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9 Scope and objectives
Vv

Review of Great Britain electricity transmission arrangements

SYSTEM Ensuring transmission parties
PLANNING: are best placed to coordinate
in the planning of the network

DELIVERY OF Ensuring regulatory regimes can
INVESTMENT: enable delivery of an efficient and
coordinated network.

4 o )
All transmission

onshore, offshore
and cross border
in scope

Long-term perspective

J
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Why ITPR?
v
Currently Future
(
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B and flexible
"y approach to
Competitive tender :
9 Role for planning and
coordinating W The system delivery?
(" plai)rlmsi;egn’;nd is growing in
Interconnection e | P
decision-
Developer led making \ j
-
Three successful regimes Efficient
4

Uncertainty in scale, economic and

Continuing to be improved - timing, cost and :
RIIO, offshore coordination, technical complexity of _Coordtlnateézlf
interconnector cap and floor. developments Investment ror

the longer term.
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ofgem Project progress and timelines

\ 4
STAGE ONE STAGE TWO STAGE THREE STAGE FOUR
e N N [ N [ /™
February -
November November 2012 June 2013 TBC
2012 — June 2013 onwards

- J

Initial analysis of
issues,

Development of Implementation
of proposals,
depending on

outcome

Issues
identification

proposals and
impact
assessment

materiality and
options

Publication of
two open
letters

Further

Consultation )
consultation
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Issues and options
) 4

Potential issues with current How could these be addressed?
arrangements

#1 Conflicting obligations and
incentives on multiple
transmission parties

Potential options
#2 Lack of GB view to influence

European transmission

investment plans Ofgem emerging
thinking

# 3 Perceived conflicts of interest
between regulated and

competitive businesses Focus of today’s workshop

#4 No clear regime for complex, Informing you on these options
multiple-purpose projects Getting your views




Ofgem orenry conumers ITPR and other initiatives

v

Future
RIIO and Trading

strategic Arrange-

wider ments
works Design

Renewables
Trading

Inter-

Offshore connector
coord- cap and

; . floor
Ination :
regime

North Seas

Countries Electricity SO
Offshore Market incentives
Grid Reform

Initiative
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Ofgem policy development on coordinated offshore networks

= Joint Ofgem-DECC Coordination Project during
2011/12, looking at:

= Benefits, costs and risks to coordination

= Potential barriers where it is efficient,
including considering system planning
arrangements and OFTO tender process

= (Ofgem consultations in March and December
2012 setting out possible changes to the OFTO
regime

= We will be publishing a further policy statement
shortly, with some further consultation planned
later in the year
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Fit with ITPR

« Coordination work is focused on providing an
enabling framework, with an aim of being able
to support nearer-term projects

« It builds on existing system planning
arrangements and works within the existing
OFTO process

« ITPR is taking a more holistic and longer-term
view at system planning arrangements and the
three separate delivery regimes

« We consider that the emerging thinking
contained in the consultation is consistent with
the coordination proposals
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Ofgem proposals on coordinated offshore networks

{ Category 1: Generator-Focused
Anticipatory Investment (GFAI)
-> changes needed to user commitment rules

Category 2: Developer-led Wider
Network Benefit Investment (Developer-
led WNBI)

-> Ofgem gateways to provide early view on
needs case

Category 3: Non developer-led WNBI
-> potential new route for TOs to bid for pre-
construction funding
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Context: Scale of future investment

Unprecedented scale of expected investment in on-
and offshore transmission and interconnection

Significant uncertainty Iin level, location and timing of

connection of new generation
Current value  Expected
(Ebn) Investment (£bn)
Onshore 8.4 6.2-12.4
Offshore 25 8-20
Interconnection 2 8-20

« Key guestion: will transmission investment be
efficient?

14
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Project Scope

Planning: Will the current arrangements deliver an
optimum level of transmission that will maximise the
GB social welfare? And

Delivery: WIll this investment be undertaken in an
efficient manner and delivered at minimum cost?

Options: If not, what are the options for improvement of
the present regimes?

Status Quo unlikely to deliver efficient investment

15
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ack of efficient market design and
network pricing/1

» Market design and network pricing in GB are inherently inefficient due to

largely socialized network (balancing and transmission tariffs) pricing. This

In turn results to:

» Inefficient generation dispatch and siting

« Eliminates network users’ incentives to actively engage with the transmission
iInvestment process.

 Inefficient transmission investment, preventing adoption of innovative non-
network solutions which elevates consumer costs and leads to significant welfare
losses

« Commercial interest of incumbent TOs (based on RAV business model)
are potentially aligned with inefficient investment

 Ofgem/DECC as the buyer of network service on behalf of all users and
consumers, needs to ensure investment efficiency
» This requires in-depth scrutiny of investment plans and full understanding of
detailed technical and economic aspects of transmission network planning and
operation that is clearly beyond the remit of a regulators setup.

