Making a positive difference

Company Secretary for energy consumers

Southern Electric Power Distribution

No.1 Forbury Place

43 Forbury Road

Reading Direct Dial: 0141 354 5416

RG1 3JH Email: Steven.McMahon@ofgem.gov.uk

Date: 28 September 2018

Dear Company Secretary,

Project Direction ref: SEPD / Transition / 28 September 2018

Southern Electric Power Distribution Plc (SEPD) submitted the Transition project (the
Project) in August 2017 to be considered for funding through the Electricity Network
Innovation Competition (NIC). In our decision!, we selected the Project? for funding. This
funding was conditional upon SEPD engaging with the licensees implementing the EFFS
and Fusion projects, removing areas of unnecessary duplication and coordinating
activities to ensure the best outcome for consumers.

SEPD (and the licensees implementing the EFFS and Fusion projects) submitted a
document to us on 6 July 20183 to demonstrate compliance with the requirements of the
Project Direction, which we had issued on 16 January 2018.4 A non-confidential version
of the documents we considered is available on our website.

We requested further information which we received on 31 August 2018. That further
information allowed us to satisfy ourselves on two areas. Firstly, ensuring that there was
no unnecessary duplication between the Project and the EFFS and Fusion projects.
Secondly, to understand the actions undertaken by SEPD to ensure that learning
derived from the Project would be complementary to the learning derived from the
Transition and Fusion projects.

Based on this information we are now satisfied that the Project meets the conditions for
funding that were set and can therefore proceed. We note that:

e you have removed £1.7m from the original funding request by removing one of
the three trials and replacing this with simulation work;

e you commit to using the forecasting algorithms developed through the EFFS
project as the default option;

¢ you will undertake a joint procurement process with the Fusion project where it is
appropriate to do so.

! https://www.ofgem.gov.uk/publications-and-updates/network-innovation-competition-2017-funding-
decisions

2 Unless otherwise specified, defined terms in this Project Direction have the meaning given to them in
Appendix 1 of the Electricity NIC Governance Document.

3 Published alongside this document.

4 https://www.ofgem.gov.uk/publications-and-updates/network-innovation-competition-project-direction-
electricity-flexibility-and-forecasting-system
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This Project Direction contains the terms to be complied with by SEPD as a condition of
the Project receiving funding through the Electricity NIC. It must comply with these
terms, which can be found in the Schedule to this Project Direction.

Project direction

Chapter 5 of the Electricity NIC Governance Document® states that a Project Direction
will:

e set out the Project-specific conditions that the Network Licensee (which for this
project is SEPD) is committing to in accepting funding;

e require the Network Licensee to undertake the Project in accordance with the
commitments it has made in the Full Submission. Where appropriate, the Project
Direction may therefore include extracts from the Full Submission or refer to
specific sections of the Full Submission;

e set out the Approved Amount for the Project, that will form part of the calculation
contained in the Funding Direction issued by the Authority under Chapter 7 of the
Governance Document;

e set out the Project budget that the Network Licensee must report against and
how variances against the Project budget will be reported and approved; and

e set out the mechanism for the Network Licensee receiving the Approved Amount
as set out in section 4 of the Funding Direction.

These are described for the Project in the Schedule to this Project Direction.
Decision

Provided SEPD complies with the Electricity NIC Governance Document and with the
Schedule to this Project Direction, the Project is deemed to be an Eligible NIC Project.®

This Project Direction constitutes notice pursuant to section 49A (Reasons for decisions)
of the Electricity Act 1989.

Steven McMahon

Deputy Director, Electricity Distribution & Cross Sector Policy, Systems &
Networks

For and on behalf of the Authority

5 https://www.ofgem.gov.uk/publications-and-updates/version-30-network-innovation-competition-
governance-documents
6 Eligible NIC Project has the meaning given in definitions of the Electricity Distribution licence.
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Schedule to Project Direction

1. TITLE
Project Direction ref: SEPD / TRANSITION / +63January 28 September 2018.
2. PREAMBLE

This Project Direction is issued by the Gas and Electricity Markets Authority (the
“Authority”) to Southern Electric Power Distribution plc (the “Funding Licensee”)
pursuant to the Electricity NIC Governance Document issued pursuant to Part E of
Charge Restriction Condition 5A (The Network Innovation Competition) of the Electricity
Distribution Licence (the “Licence”). It sets out the terms to be followed in relation to
TRANSITION (the “Project”) as a condition of it being funded under the NIC and the
Funding Return Mechanisms.”

