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Abstract

This paper sets out the Utility Regulator’s (UR’s) proposed changes to the TSO
licence held by SONI. The modifications are made to implement the Competition
Markets Authority (CMA)'s Final Determination (FD) on the SONI TSO Price Control
and to be made under Article 14 of the Electricity (NI) Order 1992. The focus of this
consultation is to ensure that the modifications proposed by the UR reflect the CMA’s
FD but it is not a consultation on the merits or otherwise of the FD.

Audience

This document is likely to be of interest to SONI, NIE Networks, electricity
customers, other regulated companies in the energy industry, government and

other statutory bodies and consumer groups with an interest in the energy industry.

Consumer impact

The consumer impact of these proposed Licence modifications is to give effect to the
remedies outlined by the CMA in its 10 November 2017 Final Determination on the
SONI TSO Price Control 2015-2010. The combined benefit to SONI of these remedies
is approximately £5.4 million over the period 2015 — 2010. Of this total, around £1
million will be deferred into future periods. The total increase in tariffs would be
approximately £1.1 million per annum which is estimate to increase domestic bills by
50 pence per annum.
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Executive Summary

On 14 March 2017 the Utility Regulator (UR) published under and in accordance with
Article 14(8) of the Electricity (NI) Order 1992 (the Electricity Order) its decision® to
modify the conditions of the electricity transmission licence (referred to as the TSO
Licence) held by SONI Ltd (SONI), setting SONI's allowed revenue specific to the
transmission system operation business for the five-year period from October 2015

to September 2020 (the Price Control Decision).

On 12 April 2017, SONI applied to the Competition and Markets Authority (CMA) for
permission to appeal certain aspects of the Price Control Decision. The CMA granted
permission on 11 May 2017 and in accordance with the statutory framework the
appeal was to be determined by the CMA by 10 November 2017. On 10 November
2017 the CMA made its Final Determination® and Order* on the appeal. Having
allowed the appeal in part, the CMA has determined the remedies to address the
errors found but remitted the matter back to the UR for reconsideration and
determination in accordance with the directions set out in the Annexes to the Order.

The directions require the UR to modify the conditions of the TSO licence. Before
making any licence modification the UR is required, under and in accordance with
Article 14(2) of the Electricity Order, to consult on its proposals. This consultation is
therefore issued under and in accordance with Article 14(2) of the Electricity Order
and sets out the licence modifications the UR proposes to make to the TSO Licence
in order to comply with the directions annexed to the CMA's Order. The reasons for
and effect of the proposed modifications are as set out in the CMA's Final

Determination.

We welcome comments from stakeholders on the proposed modifications to the TSO
Licence for this purpose.

! https://www.uregni.gov.uk/news-centre/soni-price-control-2015-2020-licence-modifications-published
? https://www.gov.uk/cma-cases/energy-licence-modification-appeal-soni

? https://assets.publishing.service.gov.uk/media/5a09a73ce5274a0ee5a1f189/soni-niaur-final-
determination.pdf

* https://assets.publishing.service.gov.uk/media/5a05b304ed915d0ade60dach/soni-niaur-cma-order.pdf
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1. Background

. SONI Ltd (SONI) is licensed as the Transmission System Operator (TSO) for
Northern Ireland and is subject to a regulated price control. The SONI price
control takes place in the context of increased renewable electricity generation,
an evolving legislative subsidy environment and wider changing European
legislative developments.

. The UR’s Final Determination® on the SONI price control for the five year
period from 1 October 2015 to 30 September 2020 was published on 24
February 2016 and the Article 14(8) decision to make the associated licence
modifications® was published on 14 March 2017 (‘The Price Control Decision’).

. On 12 April 2017, SONI made an application to the Competition and Markets
Authority (CMA), under Article 14B (3) of the Electricity Order, for permission
to bring an appeal against the Price Control Decision, under Article 14B (1) of
the Electricity Order. It also applied for the Price Control Decision not to have
effect pending the determination of the appeal.

. Following representations to the CMA from both SONI and the UR the CMA
granted SONI permission to appeal the Price Control Decision on 11 May 2017
but did not direct that the Price Control Decision was not to have effect. The
licence modifications set out in the Price Control Decision came into effect on
9 May 2017.

. The CMA considered the Notice of Appeal (the NoA) and related documents
from SONI, the UR’s representations and observations on the NoA (the
Defence) and related documents and submissions from the Consumer Council
(Northern Ireland) (CCNI) in its capacity as an Interested Third Party (ITP).

. Formal hearings were held by the CMA in August 2017 which afforded the UR
and SONI the opportunity to answer clarifications from the CMA. The CMA
issued a provisional determination to the parties on 14 September 2017 and
following this submissions from parties were permitted. Formal Remedies
hearings were held in October 2017.

The CMA published its Final Determination’ and Order® on 10 November
2017 and the Licence Modifications appended to this paper are the proposed
modifications required to give effect to the CMA'’s directions in respect of its
Final Determination on the appeal (where Licence Modifications are
appropriate).

> https://www.uregni.gov.uk/publications/decision-2015-2020-price-control-soni

® https://www.uregni.gov.uk/news-centre/soni-price-control-2015-2020-licence-modifications-published
7 https://assets.publishing.service.gov.uk/media/5a09a73ce5274a0ee5a1f189/soni-niaur-final-
determination.pdf

8 https://assets.publishing.service.gov.uk/media/5a05b304ed915d0ade60dach/soni-niaur-cma-order.pdf
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8. The CMA's Final Determination and Order identified remedies for those
aspects of SONI's appeal that were allowed by the CMA, this consultation sets
out the licence modifications to implement the CMA's remedies and we seek
views on the proposed licence modifications.

9. This document does not consult on the Requirements Guidance
documentation associated with the Transmission Network Pre-construction
Projects and the documentation associated with the Excluded SSS/TUOS
costs. This is the subject of a separate statutory consultation, published
alongside this consultation.

10. Also, this document also does not consult on changes that may be required to
the Transmission Interface Agreement (TIA) for the transfer of Transmission
Network Pre-construction Projects (TNPP’s) from SONI to NIE Networks, as
part of CMA’s required codification. This will be the subject of a future
consultation document, which will consider some other issues with the TIA.

11. The CMA Order comments on Pre-Construction Network Projects (PCNP’s),
however the PCNP term is not used within the licence but will be referred to
as Transmission Network Pre-construction Projects (TNPP’s) going forward in
line with the proposed licence drafting.

12. For the first few years of SONI's current price control period, prior to the
licence modifications taking effect, tariffs were set based upon previous tariff
approvals for 2014/15. In approving these tariffs we advised that the approval
was without prejudice to the eventual revenue allowance, which will be
adjusted to reflect the appropriate allowance once the price control is
established. In keeping with this, UR ‘trued-up’® the first years of the price
control, such that it essentially had effect from the intended start date of 1
October 2015, except for the allowances for pre-construction activities.

13. Following the CMA determination, which has determined an allowance for the
respective period, it is the UR’s intention ensure that the tariffs for the
remaining years within the price control period take account of the difference
between the CMA allowed amounts (as per the proposed licence conditions)
and the recovered amounts for the first few years of the price control.

14. Any differences between the allowed revenues and actual revenues can be
dealt with through the use of the K; term so as to have the same effect/impact
as if the licence modifications were in force from 1 October 2015. This will
ensure that consumers are protected and only approved allowances should
be collected through tariffs.

® SONI Qt Adjustment Decision Paper — 2017/18 Tariffs, Decision Document, 21/8/17
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2. Licence Modifications

15. All of the Licence modifications are limited to Annex 1 of the Licence to

participate in the transmission of electricity held by SONI Limited.

