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5th Meeting, 2011 (Session 3) 
 

Wednesday 9 February 2011 
 
The Committee will meet at 9.30 am in Committee Room 5. 
 
1. Decision on taking business in private: The Committee will decide whether 

to take item 3 in private. 
 
2. Project TransmiT - Ofgem's review of transmission charges and 

associated issues: The Committee will take evidence from— 
 

Stuart Cook, Senior  Partner, Smarter Grids and Governance, and Charles 
Gallacher, Director, External Relations, Scotland and Wales, Ofgem. 
 

3. UK Energy Bill (UK Parliament legislation): The Committee will consider a 
draft report on the legislative consent memorandum lodged by Nicola Sturgeon 
MSP (LCM(S3) 31.1). 

 
4. A fundamental review of the purpose of an enterprise agency and the 

success of the recent reforms  (in private): The Committee will consider a 
draft report. 
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Update on transmission charging 

The Economy, Energy and Tourism Committee received an update on electricity 
transmission charging in November 2010. This short note updates that briefing.  

Electricity Transmission Charging 

Electricity transmission charges consist of: 

• Connection Charges which allow for the recovery of the costs involved in 
providing and maintaining the assets which are required to connect a 
particular user to the transmission network, and which are derived from asset-
specific costs. The rationale and methodology behind the connection charges 
is set out in the National Grid Statement of the Connection Charging 
Methodology1  

• Transmission Network Use of System (TNUoS) charges are designed to 
recover the costs of providing and maintaining the wider infrastructure assets, 
and are calculated by modelling a user’s impact on the long-run average 
costs. In simple terms, this is the charge levied on generators for utilising the 
electricity grid network.  

• Balancing Services Use of System (BSUoS) charges are designed to 
recover the costs incurred by the System Operator for keeping the electricity 
system in balance in operational timescale (such as resolving constraints) 
and are currently applied on a uniform tariff basis. 

Transmission Network Use of System (TNUoS) charges are often referred to generally 
as “Transmission Charging”2 and it is elements of these charges which are based on 
location which Ofgem state “tend to be the focus of attention and debate”.   

As members are aware, on 22 September 2010, the Office of Gas and Electricity 
Markets (Ofgem) published a call for evidence3 for Project TransmiT, Ofgem’s 
“independent and open review of transmission charging and associated connection 

                                                 
1 http://www.nationalgrid.com/NR/rdonlyres/85AE1201-9873-4150-B124-
A83E2216D026/40457/GBCCM_I6R0_FINAL.pdf  
2 For instance in Scottish Government “Transmission Charging Options Draft paper” and Scottish and 
Southern Energy document “SSE Perspective on GB Transmission Charges”. The latter was provided to 
SPICe via Scottish Renewables.  
3 
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=TransmiT_Call_for_Evidence_Letter.pdf&refe
r=Networks/Trans/PT  

http://www:nationalgrid.com/NR/rdonlyres/85AE1201-9873-4150-B124-A83E2216D026/40457/GBCCM_I6R0_Final.pdf
http://www:nationalgrid.com/NR/rdonlyres/85AE1201-9873-4150-B124-A83E2216D026/40457/GBCCM_I6R0_Final.pdf
http://www:nationalgrid.com/NR/rdonlyres/85AE1201-9873-4150-B124-A83E2216D026/40457/GBCCM_I6R0_Final.pdf
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=TransmiTcallforevidenceletter.pdf&refer=Networks/Trans/PT
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=TransmiTcallforevidenceletter.pdf&refer=Networks/Trans/PT
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arrangements”. The scope of the review incorporates both the electricity and gas 
transmission arrangements, and considers charging, related connection issues and the 
way in which charging will need to accommodate cross-European and other market and 
regulatory developments. 

However, Ofgem narrowed the scope of Project TransmiT thus: 

“[The UK] Government has recently implemented enduring reforms to the 
electricity transmission grid access arrangements. Project TransmiT will focus on 
aspects of the current arrangements that fall outside the scope of the 
Government’s work and have been specifically left to us to resolve with industry. 
Project TransmiT will have a particular focus on the transmission charging 
arrangements and the practical and commercial difficulties experienced by parties 
seeking to connect to and use the transmission networks”. 

The Committee responded to Project TransmiT in November 2010. 

Summary of Consultation Responses and the way ahead 

On 25 January 2011 Ofgem published a summary of responses to its call for evidence4.  
According to Ofgem the key messages from the evidence received were5: 

There was a widely held view in responses that the immediate focus of TransmiT 
should be on both electricity transmission charging and electricity connection 
issues (such as user commitment and facilitating delivery of timely connections). 
Many respondents considered that electricity connection issues were at least as 
pressing (if not more pressing) than electricity transmission charging issues. There 
was also a view that TransmiT should focus on both generation and demand 
considerations.  