B UNIVERSITY OF

¥ CAMBRIDGE
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Lack of efficient market design and
network pricing/2

B UNIVERSITY OF
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 Co-existence of merchant and requlated investment (across regimes)
cannot be effectively facilitated when efficient transmission pricing is not

place:

* Merchant investments would be viewed as too risky given that their revenues
could be eroded if a mandated project (regulated investment) whose costs are to
a large degree socialised is built

» Very high option value to wait for regulated investments to take place (and only
pay a fraction of the costs) rather than sponsor merchant projects.

« With efficient transmission pricing the differences across the three regimes
(onshore, offshore and interconnector) would be automatically eliminated
automatically creating an effective framework for the development of multi-
purpose projects (MPPSs)

« Given the absence of efficient market design, we identify three key areas of
concern with the current transmission investment arrangements:
» A mis-aligned incentives framework for transmission investment and operation
» Lack of coordination of investment and operation
» Conflicts of interest 17
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Incentives framework for transmission

Investment and operation

e Do current incentives ensure that transmission

Investments are necessary?
« Concerns with efficiency of system operation, due to lack of price signals,
potentially leading to inefficient transmission investment

« Bias towards asset heavy solutions; advanced operational measures to
enhance the capability of existing network assets not extensively used

« Present requlatory framework unable to ensure that network delivers good
value for money to network users (operation and design standards do not
consider/quantify this value); network underutilized, increased constraint
costs in the short term leading to inefficient investment in long term

 Concerns with role of Ofgem / DECC acting as a buyer of transmission
services; problematic as the complexity of network solutions will increase
significantly

18
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|_ack of co-ordination /1

* TO/NETSO co-ordination: lack of co-ordination between
TOs leading to increase In network constraint costs In the
short term and inefficient investment in long term

« Co-ordination across regimes: concerns regarding the
ability of multi-parties (onshore and offshore TOs,
Interconnectors, developers of offshore generation and

multiple purpose project developers) to coordinate and
deliver efficient investment for GB

(1) Capacity allocation

(2) Investment cost recovery and charging

(3) Risk allocation

(4) Business model 1
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|_ack of co-ordination /2

« Coordination in meeting existing and future users needs:
limited anticipatory investment framework

* Regional coordination of network investment: concerns
that there is limited scope of parties delivering cross-border
Investment to facilitate:

* Integration of EU balancing markets
« Generation outside GB to participate in GB capacity market

- Efficient implementation of EU Renewable Energy
Directive

 Without appropriate market signals, facilitating and/or
scrutinizing co-ordinated investments will be increasingly
difficult task for Ofgem

20
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Conflicts of Interest

« Conflicts involving competitive / incumbent businesses

« Conflicts among TOs

« Conflicts arising from asymmetry in access to information
 EMR contract design and transmission planning conflicts

« Conflicts of interest combined with lack of information and
Increasing complexity make Ofgem/DECC task, as a buyer of
transmission services, increasingly difficult.

21
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Alternative Transmission Regimes:> -*VBrioce
International Experience

7SO 1ISO

. Europe * PJM
e New Zealand « Australia: All states

except Victoria

Incumbent
Delivery

Onshore Onshore
England & Wales Scotland

Latin America: Chile, Brazil,
Argentina

US: ERCOT CREZ, CAISO,
NYISO, MISO

Australia: Victoria

Competitive
Delivery/Merchant

GB Offshore
GB Interconnection
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Status Quo +
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NETSO

(operation)

Interconnector
nterconnector

| | SHETL SP NG

OFTO

Shadow Independent Planning Authority

24
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Improved Status Quo — Key Characteristics

Establish shadow Independent Design Authority:

Scrutinise onshore TOs’ RIIO business plans.

Make proposals for Strategic Wider Works.

Establish full information transparency .

Coordinating and preventing barriers to entry in the onshore
and offshore regimes

Administer the “golden rule” cost-benefit check for merchant
Interconnectors.

Determining efficient capacity for regulated interconnectors.
Support Ofgem in administering auctions for regulated
Interconnectors and offshore assets.

