To: National Grid Electricity Transmission
Electricity Act 1989 Section 11A(2)

Notice of statutory consultation on a proposal to modify the special conditions of
the electricity transmission licence held by National Grid Electricity Transmission

1. The Gas and Electricity Markets Authority (‘the Authority’)! proposes to modify the
electricity transmission licence held by National Grid Electricity Transmission
("NGET") granted or treated as granted under 6(1)(b) of the Electricity Act 1989 by:

a. Removing special condition 4K and
b. Amending the existing special conditions;

As specified in Schedule 1 to this notice.

2. The Authority proposes to remove references to Supplemental Balancing Reserve
("SBR"”) and Demand Side Balancing Reserve ("DSBR") from the electricity
transmission licence held by NGET.

3. These changes to the special conditions will remove NGET's ability to recover any
costs associated with the provision of SBR and DSBR.

4. Further details and background on these proposed changes are set out in the
following document:

a. The decision to remove the existing cost recovery arrangements for SBR and
DSBR for Winter 2017/18, and our policy intention to remove the remaining
references to SBR and DSBR from NGET’s licence as outlined in our decision?.

5. 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 our Research and Information Centre, 9 Millbank, London, SW1P 3GE
(020 7901 7003).

6. Any representations with respect to the proposed licence modifications must be
made on or before 8 September 2017 to: Emily Sam, Office of Gas and Electricity
Markets, 9 Millbank, London, SW1P 3GE or by email to soincentive@ofgem.gov.uk.

7. 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response to be made public then please clearly mark it as not for publication.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.

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

Mark Copley, Associate Partner, Energy Systems Duly authorised on behalf of the
Gas and Electricity Markets Authority 28 July 2017

1 The terms “the Authority”, “we” and “us” are used interchangeably in this document.
2 Available at https://www.ofgem.gov.uk/publications-and-updates/decision-remove-supplemental-balancing-
reserve-and-demand-side-balancing-reserve-cost-recovery-arrangements-201718
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Special Condition 1A. Definitions and Interpretation

Definitions in alphabetical order

Balancing Services Activity means Special Conditions 4A (Restriction of

Revenue Restriction System Operator Internal Revenue) and 4C
(Balancing Services Activity Revenue Restriction
on External Costs), together with such parts of
Special Conditions 4B (Balancing Services
Activity Conditions: Interpretation) and Special
Conditions 4D (Restriction on Contracting with
BSC Parties) to 4Jk (SO-TO Mechanism
Pemand-Side BalancingReserveand
Supplemental-BalaneingReserve Revende
Restriction-onExternal-Costs-) inclusive as are
ancillary thereto.

Relevant Year t for the purposes of the Special Conditions in
Chapters 5, 6, and 7, means the Relevant Year
in which the values for the terms MOD and
SOMOD, calculated through a particular Annual
Iteration Process, are used in the formulae set
out in Special Condition 3A (Restriction of
Transmission Network Revenue) and Special
Condition 4A (Restriction on System Operator
Internal Revenue) respectively and references
to Relevant Year t-1 and Relevant Year t-2 are
to be construed accordingly. For the purposes of
Special Conditions 4C (Balancing Services
Activity Revenue Restriction on External Costs)
to 4]k (50-TO Mechanism Bemand-Side
BalancingReserve-and-Supplemental-Balaneing
Reserve-RevenueRestriction-on-External-Costs)
inclusive Relevant Year t means that Relevant
Year for the purposes of which any calculation
falls to be made and references to Relevant
Year t-1and t-2 are to be construed accordingly.

Special Condition 4B: Balancing Services Activity Conditions: Interpretation

4B.1 In this Special Condition and in Special Conditions 4C (Balancing Services Activity
Revenue Restriction on External Costs) to 4JK (S0-TO Mechanism Demaﬁd—Sfde
E*temaJ—Ges%s) mcluswe all revenue shall be measured on an accruals basis, after
deduction of value added tax (if any) and any other taxes based directly on the
amounts so derived.

4B.2 Any term used in the formulae appearing in Special Conditions 4C to 4JK inclusive and
defined for the purposes of those formulae shall have the same meaning if used in any
other formulae in those Special Conditions.