Unless otherwise specified, defined terms in this Project Direction have the meaning
given to them in Appendix 1 of the Electricity NIC Governance Document.

References to specific sections of the Funding Licensee’s Full Submission in this Project
Direction are, for ease of reference, made by referring to the section number in the
Funding Licensee’s Full Submission pro-forma.

3. CONDITION PRECEDENT

Condition 1

Table 1. Project Partners

The Funding Licensee will not access any funds from the Project Bank Account until it
has signed contracts with the Project Partners named in Table 1.

Electricity North West Limited
Atkins

CalI

Origami Energy Limited

7 The Funding Return Mechanism is defined in part C of Charge Restriction Condition 5A.






4. COMPLIANCE

The Funding Licensee must comply with Part E of Charge Restriction Condition 5A of the
Licence and with the Electricity NIC Governance Document (as may be modified from
time to time in accordance with Part E of Charge Restriction Condition 5A and as
modified and/or augmented in respect of the Project by this Project Direction) and with
this Project Direction.

Any part of the Approved Amounts that the Authority determines not to have been spent
in accordance with this Project Direction (or in accordance with the Electricity NIC
Governance Document) is deemed to be Disallowed Expenditure.

Pursuant to Charge Restriction Condition 5A, Disallowed Expenditure is revenue received
(whether by the Funding Licensee or by another Licensee) under the NIC and Funding
Return Mechanisms that the Authority determines not to have been spent in accordance
with the provisions of the Electricity NIC Governance Document or with those of the
relevant Project Direction.

Pursuant to Chapter 8 of the Electricity NIC Governance Document, Disallowed
Expenditure includes any funds that must be returned if the Project is halted without
Ofgem's permission, any funds that have not been spent in accordance with the
approved Project Budget contained within the Project Direction, and any unspent funds
on the completion of the Project.

5. APPROVED AMOUNT FOR THE PROJECT

The Approved Amount is £10,936,335.58 £13;0681;704-53

6. PROJECT BUDGET
The Project Budget is set out in Annex 1 of this Project Direction.

The Funding Licensee will report on expenditure against each line under the category
total in the Project Budget, and explain any projected variance against each line total in
excess of 5% as part of its detailed report which will be provided, in accordance with
Chapter 8 of the Electricity NIC Governance Document. Ofgem will use the reported
expenditure and explanation to assess whether the funding has been spent in
accordance with the Electricity NIC Governance Document and with this Project
Direction.



For the avoidance of doubt this reporting requirement does not change or remove any
obligations on the Funding Licensee with respect to reporting that are set out in the
Electricity NIC Governance Document.

7. PROJECT IMPLEMENTATION

The Funding Licensee must undertake the Project in accordance with the commitments it
has made in the Full Submission approved by the Authority and the documents
submitted to us on 6 July 2018 and 31 August 2018 pursuant to the Electricity NIC
Governance Document and with the terms of this Project Direction. These include (but
are not limited to) the requirements that the Funding Licensee:

(i) undertake the Project in accordance with the description set out in Section 2
(Project Description) of the Full Submission;

(ii) provide a Network Licensee Compulsory Contribution of £1,279,154.15
£1,469,085-45;

(iii) provide an extra Licensee contribution of £432,705.83

(iv) complete the Project on or before the Project completion date specified in the
project programme; and

(v) disseminate the learning from the Project at least to the level described in
Section 5 (Knowledge Dissemination).

8. REPORTING

Ofgem may issue guidance (as amended from time to time) about the structure and
content of the Project Progress Report required by Chapter 8 of the Electricity NIC
Governance Document. The Funding Licensee must follow this guidance in preparing the
reports.

As required by Chapter 8 of the Electricity NIC Governance Document, the Funding
Licensee must inform the Authority promptly in writing of any material event or
circumstance likely to affect its ability to deliver the Project as set out in its Full
Submission.

9. INTELLECTUAL PROPERTY RIGHTS (“IPR")

In Section 5 of its Full Submission (Knowledge Dissemination) the Funding Licensee has
stated that the Project conforms to the default IPR arrangements set out in Chapter 9 of
the Electricity NIC Governance Document. The Funding Licensee must therefore
undertake the Project in accordance with the default IPR arrangements.

10. Project Deliverables

At the end of a Project, the Funding Licensee must commission a report from an
independent third party that verifies whether the Project Deliverables set out in Table 2
below (which comply with Chapter 5 of the Electricity NIC Governance Document) have
been achieved.