16. The proposed modifications are set out in Table 1 and are as follows:

Table 1 — Article 14 Licence Modifications

Modification | SONI Effect of modification CMA Final
number Licence Determination
reference — and CMA Order
Annex 1
1 Paragraph Imperfection charge changed to n/a
1.1 imperfections charges throughout. This is
Definitions a correction of wording terminology.
2 Paragraph Inclusion of ‘as modified or replaced from | n/a
1.1 time to time’ in definition of Price Control
Definitions Decision paper for completeness.
3 Paragraph Definition of ‘Requirements and Guidance | CMA Final
1.1 on Excluded SSS/TUoS Costs’ added. Determination
Definitions Definition included to allow for remedy on Chapter 11
Dt's Remedies -
Ground 2
CMA Order
Annex A
paragraph 3
4 Paragraph Definition of ‘Requirements and Guidance | CMA Final
1.1 on Transmission Network Pre- Determination
Construction Projects’ added. Chapter 11:
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Definitions Definition included to allow for remedy on | Remedies -
TNPP’s Ground 2
CMA Order
Annex A
paragraph 3
Paragraph Definition of ‘Specified Proportions’ added. | CMA Final
1.1 o ) Determination
Definition inserted to allow for margin on
I . . Chapter 12:
Definitions imperfections charges per CMA remedy. _
Remedies -
Ground 1
Revenue
collection risk
CMA Order
Annex A
paragraph 1(c)
Paragraph Definition of ‘Transmission Network Pre- CMA Final
1.1 Construction Project’ amended to define a | Determination
o project which is an approved claim in Chapter 11:
Definitions _ _
accordance with paragraph 9.1 of the Remedies -
Annex Ground 2
Paragraph Definition of ‘Transmission Network Pre- CMA Final
1.1 Construction Project Costs’ amended. Determination
o o Chapter 11:
Definitions Definition included to allow for TNPP’s to _
. o Remedies -
be included in side RAB per CMA remedy.
Ground 2
CMA Order
Annex A
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paragraph 1(d)

8 Paragraph Inclusion of clarifications to aid n/a
1.2 understanding of ‘relevant year’ within the
Annex.
9 Paragraph Amendment of Mo term to update Arsor, | CMA Final
2.2 remove Qt and include Ntsot + PCRy, Determination
. . Chapter 11:
Nrsor is a term to allow remuneration for .
_ Remedies -
Parent Company Guarantee and Margin
_ Ground 1 (Nrsoy
on Revenue Collection as per CMA
remedy. and
PCR;is a term to allow remuneration on Chapter 11:
the side RAB for TNPP’s as per CMA Remedies -
remedy. Ground 2 (PCRy)
CMA Order
Annex A
paragraph 1 (c)
and (d)
10 Paragraph Arsot has an additional text to include CMA Final
2.2 (a) (iv), AB_PC; costs and expenditure (and return | Determination
(v) (A) and on earned on that expenditure) associated | Chapter 11:
(v) (B) with TNPP’s. Remedies -
Ground 2
11 Paragraph Update Table A and Table B with the CMA | CMA Final
2.2 (b) (vi) FD figures Determination
and (b) (vii) Chapter 11:
To allow for changes to the allowed
_ _ Impact of our
revenues and adjustments to the Price .
) Remedies
Control per the CMA Remedies.
CMA Order
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Annex A
paragraph 1 (e)

12

Paragraph
2.2.(d) (i)

Update Drsot to be the ....amount allowed
by the Authority in accordance with any
approvals given pursuant to paragraph
8.3(e) of this Annex.....

This is a correction of wording

terminology.

n/a

13

Paragraph
2.2 (e)

Removal of the Q; term

The CMA determination is for the
retrospective period 2015 and up to 2020;
therefore following the CMA decision the
Qt term is not required. Any differences
between the allowed revenues and actual
revenues can be dealt with through the
use of the K; term so as to have the same
effect/impact as if the licence
modifications were in force from the start

of the price control.

n/a

14

Paragraph
2.2 (e)

Within ADTSOt-2 capitilise the Licensee
wording. This is a correction of wording

terminology.

n/a

15

Paragraph
2.2(9)

Implementation of a new term Nysot to put
into effect the CMA’s decisions on the

allowances in respect of

e Parent Company Guarantee
e Uncertain costs in respect of
TTNP’s and Dt's

CMA Final
Determination
Chapter 11:
Remedies -
Ground 1

CMA Order
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e Certain revenues collected by the

Annex A

Licensee paragraph 1 (a)
(b) and (c)
16 Paragraph PCR; means the rate of return allowance CMA Final
2.2 (h) for Transmission Network Pre- Determination
construction Projects and is calculated in | Chapter 11:
accordance with paragraph 2.4 of this Remedies -
Annex. Ground 2
17 Paragraph Update RAB Table with the CMA FD CMA Final
2.3 (a) figures. Determination
Chapter 11:
Impact of our
Remedies
18 Paragraph Formula for the calculation of the rate of CMA Final
2.4 return allowance for Transmission Determination
Network Pre-construction Projects and Chapter 11:
codification of the RAB relating to Remedies -
transmission network pre-construction Ground 2
projects. CMA Order
It also considers the TNPP costs that will | Annex A
not proceed to construction and the costs | paragraph 1 (d)
associated with the asset base.
and Annex A
It also has the effect of providing for the paragraph 3
rate of return earned on any amount that
is later found to be DIWE to be clawed
back.
19 Paragraph Inserting of “in accordance with the CMA Order
8.1 Requirements and Guidance on Excluded | Annex A

SSS/TUo0S Costs” within the annex and
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rearrangement of SSS wording

paragraph 3

terminology.
20 Paragraph Removal of TNPP costs within Excluded CMA Final
8.1 (h) SSS/TUoS Costs. Determination
Chapter 11:
Remedies -
Ground 2
21 Paragraph Updating any other reasonable and CMA Final
8.1 (h) (i) efficient costs incurred to include costs Determination
which are not taken into account in the Chapter 11:
setting of Ntsot or PCR.. Remedies -
Ground 1 (NTSOt)
And
Chapter 11:
Remedies -
Ground 2 (PCRy,
22 Paragraph In making any claim pursuant to CMA Order
8.2 (b) paragraph 8.1, the Licensee shall ensure | Annex A
that it makes such claims in accordance paragraph 3
with the Requirements and Guidance on
Excluded SSS/TUoS Cost.
23 Paragraph Codification of the ability to make, claim CMA Final
9.1 and 9.2 | for approval of Transmission Network Pre- | Determination
construction Projects and Costs in Chapter 11:
accordance with the Requirements and Remedies -
Guidance for TNPP's. Ground 2
CMA Order
Annex A

11| Page




paragraph 3

24

Paragraph
10.1

Within reporting section the Licensee shall
include all such information as may be
specified in the Requirements and
Guidance on Excluded SSS/TUoS Costs;
and the Requirements and Guidance on
Transmission Network Pre-construction

Projects.

CMA Final
Determination
Chapter 11:
Remedies -
Ground 2

CMA Order
Annex A

paragraph 3
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3. Next steps

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

This consultation seeks to gather stakeholder views on the appropriateness,
accuracy and completeness of the Licence modifications, specified below,
which the UR proposes to make under Article 14 of the Electricity Order.

The UR proposes to consult for a period of 34 days from the publication date
of this document.

Any responses, representations or objections to this consultation will be
considered by the UR, prior to any decision by the UR.

Responses to this consultation paper should be submitted by 5pm on 23™
January 2018. Responses should be sent to:

Jody O’Boyle and Natalie Dowey
Utility Regulator
Queens House

14 Queens Street
Belfast BT1 6ER

Jody.OBovyle@uregni.gov.uk and Natalie.Dowey@uregni.gov.uk

The Utility Regulator's preference would be for responses to be submitted by
e-mail.

Following review and consideration of the responses the UR will publish its
decision before 31 March 2018.

Individual respondents may ask for their responses (in whole or in part) not to
be published, or that their identity should be withheld from public disclosure.
Where either of these is the case, the Ultility Regulator will also ask
respondents to supply the redacted version of the response that can be
published.

As a public body and non-ministerial government department, the Utility
Regulator is required to comply with the Freedom of Information Act (FOIA).
The effect of FOIA may be that certain recorded information contained in
consultation responses is required to be put into the public domain.

Note it is now possible that all responses made to consultations will be
discoverable under FOIA, even if respondents ask us to treat responses as
confidential.

It is therefore important that respondents take account of this and in particular,
if asking the Utility Regulator to treat responses as confidential, respondents
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should specify why they consider the information in question should be treated
as such.

