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This note has been taken by BERR/Ofgem to capture the key points made at the offshore
transmission external communications session and to inform further debate. The first
section summarises the points made during the presentations. The second part details
the issues raised during the question and answer sessions. The final section gives a list
of attendees at the event.

Speakers

Duarte Figueira, BERR
Robert Hull, Ofgem

Richard Clay, Ofgem
Bridget Morgan, Ofgem
John Greasley, National Grid

Introduction — Duarte Figueira

Duarte opened the session with a brief overview of the objective of the day. He provided
a general overview of the regime and the aims in developing it. He stated that the
session sought to provide additional clarity on:

Offshore transmission project status;

The Energy Bill;

The design of the regime in light of the June 2008 consultation;
Implementation issues; and

The key stages, next steps and dates in the implementation process.

Offshore Transmission: the Proposed Regulatory Regime and June Consultation
— Robert Hull

Bob provided more detail on the regime, discussing the current consultation and the key
regulatory proposals. He also discussed the tender process, risk allocation and future
developments.

Transitional Regime — Richard Clay

Richard discussed the transitional regime. After a recap of the transitional arrangements,
he discussed the Regulated Asset Value (RAV) assessments, the tender process, and the
underlying tender documentation and tender regulations.

Implementation of Offshore Transmission Regime — Bridget Morgan

Bridget discussed the current change proposals for the transmission licence standard
conditions and industry codes. She explained why changes are being made and what
changes have been proposed.

National Grid’s Role as GB System Operator Offshore — John Greasley

John explained National Grid’s system operator obligations under its current licence

terms, it’s relationship with transmission owners and generators onshore, and went on to
discuss how they could be applied offshore.



Question and Answer Session

Given the potential disadvantages with the new regime, BERR and Ofgem were
asked if they would pause for reflection to ensure that the approach was going
in the right direction.

BERR and Ofgem have been consulting for nearly 4 years and have not received any new
evidence which has caused them to change previous high level decisions taken to have a
competitive approach to licensing offshore transmission.

Taking a step back would be contrary to many views within industry, including the British
Wind Energy Association and Scottish Renewables Forum, who feel that delaying the
delivery of the regime would be detrimental.

There have been some very positive responses, particularly from those parties seeking
to take part in the transitional regime. Overall there has been significant support for
moving the regime forward.

In light of the deadline for responses of a material nature to the June 2008
consultation, can you summarise the responses received?

We have not had time to look at any responses in detail, so it would be difficult and
inappropriate (given the deadline for responses is 25 July) to provide feedback at this
stage. As with previous consultations, details of non-confidential responses will be
posted on the BERR and Ofgem websites.

Where would competition for OFTO licences come from?

There has been much interest in the potential investment opportunities from potential
newcomers. The transitional projects will give the opportunity for OFTO’s to invest
without construction risk. We anticipate that the regime will allow new entrants and
interest from a variety of sectors which could bring a wealth of new skills and ideas.

How will the incentive schemes on availability and delivery operate? Also, how
will interconnectors work in a regulated industry and what tools will be in place
to aid this?

We consider that it may be appropriate to mirror onshore arrangements in respect of
completion dates. We are still consulting on the proposed incentives regime. We
recognise that it may be appropriate to have incentives that balance risk and return for
an OFTO. For example we are considering mechanisms that allow planned outages, but
with penalties beyond these planned outages. The figures that will be used are open to
consultation. We have also set out how penalty payments would flow through to
generators under the new regime.

Our initial thoughts are that the existing arrangements for interconnectors® will be
extended as the GB transmission system extends offshore.

1 The electricity interconnector licence allows the licensee to participate in the operation of an
electricity interconnector. Participating in the operation on an electricity interconnector is defined
as:
= co-ordinating and directing the flow of electricity into or through an electricity

interconnector, or

= making such an interconnector available for use for the conveyance of electricity.