After it has received the report the Funding Licensee must send it to the Authority.
Where a Project Deliverable has not been achieved we will consider whether funding
should be returned to customers using the Funding Return Mechanism. If the Network
Licensee is deemed by Ofgem to be at fault for the non-delivery of the Project
Deliverable, it is the proportion of funding assigned to it within Table 2 below, which may
be returned to customers.



Table 2.

Project Deliverables

NIC funding

Reference Delii:zf::;le Deadline Evidence request
(100%)
WP6 Trial 30/06/2618 Publish on the TRANSITION 6%
specification 31/03/19 website a report detailing the
site selection methodology,
, Produce and apply and a map of Trial areas.
the site selection Selection of networks to
methodologY and install monitoring (if
select the Trial required).
networks.
WP2 Requirements | 31/08/2618 Publish report detailing 8%
design 31/05/19 learning from relevant
development international DSO experience
relating to trial objectives.
Data exchange
2 requirements and Functional specification for
updated data connectivity model, data
governance exchange and governance
processes requirements.
specified.
Stakeholder 30/04/2619 Stakeholder feedback event 7%
3 feedback event 29/02/20 to disseminate and gather
(Stage Gate) f2eeGdback on outputs from WP
WP7 Deployment | 33/68/2615 Publish contract templates for | 35%
31/07/20 flexibility services and
Develop commercial arrangements
appropriate learning
commercial
arrangements and Publish equipment
4 contract templates specifications and installation
for fI_exibiIity reports
services.
Network
adaptation for trial
deployment.
WP7 Deployment 30/068/2626 1. Publish interface and 17%
30/06/21 configuration
5 Platform Full specifications and
Acceptance commissioning reports.
Testing completed
WP8 Trials stage 1 | 31/63/202% Publish monitoring and 17%
31/01/22 analysis results for Trials on
6 Completion of one TRANSITION website.

stage of trials

Stakeholder dissemination
event showcasing learnings.




. NIC funding
Project . .
Reference Deliverable Deadline Evidence request
(100%)
WP8 Trials stage 2 | 31/42/20621 | 1. Publish monitoring and 10%
30/09/22 analysis results for Trials on
2 Completion of TRANSITION website
second stage of
trials 2. Stakeholder dissemination
event showcasing learnings.
Common Project Deliverable
Comply with 3122622 | 1. Annual Project Progress N/A
knowledge transfer | End of Reports which comply with
requirements of project the requirements of the
the Governance Governance Document.
Document. 2. Completed Close Down
N/A Report which complies with

the requirements of the
Governance Document.

3. Evidence of attendance and
participation in the Annual
Conference as described in
the Governance Document.

12. USE OF LOGO

The Funding Licensee and Project Partners, External Funders and Project Supporters®
may use the NIC logo for purposes associated with the Project but not use the Ofgem
logo in any circumstances.

13. AMENDMENT OR REVOCATION

As set out in Chapter 8 of the Electricity NIC Governance Document and this Project
Direction, this Project Direction may be amended or revoked under the following
circumstances:

(i) if the Funding Licensee considers that there has been a Material Change in
circumstance that requires a change to the Project Direction, and the
Authority agrees; or

(ii) to reflect amendments made to the Licence.
14. HALTING OF PROJECTS
This Project Direction is subject to the provisions contained in paragraphs Chapter 8 of
the Electricity NIC Governance Document relating to the halting of projects. By
extension, this Project Direction is subject to any decision by the Authority to halt the
Project to which this Project Direction relates and to any subsequent relevant Funding
Direction issued by the Authority pursuant to Part E of Charge Restriction Condition 5A.

In the event of the Authority deciding to halt the Project to which this Project Direction

relates, the Authority may issue a statement to the Funding Licensee clarifying the effect

8 As listed in Box 1.6 in Section 1 of the Full Submission pro-forma.



of that halting decision as regards the status and legal force of the conditions contained
in this Project Direction.



ANNEX 1: PROJECT BUDGET

Cost Category Cost

Labour _

_ 4,493,570.33

Equipment _

_ 1,117,393.84

Contractors -

_ 3,018,310.76

iT _

_ 3,187,325.86

IPR Costs -

:I'ravel & Expenses _

_ 516,827.59
Payments to users _

_ 385,562.33

Contingency _

becommissioning _

_ 72,550.75

Other _

Total 12,791,541
€Eost-Category €ost{£)
Ltabeur

4-988,23846
Eqtipment
152444596
Ceontractoers
326230845
k=
30619626
IPR Ceoests
Fravel-8—Expenses
56746598
Payments-to-users
569,648-7+
Contingeney
e}
e —
255075
Other
e}
Fotal 14,690;854-45




