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Code Modification Process Overview

Consult Decision Implement

solution

Workgroups

Forums Panels .
(Workgroup Consultations)

Ofgem/Panel



Refine solution

Workgroups

If the proposed solution requires further input from
industry in order to develop the solution, a Workgroup
will be set up.

The Workgroup will:

further refine the solution, in their discussions and
by holding a Workgroup Consultation

Consider other solutions, and may raise
Alternative Modifications to be considered
alongside the Original Modification

Have a Workgroup Vote so views of the
Workgroup members can be expressed in the
Workgroup Report which is presented to Panel



Consult
Code Administrator
Consultation

. The Code Administrator runs a consultation on
the final solution(s), to gather final views from
industry before a decision is made on the
modification.

. After this, the modification report is voted on by
Panel who also give their views on the solution.




Decision

Dependent on the Governance Route that was
decided by Panel when the modification was raised

Standard Governance: Ofgem makes the
decision on whether or not the modification is
implemented

Self-Governance: Panel makes the decision on
whether or not the modification is implemented

an appeals window is opened for 15 days
following the Final Self Governance
Modification Report being published



Implement

The Code Administrator implements the final
change which was decided by the Panel /
Ofgem on the agreed date.
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Contribute to the
discussion

Be prepared - Review
Papers and Reports

ahead of meetings

Help refine/develop
the solution(s)

Be respectful of each
other’s opinions

Complete actions in
a timely manner

Bring forward
alternatives as early
as possible

Language and
Conduct to be
consistent with the
values of equality and
diversity

Keep to agreed
scope

Vote on whether or
not to proceed with
requests for
Alternatives

Do not share
commercially
sensitive information

Vote on whether the
solution(s) better
facilitate the Code

Objectives




Workgroup Alternatives and Workgroup Vote
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Can | vote? and What is the Alternative Vote?

To participate in any votes, Workgroup members need to have attended at least 50% of meetings

Stage 1 — Alternative Vote

 Vote on whether Workgroup Alternative Requests should become Workgroup Alternative CUSC
Modifications.

* The Alternative vote is carried out to identify the level of Workgroup support there is for any potential
alternative options that have been brought forward by either any member of the Workgroup OR an Industry
Participant as part of the Workgroup Consultation.

« Should the majority of the Workgroup OR the Chair believe that the potential alternative solution
may better facilitate the CUSC objectives than the Original then the potential alternative will be fully
developed by the Workgroup with legal text to form a Workgroup Alternative CUSC modification
(WACM) and submitted to the Panel and Authority alongside the Original solution for the Panel
Recommendation vote and the Authority decision.




Can | vote? and What Is the Workgroup Vote?

To participate in any votes, Workgroup members need to have attended at least 50% of meetings

Stage 2 — Workgroup Vote
« 2a) Assess the original and WACMSs (if there are any) against the CUSC objectives compared to

the baseline (the current CUSC)
« 2b) Vote on which of the options is best.
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Modification presented to Panel

Workgroup Nominations (15 Working Days)

Workgroup 1 - Understandingof overall OTNR landscape,
Modification process, Workgroup responsibilities, issue, scope
and proposed solution, agree timelineand terms of reference

Workgroups 2, 3 and 4 — Agree the principles of Anticipatory
Investment, consider possible solutions, identify alternatives,
consider draft legal text and consider Workgroup Consultation
questions,

Workgroup 5 — Finalise Workgroup Consultation

Workgroup Consultation (15 working days)

Workgroup 6 - Review Workgroup Consultation responses,
consider new points, review solution and any alternatives

Workgroup 7 - Finalise solutions and legal text and hold vote on
which alternative options to be taken forward

Workgroup 8 - Agree Terms of Reference have been met,
finalise Workgroup Report and hold Workgroup Vote

25 November 2022

28 November2022 to 19
December 2022

23 January 2023

15 February 2023, 6 March
2023 and 29 March 2023

20 April 2023

2 May 2023 to 24 May 2023

5 June 2023

27 June 2023

12 July 2023

Workgroup report issued to Panel (5 working
days)

