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Dear Andrew,
Response to the statutory consultation on proposed changes to the electricity interconnector
licence held by National Grid IFA2 Limited to implement the cap & floor regime

National Grid Interconnector Holdings Limited {NGIH) welcomes the opportunity to respond to the
Ofgem consultation on the National Grid IFAZ Limited (NGIFA2) cap and fioor licence and notes that
NGIFA2 has responded separately,

NGIH is the legal entity within the National Grid group responsible for interconnector development
and the management of existing operational interconnector businesses; comprising a 100%
investment in NGIFA2, National Grid North Sea Link Limited (NGNSL) and National Grid Viking Link
Limited (NGVL); together with a 50% interest in BritNed Development Limited and Nemo Link
Limited.

There is significant overlap between the NGIH and NGIFA2 consultation responses. NGIH is
submitting a separate consultation response on the basis that:

s  NGIH represents not only NGIFA2 but also NGNSL and NGVL, which are also regulated under
the cap and floor (C&F) regime.

e NGIH has experience in the development of the C&F regime and associated licence drafting
through engagement with Ofgem on the NGNSL C&F licence conditions.

Ofgem has stated that the proposed NGIFA2 C&F licence conditions are based on the NGNSL C&F
licence conditions, with a small number of adjustments to:

1. Take into account the differences between IFA2 and NSL;
2. Provide additional clarity; and
3. Enable flexibility where Ofgem is satisfied that it is in consumers’ interests.
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NGIH supports the position of NGIFA2 with regards to these changes, including the need to include
‘GB Network Rates’ in the definition of ‘Non-Controllable Cost Items’, which would implement
Ofgem’s stated C&F policy position.! in addition, NGIH has the following portfolio paints:

® NGIH expects that the flexibility proposed in the NGIFA2 licence, covering the timing of the
Post Construction Review and the definition of Trip Contract Costs, will be extended to other
C&F interconnectors, including (where still relevant) those that already have a C&F licence.

* NGIH notes that this is the third set of C&F licence conditions and encourages Ofgem to
undertake a near-future C&F licencing review where all common licence requirements are
brought into a section of the interconnector standard licence conditions. This would ensure
a consistent licencing treatment of C&F licensees, avoiding the need to manage multiple sets
of special C&F licence conditions.

NGIH also supports the position of NGIFA2 with regards to the importance of the C&F principles
developed by Ofgem to underpin the C&F regime?. These principles include a level-playing field
principle, which Ofgem stated as follows:

(For GB and new interconnector developments) Regulatory treatment should alfow third party
developers and should be impartial and unbiased between TSOs and non-TS0O developers, existing
and future developers

NGIH highlighted the importance of the level-playing field principle in its response to the NGNSL
licence consultation in March 2018.2 More recently, NGIH responded to Ofgem’s ‘Consultation on
proposed changes to our electricity interconnector cap and floor regime to enable project finance
solutions’.* Regarding that consultation, NGIH considers that Ofgem'’s level playing field principle
implies that:

* Core regime elements are outside the reasonable scope of project finance variations and, if
changes are made, they must be available to all interconnector licensees {including NGIFA2) on a
non-discriminatory basis to avoid granting a commercial advantage to certain developers; and

* Genuine project finance variations should only be offered providing that consumers and other
stakeholders are appropriately protected.

NGIH will foliow with interest the result of that consultation, including any consequential
amendments to the existing, proposed and future C&F licences.

! Ofgem’s ‘Decision on the cap and floor regime for the GB-Belgium interconnector project Nemo’, published on 2 December 2014, listed
the costs that would be included as non-controllable costs, including ‘Grid Costs and Network Rates. See page 26 in the following Ofgem
decision:
Ilttps:{{www.ofgem.gqv.ql_tfsites{defaul;g'ﬁres{d_ocg,"zmdflZfﬁnal cap _and floor regime design for nemo master -

for publication 1,pdf
2 These principles were first consulted upon in 2011 In relation to the regulatory regime for Nemo Link and future subsea intercennectors.
They are presented in page 14 of the following Ofgern consultation:
https:/fwww.ofgem.gov.uk/pyblications-and-updates/cap-and floor-regime-regulation-project-nemo-and-future-subsea-interconnectors
g Ofgem's ‘Statutory consultation on proposed changes to the electricity interconnector licence held by National Grid North Sea Link
Limited to implement the cap & floor regime':
hitps:/{www.ofgem.gov.uk/system/files/docs/2018/07 /ngih licence drafting response to ofgem final.pdf
* The consultation closed on 28 November 2019 and at the time of writing this response no further information has been published. The
consultation is available on:
https://www.ofgem.gov.uk/publications-and-updates/consultation- proposed-changes-our-electricity-interconnector-cap-and-flogr-
regime-enable-project-finance-solutions
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Detailed comments on the proposed NGIFA2 C&F licence conditions are provided in Annex 1.

If you would like to discuss the contents of this response do not hesitate to contact me.

Yours sincerely,

John Greasley
Regulation and Stakeho

Manager
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