ation Methodology

Development of Index
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Agenda

¢ Indexation overview
¢ Consultation Reponses

* Incentive development timetable
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Indexation Consultation — Managing Risk
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Indexation Overview

¢ Aiming to develop a robust methodology to
Index incentive costs against power price and
market length

* Published consultation on the development of an
Index

¢ Consultation closed on 3 October

nationalgrid
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Power price and market length
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Development of indexation for 2009/10

* A number of potential different indexes proposed

* Energy, reserve and response indexation; reactive index and a
response index

¢ Energy, reserve and response indexation

¢ Dependant on power price and market
length, index would affect costs that were ™"
included in the target 2 150

J(EMWh
o 3
o o
(=} (=]

Cost/SPNIRP (£
=)

¢ Regression analysis on relationship
between BM reserve, energy and
response costs (including ancillary

-2000
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o
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response costs) provided the following “TaE g
index: nationalgrid
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Development of indexation for 2009/10

¢ Reactive index

o}
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Reactive Default Price (£/Mvarh)

¢ Uses monthly reactive
power price to update
reactive incentive target
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S
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\
w
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10 =+ 0.5

¢+ \Volumes are fixed for the
year

¢ Effectively means that we are incentivised on reactive
volumes

¢ Only effects default arrangements
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Development of indexation for 2009/10

¢ Ancillary response cost index Submited UsndstorsFequoney o Prices
¢ Uses monthly submitted prices to %
update response incentive target | .../ £
with respect to the forecast e
reference price
cCAdeE3IzodegE3Zo B3 Foae
[—Primary — Secandary — Figs — P8+

+ \/olumes would be fixed

¢ Effectively means that we are incentivised on lowering
volumes and beating the ‘reference’ price

¢ Only effects ancillary response arrangements

nationalgrid
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Preliminary Consultation Feedback

* There were 4 responses

* The majority of respondents stated that they
+ Agreed with the principles of indexation

+ General agreement with the proposed method of
Indexation

+ No support for separate energy, reserve or response
indices
+ Some concern with the implementation in April 2009

+ Mixed opinion on the potential for unbundling
components

+ Concern with multi year deals; robustness of proposed
indexation and the potential for IAEs

nationalgrid
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Preliminary Consultation Feedback
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* Some clarification required on:

— How the index would be applied in
practice

— What the incentive target would look like

— Effect of index on previous years potential

profit / loss

nationalgrid
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Indicative timetable
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26 June 2008 Industry workshop

4 September 2008 Indexation Consultation

October 2008 Fixed Price BSUoS proposals

consultation

Early November Initial proposals consultation

February 09 Final proposals - Ofgem

1 April 09 New incentives go-live

nationalgrid
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Contact Detalls
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¢Electricity SO Incentives webpage:
http://www.nationalgrid.com/uk/electricity/

¢To register your interest in receiving future SO

communications please email:
SOIncentives@uk.ngrid.com

emalcolm.arthur@uk.ngrid.com

Tel: 01926 654909
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