Panel sign off that Workgroup Report has met its

Terms of Reference

Code Administrator Consultation (20 working
days)

Draft Final Modification Report (DFMR) issued to
Panel (5 working days)

Panel undertake DFMR recommendation vote

Final Modification Reportissued to Panel to
check votes recorded correctly

Final Modification Reportissued to Ofgem

Ofgem decision

Implementation Date

20 July 2023

28 July 2023

2 August 2023 to 31 August
2023

21 September 2023

29 September 2023

2 October 2023

10 October 2023

By 30 November 2023

5 January 2024
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Workgroup Term of Reference Location in Workgroup Report (to be completed at Workgroup Report
stage)

a) Consider EBR implications

b) Consider the assumptions made to support the proposed principles for the extension
to the User Commitment arrangements to incorporate the Anticipatory Investment cost
liability

c) Consider how the liabilitiescould be calculated and passed onto the later User(s) who

will be benefiting from shared offshore assets that are being developed and built by the
initial generatoras part of a non-radial offshore connection.

d) Consider what proportion of the Anticipatory Investment cost should be secured by
the later User(s) who will be benefiting from shared offshore assets that are being
developed and consider the calculation for this.

e) Consider the appropriate sharing factor that should be applied to the Anticipatory
Investment cost pre and post the later User’s Final Investment Decision

f) Consider if and how the sharing factor will change in the event that there is more than
one generator dependentuponthe Anticipatory Investmentbeing provided by the
original generator

g) Consider if the current User Commitment principles for secured amounts against
liability applyin the same way for Anticipatory Investment liability i.e. 100% pre-trigger
date, 42% post trigger date and 10% consented?

h) Consider cross code impacts (including CUSC Modificationsthat may also be raised)



Overview of Offshore Transmission Network
Review (ONTR) policy and context

David Witherspoon — ESO and
Aliabbas Bhamani - Ofgem
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Background — OTNR

» The Offshore Transmission Network Review (OTNR) was launched in July 2020 with an objective to ensure that
transmission connections for offshore wind are developed and delivered in the most appropriate way balancing
environmental, social and economic costs. The OTNR supports The Ten Point Plan for a Green Industrial Revolution
with the target of 50GW of offshore wind by 2030.

» There are three workstreams as part of OTNR:

« Early Opportunities - working with developers of projects that are fairly well advanced in their development, the
TOs and other stakeholders to assess the costs, benefits and various implications of projects that have put
themselves forward to explore early coordination. Also, identifying and progressing required changes to
industry codes, standards and processes. The Al decision published by Ofgem in October 2022 is primarily
focused on projects within this workstream.

« Pathway to 2030 - developing an Holistic Network Design (HND) for a coordinated onshore and offshore
network to support delivery of the government’s 2030 ambition and assessing and progressing the required
changes to relevant industry codes and standards. This workstream published its first stage HND report in the
summer 2022 facilitating 23GW of in scope offshore wind projects by 2030 with the HNDFUE now in flight.

«  Enduring Regime — The other workstreams will feed in and shape the Enduring Regime which will also looks at
Multi Purpose Interconnectors



Proposer’s Solution: Background;
Proposed Solution;

Scope; and

Assessment vs Terms of Reference
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Background — Early Opportunities

The Early Opportunities accommodates the transition between current state and a fully designed integrated offshore
regime. BEIS and Ofgem defined the scope for the projects with the opportunity for early coordination. These are projects:

1. Without a Contract for 2. Without fully approved

J.Been assessed through
Difference (CfD) planning permissions

the CION process

The Early Opportunities workstream is developer-led:

» The developer is encouraged to consider coordinated solutions and pursue coordination with other in-scope projects.
« The developer also owns the consenting, connection and development processes of the project.

« The ESO will help facilitate the coordination of the project.

« This is different to Pathway to 2030’s central design.



HND — Proposed Recommendation

Existing network

£13.1billion savings on constrain costs.

Existing network
upgrade

New onshore network
infrastructure

Reduction on impact to the environment by up to a third smaller
footprint from offshore cables connecting onshore.