One participant noted that they felt their concerns (as raised in previous
consultations) had not been addressed. These include potential delays to
projects caused by the introduction of the enduring regime, the treatment of
offshore transmission losses, licence exempt embedded generation stations,
and the possibility of making the enduring regime the same as the transitional
regime, which would allow generators to self-build.

BERR and Ofgem confirmed that all responses have been considered throughout the
consultation process.

The transitional regime will help to avoid delays for projects that fall under that regime,
given that developers will be building the offshore transmission infrastructure. We are
aware from general feedback to our proposals that offshore projects typically have
sufficient lead time such that the time required to appoint an OFTO should not cause
delays. We are designing the enduring process, and consulting extensively to avoid
introducing delays to offshore projects and will reflect responses in coming to future
decisions.

Will the RAV assessment include a range of costs, including capex and debt
financing?

We expect RAV calculations to be much the same as onshore, which would likely include
efficiently incurred development costs with an element of financing costs and
professional fees. A key issue for Ofgem will be to ensure that only transmission costs
are assessed and a key task will be to ensure that the split between transmission and
generation costs is accurately identified. Ofgem will go through RAV assessments when
engaging with transitional projects over the coming months.

How will the EU procurement rules for OFTO subcontracting dovetail into the
tender process?

This issue has been considered previously. Bidders need to consider their own
procurement process in advance of the tender process. We recognise the need to give
sufficient time in the tender process for accurate prices to be delivered by bidders
following their own procurement processes, and will be consulting further in this area

Will substantial changes be needed to the design of the transitional projects to
allow them to be operated as offshore transmission networks?

We are expecting to see radial connections which would be simple point to point
projects, so it is expected there will be a simple transition. There is also experience to be
gained from the Scottish Networks that went through the BETTA process.

It was noted that it would be useful to seek generator involvement in
discussions between NGET and the OFTO.

What changes would be needed in terms of control system for systems that
currently form part of existing offshore generator installations (reference was
made to Barrow)?

National Grid noted that they need to satisfy themselves that they can operate the GB
transmission system (including all offshore transmission systems).

National Grid also noted that it was about to embark on a series of bilateral discussions
with transitional projects to discuss the requirements specific to each project.

Would there be a requirement for bidders to have an investment grade rating?



We are currently minded that there will not be an investment grade requirement as
such, but assurance of some kind will be needed that they can finance themselves, in a
similar way to how Independent Gas Transporters (IGTs) and Independent Distribution
Network Operators (IDNOs) have to. We would expect such provisions to be less
stringent than for onshore transmission companies, but high enough to protect
generators and consumers against failure of the company. We are consulting on this
issue.

What tools would be in place to ensure that offshore projects are not delayed in
the same way as onshore generators in the GB queue?

The Crown Estate engagement is crucial and Ofgem has been liaising with The Crown
Estate on this issue. Substantive changes have been proposed (and are currently being
developed) to the onshore arrangements to address issues associated with the GB
queue.

How will developments outside GB territorial waters be taxed?

This issue was first looked at in 2001, and it was considered that as long as a company
is registered in the UK, the existing taxation arrangements will apply.

How far have Ofgem got in establishing a tender team to eventually run the
process?

The Authority is overseeing the process, and we have external advisors on board
(Herbert Smith and Ernst and Young), and we are building an internal team with
experience from comparable industries. It is anticipated that the tender teams will
consist of a mixture of internal staff and external advisors and that there will be a need
for commercial expertise within these teams.

Can you confirm that you will review the process for licence exempt embedded
generators?

Yes, we are considering how the proposed arrangements would apply to licence exempt
offshore generators who have (or plan to have) 132kV connections to an onshore
system. We need to ensure that arrangements are consistent with other types of
transmission connected generators. Furthermore, National Grid is planning to consult on
the charging arrangements for licence exempt generators.

Will OFTOs be subject to normal code changes over the proposed 20 year
revenue period?

Yes, changes will apply to OFTOs and they will have the opportunity to be involved in
developments.
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