Facilitating multi-purpose projects (MPP) planning process
through a transparent CBA and supporting auctions for
design and delivery 25
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TS0 Onshore / GB TS0

OFTO
OFTO

Interconnector

Interconnector

UNIVERSITY OF

W CAMBRIDGE

26
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TSO Option — Key Characteristics

« Establish GB TSO(s) responsible for planning, delivery
and operation subject to Performance Based Regulation
« Single onshore TSO or GB TSO, coordinates GB planning
and delivery + regional co-ordination
« Ofgem to establish effective incentives framework (key
challenge)
« Efficient short and long term network pricing regimes to be
established
« Supporting MPPs
* In case of single regime, GB TSO would be responsible for
planning and delivering MPPs, while in case of three
regimes, MPPs would be driven by efficient locational
pricing and TSO incentives

27
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GB ISO

(Operation & Planning)

Interconnector

SHETL SP NG

OFTO

Interconnector
Interconnector

28
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ISO Option — Key Characteristics

« Establish a clear set of rules and grid codes and updated network standards;

« Facilitating transmission planning process through a transparent Cost Benefit
Analysis (CBA), with stakeholder engagement regarding future scenarios

« Scheduling and co-ordinating transmission system outages;

« Offering connection agreements to market participants;

« Administering competitive tenders for the delivery of certain assets;
« Mandating incumbent TOs to undertake transmission investment;

« Co-ordinating with merchant offshore and cross-border project developers,
ensuring that these investments are NPV>0;

« Administering BSU0S and TNUOS cost recovery and payments;

« Co-ordinating development of MPPs and EU regional development
« Administering Network Innovation Competitions (NIC);

« Supporting Ofgem/DECC with market design and regulation;

« Administering EMR and in particular the design of CfD contracts and capacity
market. 29
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Status Quo+ GB ISO GB TSO
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Incentives framework
« efficient transmission
investment and operation

Lack of co-ordination
« TO/NETSO
* Across regimes
* Meeting existing and future
users needs
* Regional coordination of
network investment
Conflicts of Interest
« Competitive / incumbent
businesses “
* Asymmetry in access to
information

* Planning and operation
« EMR %0
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Key Strengths and Weaknesses

Status Quo+

GB TSO

58 UNIVERSITY OF
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GB ISO

Key e Minimum change

Strengths focused on
improving current
regimes

e Optionality to
reconsider as
more evidence

emerges

Key e Regulation heavy

Weaknesses Key concerns
unresolved

Theoretically optimum
option

Synergies from combining
SO and TO functions,
particularly in asset
operability and flexibility
assessment

Integrated design delivery
and operation

Low transaction costs

Preferred practice in
Europe

Concepts about the
development of PBR

Asset divestments
required

Efficient transmission
pricing is a pre-requisite
Over-reliance on a single
entity

Resolves most current
concerns: implements efficient
system operation, removes
conflicts of interest, provides
effective coordination across
regimes and within the region

ISO can promote future market
design improvements

Could facilitate efficient
planning and delivery and lead
more active stakeholder
engagement

In the case of a deep ISO,
single worldview

Effective governance, grid
codes and rules need to guide
ISO

SO to TO contracts potentially
difficult to define
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Recommendations

* Given the very strong assumptions under which the GB TSO
option would work in practice we consider that this option
could not be implemented in the short to medium term

« |ISO option resolves effectively the majority of the current
regime concerns

* Most of the criticisms of the ISO structure can be
addressed with appropriate grid codes, rules and
processes and there is significant international experience
to draw upon

 Under the Status Quo+ a number of the identified
concerns would remain largely unresolved - could be
considered to be a viable interim solution for the ISO option

* Deciding between the Status Quo+ and ISO options would
require a detailed impact assessment 2
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System planning - current arrangements

Making a positive difference -
Ofgem for energy consumers and potential future challenges

v

Planning frameworks

under each regime have Future challenges
been successful to date

- \ / \
Onshore Significant new investment required

TO-led
. y,  Potential efficient network solutions may
- ~ be increasingly multiple-purpose,
e interdependent and anticipatory (with

: : uncertain drivers)
Generators drive planning

of connections ‘There is a separate planning framework

\ J :
under each regime
4 )
Interconnection ‘The regulatory framework requires case
Interconnector developers by case consideration by the Authority

lead planning
U J

We consider these characteristics of the current system planning
framework may not be fully aligned to support the potential scale, timing
and technical complexity of investment required in the longer-term




ofgem System planning - policy options

Fenargy consumers

v '
a
c
2
3]
€  Carve-outof Independent Design Authority
% planning (IDA)
'é” responsibility
ey
@O
;=
T Ownership Not Independent System
8 separation of SO required? Operator (I1SO)
(@)
£
£ NGETas SO with
(7
o increased Increase _
%S transparency or transparency? Enhanced SO Not viable?
g business separation
2
o o Developer-led
S NGET as SO (existing option for TO-led option
A arrangements) interconnection
Market-led, TO-led with Enhanced Directive
decentralised shallow coordinating role — coordinating role
planning coordinating role  collaborative with — central body
delivery parties driving planning
Depth of system coordinating role 37



of e e Analysis of ‘depth’ options - illustrative
GEIM e ommes process for strategic investments

v
Shallow (TO-led) Enhanced Directive

¢ Provision of market information

e |dentification of strategic system
needs

e Identification of options to meet
system needs

e Identification of the preferred
solution

\

e Funding request where appropriate

J

e Detailed local planning and project |
planning

J

\

e Delivery, ownership and
maintenance

J

- TO/delivery party - Coordinating body 33

€E€E€E€EEL
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for energy consumers

v

Synergy

Potential conflict

System
planning
(coordinating)
function

SO
(balancing)

