFM to reflect the corrected non-variant

allowances generated from the revised remedy files.

10 Final determination order

20


https://assets.publishing.service.gov.uk/media/617fd1798fa8f529777ffd5e/ELMA_Final_Determination_Order_NON-CONFIDENTIAL.pdf

Consultation

6. Proposed new GT2 Special Licence condition relating
to Electricity System Operator (ESO) to National Energy
System Operator (NESO) transition cost recovery

What we are proposing to change

6.1. We propose to introduce a new licence condition 3.19 FSO transition allowance to
the Special Conditions of the National Gas Transmission (NGT) Licence. We also propose

to modify Special Condition 1.1 (Interpretation and definitions) accordingly.
Reason

6.2. This proposed modification provides an adjustment to totex in order to allow NGT
to recover efficient FSO transition costs, in line with our decision published on 28th
September 2023.1!

Effect

6.3. This proposed modification will introduce a new licence term to the Special

Conditions of the National Gas Transmission Licence.

11 Decision on the funding of the transition to a Future System Operator

21


https://www.ofgem.gov.uk/sites/default/files/2023-09/Decision%20on%20the%20funding%20of%20the%20transition%20to%20a%20Future%20System%20Operator1695746315335.pdf

Consultation

7. Proposed modification to Special Condition 1.2
Definitions and references to the Electricity Distributors

What we are proposing to change

7.1.  We propose to modify special condition 1.2 to amend the definition of “"Annual
Iteration Process” in order to replace the reference to "ED2 Price Control Financial
Handbook” with “"PCFM Guidance”.

Reason
7.2. This proposed modification corrects an error in the licence.
Effect

7.3. This proposed modification will ensure readers are directed to the correct

document for the definition of the Annual Iteration Process.
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8. Proposed modification to Special condition 9.8 Tax
Reconciliation Statement for ED

What we are proposing to change

8.1. We propose to modify special condition 9.8 Tax Reconciliation Statement to

change the date of submission from 31 July to 30 September.
Reason

8.2. This proposed modification corrects an error in the licence.
Effect

8.3. This proposed modification will correct the date for submission of the Tax

reconciliation Assurance Statement.
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9. Proposed modification to ED Standard Condition 29
Restriction of activity and financial ring-fencing of the
Distribution Business

What we are proposing to change

9.1. We propose to modify standard conditions 29.9 and 29.10 to replace the
reference to “"Regulatory Accounts” with “historical cost accounting statements” in

relation to the de minimis threshold calculation.
Reason

9.2. Networks have an enduring derogation in place in relation to the preparation of
Regulatory Accounts so the de minimis calculation should be based on audited historical

cost accounting statements.
Effect

9.3. This proposed modification would enable de minimis threshold to be calculated

based on audited historical cost accounting statements.
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10. Your response, data and confidentiality

Consultation stages

10.1. The consultation will be open until 23/5/2025. Responses will be reviewed and we

are aiming for the consultation decision to be published in June 2025.

How to respond

10.2. We want to hear from anyone interested in this consultation. Please send your

response to Michael.smith@ofgem.gov.uk.

10.3. We will publish non-confidential responses on our website at

www.ofgem.gov.uk/consultations.

Your response, your data and confidentiality

10.4. You can ask us to keep your response, or parts of your response, confidential.
We'll respect this, subject to obligations to disclose information, for example, under the
Freedom of Information Act 2000, the Environmental Information Regulations 2004,
statutory directions, court orders, government regulations or where you give us explicit
permission to disclose. If you do want us to keep your response confidential, please

clearly mark this on your response and explain why.

10.5. If you wish us to keep part of your response confidential, please clearly mark
those parts of your response that you do wish to be kept confidential and those that you
do not wish to be kept confidential. Please put the confidential material in a separate
appendix to your response. If necessary, we'll get in touch with you to discuss which
parts of the information in your response should be kept confidential, and which can be

published. We might ask for reasons why.

10.6. If the information you give in your response contains personal data under the
General Data Protection Regulation (Regulation (EU) 2016/679) as retained in domestic
law following the UK’s withdrawal from the European Union ("UK GDPR"), the Gas and
Electricity Markets Authority will be the data controller for the purposes of GDPR. Ofgem
uses the information in responses in performing its statutory functions and in accordance
with section 105 of the Utilities Act 2000. Please refer to our Privacy Notice on

consultations, see Appendix 4.
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10.7. If you wish to respond confidentially, we'll keep your response itself confidential,
but we will publish the number (but not the names) of confidential responses we receive.
We won't link responses to respondents if we publish a summary of responses, and we
will evaluate each response on its own merits without undermining your right to

confidentiality.