27. This paper is available in alternative formats such as audio, Braille etc. If an
alternative format is required, please contact the office of the Utility Regulator,
which will be happy to assist.
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THE NORTHERN IRELAND AUTHORITY FOR UTILITY REGULATION
NOTICE UNDER ARTICLE 14(2) OF THE ELECTRICITY (NORTHERN
IRELAND) ORDER 1992 (AS AMENDED)

MODIFICATIONS PROPOSED TO SONI LIMITED ELECTRICITY
TRANSMISSION LICENCE

The Northern Ireland Authority for Utility Regulation (“the Authority”) proposes to
modify the conditions of a licence in exercise of its powers under Article 14(1) of the
Electricity (Northern Ireland) Order 1992 (the “Order”),

In accordance with Article 14(2) of the Order the Authority gives notice as follows:

1. The Authority proposes to make modifications to Annex 1 of the electricity
transmission licence (the “Licence”) held by SONI Limited (the “Licensee”). This
Annex sets out the price control regulated revenue amount for 2015 — 2020 for
the Licensee.

2. The effect of the proposed modifications is to bring into effect the CMA'’s Final
Determination (the ‘CMA Final Determination’'!) on the SONI TSO amount for 1
October 2015 to 30 September 2020 which was published on 10 November
2017%,

3. Table 1 — Article 14 Licence Modifications identified in this document sets out
the proposed modifications being made under Article 14(2) of the Order and
explains, by way of cross-referencing, the reasoning and location of each of the
proposed modifications.

4. The proposed modifications to the Licence are available to view on the Utility
Regulators Website™®.

5. The reasons why the Authority proposes to make Article 14(2) modifications to
the Licence is to comply with and implement the directions given to the UR by
the CMA in the CMA Order (the “CMA Order”**) for the reasons set out in the

1% Article 14 of the Electricity (Northern Ireland) Order 1992 was amended by regulation 4 of the Gas and
Electricity Licence Modifications and Appeals Regulations (Northern Ireland) 2015 See here:
http://www.legislation.gov.uk/nisr/2015/1/regulation/4/made

! https://assets.publishing.service.gov.uk/media/5a09a73ce5274a0ee5a1f189/soni-niaur-final-
determination.pdf

2 https://www.gov.uk/cma-cases/energy-licence-modification-appeal-soni

B https://www.uregni.gov.uk/consultations

" https://assets.publishing.service.gov.uk/media/5a05b304ed915d0ade60dach/soni-niaur-cma-order.pdf
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CMA's Final Determination on SONI's appeal on certain aspects of the UR's
Price Control Decision dated 14 March 2017,

6. Representations with respect to the proposed modifications may be made on or
before 5pm on 23" January 2018 by writing to or by emailing:

Jody O'Boyle and Natalie Dowey
Utility Regulator
Queens House
14 Queen Street

Belfast
BT1 6ED

E-mail: Jody.OBoyle @uregni.gov.uk and Natalie.Dowey@ uregni.gov.uk

7. The Authority has, in accordance with Article 14(4) of the Order, sent a copy of
this notice to the Licensee, the Department for Economy (DfE) and also to the
General Consumer Council.

8. Dated this 20" day of December 2017.

1.

Jenny Pyp

For and on behalf of the Northern Ireland Authority for Utility Regulation

Cc

June Ingram, DIE

Robin McCormick, SONI Limited

John French (CEQ), Consumer Council for Northern Ireland

¥ https://www.uregni.gov.uk/news-centre/soni-price-control-2015-2020-licence-modifications-published
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ANNEX 1 Charge Restrictions

1 Definitions

1.1 In this Annex:

Achieved DBC

means, in respect of any Relevant Year, the actual
Dispatch Balancing Costs incurred on an all-island
basis in that Relevant Year by the Licensee and the
Republic of Ireland System Operator and included in the
Annual Out-turn Report.

Annual Out-turn Report

has the meaning given to it in paragraph 1 of Condition
39.

Applicable Exchange Rate

means the annual average exchange rate for the
conversion of euro into sterling as published by
Thomson Reuters.

Average Specified Rate

means one-year LIBOR (or such other bank as the
Authority shall specify from time to time) current from
time to time during the period in respect of which the
calculation falls to be made.

Demonstrably Inefficient or
Wasteful Expenditure

means expenditure which the Authority has (giving the
reasons for its decision) determined to be demonstrably
inefficient and/or wasteful, given the information
reasonably available to the Licensee at the time that the
Licensee made the relevant decision about that
expenditure. For the avoidance of doubt, no
expenditure is demonstrably inefficient or wasteful
expenditure simply by virtue of a statistical or
guantitative analysis that compares aggregated
measures of the Licensee’s costs with the costs of other
companies.

Dispatch Balancing Costs

means costs relating to or incurred in respect of:

(a) the constraining on or off (as the case may be)
generation sets pursuant to the central dispatch
and merit order systems and processes
established by the Licensee in accordance with
Condition 22 or for the purposes;




(b) the management of Energy Imbalances;
(c) any Uninstructed Imbalance;

(d) Testing Charges;

(e) Other System Charges; and

() any SO Interconnector Trade.

Energy Imbalances

means the imbalance(s) between (i) the payments
made by the Single Market Operator Business to
generators for electricity sold from generation sets
scheduled to operate in accordance with the Licensee's
instructions pursuant to the processes and procedures
for central dispatch and merit order, and (ii) the
payments received by the Single Market Operator
Business from electricity suppliers in respect of the
electricity purchased by such electricity suppliers.

Ex-Ante DBC Target

means, in respect of any Relevant Year, the Dispatch
Balancing Costs approved by the Authority and the
Commission for Energy Regulation for the purpose of
their inclusion as a component in the
Impetrfectionlmperfections Charge proposed to be
levied on suppliers by the Single Market Operator
Business for that Relevant Year.

Ex-Post DBC Target

means, in respect of any Relevant Year, either the
Ex-Ante DBC Target adjusted in accordance with an
Ex-Post Adjustment provided that where no adjustment
is to be made it shall be the Ex-Ante DBC Target for that
Relevant Year.

Ex-Post Adjustment

means the adjustment (if any) to be made to the
Ex-Ante DBC Target applicable in respect of any
Relevant Year, as determined by the Authority and the
Commission for Energy Regulation in accordance with,
and taking account of the factors set out in, the SEM
Decision Paper.

tmperfectionlmperfections
Charge

has the meaning given to it in the Single Electricity
Market Trading and Settlement Code.

Legal Requirement

means, in relation to the Licensee, any of the following:

(@) any enactment to the extent that it applies to




the Licensee;

(b) any regulation made by the Council or the
Commission of the European Communities to
the extent that it applies to the Licensee and
impacts on the Transmission System Operator
Business or a decision taken by that Council or
Commission which is binding on the Licensee
and impacts on the Transmission System
Operator Business to the extent that it is so
binding;

(c) any interpretation of law, or finding, contained
in any judgment given by a court or tribunal of
competent jurisdiction in respect of which the
period for making an appeal has expired;

(d) any direction of a competent authority other
than, insofar as it applies to the Licensee, the
Authority (except in the exercise of its powers
under paragraph 4 of Condition 16) or the
Department.

Maximum Regulated SSS/TUoS
Revenue

means the revenue calculated in accordance with the
formula in paragraph 2 of this Annex.

Moyle Interconnector Collection
Agency Agreement

has the meaning given to that expression in Condition
37.

Other System Charges

has the meaning given to it in the Single Electricity
Market Trading and Settlement Code.

Permitted One-Year Percentage

means 4 per cent of the Maximum Regulated
SSS/TUoS Revenue.

Permitted Three-Year Percentage

means 5 per cent of the Maximum Regulated
SSS/TUoS Revenue in the second of the Relevant
Years.

Price Control Decision Paper

means each of (i) the decision paper issued by the
Authority on  19/02/2016 and entitled “Final
Determination to the Price Control 2015-2020 for the
Electricity System Operator for Northern Ireland
(SOND" (ii) the decision paper issued by the Authority




on 14/03/2017 and entitled "Decision on the Licence
Modifications for the Price Control 2015-2020 of the
Electricity System Operator for Northern Ireland
(SONI)" and (iii) as supplemented or amended by any
further decision paper on the same subject (as modified
or replaced from time to time).

