of em Making a positive difference
for energy consumers

Potential New Balancing Services

An Introduction
July 2013



Ofgem 2013 Capacity

ofgem gz
i Assessment

) 4

» Risks to security of supply increasing faster than expected in our 2012
report

* But still peaking in 2015/16 at around the same level with 2012 report

* Risks potentially decreasing in the second half of the decade

e Deterioration of supply: closures, mothballing and limited investment

e High uncertainty over reductions in demand — we present several
scenarios

* The risks are asymmetric —a small drop in margins has a large impact
on risks
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Risks to security of supply

De-rated capacity margin [%]

12%

10%

8%

6%

4%

2%

0%

v

"/

a4

O

/
—

A

_—

/

DI,

Ye

dar

2013/14 2014/15 2015/16 2016/17 2017/18 2018/19

v

——National Grid's Gone Green 2013
Scenario
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——Low Supply Sensitivity

——High Demand Sensitivity
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w Increased uncertainty — especially in 2014/15 and 2015/16
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Loss of Load Expectation (LOLE): the mean number of hours per year where
supply does not meet demand without intervention from the System Operator ,
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e Consultation on the case for extending NGET’s balancing tools
* New tools to deal with consequent impact on balancing the system
* Focus not on new capacity or increasing margins

* Not a substitute for Capacity Market, Electricity Balancing SCR or
improvements to interconnector efficiency

NGET would propose amendments to its Balancing Services
Procurement Guidelines

Ofgem would then decide whether to approve or reject

NGET consulting informally on product design and procurement

1. Do you agree with our assessment of security of supply risk
2. Do you agree it is prudent to consider new balancing services for

NGET?
5
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Approve or reject any changes NGET proposes to its Balancing Services
Procurement Guidelines which would enable them to contract for new
balancing products

Ofgem would not design the products or their procurement methodology

...but in approving or rejecting, need to satisfy ourselves that the products
and procurement methodology met our key assessment criteria

Ofgem would have to consider the appropriate funding method for NGET
for its role any new balancing services
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Our proposed assessment

criteria
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In line with our duties and NGET’s licence obligations we are considering:

Procurement

e Economic

e Efficient

* Represents
Value for
Money

We are currently consulting on these criteria

N

s

Design and Use

N

e Minimises
effect on
market

Process

~

* Objective
* Transparent
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e Ofgem consider responses to consultation
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e NGET develop and consult on products

e NGET propose amendments to Balancing Services
Procurement Guidelines

e GEMA decision on whether to approve

e Subject to GEMA decision, NGET advertise and tender
for services

e NGET sign contracts
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* Closes 26t July
* Questions or responses: wholesale.markets@ofgem.gov.uk

 Ofgem are happy to engage further with industry on these issues
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Ofgem is the Office of Gas and Electricity Markets.

Our priority is to protect and to make a positive
difference for all energy consumers. We work to
promote value for money, security of supply and
sustainability for present and future generations.
We do this through the supervision and
development of markets, regulation and the
delivery of government schemes.

We work effectively with, but independently

of, government, the energy industry and other
stakeholders. We do so within a legal framework
determined by the UK government and the
European Union.

www.ofgem.gov.uk