In relation to the electricity transmission charging arrangements, there were 
mixed views on the benefits of cost reflectivity, which is a stated intent of the 
current electricity transmission charging arrangements. Although many saw 
benefits in some element of cost reflectivity, there were questions about the 
appropriate strength of locational signals. Some respondents considered that a 
move to uniform charging, or a weaker cost reflective signal, would better facilitate 
the move to a low carbon energy sector.  

In relation to electricity connections, many respondents considered that 
delivering enduring user commitment arrangements should be an immediate 
priority for Project TransmiT. A number commented that Connect and Manage6 
was welcome, but there remain practical difficulties to connecting, in particular for 

                                                 
4 http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?docid=80&refer=Networks/Trans/PT  
5 http://www.ofgem.gov.uk/Networks/Trans/PT/Documents1/110125_TransmiT_Scope_Letter_Final.pdf  
6 The Connect and Manage regime means that generators no longer need to wait until wider system 
reinforcements are complete and are able to connect to the national grid as soon as local connections are 
ready. 

http://www.ofgem.gov.uk/Networks/Trans/PT/Documents1/Scottish_Parliament.pdf
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?docid=80&refer=Networks/Trans/PT
http://www.ofgem.gov.uk/Networks/Trans/PT/Documents1/110125TransmiTScopeLetterFinal.pdf
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those where enabling works under the new arrangements could still hamper timely 
connection.  

Transmission Charging: Next steps  

Respondents expressed divergent views about the current electricity transmission 
charging arrangements.  

Those who argued for a change to the current charging arrangements expressed 
concerns including:  

• the importance of cost-reflective charging arrangements and/or the way in which 
charges are set;  

• that the current arrangements do not help deliver a balanced, sustainable and 
diverse electricity generation mix; some respondents also considered that the 
current arrangements discriminate against renewable generation, particularly in 
Scotland;  

• that the arrangements give rise to volatile and unpredictable charges year-on-
year;  

• that the current regime charges low load factor plant in the same way as other 
generation; and  

• that the charging methodology is unduly complex.  

Those who argued against a change to the charging arrangements expressed views 
including that:  

• there should be no change to the current approach without clear and detailed 
supporting evidence and analysis. Some respondents opposed a change away 
from locational charging on the grounds that this would benefit remote thermal, 
rather than low carbon, generation;  

• support for low carbon technology should be provided through explicit 
mechanisms, rather than through implicit subsidies through the charging 
methodologies;  

• some form of location signal is appropriate to ensure that the costs to consumers 
are minimised; and  

• despite the higher costs of transmission in northern parts of Scotland, projects 
may well remain profitable under the current charging arrangements because of 
more favourable wind conditions.  

There was also a view that any potential reform to the charging (and connection) 
arrangements needs to take into account: market support measures, proposals for 
electricity market reform, and developments in Europe.  

With the consultation process now complete, Ofgem announced that the scope of 
project TransmiT would now focus solely on electricity connection and transmission 
charges.  According to Ofgem, this was in part because those respondents to the 
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consultation who commented on gas issues acknowledged that gas was not an 
immediate priority for Project TransmiT 

Academic Research 

In December 2010, Ofgem announced that they had appointed three academic panels 
and asked them to provide views on the optimal transmission charging regime for Great 
Britain7.  According to Ofgem, the focus of this work will be on an electricity transmission 
charging regime but the interaction with a gas charging regime will also be considered.   

The draft reports are likely to be received by Ofgem early in February 2011 and will be 
published on the Ofgem website. Following this, Ofgem will be undertaking a roundtable 
review session in late February. The purpose of this session will be to discuss and 
debate the key ideas raised in the reports so that final reports can be drafted and 
provided to Ofgem by the end of March 2011. Ofgem will consult on charging options in 
May 2011. This may include whether it is appropriate to initiate a Significant Code 
Review to implement any changes to the charging arrangements (if required). 

House of Commons Energy and Climate Change Committee 

The House of Commons Energy and Climate Change Committee is currently 
undertaking an inquiry into Electricity Market Reform.  The inquiry follows on from the 
UK Coalition Government’s first Annual Energy Statement which announced the 
Electricity Market Reform (EMR) project, the UK Government issued a consultation 
document last Autumn and are expected to launch a White Paper in Spring 2011. The 
EMR will attempt a fundamental overhaul of electricity market arrangements to help to 
promote investment in energy infrastructure, especially low-carbon generation. For 
example, it will consider the implementation of a carbon floor price to reduce risks 
associated with investment in low-carbon technologies and to advance the UK’s climate 
change mitigation agenda8. 