General feedback

10.8. We believe that consultation is at the heart of good policy development. We
welcome any comments about how we've run this consultation. We'd also like to get

your answers to these questions:
e Do you have any comments about the overall process of this consultation?
e Do you have any comments about its tone and content?
e Was it easy to read and understand? Or could it have been better written?
e Were its conclusions balanced?
e Did it make reasoned recommendations for improvement?

e Any further comments?

Please send any general feedback comments to stakeholders@ofgem.gov.uk
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11. Statutory Notice

To:

Cadent Gas Limited

Northern Gas Networks Limited

Scotland Gas Networks plc

Southern Gas Networks plc

Wales and West Utilities Limited

National Gas Transmission Plc - 02006000

Scottish Hydro Electric Transmission plc

SP Transmission Ltd

National Grid Electricity Transmission plc

Electricity North West Limited

Northern Powergrid: Northeast

Northern Powergrid: Yorkshire

SP Energy Networks: Distribution

SP Energy Networks: Manweb

Scottish and Southern Energy Power Distribution: Scottish Hydro Electric Power
Distribution

Scottish and Southern Energy Power Distribution: Southern Electric Power Distribution
UK Power Networks: London Power Networks

UK Power Networks: South East Power Networks

UK Power Networks: Eastern Power Networks

National Grid Electricity Distribution (West Midlands) plc
National Grid Electricity Distribution (East Midlands) plc
National Grid Electricity Distribution (South Wales) plc
National Grid Electricity Distribution (South West) plc

Electricity Act 1989
Section 11A(2)

Gas Act 1986
Section 23(2)

Notice of statutory consultation on a proposal to modify the standard and
special conditions of the Gas Transporter, Electricity Distribution and Electricity
Transmission licences held by the licensees listed above

1. The Gas and Electricity Markets Authority (‘the Authority’)!? proposes to modify
the standard and special conditions of the Gas Transporter licence held by each of
the licensees listed above(‘the licensees’) granted or treated as granted under
section 7 of the Gas Act 1986 as well as the electricity transmission and electricity
distribution licence held by each of the licensees listed above(‘the licensees’)
granted, or treated as granted, under section 6(1)(b) of the Electricity Act 1989
(‘the Electricity Act’) by:

12 References to ‘the Authority’, ‘GEMA’, ‘*Ofgem’, ‘we’, ‘us’ and ‘our’ are used
interchangeably in this document. The Authority refers to GEMA, the Gas and Electricity
Markets Authority. Ofgem is the office of the Authority which supports GEMA.
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Amending SpC 1.1 Interpretation and definitions of the Electricity Transmission
and Gas Transporter licence for NGT;

Adding two new special conditions to the electricity transmission licence special
conditions

o SpC 3.44 Development Funding Price Control Deliverable and Use It Or
Lose It Adjustment (DFt); and

o SpC 3.45 Delivery Track Pre-Construction Funding Re-opener, Price
Control Deliverable and Use It Or Lose It Adjustment (DTPCFt)

Adding a new special condition, SpC 3.19 FSO Transition Allowance to the Gas
Transporter licence for NGT

Modifying Special Condition 5.4 Vulnerability and carbon monoxide allowance
(VCMt) in the Gas Transporter licence for GD;

Modifying Special Condition 9.7 Directly Remunerated Services in the Gas
Transporter Licences for GD;

Modifying Special Condition 9.8 Tax Reconciliation Assurance Statement in the
Electricity Distribution Licences;

Modifying Special Condition 1.2 Definitions and references to the Electricity
Distributors in the Electricity Distribution Licences; and

Modifying Standard Condition 29 Restriction of activity and financial ring-fencing
of the Distribution Business in the Electricity Distribution Licence.

. The purpose, reasons for, and effect of these proposed modifications are

described in the cover letter to this notice.

. This letter and the documents attached to this notice contain the proposed

modifications to the special conditions of the Gas Transporter licence held by
National Gas Transmission Plc, Gas Distribution Networks (GDNs), Electricity
Transmission Operators (ETOs), and Distribution Networks Operators (DNOs).

. The documents attached to this notice also contain the proposed maodifications to

the standard conditions of the Electricity Distribution licence.