Quantity Entering the Total
System

means the aggregate quantity of units metered on entry
to the total system in Relevant Year t (minus any units
consumed by generation sets and imported from the
total system).

Regulated SSS/TU0S Revenue

means the revenue (measured on an accruals basis)
derived from SSS/TUoS Charges (including any
revenue received from any Separate Business) after
deduction of value added tax (if any) and any other
taxes based directly on the amounts so derived.

Relevant Change of Law

means the application to the Licensee of any Legal
Requirement which did not previously so apply or the
change of any Legal Requirement relating to the
Licensee (including any such Legal Requirement
ceasing to apply, being withdrawn or not being
renewed).

Relevant Year

means a financial year commencing on 1 October and
concluding 30 September.

Relevant Year t

means that Relevant Year for the purposes of which any
calculation falls to be made; "Relevant Year t - 1"
means the Relevant Year preceding Relevant Year t
and similar expressions shall be construed accordingly.

means a document issued by the Authority following
consultation with the Licensee and setting out the
requirements and guidance applicable to:

(a) the process by which claims may be made by
the Licensee to the Authority for approval
under paragraph 8.1 of this Annex, including
in particular claims for:

(i) an approval in respect of costs that are
yet to be incurred;

(i) an approval in respect of costs that
were incurred in any Relevant Year t




falling prior to that in which the claim is
made;

iii the variation of any previous approval;

(b)  the information and evidence to be provided

by the Licensee on the submission of such
claims;

(c) the process by which such claims will be
reviewed and, if appropriate, approved by the
Authority; and

(d) any information or evidence that must be
provided by the Licensee to the Authority
following any such approval.

means a document issued by the Authority following
consultation with the Licensee and setting out the
requirements and guidance applicable to:

(@ the process by which claims may be made by
the Licensee to the Authority for approval
under paragraphs 9.1 and 9.2 of this Annex,
including in particular claims for:

(i) an approval in respect of costs that are
yet to be incurred;

(i) an approval in respect of costs that
were incurred in any Relevant Year t

falling prior to that in which the claim is
made;

iii the variation of any previous approval;

(b) the information and evidence to be provided

by the Licensee on the submission of such
claims;

(c) the process by which such claims will be
reviewed and, if appropriate, approved by the
Authority; and

(d) any information or evidence that must be
provided by the Licensee to the Authority
following any such approval.




SEM Decision Paper

means the decision paper issued jointly by the Authority
and the Commission for Energy Regulation dated 5
June 2012 and entitled "Incentivisation of All-Island
Dispatch Balancing Costs".

SO Interconnector Trade

has the meaning given to it in the Single Electricity
Market Trading and Settlement Code.

means the proportions as defined and set out in the
Market Operator Agreement entered into under and for
the purposes of Condition 14 of the licence granted
under Article 10(1)(d) of the Order.

SSS/TUOS Charge(s)

means the charges for System Support Services and for
use of the All-Island Transmission Networks as
provided for under Condition 30.

SSS/TUo0S Charge Restriction
Condition

means this Annex as from time to time modified or
replaced in accordance with its own terms or pursuant
to any enactment.

Testing Charges

has the meaning given to it in the Single Electricity
Market Trading and Settlement Code.

Transmission Network
Pre-construction Project

means a transmission network project:

(@) identified, by the Licensee or the Transmission
Owner, as a project which is necessary for the
purposes of developing the transmission
system;

(b) in respect of which the Licensee is, as the
Transmission System Operator, responsible for
carrying out activities required to progress the
project from the conceptual design stage to, but
not including, the construction stage; and

(©) which has been approved by the Authority,
following a submissionclaim by the Licensee for
such approval-as-a—projectinrespect-of-which
fho—llechooo—mo e sresnod e enmnr ond dhe

- : . h (b al in

accordance with paragraph 9.1 of this Annex.

means costs incurred by the Licensee in relation to a
Transmission Network Pre-construction Project, where




the Authority has approved the incurring of costs in
relation to that project following a claim by the Licensee

for such approval in accordance with paragraph 9.2 of
this Annex.

Uncollected SSS/TUoS Revenue

means any amount owed to the Licensee in respect of
Regulated SSS/TUoS Revenue, which amount remains
unpaid six months after the date it first fell due for
payment or which amount the Licensee deems (in
accordance with the payment security policy) to be
unrecoverable before the expiry of that six month
period; plus the reasonable recovery costs incurred by
the Licensee in respect of such amount and the
reasonable interest attributable to such amount
(calculated, in both cases, in accordance with the
payment security policy).

Uninstructed Imbalance

has the meaning given to it in the Single Electricity
Market Trading and Settlement Code.

Unit

means a kilowatt hour.

1.2 Where any table or calculation refers to a numbered Relevant Year t (or similarly Relevant
Year vy or Relevant Year i) the applicable Relevant Year-t is as follows:

Relevant Year t/Ly /i Relevant Year
1 October 2015 - September 2016
2 October 2016 - September 2017
3 October 2017- September 2018
4 October 2018 - September 2019
5 October 2019 - September 2020
2 Restriction of SSS/TUoS Charges

2.1 The Licensee shall, in setting the SSS/TUoS Charges, use its best endeavours to ensure
that in each Relevant Year the Regulated SSS/TUoS Revenue shall not exceed the
Maximum Regulated SSS/TUoS Revenue which shall be the aggregate of:




2.2

@)

Plus

(b)

where:

the maximum core SSS/TUoS revenue in Relevant Year t (Mrsoy), calculated in
accordance with paragraph 2.2 of this Annex;

the CAIR,amount,

CAIR; has, in respect of each Relevant Year t, the same meaning as is given to that
expression in the Moyle Interconnector Collection Agency Agreement.

The maximum core SSS/TUoS revenue shall be calculated as follows:

Mrsot = Arsor + Brsor - Bly + Drsor Q¢+ Kysor + INCENT + Nygo + PCRy

where:

(@)

Arsor means:

0] the costs of System Support Services in Relevant Year t (including
amounts payable by the Licensee to any person for the provision or use of
any System Support Services provided over any interconnector_in
Relevant Year t)-in-Relevant-Yeart;
plus

(i) amounts payable to the Transmission Owner Business for the provision of
transmission services in Relevant Year t;
plus

(iii) amounts levied in Relevant Year t on the Transmission System Operator
Business by the Market Operation Activity in accordance with Annex 1 of
the Northern Ireland Market Operator Licence to the extent not recovered
under any other provision of this Licence or under the Northern Ireland
Market Operator Licence;
plus

(iv) an_amount to the value of AB_PC, (calculated in accordance with
paragraph 2.4(a)(ii)(C) of this Annex);
minus

) any amount determined by the Authority to be the adjustment to the

maximum core SSS/TUoS revenue in Relevant Year t required to protect
customers in respect of:




(b)

(A)  any expenditure which:

1) was incurred by the Licensee in any previous Relevant
Year in respect of Transmission Network Pre-construction

Project Costs;

2) formed part of the term AB_PC, in any previous Relevant
Year; and
3) the Authority determined in Relevant Year t to be

Demonstrably Inefficient and Wasteful Expenditure; and

(B) any return previously earned by the Licensee on that expenditure.