On 23 February 2010 the Energy and Climate Change Committee published its Second 
Report of Session 2009-10, The future of Britain's electricity networks [HC 194].  In 
relation to transmission charging, the Committee stated: 

“We are concerned that the current system appears to charge wind generators 
disproportionately more than conventional generators for grid usage. We believe 
that it is imperative that transmission charges should not discriminate against 
renewable energy wherever it is located in Britain. Whilst we received conflicting 
evidence on this matter and acknowledge that other factors such as the planning 
system, grid access and financing play an important role in determining the 
investment case for new renewable generation, we believe it is vital that this issue 
be fully investigated as soon as possible. We note Ofgem's long-term commitment 
to the model of locational charging, but given the evidence we have received we 

                                                 
7 http://www.ofgem.gov.uk/Networks/Trans/PT/Documents1/TransmiT_Update_Dec2010.pdf  
8 http://www.parliament.uk/business/committees/committees-a-z/commons-select/energy-and-climate-
change-committee/inquiries/electricity-market-reform/  

http://www.ofgem.gov.uk/Networks/Trans/PT/Documents1/TransmiTUpdateDec2010.pdf
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recommend the Department establishes an independent review to develop an 
appropriate transmission charging methodology.”  

On 5 November 2010 the Committee received the Government's response to the 
Report.  In relation to transmission charging, the Government stated: 

“Transmission charging arrangements are an important matter for Ofgem and the 
EU Third Energy Package imposes a duty on the independent regulator in relation 
to the fixing or approving of transmission tariffs or their methodologies. It is 
therefore appropriate that this review is being undertaken by Ofgem. At the same 
time, the European Commission's Interpretative Note on the Third Energy 
Package recognises that Government has a role in setting the high-level policy 
framework. The Government has a strong interest in seeing a transmission 
charging regime that supports overall low-carbon generation and security of supply 
policy goals. Putting in place transmission charging arrangements that facilitate 
meeting these goals is explicitly set out as Ofgem's stated objective for Project 
TransmiT.”  

Iain McIver 
SPICe Research 



EET/S3/11/5/2 

OFGEM HOLYROOD BRIEFING  

Project TransmiT – background, scope and key stages 

1. Summary 
1.1. This briefing note is about Project TransmiT, the name of Ofgem’s open and 
comprehensive review of the charging regime and associated connection arrangements for 
Britain’s high-voltage electricity transmission networks. 

1.2. The aim of TransmiT is to ensure that Britain has in place arrangements that facilitate 
the timely move to a low carbon energy sector whilst continuing to provide safe, secure, high 
quality network services at value for money to existing and future consumers.  

1.3. This note also sets out the stages the project has completed, its current focus and an 
outline of the key dates for completion of this project. 

2. Background 
2.1. The current transmission charging regime in GB was designed to encourage 
generators to locate close to the areas of high demand for electricity. However, to meet UK 
(and Scottish) climate change targets an increasing number of low-carbon generators will 
need to be connected to the network. It has been argued, particularly in Scotland, that these 
generators have less flexibility about where they locate unlike conventional, fossil-fuel plant.  

2.2. In 2010, we concluded a major review of the governance arrangements which 
underpin the energy industry. Its outcome has led to significant changes which mean that 
we, and other industry players, can instigate changes to charging arrangements. Previously 
only National Grid could do this. 

2.3. In light of these governance review changes and the fact the UK Parliament clarified 
our sustainability duties in the Energy Act 2010, we believe it is timely to consider the 
transmission charging regime.  

2.4. It is our aim that TransmiT will be a transparent and inclusive process. We have no 
preconceived views on the outcome. 

2.5. Since issuing our Call for Evidence in September last year, in addition to reviewing all 
responses, we have also held a stakeholder workshop and have separately met with a 
number of stakeholders to discuss their views. We welcome the opportunity to meet with the 
Economy, Energy and Tourism Committee. 

3. Project TransmiT - scope 
3.1. When we launched Project TransmiT in September 2010, we asked for views on its 
scope. We asked stakeholders to what extent it should cover the charging regime and 
associated connection arrangements for both electricity and gas. 

3.2. In our Call for Evidence, most respondents said the immediate focus should be on 
electricity charging and certain connection issues. Some, but not all, of the 61 respondents 
commented on gas issues and most of those said gas should not be a priority of TransmiT. 

3.3. We think the immediate priority for Transmit should be electricity connection issues 
(such as striking the right balance between developer, grid company and consumer risks and 
developing a framework to ensure the delivery of ‘timely connections’) and electricity 
transmission charging.  This is borne out not only by the views expressed in responses, but in 
the context of wider stakeholder engagement since we launched TransmiT. 