In addition, we are also proposing modifications to the ET2, ED2, GT2 and GD2
Price Control Financial Instruments (PCFIs).

. The reasons for the proposed modifications, and an overview of the proposed

modifications to the ET2, GT2 and GD2 Price Control Financial Models (‘PCFM’) are
set out below.

. There are some proposed modifications that relate to the GT2 PCFM only. The

reasons for and overviews of the proposed modifications are set out below:
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i. We propose adding a line to accommodate the new variant
allowance FSOTALt (Future Systems Operator Transition Allowance)
- line 27 of the NGT System Operator input sheet.

8. There are some proposed modifications that relate to the ET2 PCFM only. The
reasons for and overviews of the proposed modifications are set out below:

i We propose adding the following line items:

1. DFt (Development Funding) - Company sheets line 40, Input
sheet line 42;

2. APMt (Advanced Procurement Mechanism) - Company
sheets line 77, Input sheet line 79;

3. DTPCFt (Delivery Track Pre Construction Funding) -
Company sheets line 78, Input sheet line 80;

9. There are some proposed modifications that relate to the GD2 PCFM only. The
reasons for and overviews of the proposed modifications are set out below:

i. We propose modifying the formulae in row 158 (AP158:AT158) -
Identified directly remunerated services costs (as used in revenue
calculation) - in the Input tab of the GD2 PCFM to get data from
row 152 (AP152:AT152) - Identified directly remunerated
services costs - within the same tab.

ii. We intend propose to make corrections to the non-variant
allowances (row 8 to 14) within the company specific input tabs
of the GD2 PCFM.

10. Please see Appendix 1 to this notice for a list of the proposed PCFM
modifications.

11.The reasons and effect of the proposed modifications for the ET2, GT2 and ED2
PCFH are set out in the covering letter to this notice. An overview of the proposed
modifications to both the ET2, GT2 and ED2 Price Control Financial Handbook
(PCFH) are set out below:

i.  Addition of variable values in Table 3.1 of the ET2 PCFH:
1. Development Funding — DFt
2. Advanced Procurement Mechanism - APMt
3. Delivery Track Pre Construction Funding — DTPCFt
ii. Addition of variable values in Table 3.2 of the GT2 PCFH:
1. Future Systems Operator Transition Allowance - FSOTAt

iii. Changes within the lists of related documents in paragraphs 1.4
and 1.5 of the ED2 PCFH to clearly distinguish Regulatory
Instructions and Guidance (including PCFM Guidance) from
Associated Documents
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12.

12.

13.

14,

15.

iv.  Addition of the wording “and any subsequent appeals against the
CMA” to paragraph 3.7 bullet point o) of the ED2 PCFH which
excludes from totex expenditure “any costs or legal fees incurred
relating to an application for a judicial review or appeal to the
CMA in respect of a decision made by Ofgem”

Please see Appendix 2 to this notice for a list of the proposed PCFH
modifications.

A copy of the proposed modifications and other documents referred to in this
notice have been published on our website (www.ofgem.gov.uk). Alternatively,
they are available from foi@ofgem.gov.uk. Appendices 1 and 2 indicate the
location of changes within the published PCFIs.

Any representations with respect to the proposed licence modifications must be
made on or before 23 May 2025 to: Michael Smith, Office of Gas and Electricity
Markets, 10 South Colonnade, Canary Wharf, London, E14 4PU or by email to
Michael.Smith@Ofgem.gov.uk

We normally publish all responses on our website. However, if you do not wish
your response to be made public then please clearly mark it as not for
publication. We prefer to receive responses in an electronic form so they can be
placed easily on our website.

If we decide to make the proposed modifications, they will take effect not less
than 56 days after the decision is published.

Mick Watson

Deputy Director of Regulatory Finance, Financial Resilience and Controls

Duly authorised on behalf of the Gas and Electricity Markets Authority

25 April 2025

30


mailto:foi@ofgem.gov.uk
mailto:Michael.Smith@Ofgem.gov.uk

Consultation

Appendix 1 - Proposed changes to the RIIO-2 Price
Control Financial Models (PCFMs)

The PCFMs containing the proposed modifications are attached as schedules to this
consultation. The proposed changes have been highlighted in yellow. A summary of the
proposed changes follows below.