Brsor means the allowed SSS/TUoS revenue in Relevant Year t, which for each
Relevant Year t in the period 1 October 2015 to 30 September 2020 is the
aggregate of:

(i the amount allowed for each cost category listed in Table A in paragraph
2.2(b)(vi); and

(ii) the rate of return allowance set out in Table B in paragraph 2.2(b)(vii),

which in each case:

(iii) is indexed by RPI;in respect of each Relevant Year t with respect to RPI at
April 2014 (255.7),

where:

(iv) the rate of return allowance is calculated in accordance with paragraph 2.3
of this Annex;

v) RPI; means the Retail Price Index (1987 = 100) published or determined
with respect to April in Relevant Year t (i.e. RPI in the Relevant Year t = 2
means the value of RPI in April falling within the Relevant Year t=2);

(vi) Table A is as follows:

Relevant Year t 1 2 3 4 5
£m £m £m £m £m
Payroll F2177. | 2377, | 12477, | 72477, | 23713
659 580 482 391 63

IT & Communications 1.783 1.850 1.924 1.948 1.997




(©)

(Vi)

Other OPEX 14331, | 14331, | 14331, | 14331, | 443113
303 303 303 303 03
Pension Deficit 0-1890. | 6-1890. | 6-1890. | 6-1890. | 6-1890.0
262 071 071 071 71
Depreciation on
Non-Building Assets 4.0833. | 1.7501. | 1.3441. | 1.2851. | 1.2361.2
999 763 364 313 73
Depreciation on
Building Assets 0.116 | 0.116 | 0.116 | 0.116 0.116
Depreciation on CAPEX
Overspend for n/a n/a n/a 0.850 | 0.850
2010-2015
Real Price Effects & 0.146 0.222 0.299 0.375 0.454
Productivity
Table B is as follows:
Relevant Year t 1 2 3 4 5
£m £m £m £m £m
rate of return allowance | 6-4400. | 6:3390. | 6:30650. | 6:3640. | 6:3210.3
444 347 314 374 32

Bl;means the sum which is designed to share equally, between the Licensee and
customers, the value of any outperformance or underperformance of the Licensee
against the allowed SSS/TUOS revenue and which shall be calculated as follows:

Bl; = (Brsot) — (Crsot ) *50%

where:

Crsot means:

@

the aggregate of the actual costs incurred by the Licensee in Relevant
Year t in respect of each costs category listed in Table A in paragraph
2.2(b)(vi) of this Annex, minus that part (if any) of such actual costs that the

Authority determines to be Demonstrably

Expenditure;

Inefficient or

Wasteful




(d)

plus

(ii) the rate of return allowance for Relevant Year t as set out in Table B in
paragraph 2.2(b)(vii) of this Annex;

Dtsor means:

(i the aggregate of the total amount, allowed by the Authority in accordance
with the-apprevalany approvals given pursuant to paragraph 8.3(e) of this
Annex, in Relevant Year t for excluded SSS/TUoS costs;
plus

(ii) the total amount, allowed by the Authority in accordance with paragraph

6.1 of this Annex, in Relevant Year t for change of law;

H-Krsor means the correction factor (whether a positive or negative number) to be
applied to the maximum core SSS/TUOS revenue in Relevant Year t derived using
the following formula:

Krsot = (Frsot2 — Rrsor2) (1 + 1)

where:

@

Frsot.o means:

(A) the Mgo: for Relevant Year t-2;
minus

(B)  (Drsot2- ADrsot2);
minus

© that part (if any) of ADrsor» that the Authority determines to be
Demonstrably Inefficient or Wasteful Expenditure,

where:



(i)

(iii)

AD+sor.20 means:

1) where actual costs incurred by the licenseeLicensee in relation to
excluded SSS/TUoS costs and change of law in Relevant Year t-2
are less than the costs allowed for Drsoy, in Relevant Year t-2, the
total of such actual costs;

2) where actual costs incurred by the licenseeLicensee in relation to
excluded SSS/TUoS costs and change of law in Relevant Year t-2
are greater than the costs allowed for Drso; in Relevant Year t-2,
the total of the costs allowed for Drso in Relevant Year t-2,

Rtsor2 Mmeans:

(A) the Regulated SSS/TUoS Revenue in Relevant Year t-2;
minus

(B) the CAIRyamount in Relevant Year t-2;

I, means:

(A) where the amount derived from the calculations undertaken
pursuant to paragraphs 2.2(e)(i) and (ii) is a positive figure, the
Average Specified Rate for Relevant Year t-2 plus 2% of that rate
(as expressed in decimal figures); and

(B) where the amount derived from the calculations undertaken
pursuant to paragraphs 2.2(e)(i) and (ii) is a minus figure, the
Average Specified Rate for Relevant Year t-2 plus 1% of that rate
(as expressed in decimal figures).

(f) {g)-INCENT; means:

(i)

(ii)

where the Achieved DBC for Relevant Year t-2 is below the Ex-Post DBC
Target for that year, the amount (converted into pounds sterling at the
Applicable Exchange Rate for Relevant Year t-2) that is equal to 25% of
the DBC Success Amount (represented as a positive figure) for that
Relevant Year;

where the Achieved DBC for Relevant Year t-2 is above the Ex-Post DBC
Target for that year, the amount (converted into pounds sterling at the
Applicable Exchange Rate for Relevant Year t-2) that is equal to 25% of
the DBC Failure Amount (represented as a negative figure) for that
Relevant Year,

where:



(iif)

(iv)

DBC Success Amount means the amount that is equal to 10% of every
whole 2.5% by which the Achieved DBC is below the Ex-Post DBC Target
provided that:

(A) where the Achieved DBC is less than 10% below the Ex-Post
DBC Target, the amount shall be calculated as zero;

(B) where the Achieved DBC is more than 20% below the Ex-Post
DBC Target, the amount shall be calculated on the basis that
Achieved DBC is 20% below the Ex-Post DBC Target.

DBC Failure Amount means the amount that is equal to 5% of every whole
2.5% by which the Achieved DBC is above the Ex-Post DBC Target,
provided that:

(A) where the Achieved DBC is less than 10% above the Ex-Post DBC
Target, the amount shall be calculated as zero;

(B) where the Achieved DBC is more than 20% above the Ex-Post
DBC Target, the amount shall be calculated on the basis that the
Achieved DBC is 20% above the Ex-Post DBC Target.

Nrsoris calculated as follows:

Nrsor = PCGR; + ARA + CARV;

where:

1)

PCGR, is an allowance in respect of the value of the parent company
undertaking given by EirGrid plc in accordance with Condition 3A, and
shall be calculated as follows:

PCGR; = PCG; x 0.0175

where:

PCG,; is an amount which is equal to the financial value in Relevant Year t
of the guarantee which forms part of the undertaking given by EirGrid for
the purposes of meeting the Licensee's obligation under Condition 3A (and
if no such undertaking is given, or none is required, in accordance with
Condition 3A in that Relevant Year t, PCG; shall be equal to zero);

ARA is an allowance in respect of Transmission Network Pre-construction
Project Costs and excluded SSS/TUoS costs in Relevant Year t, and shall

be equal to £220,000;

CARV, is an additional allowance in respect of certain revenues collected
by the Licensee, and shall be calculated as follows:




2.3

CARV, = (TUoS, + AS, + IMP,) x 0.005

where:

(A) TUoS; means the amounts payable to the Transmission Owner
Business for the provision of transmission services in transmission
services in Relevant Year t;

(B) AS, means the costs of System Support Services in Relevant Year
t (including in respect of amounts payable by the Licensee to any
person for the provision or use of any System Support Services
provided over any interconnector in Relevant Year t); and

© IMP; means the revenues collected by the Licensee in Relevant
Year t in respect of the amount of the Imperfections Charge
allocated to the Licensee in accordance with the Specified

Proportions.

(h) PCR;, means the rate of return allowance for Transmission Network
Pre-construction Projects and is calculated in accordance with paragraph 2.4 of
this Annex.

Rate of Return

The rate of return allowance set out in Table B, in paragraph 2.2(b)(vii) of this Annex, for
each Relevant Year t is calculated as follows:

RAB; x WACC;
where:

(a) RAB; means the average Regulated Asset Base amount for each Relevant Year t
set out in the table below:

Relevant Year t 1 2 3 4 5

Average Non-Building

RAB 50725 | 3.4703. | 3.0563. | 2.9073. | 3.1423.

[EEY
o1
(op}
=
[EEY
N
[
~
()
(0}
=
(o8}
w
N

Average Building RAB 2.385 2.268 2.152 2.036 1.919

Average CAPEX
Overspend 2010-2015 n/a n/a n/a 1.275 0.425
RAB




N

~

(b)

Average RAB Total

220 | 809 | 369 | 392 | 6/6

@

(ii)

WACC,; means:

the Weighted Average Cost of Capital for Relevant Year t set out in the
table below:

Relevant Year t

1 2 3 4 5
WACC 5.9% 5.9% 5.85% 5.85% 5.85%
and:
is calculated in accordance with the following formula —
WACC = ((re/(1-tx)) x (1 - g)) + (ra x 9)
where:
(iii) re = cost of equity
(iv) rq = cost of debt
V) tx = taxation
(vi) g = gearing
where:
(A) the value of (v) shall be the main rate of corporation tax, applicable

to Northern Ireland, in existence at the commencement of the
Relevant Year t.

