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Objectives for today

1. Receive you views on the issues impacting our trading
arrangements

2. Consider whether a FTA Design project is the best way to deal
with these issues

3. Get your feedback on our plan for engagement and next steps

Your organisation is also encouraged to respond to the open letter by
121 April 2013 to gb.markets@ofgem.gov.uk
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1. RATIONALE AND
ISSUES
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Discovery highlighted that the current trading arrangements do not.....

Provide the right Provide the right Allow equal . . . Provide consistency
signals for signals for efficient treatment of the A“%ré\)’ve'ltoh mgr?trsEU between gas and
investment operation demand side P electricity

A 4

As a result....

4) Non compliance with
EU reforms and more
risks than benefits from
integration

3) Low carbon objectives
may be missed or will
cost consumers more

A 4

1) Prices are likely to be 2) Security of supply is
higher likely to be lower

EMR focuses on 2 and 3
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What are trading arrangements and the

challenges?
Trading arrangements
Forward Trading Day Within Balancing
ahead Day Mechanism
What are the challenges:

Increasing Role of Demand Route to market Balancing arrangements
penetration of Side Response for renewables and interactions with
renewables - Capacity Mechanism

impact on
balancing and EU TM is pushing towards more Institutional Interactions with

system operation integrated EU market arrangements gas arrangements
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Our current arrangements were not designed
for the low carbon era and EU TM

Trading arrangements need to ensure:

Efficient operation of Appropriate incentives Integration with wider
existing assets to maintain existing European markets to
(transmission, assets, invest in new the benefit of GB

generation, capability and retire
interconnectors ageing capacity
etc...)

What are the levers: Change in investment and

Changing rules for how operation incentives on market
trading happens players

Change in investment and
operation incentives on SO
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2. DEALING WITH THE
ISSUES
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Option 1: Solve the issues "Piece-by-piece”

e qenti® e Risk that the pieces
€ne es ci 7 .
"3bles S cap2 Oy don't fit together &

— incoherent reforms
— unpicking earlier

steps
Efficient MR _ion — duplication of

Roye - System ) p\em"'“ . ey

so balancing e activities from
Ofgem, Govt. and
industry

« et motel e Difficult for stakeholders
o0 o eV aer © ntation %
e implemen %, & to follow and engage

e by effectively
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Option 2: Solve the issues simultaneously

e Solve all the fine-grain
details in one go

- too large, too complex

e Differing timescales will
limit the availability of
information when trying
to solve the details
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Option 3: "High level design” and roadmap

e Agree the high-level picture

e Then develop priorities and a
roadmap to complete the
details

' S
o, Q

L
79 Energy ™

Ensures all aspects
are captured and
linkages (eg with
ITPR) are managed

Helps to build
consensus and create
certainty about the
direction of travel

A single process for
industry to follow and
engage with
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What would the output look like?

e (Contains a set of agreed principles and objectives
e Set out the case for change and the main challenges

e Considers range of high level options for addressing challenges
(recognising constraints to these — such as EMR and the EU TM)

e Set out recommendations for FTA eg trading closer to real time/
approach to market coupling / new ancillary services etc...

e Set out a roadmap to take these forward
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Process would involve building consensus

around the design

Ofgem - ensuring a
market that delivers
for consumers

Consensus on trading
arrangement design

Industry -
Clarity on
direction of travel
and focal point
for engagement

Government -
Enabler for EMR

Allows GB to influence
direction in Europe

* X 9
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Potential concerns with this approach?

eThese are issues that need to be considered to ensure compliance with EU TM or will need to be considered
and resolved in the near future as the system becomes more stretched

*This project is required to ensure the trading arrangements are appropriate to allow EMR to work

eShould aide certainty by:
eProviding greater clarity and building consensus around the future operating environment
eAvoid potential for incoherent reforms which need to be unwound later to comply with European legislation

eDevelop holistic vision for trading arrangements which provide incentives to invest in cost effective portfolio
of flexible technologies (DSR, interconnection, storage, generation)

eConsiders interactions between EMR CM, EU TM, balancing arrangements and reserve procurement

e¢In addition to above

*EU TM moving towards implementation and some binding obligations due to come in force in 2014 (eg
considering market-splitting)

*EU considering how the Target Model fits in with renewables

eConsideration of interconnector developments alongside European TM implementation
eAllows us to consider how to leverage smart technology
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How does this work with European

developments?
constraint opportunity
eEuropean e Allows *GB

network code consideration of implementation

development EU network of European

feeds into FTAD code network codes

¢ GB views on

post 2014
debate
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Does this undo NETA?

We do not propose to start with a blank sheet of paper...

High level

principles

Cost reflective
prices to provide
incentives for
efficient operation
and investment

Build on successful
characteristics of
NETA

Reflect our new
responsibilities with
respect to European
integration

Existing

Self-dispatch and
bilateral trading
ahead of gate
closure

SO responsible for
residual balancing
and operation after
gate closure

Clear separation of
energy balancing
and system actions

+

Prices reflect
scarcity and risks to
security of supply

All balancing
actions to be fully
costed

Market zones to
reflect enduring
constraints, not
necessarily driven
by national borders

For consultation but will need to factor in various constraints, e.g. -
EMR, EU TM, political factors
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3. PROCESS AND NEXT
STEPS
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Open and time-limited process

Throughout 2014:

Q3/Q4 2014: 2015 Onwards:
Q2 + Q3:  Expert workgroups and continued stakeholder Consultation on Implementation
Initial engagement high level design
Stakeholder » Advisory panel meetings for future trading
Engagement » Consultation on options arrangements
I I I I I * I I
Jun 13 Sep 13 Dec 13 Mar 14 Jun 14 Sep 14 Dec 14 Mar 15
Autumn 2013: Autumn / Spring 2014: Summer/Autumn 2014: Autumn 2014: Egrly_2_015:
Consultation Winter 2013: Consultation Further working papers on Consultation Docuergfrll?:/‘vith
on Principles Working on options on high level .
and Issues papers on assessment FTA design recommendations
criteria and criteria and and roadmap for FTA and
options possible (SRl T 120
options

implementation



Working with stakeholders

Publication of
Documents

Regular Stakeholder Events

- Issues and principles consultation

- Consultation to assess option and
Senior Advisory Panel Technical Working Groups possible options

- Consultation on recommendations
and roadmap for implementation
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Next Steps

e Responses to gb.markets@ofgem.gov.uk by 12 April

e Following discussions today and after consultation responses we
will make a decision on whether or not to launch FTA project

e Ofgem and DECC will continue to work closely with National Grid
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4. QUESTIONS
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