Incumbent
delivery
role

Competing
for delivery




ofgem for energy consumers System planning — emerging thinking

v '
a
c
2
(3]
< Carve-out of Independent Design Authority
% planning (IDA)
20 responsibility
S
©
k= :
T Ownership Not Independent System
8 separation of SO required? Operator (ISO)
(S
S
9 NGET as SO with
w o
o increased Increase _
4= transparency or Enhanced SO Not viable?
o . . transparency?
g business separation
'E N Developered K Emerging thinking for
@ NGET as SO (existing option for TO-led option onshore, offshore and
Market-led, TO-led with Enhanced Directive
decentralised shallow coordinating role — coordinating role
planning coordinating role  collaborative with — central body

delivery parties driving planning

Depth of system coordinating role
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Ofge e Application to future interconnection?

v

N
2
G
v
S Full Approach 1: Developer-led,
ﬂ exposure fully merchant model
c
©
[%2)
<
2
; Exposure to Approach 2: Developer-led,
z “controllable” Cap and Floor
= costs and risks Approach 4: Centrally
2 identified, Cap and Floor or
o fixed regulated return
o Limited Approach 3: Developer-led,
g fixed regulated returns
9 exposure
o
| . S
& r

Developer-led Opportunity
centrally identified

Planning framework
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Delivery Introduction
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B %A%l B B forenergy consumers

v

« ITPR delivery is reviewing the development, regulation, and
ownership of GB and cross border transmission assets

« The current onshore, offshore and interconnection regimes have
been successful to date, and include ongoing improvements

« Two key drivers are leading us towards this review:

Future economic and
efficient networks may
include integrated
transmission
developments, such as
multiple purpose projects

Opportunity to review
whether the most suitable
delivery practices (e.g.
incumbent or competitive
delivery) are applied in
different circumstances
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Regulatory Challenges of
Integrated Projects

v
Scenario 1 Scenario 2 Scenario 3
Asset providing wider Asset used for Asset used to directly
reinforcements to the transmitting offshore connect generators
network, while generation and located outside GB

transmitting offshore
generation

interconnection
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. v .
Which delivery route?

r |
|
|
Separability :
I Incumbent
e L delivered
I r ('
I [ I
: I Current I |
I distinctions o
I [ I
[
I I_ ______ Limited : I
I No Flexibility exceptions I
I from current : |
: distinctions I : Competitive
Limited Flexibiity | approach
Purpose — :
criteria 1
| .
: Emerging
thinking

Full Flexibility

45




ofgem o Emerging thinking

) 4
Adding flexibility in delivery route is likely to provide benefit

Full flexibility in delivery route may provide greatest scope to
achieve benefits for consumers and clarity for industry

- Potential new delivery routes where currently unclear, and
potential change where could lead to more economic and
efficient delivery

« Keeping drivers under review

Believe that current regimes are largely right, but that change at
the margins could create value

Legislative change may be needed to implement
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Table discussions

Siobhan Carty, Project Manager, ITPR
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System Planning — 20 mins
Asset Delivery — 20 mins




ofgem i System Planning discussion

v
1. What are your views on the shallow, enhanced, and
directive coordinating body models?

How could the enhanced coordinating body model apply across
the onshore, offshore and interconnector regimes?

2. What are your views on the conflicts and synergies
between transmission functions?

Based on this, what institutional options would you support- SO
(NGET), ISO or IDA?




ofgem Asset delivery discussion

) 4
1. What are your views on the options for delivery of
transmission assets?
Are there others Ofgem should consider?

Is there a case for change?

2. What are your views on introducing additional flexibility
in delivery route?
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v

Emerging _ _ o _
thinking « Consultation on Emerging Thinking — Open until 2 August

consultation « Industry workshop - 26 June

Development * Consideration of stakeholder views
of proposals °* Impact assessment
« Consultation on initial proposals early 2014

« Parallel work to consider treatment under renewables trading
GB-Ireland : -
* Subject to Government decisions
« Could require proposals ahead of wider ITPR project conclusions

transmission
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Ofgem is the Office of Gas and Electricity Markets.

Our priority is to protect and to make a positive
difference for all energy consumers. We work to
promote value for money, security of supply and
sustainability for present and future generations.
We do this through the supervision and
development of markets, regulation and the
delivery of government schemes.

We work effectively with, but independently

of, government, the energy industry and other
stakeholders. We do so within a legal framework
determined by the UK government and the
European Union.

www.ofgem.gov.uk