The rate of return allowance for Transmission Network Pre-construction Projects is

calculated as follows:

Where:

(a)

PCR, = (RAB_PC, x WACC,) -DIWE_PCR,

RAB_PC, means the value of the regulated asset base relating to Transmission

Network Pre-construction Project Costs in Relevant Year t, and is calculated in

accordance with the following formula:




RAB_PC, = (ORAB_PC, + CRAB_PC,) X 0.5

where:

0]

(i)

ORAB_PC; means the opening value of the regulated asset base relating

to Transmission Network Pre-construction Project Costs in Relevant Year
t, which:

(A)
(B)

in Relevant Year t = 1 shall be equal to zero; and

in each subsequent Relevant Year t shall be calculated as follows:

RPI,

ORAB_PC, = CRABPCy s X oo :
t_

CRAB_PC, means the closing value of the regulated asset base relating to
Transmission Network Pre-construction Project Costs in Relevant Year t,
calculated in accordance with the following formula:

CRAB_PC, = ORAB_PC,+ AD_PC,— AB_PC,—TN_PC,— DIWE_PCD,

where:

B B

©)

ORAB_PC,; has the meaning given in sub-paragraph (i) above;

AD_PC; means the aggregate amount of Transmission Network
Pre-construction Project Costs incurred by the Licensee in respect
of all Transmission Network Pre-construction Projects in Relevant
Year t (excluding any costs incurred in Relevant Year t and
determined by the Authority in Relevant Year t to be Demonstrably
Inefficient and Wasteful Expenditure), except that, if the sum of the
costs incurred in relation to any such project in Relevant Year t and
all previous Relevant Years (but excluding any costs determined

by the Authority in Relevant Year t or a previous Relevant Year to
be Demonstrably Inefficient and Wasteful Expenditure) exceeds
the total costs approved by the Authority in respect of that project,

then the amount to be taken into account in respect of that project
in Relevant Year t shall be:

aa where the total costs incurred in all previous Relevant

Years (excluding any costs determined by the Authority
in_a previous Relevant Year to be Demonstrably
Inefficient and Wasteful Expenditure) were less than
those approved by the Authority, the amount which
represents the difference between those previous costs
and the total costs approved,;

bb in all other cases, zero;

AB_PC; means the deduction in respect of any Transmission



(E)

Network Pre-construction Projects which either the Licensee or
the Authority has determined in Relevant Year t will not proceed to
construction and is calculated according to the following formula:

[3

RPI,
ABPC, = z ABAD_PCyp X ot
y=1 ¥

where AB_PC; means the Transmission Network Pre-construction

Project Costs (or parts thereof) which:

aa were added to the regulated asset base relating to

Transmission Network Pre-construction Project Costs in
Relevant Year y;

(bb) were incurred by the Licensee in respect of any

Transmission Network Pre-construction Projects which
either the Licensee or the Authority has determined in
Relevant Year t will not proceed to construction; and

cc exclude any amounts determined as Demonstrabl

Inefficient and Wasteful Expenditure as part of a
determination by the Authority in Relevant Year t or any
preceding Relevant Year.

TN_PC; means the amount received by the Licensee in Relevant

Year t from the Transmission Owner (by virtue of a payment

approved by the Authority and made in _accordance with the
Transmission Interface Arrangements) in respect of Transmission
Network Pre-construction Project Costs added to the regulated
asset base in Relevant Year t or in any previous Relevant Year y.

DIWE_PCD, means the deduction (if any) made in Relevant Year

t from the regulated asset base relating to Transmission Network
Pre-construction Project Costs, on account of any determination
by the Authority in Relevant Year t in relation to Demonstrably
Inefficient and Wasteful Expenditure incurred by the Licensee in
respect of Transmission Network Pre-construction Project Costs
during Relevant Year 1 to Relevant Year t, and is calculated in
accordance with the following formula:

-1
\ RPI,
DIWE_PCD, = z DIWE_PCZy. X oot
y=1 ¥

where DIWE PCZ,; means an amount determined by the
Authority in Relevant Year t to have been Demonstrably Inefficient
and Wasteful Expenditure incurred by the Licensee and which
forms or formed part of the amount AD_PC; in Relevant Yeart=y



3.1

3.2

(and _if no such determination is made in Relevant Year t in
respect of Relevant Year y, DIWE PCZ,; shall be equal to zero).

(b) WACC, has the meaning given to it in paragraph 2.3(b) of this Annex;

(c) DIWE PCR; means an adjustment (if any) to the rate of return allowance in
Relevant Year t in relation to the determination by the Authority in Relevant Year t
of Demonstrably Inefficient and Wasteful Expenditure incurred by the Licensee in
respect of Transmission Network Pre-construction Project Costs in one or more
Relevant Years preceding Relevant Year t, calculated in accordance with the
following formula:

-1
DIWE_PCR, = Z(DIWE_PCRZM)
y=1

Where DIWE_PCRZ,, is the adjustment made to the rate of return allowance in
Relevant Year t on account of any Demonstrably Inefficient and Wasteful
Expenditure incurred by the Licensee in respect of Transmission Network
Pre-construction Project Costs in_a previous Relevant Year vy, calculated in
accordance with the following formula:

DIWE_PCRZ,, = [(DJ’WE_PCZM XWACC, x0.5) x(1+ Iy)t—y]

-1

\ RPI, .

+ Z DIWE_PCZye X gy | X WACC, x (1+1)
i=y+1

Where |, means the Average Specified Rate for Relevant Year i plus 1% (100 basis
points) and where |, means the Average Specified Rate for Relevant Year y plus

1% (100 basis points).

Restriction of SSS/TUoS Charges: Adjustments

If, in respect of any Relevant Year, the Regulated SSS/TUoS Revenue exceeds the
Maximum Regulated SSS/TUoS Revenue by more than the Permitted One-Year
Percentage, the Licensee shall furnish an explanation to the Authority and in the next
following Relevant Year the Licensee shall not effect any increase in the SSS/TUoS
Charges unless it has demonstrated to the reasonable satisfaction of the Authority that the
Regulated SSS/TUoS Revenue would not be likely to exceed the Maximum Regulated
SSS/TUoS Revenue in that next following Relevant Year.

If, in respect of any three successive Relevant Years, the sum of the amounts by which the
Regulated SSS/TU0S Revenue has exceeded the Maximum Regulated SSS/TU0S
Revenue is more than the Permitted Three-Year Percentage, then in the next following
Relevant Year the Licensee shall, if required by the Authority, adjust the SSS/TUoS
Charges such that the Regulated SSS/TU0S Revenue would not be likely, in the judgment
of the Authority, to exceed the Maximum Regulated SSS/TUoS Revenue in that next
following Relevant Year.



4.1

4.2

4.3

4.4

4.5

4.6

Information to be provided to the Authority

Where any change is intended to be made in the SSS/TUoS Charges regulated under
paragraph 2 of this Annex, the Licensee shall not later than the time referred to in
paragraph 4.2 provide the Authority with:

€) a written forecast of the Maximum Regulated SSS/TUoS Revenue, together with
its components, in respect of the Relevant Year t in which such change is to take
effect;

(b) a written estimate of the Maximum Regulated SSS/TUoS Revenue, together with

its components, in respect of the Relevant Year t-1 immediately preceding the
Relevant Year in which the change is to take effect, unless a statement complying
with paragraphs 4.5 and 4.6 in respect of Relevant Year t-1 has been furnished by
the Licensee to the Authority before the time referred to in paragraph 4.2.

The relevant time referred to in paragraph 4.1 shall be 1 month prior to the publication by
the Licensee of such charges.