Part A: Proposed formula corrections in the ET PCFM

¢ We propose adding lines to accommodate the following new variant allowances:
o DFt (Development Funding) - Company sheets line 40, Input sheet line 42;
o APM: (Advanced Procurement Mechanism)!3 - Company sheets line 77,
Input sheet line 79;
o DTPCF: (Delivery Track Pre Construction Funding) - Company sheets line
78, Input sheet line 80;

Part B: Proposed formula corrections in the GD PCFM

e We propose modifying the formulae in row 158 (AP158:AT158) -Identified directly
remunerated services costs (as used in revenue calculation) - in the Input tab of
the GD2 PCFM to get data from row 152 (AP152:AT152) - Identified directly
remunerated services costs - within the same tab.

¢ We intend propose to make corrections to the non-variant allowances (row 8 to
14) within the company specific input tabs of the GD2-PCFM.

Part C: Proposed formula corrections in the GT PCFM

e We propose adding a line to accommodate the new variant allowance FSOTAt
(Future Systems Operator Transition Allowance) - line 27 of the NGT System
Operator input sheet.

13 Electricity Transmission Advanced Procurement Mechanism | Ofgem
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Appendix 2 - Proposed changes to the RIIO-2 Price
Control Financial Handbooks (PCFHSs)

Part A: Proposed addition of variable values in Table 3.1 of the ET2 PCFH

e Price Control Deliverables:
o Development Funding - DFt

e Uncertainty Mechanisms:
o Advanced Procurement Mechanism - APMt
o Delivery Track Pre Construction Funding — DTPCF:

Part B: Proposed addition of variable values in Table 3.2 of the GT2 PCFH
e Uncertainty Mechanisms:

o Future Systems Operator Transition Allowance - FSOTAt

Part C: Proposed changes within the lists of related documents in paragraphs

1.4 and 1.5 of the ED2 PCFH

- Separating the Regulatory Instructions and Guidance (including the PCFM

Guidance) from Associated Documents

Part D: Proposed change to list of items excluded from totex expenditure in

paragraph 3.7 of the ED2 PCFH

o Addition of the sentence “and any subsequent appeals against the CMA” to

bullet point 0) which excludes from totex “any costs or legal fees incurred

relating to an application for a judicial review or appeal to the CMA in

respect of a decision made by Ofgem”
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Appendix 3: Privacy notice on consultations

Personal data

The following explains your rights and gives you the information you are entitled to
under the General Data Protection Regulation (GDPR).

Note that this section only refers to your personal data (your name address and anything
that could be used to identify you personally) not the content of your response to the

consultation.
1. The identity of the controller and contact details of our Data Protection Officer

The Gas and Electricity Markets Authority is the controller, (for ease of reference,

“Ofgem”). The Data Protection Officer can be contacted at dpo@ofgem.gov.uk

2. Why we are collecting your personal data

Your personal data is being collected as an essential part of the consultation process, so
that we can contact you regarding your response and for statistical purposes. We may

also use it to contact you about related matters.
3. Our legal basis for processing your personal data

As a public authority, the GDPR makes provision for Ofgem to process personal data as
necessary for the effective performance of a task carried out in the public interest. i.e. a

consultation.
4. With whom we will be sharing your personal data

Your personal data will only be shared with the relevant teams in Ofgem to proceed with

this consultation.

5. For how long we will keep your personal data, or criteria used to determine the

retention period.
Your personal data will be held for 7 years.
6. Your rights

The data we are collecting is your personal data, and you have considerable say over
what happens to it. You have the right to:

e know how we use your personal data

e access your personal data

¢ have personal data corrected if it is inaccurate or incomplete

33


mailto:dpo@ofgem.gov.uk

Consultation

ask us to delete personal data when we no longer need it

ask us to restrict how we process your data

get your data from us and re-use it across other services

object to certain ways we use your data

be safeguarded against risks where decisions based on your data are taken
entirely automatically

tell us if we can share your information with 3™ parties

tell us your preferred frequency, content and format of our communications with
you

to lodge a complaint with the independent Information Commissioner (ICO) if you
think we are not handling your data fairly or in accordance with the law. You can
contact the ICO at https://ico.org.uk/, or telephone 0303 123 1113.

7. Your personal data will not be sent overseas

8. Your personal data will not be used for any automated decision making.

9. Your personal data will be stored in a secure government IT system.

10. More information For more information on how Ofgem processes your data, click on

the link to our “"Ofgem privacy promise”.
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