4B.3 In this Special Condition and in Special Conditions 4C to 4JK, any cost, charge,
payment or amount may either be positive or negative.
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Special Condition 4C: Balancing Services Activity Revenue Restriction on External Costs

Part A: Balancing services activity revenue restriction on external costs

4C.1

The licensee shall use its best endeavours to ensure that in respect of Relevant Year t
the revenue derived from and associated with procuring and using balancing services
(being the external costs of the Balancing Services Activity) shall not exceed an
amount calculated in accordance with the following formula:

BXext, = CSOBM, + BSCC, + TotAdj, — OM, + IncPayExt, + BSC, + FIIR, + SOTOC, +4&BS;

where:

BXextt

CSOBMt

BSCC:

TotAdjt

OMt

IncPayExtt

represents the maximum allowed revenue derived in Relevant Year t

from and associated with procuring and using balancing services;

which represents the cost to the licensee of bids and offers in the

Balancing Mechanism {exeluding—those—relating—te—Supplemental
BalaneingReserve—and-Demand-Side BalaneingReserve} accepted

by the licensee in Relevant Year t less the total non-delivery charge
for that Relevant Year, is the sum across Relevant Year t of the values
of CSOBM;j (being the daily System Operator BM cashflow for each
settlement period j as defined in Table X-2 of Section X of the BSC

in force immediately prior to 1 April 2001) less—any—<cests—ineurred

2N hoeco\/ o O OBM O aVa O—Si1innlarmAan ».

means the costs to the licensee of contracts for the availability or use
of balancing services during the Relevant Year t, excluding costs
within CSOBMu—+tBS: and BSC: but including charges made by the
licensee for the provision of balancing services to itself in the

Relevant Year t;

means the amount of any adjustment to be made during the Relevant

Year t as provided in paragraph 4C.2;

means an amount representing the revenue from the provision of
balancing services to others during the Relevant Year t, calculated in

accordance with paragraph 4C.10;
means an incentive payment for Relevant Year t calculated in
accordance with paragraph 4C.11;
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SOTOC: means the SO-TO cost allowance term in each Relevant Year t
calculated in accordance with Special Condition 4] (SO-TO
Mechanism);

BSCt means the allowed revenue derived in Relevant Year t from and
associated with Black Start services in accordance with Special
Condition 4G (Black Start Allowed Revenue);

FIIRt means the incentive payment which the licensee may derive from
the forecasting incentive for Wind Generation Output and National
Demand in Relevant Year t in accordance with Special Condition 4H

(Forecasting incentive);

Costs)y—and

j shall mean a settlement period (being half an hour) as defined in the
BSC.

Part B: Balancing Services Activity adjustments

4C.3

For the purposes of paragraph 4C.2, the term ET: which relates to prior period
adjustments in respect of the Relevant Year t shall mean:

(a) the costs, whether positive or negative, to the licensee of:

(i) bids and offers in the Balancing Mechanism {exeluding—those—relating—te

accepted by the licensee in any period before Relevant Year t less the total

non-delivery charge for that period; and

(ii) contracts for the availability or use of balancing services during any period
before Relevant Year t, excluding costs within CSOBM+—and+BS: for that
period, but including charges made by the licensee for the provision of

balancing services to itself in that period;

in each case after deducting such costs to the extent that they have been taken

into account in any Relevant Year in computing the terms CSOBM:or BSCCt; and

(b) any amount within the term ET: as defined in this licence in the form it was in on

1 April 2000 whether as then defined or as now defined.
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(b)
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(d)

(b)
()

(d) I I hich_theti M dentif whetheri S
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(b)

()
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BSBRFestingPayments means—payments—madeby-thelicensee
| tract forth .
PSBR-UtilisationPayments means—payments—madeby-the licensee
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to-take-thoseactions:
SBR-Availability Payments means—payments—madeby-the licensee
fort] -
£SBR| £ SBR Availabitity:
SBR-Capability Payment means—payments—madeby-the liecensee

relevant-SBR-econtract:
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2 4 nrame-as-deseribed-inthe-documentthe
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