The Authority may issue directions providing that any forecast or estimate provided in
accordance with paragraph 4.1 shall be accompanied by such information as regards the
assumptions underlying the forecast or estimate as may be necessary to enable the
Authority to be satisfied that the forecast or estimate has been properly prepared on a
consistent basis and the Licensee shall comply with any such directions.

Not later than 6 weeks after the commencement of each Relevant Year t, the Licensee
shall send to the Authority a statement as to:

€)) whether or not the provisions of paragraph 3 of this Annex are likely to be
applicable in consequence of the Regulated SSS/TUoS Revenue in the preceding
Relevant Year t-1 or the 3 preceding Relevant Years t-1, t-2 and t-3; and

(b) its best estimate (calculated to the extent possible on the basis of the formula set
out in paragraph 2.2(e) of this Annex) as to the relevant correction factor Kyso; in
respect of Relevant Year t-1.

Not later than 3 months after the end of each Relevant Year the Licensee shall send to the
Authority a statement, in respect of that Relevant Year, which includes:

(a) the Maximum Regulated SSS/TUoS Revenue for that Relevant Year t; and
(b) the specified items referred to in paragraph 4.7.
The statement referred to in paragraph 4.5 shall be:
(a) accompanied by a report from the Auditors that in their opinion:
0] such statement fairly presents each of the specified items referred to in

paragraph 4.7 in accordance with the requirements of the SSS/TUoS
Charge Restriction Condition; and



4.7

4.8

(b)

(i) the amounts shown in respect of each of those specified items are in
accordance with the Licensee's accounting records which have been
maintained in respect of each of the relevant Separate Businesses in
accordance with Condition 2; and

certified by a director of the Licensee on behalf of the Licensee that to the best of
his knowledge, information and belief having made all reasonable enquiries:

0] there is no amount included in its calculations under paragraph 2 which
represents other than an amount permitted under the SSS/TUoS Charge
Restriction Condition to be so included;

(ii) all amounts which should properly be taken into account for the purposes
of the SSS/TUoS Charge Restriction Condition have been taken into
account.

The specified items to be contained in the statement referred to in paragraph 4.5 shall be
the actual amounts in respect to:

@)
(b)

(©)

(d)

(e)

the Regulated SSS/TUoS Revenue;

the actual costs of Arsor, (Which are to be calculated to the extent possible in
accordance with paragraph 2.2(a) of this Annex) and showing separately each
component thereof;

the actual SSS/TUo0S revenue (being Crsor, and calculated to the extent possible in
accordance with paragraph 2.2(c) of this Annex);

the actual costs incurred in respect of each category of expenditure for which the
Authority determined an allowance with regard to excluded SSS/TUoS and change
of law costs; and

such other items as shall be specified in directions issued by the Authority from
time to time for the purposes of this Annex.

The Licensee shall, for each Relevant Year t commencing 1 October, submit to the
Authority, its best endeavours to by no later than 31 March preceding the start of that
Relevant Year t,

@)

(b)

the amount of Drgo; COStS:

0] that the Licensee considers to have previously been allowed by the
Authority for that Relevant Year t;

(i) that the Licensee is, or will be, requesting a determination in accordance
with paragraph 6 or is, or will be, making a claim in accordance with
paragraph 8 (but excluding any costs relating to Transmission Network
Pre-Construction Project Drsoiand PCI Drsey) for that Relevant Year t, and

its calculations in respect of the applicable Krso, together with its individual
components, for the Relevant Year t-2,



5.1

5.2

5.3

and requesting approval from the Authority for such costs to be factored into the Licensee's
SSS/TUoS Charges for that Relevant Year t (which approval may be given with such
adjustments to the Licensee's proposed Drso and Kysor @s reasonably determined by the
Authority to be appropriate in the circumstances).

Duration of SSS/TUoS Charge Restriction Condition

The restrictions on SSS/TUoS Charges outlined in paragraph 2 of this Annex do not apply
to tariff years from 1 October 2020 onwards. However, if no modifications to apply any
different restrictions with effect from that date are made then, until any such modifications
are made, the licensee shall not increase (in nominal terms) any of the tariffs or charges
contributing to its Regulated SSS/TUoS Revenue above the levels applicable on 1 October
2019, except where:

@ the increase is approved by the Authority and the approval is given in advance of
the tariff year in which the increase is to apply;

(b) the increase is required to ensure that the Licensee is able to collect the Collection
Agency Income Requirement required by it to discharge its duties under the Moyle
Interconnector Collection Agency Agreement in accordance with Condition 37 of
this licence;

(c) the increase is required to enable the Licensee to collect the TUoS revenue that
the Authority has determined is payable to the Transmission Owner Business for
the provision of transmission services; or

(d) the increase is required to enable the Licensee to collect System Support Services,

Ancillary Services, Other System Charges and TUoS revenue in respect of
generation, as determined by the SEM Committee.

Disapplication

This Annex shall apply so long as the Licence continues in force but shall cease to have

effect (in whole or in part, as the case may be) if the Licensee delivers to the Authority a

request (a "Disapplication Request") made in accordance with paragraph 5.4 and:

€) the Authority agrees in writing to the request; or

(b) the application of this Annex (or any part of it) is terminated by a notice (a
"Disapplication Notice") given by the Licensee in accordance with paragraph 5.5
and not withdrawn.

Save where the Authority otherwise agrees, no disapplication following delivery of a

Disapplication Request pursuant to paragraph 5.4 shall have effect earlier than the date

(the "Disapplication Date") which is the later of:

(a) the date occurring 18 months after delivery of the Disapplication Request; and

(b) 30 September 2020.



5.4

5.5

5.6

5.7

A Disapplication Request pursuant to this paragraph 5.4 shall:
€) be in writing addressed to the Authority;

(b) specify this Annex or any part of it to which the request relates (excluding in either
case this paragraph 5); and

(c) state the date from which the Licensee wishes the Authority to agree that this
Annex or the specified part of it shall cease to have effect.

A Disapplication Notice pursuant to this paragraph 5.5:

(a) may be given in the circumstances described in either paragraph 5.6 or paragraph

5.7,

(b) may be withdrawn by the Licensee at any time prior to the Disapplication Date; and
(© where it is given, shall:

(0 be in writing addressed to the Authority;

(ii) specify this Annex, or any part of it (which shall comprise only such part as
was specified in the Disapplication Request) to which the notice relates;
and

(iii) state the date from which the Licensee wishes the notice to take effect,

which shall not be earlier than the Disapplication Date.
The circumstances described in this paragraph are that, by the beginning of the period of
six months which will end with the Disapplication Date, the Authority has not in response to
the Disapplication Request published a decision under Article 14(8) of the Order to modify:

@) this Annex, or any part of it to which the request relates; or

(b) this paragraph 5, so as to remove the right of the Licensee to give to the Authority a
Disapplication Notice in respect of the relevant Disapplication Request.

The circumstances described in this paragraph are that:
@ by no later than the beginning of the period of six months which will end with the
Disapplication Date, the Authority has in response to the Disapplication Request

published a decision of a type referred to in paragraph 5.6;

(b) the Licensee has exercised its right to appeal to the CMA against that decision in
accordance with Article 14B of the Order;

(© the CMA has, in respect of the provisions to which the Disapplication Request
relates:

® guashed the decision of the Authority under Article 14E(2)(a) of the Order;
and



6.1

6.2

6.3

6.4

(i) neither remitted the matter back to the Authority under Article 14E(2)(b) of
the Order nor substituted its own decision for that of the Authority under
Article 14E(2)(c) of the Order; and

(iii) no more than 30 days has elapsed since the date on which the CMA
guashed the decision of the Authority.

Change of Law

The Authority may, including following a request made to it by the Licensee asking it to do
so, determine that there has been, or is likely to be, a Relevant Change of Law which has
had, or is likely to have, a material effect on the financial position and performance of the
Transmission System Operation Business.

Where the Authority makes a determination pursuant to paragraph 6.1, it may, for the
purposes of ensuring that the financial position and performance of the Licensee is likely,
so far as reasonably practicable, to be the same as if the Relevant Change of Law had not
taken place, give effect to that determination by also determining, and notifying the
Licensee of, an amount (whether a positive or negative figure) that is an allowed amount for
change of law, for the purposes of calculating Drse; in accordance with paragraph 2.2(d) of
this Annex, for each Relevant Year t specified in the Authority's notification.