New network need

New subsea network
reinforcement

Other works —
New offshore HVAC —
New offshore HVDC —_—
HND offshore 0
[

Increasing the availability of offshore wind on the system by 32TWh
over a 10 year period from 2030 (powering 10 million homes.

wind farm

Onshore substation
to connect new
infrastructure

All option routes and locations
are for illustrative purposes only.

Reduction in cumulative CO2 emissions from gas powered generation
from 2030 and 2032 by 2 million tonnes of CO2

Changes required to Codes will be progressed which will include
changes to CUSC Section 14 to incorporate Al.




Background — Al Cost

» As part of the Offshore Transmission Network Review, Ofgem reviewed the current Anticipatory Investment (Al)
arrangements and recognised that there is a need for change to incentivise Al for further investment in offshore
transmission. Specifically, to support the later connection of a specific offshore development or developments, as
well as to recognise the fact that two offshore generators will be connecting at different times.

« Ofgem published its final decision on Al on 18 October 2022 and stated that in order to minimise all the risk to
consumers, generators should demonstrate project commitment through liabilities. Therefore, User Commitment
principles should be extended to offshore non-radial connections which will would result in the later generator(s)
liable for the Al spend up until the point it connects and starts paying TNUo0S charges.

« The Al cost will be calculated by Ofgem as part of an Early Stage cost Assessment process which will be introduced
in which it will then pass onto the ESO to produce security statements for the later generator(s).

« Ofgem are currently also consulting on the extension of these Al principles to the Pathway to 2030 workstream via a
Revised Minded-to Decision on offshore delivery models.



Proposed changes to CUSC

To incorporate this decision, CMP402 seeks to update Section 15 of the CUSC to include Anticipatory Investment liabilities
for non-radial offshore connections.

As part of the Al User Commitment CUSC code modification, there are key questions that the working group will need to
address. For example:

What proportion of the Al cost liability should the later user be liable for?

« Based on feedback received previously, our proposal is to have a simple approach whereby the appropriate liability
IS a percentage as presented further on in this pack.

« Should the liability percentage calculation be kept simple and be calculated on a project by project basis?

* Oris there a better option? (Could existing User Commitment principles e.g. Local Asset Reuse Factor, Strategic
Investment Factor and Distance Factor, be applied?)

If and when should the Al component be eligible for inclusion within a fixed cancellation charge?

In the potential scenario where some of the Al is considered to be for the purpose of wider system benefit (e.g. to reduce
identified boundary constraints) rather than specific to the subsequent developer(s), subsequent developer(s) should only be
liable for their proportion of the Al liability.

What proportion of the Al cost liability should the later user be liable for pre and post Financial Investment Decision (FID)?

e Acknowledging that projects could be on different timelines, potentially the Al Cost could be substantial prior to the
later user obtaining FID and therefore should liabilities be lower up until the point of FID where the liabilities will
increase? A further option to be considered is Ofgem could have the ability to propose a liability percentage
through the Early Stage Cost Assessment on a project by project basis



Proposed changes to CUSC

« Should the current User Commitment principles for secured amounts against liability then apply in the same way for Al liability
l.e. 100% pre-trigger, 42% post trigger date and 10% consented?



Assumptions

« The initial Al cost will be derived via the Early Stage Cost Assessment process to be undertaken by Ofgem. The
agreed value will be shared with the ESO in order for the Cancellation Charge and Secured Amount Statements to
be generated. As per the current User Commitment principles, the Cancellation Charge and Secured Amount
Statements will be generated every 6 months

« Up until the point that the Early Cost Assessment process has been concluded and the costs passed onto the ESO,
the later developer’s Al liability will be fixed at £0. Therefore, the later developer will receive Cancellation and
Secured Amount statements for non Al (as per the current User Commitment principles covering onshore

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

transmission works)and Al works. Early Cost
Ofgem concluded,
EC;S(;S sent to

G1 submits

____________

Early Stage
Developer G1 Assessment
application to
Ofgem

Contracts / Security

Security Statement
Statements updated to
Developer G2 includes Al, include %

but this is set liability of Al

« With the Al liability fixed at £0 up until the point that the Al Cost has been agreed, we propose that the later
developer would not be able to fix their liability.