4. Connections – next steps 
4.1. The evidence we have received highlights some significant issues that are still 
hampering connections. The key issue revolves around the rules known in the power industry 
as “user commitment”. Or put simply, the down-payment a generator must make to get 
plugged into the network (this is also termed “pre-commissioning user commitment”, while 
the ongoing commitment a generator makes by paying TNUoS (transmission) charges is 
called “post-commissioning user commitment”). 

4.2. The down-payment element of user commitment is not an enduring liability for 
generators. Rather it is a “security” lodged by a generator to ensure any transmission 
construction works undertaken by National Grid on their behalf will be paid for should the 
contract be cancelled before the generator actually completes and begins using the network.  

4.3. A considerable number of respondents to TransmiT, including the Economy, Energy 
and Tourism Committee and Highlands and Islands Enterprise, have told Ofgem it is their 
view that the user commitment arrangements – which many consider along with transmission 
charges to be a barrier to the progress of new, low-carbon generation – should allocate risk 
differently. 

4.4.  It has been suggested, for example, that the current arrangements place 100% of 
the risk on generators, and that an alternative allocation of risk could be found between 
generators, network business and consumers. 

4.5. HIE said in its submission: “We urge Ofgem to treat connection arrangements with 
the same gravitas as charging as the two are of equal importance to generation projects in 
the Highlands and Islands.”  HIE further added that underwriting was “providing a 
commercial barrier to market entry which provides a hindrance to facilitating competition in 
generation and supply”. 

4.6. We have also been consulting on ”timely connections”.  We have asked the industry 
what commercial and regulatory changes may be appropriate to enable the timely connection 
of new generation under the Connect and Manage regime. We invited views on issues, such 
as, whether it is appropriate to introduce new rules or incentive arrangements to ensure that 
connection dates align with the needs of generators. 

4.7. Connect and Manage will be implemented on 11 February in line with the decision 
made by the UK Government on 11 August 2010. From this date the System Operator, 
National Grid Electricity Transmission Ltd (NGET) can offer terms for connection to the 
electricity transmission network based on a “connect and manage” approach. This means that 
all bilateral agreements between NGET and users connected to the system will be moved 
from the access framework to the enduring connect and manage regime. 

4.8. We are fast tracking our electricity connections work to ask if there is a more 
sustainable way of allocating risk.  

5. Charging – next steps 
5.1. Submissions to our Call for Evidence in relation to electricity charging arrangements 
produced mixed views on the benefits of cost reflectivity. Cost reflectivity is a stated intent of 
the current transmission charging arrangements.  

5.2. Although many saw benefits in some element of cost reflectivity, there were questions 
asked about the appropriate strength of locational signals. Some respondents considered that 
a move to uniform charging, or at the least a weaker cost reflective signal, would better 
facilitate a move to a low carbon economy.  

5.3. Those who argued for a change to the current charging arrangements expressed 
concerns including:  



• the importance of cost-reflective charging arrangements and/or the way in which 
charges are set  

• that the current arrangements do not help deliver a balanced, sustainable and diverse 
electricity generation mix; some respondents also considered that the current 
arrangements discriminate against renewable generation, particularly in Scotland  

• that the arrangements give rise to volatile and unpredictable charges year-on-year  

• that the current regime charges low load factor plant in the same way as other 
generation, and  

• that the charging methodology is unduly complex.  

5.4. Those who argued against a change to the charging arrangements expressed views 
including that:  

• there should be no change to the current approach without clear and detailed 
supporting evidence and analysis; some respondents opposed a change away from 
locational charging on the grounds that this would benefit remote thermal, rather than 
low carbon, generation  

• support for low carbon technology should be provided through explicit mechanisms, 
rather than through implicit subsidies through the charging methodologies  

• some form of location signal is appropriate to ensure that the costs to consumers are 
minimised, and  

• despite the higher costs of transmission in northern parts of Scotland, projects may 
well remain profitable under the current charging arrangements because of more 
favourable wind conditions.  

5.5. There was also a view that any potential reform to the charging (and connection) 
arrangements needs to take into account: market support measures, proposals for electricity 
market reform, and developments in Europe. 

6. Timetable 
6.1. In addition to considering responses to our Call for Evidence, Ofgem has 
commissioned work from three leading academics which we expect to be published by the 
end of March. We have asked the academics to express views on what the optimum charging 
arrangements for GB should be.  Additionally, we have commissioned Cambridge Economic 
Policy Associates (CEPA) to conduct a review of the international experience of transmission 
charging. 

6.2. We will publish CEPA’s report at the end of this month.  In addition, we are holding a 
roundtable event with stakeholders and the three academics in March in London to discuss 
their draft reports, with a video-linked meeting held simultaneously in Ofgem’s offices in 
Glasgow.  

6.3. Following the roundtable discussion, we expect to publish the academics’ final reports 
in March. We will consult on charging options in May 2011. TransmiT is due to conclude and 
report in the summer.  

 