In determining the matters provided for in paragraphs 6.1 and 6.2, the Authority shall have
regard, where relevant, to:

(a) its intentions in relation to the development and implementation of the “requisite
arrangements”, as provided for in condition 60 of the NIE Energy Supply Licence;

(b) the period over which the Licensee shall incur costs by reason of the Relevant
Change of Law;

(c) the incremental costs (including financing costs) which the Licensee has been or
will be required to incur as a consequence of the Relevant Change of Law; and

(d) any other circumstances relevant to the case.

Where the Licensee requests the Authority to make a determination pursuant to paragraph
6.1, the request shall:

€) unless the Authority otherwise consents, be made no later than the first day in the
April immediately preceding the first Relevant Year in respect of which the
Licensee would (if the Authority were to make a determination pursuant to
paragraph 6.1) want the Authority to determine an allowed amount for change of
law under paragraph 6.2; and

(b) be accompanied by all relevant details (including a breakdown of internal and
external incremental costs incurred) of the Relevant Change of Law and such other
information as the Authority may request and require to be provided by the
Licensee for the purposes of its consideration of the request.

Unit Coverage



7.1

7.2

7.3

8.1

The component of Maximum Regulated SSS/TUoS Revenue relating to System Support
Services (or certain parts of that component) can potentially be recovered from the
Quantity Entering the Total System in the authorised transmission area.

The final decision regarding which Units in particular the component of Maximum
Regulated SSS/TUoS Revenue relating to System Support Services (or certain parts of
that component will be recovered from in Relevant Year t (“unit coverage”) rests with the
Authority.

In each Relevant Year t on the decision of the Authority regarding unit coverage of the
System Support Services charge, the Licensee will then draw up for the Relevant Year t the
schedule of System Support Services charges in accordance with Condition 30 in a
manner which is consistent with the decision of the Authority regarding unit coverage. If the
Licensee draws up for Relevant Year t the schedule of System Support Services charges in
accordance with Condition 30 in a manner which is not consistent with the decision of the
Authority regarding unit coverage then the Authority’'s approval under Condition 30
paragraph 6 for the form of this schedule will not be granted.

Excluded SSS/TUoS Costs

The Licensee may, subject to paragraphs 8.2 and 8.3, make a claim {to the Authority}, in
accordance with the Requirements and Guidance on Excluded SSS/TUoS Costs, that the
following costs and revenues of the Licensee (whether a positive or negative amount) shall
be treated as excluded SSS/TU0S/SSS costs in Relevant Year t:

(a) any reasonable and efficient costs incurred (or likely to be incurred) by the
Transmission System Operator Business (in Relevant Year t) in complying with the
requirements imposed on the Licensee under legislation and other legal
requirements through which Directive 2009/72/EC is implemented, whether before
or after the coming into effect of this Annex, and to the extent not recovered under
any other provision of this Licence or under the Northern Ireland Market Operator
Licence or under the Transmission Owner Licence;

(b) any reasonable and efficient costs incurred (or likely to be incurred) by the
Transmission System Operator Business (in Relevant Year t) in complying with the
requirements imposed on the Licensee:

0] under the arrangements for the Single Electricity Market (being the project
described in the Memorandum of Understanding dated 23 August 2004
and made between the Authority and the Commission for Energy
Regulation); and

(ii) under the arrangements implementing the Integrated Single Electricity
Market (I-SEM) (a joint project developed jointly between the Authority and
the Commission for Energy Regulation for the all island electricity market
to be compliant with the EU Target Model of the European Commission to
facilitate a pan-European electricity market),

in each case whether before or after the coming into effect of this Annex and to the
extent not recovered under any other provision of this Licence or under the
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(©)

(d)

(e)

(f)

@

Northern Ireland Market Operator Licence or under the Transmission Owner
Licence;

any reasonable and efficient costs incurred (or likely to be incurred) in Relevant
Year t associated with any future divestment of the Transmission System Operator
Business;

the pension costs (in Relevant Year t) of the Transmission System Operator
Business to the extent not recovered under any other provision of this Licence;

amounts that become Uncollected SSS/TUoS Revenue in Relevant Year t less any
amount or part of an amount treated as Uncollected SSS/TUoS Revenue in
respect of a preceding Relevant Year that has been paid to the Licensee in
Relevant Year t;

any reasonable and efficient costs incurred (or likely to be incurred) in Relevant
Year t to finance the working capital requirements of SEMO and to the extent not
recovered under any provision of this Licence or under the Northern Ireland Market
Operator Licence. The financing costs are to be charged at Average Specified
Rate plus 2%.

any reasonable and efficient costs incurred (or likely to be incurred) in Relevant
Year tin relation to:

0] the Licensee's membership of the European Network of Transmission
System Operators for Electricity (ENTSO-E);

(ii) payments made, or required to be made, by the Licensee under and in
accordance with the ENTSO-E Inter TSO Compensation Agreement;

(iii) the Licensee participating on a mandatory basis in Regional Security
Coordination Initiatives (RSCIs) as a member of ENTSO-E.

{-any other reasonable and efficient costs incurred (or likely to be incurred) by the
Transmission System Operator Business which:

0] are not taken into account in the setting of Arsot ¥, Brsot, Ntsor0r PCRy;
(i) cannot reasonably be controlled by the Licensee; and
(iii) the Authority determines, upon an application to it by the Licensee, shall be

included for the purposes of this paragraph.

In making any claim pursuant to paragraph 8.1, the Licensee shall ensure that:

@)

it takes account of, and gives regard to, the Price Control Decision Paper;-and
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(b) it makes such claims in accordance with the Requirements and Guidance on
Excluded SSS/TUoS Costs; and

(c) {b)-the costs or revenues in respect of which the claim is made are not included:
0] in more than one category listed in sub-paragraphs (a) to (i) of paragraph
8.1; and
(i) in more than one claim made pursuant to paragraph 8.1.

Any claim made by the Licensee pursuant to paragraph 8.1 shall:

€) be submitted by the Licensee, using its best endeavours, by no later than the first
day in April immediately preceding the Relevant Year in respect of which the
Licensee wishes the claim to take effect;

(b) differentiate between internal and external costs and revenues;

(© relate only to those costs not recovered (or recoverable) under any other provision
of this Licence or under the Northern Ireland Market Operator Licence or under the
Transmission Owner Licence;

(d) contain or be accompanied by all relevant details of the costs claimed and such
other information as the Authority shall require in order to determine whether such
costs can be recovered by the Licensee; and

(e) require to be approved by the Authority as allowed costs for Relevant Year t and
shall not become effective as such allowed costs until approved by the Authority.

Any claim for costs made by the Licensee pursuant to paragraph 8.1 received by the
Authority after this paragraph 8.4 takes effect, shall be subject to the application of a de
minimis threshold, by the Authority, of £40,000 (in nominal terms) in each Relevant Year for
each category of costs referred to in paragraphs 8.1(a) to (i) or such other categories of
costs as determined by the Authority.

Approval of Transmission Network Pre-construction Projects and Costs

The Licensee may make a claim to the Authority, in accordance with the Requirements and
Guidance on Transmission Network Pre-construction Projects, for the approval of activities
which:

(a) have been or are to be carried out by the Licensee in respect of a project which is
necessary for the purposes of developing the transmission system; and

(b) were or are required to progress the project from the conceptual design stage to,
but not including, the construction stage.
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The Licensee may make a claim to the Authority, in accordance with the Requirements and
Guidance on Transmission Network Pre-construction Projects, for the approval of an
amount of costs incurred, or to be incurred, by it in undertaking a Transmission Network
Pre-construction Project.

9 Reporting

9.2 The Licensee shall, provide to the Authorlty all |nformat|on requested |n association
with this Annex in m : . .

Autherity., including all such mformatlon as may be sgecmed in:

(a) the Requirements and Guidance on Excluded SSS/TUoS Costs; and

(b) the Requirements and Guidance on Transmission Network Pre-construction
Projects,

in such format and by such time as may be reasonably directed by the Authority.
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