Assumptions — Proportion of Al Liability

* Proposals in this Code Modification factors in feedback from developers as to what proportion of the Al Cost a G2
developer(s) would be liable for. It has been highlighted that any substantial liability ahead of Financial Investment
Decision would lead to projects not being viable and would therefore be a material barrier to coordination of projects
within the Early Opportunities workstream.

* We have therefore proposed that the G2 liability sharing factor ahead of Financial Investment Decision should be
set at 33%. This proposal is based on methodologies used for the Wider Liability within CMP192 which were then
implemented into CUSC Section 15.

URF 50%
Remaining
VAR for
Generation
GARF 33%

« Calculations used a Value at Risk Factor based on the Transmission Owners proposed spend which was then split
50/50 between generation and consumers, known as User Risk Factor (URF) and a Global Reuse Factor (GARF),
leaving a proportion to then be used for Wider Liabilities

« Although the GARF factors in the reuse of assets for the Transmission Owner, it could be argued that should G2
terminate ahead of its Completion Date, the offshore assets could be utilised for further coordination.

 We have also proposed that the Al liability for G2 will increase to 67% of the Al Cost once Financial Investment
Decision has been achieved.

» Question: Is this the right approach? Could the assets be reused?

* Question: Should a Trigger Date be used (as per the current methodology) rather than FID?



Proposed Al User Commitment Modification

Example timeline to support the questions that we want the workgroup to address

------ r
1
: Early Cost
| UC Al Code Assessment
Ofgem 1 Mod concluded,
1 implemented costs sent to
: ESO
1 ’ ,
G1 submits
Early Stage )
giv lop Asse_ssn_qent géDawarded G1FID Construction of project Sg;i:ir:scig?lzgompleted, Gl
application to
Ofgem

G2
awarded




Assumptions — Security

Current User Commitment principles require developers to put security in place every 6 months in line with the bi-

annual statements. Security requirements Pre-Trigger Date is 100% of the developers liability with securities
reducing from the Trigger Date and with project Consent.(see diagram)

Commissioning

Pre-Commissioning Users £ Post-Commissioning Users

Attributabbe

Trigger Date Consents Closure Notification

< secunty <y G- g ~<——
S —

We propose that the current principles should be extended for Al liabilities. This will ensure consistency and also ensure
that the process is kept simple in line with developer feedback.

Question: Should current User Commitment principles on security requirements apply to the Al liability?

For discussion purposes, two examples have been provided on the next two slides



Assumptions — Security (Worked Example: FID after
Trigger date)

Construction completed, G1
commissioned

G1 submits
Early Stag
Developer G1 i Assessmen t G1FID
I application to
! e
I
| T
: G1 Project Construction
I

Completion Date: 01/09/2030
Trigger Date: 01/04/2027

G2 Project Construction G2 commissioned

nnnnn

42%

« Assumes project consent and FID after Trigger Date
» Security reduces to 42% at Trigger Date

« At the point that Al Liability increases using a pre FID and Post FID percentage, security requirements will be 10%



Assumptions — Security (Worked Example: FID prior to
Trigger Date)

G1 submits

Early Stage )
Assessment G1FID Construction completed, G1

application to commissioned

Ofgem
? G1 Project Construction

Developer G1

——————————————— ]

Completion Date: 30/04/2030
Trigger Date: 01/04/2027

[ e e
G2 Project Construction

G2 Commissioned

Developer G2

Security

———————————— e

100% 10%

« Assumes project consent and FID are achieved before the Trigger Date

» Security requirements will be 10% at the point of Trigger Date due to Consent already achieved

« At the point that Al Liability increases using a pre FID and Post FID percentage, security requirements will be 10%

* Note Trigger Date the same despite earlier Completion Date as falls within same financial year



Cross Code Implications
Paul Mullen — National Grid ESO Code Administrator

ESO



Any Other Business
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