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[bookmark: _Toc124254194]Executive Summary
Issue
New Build and Unproven DSR CMUs can include capital expenditure from 77 months before the start of the Delivery Year in their Total Project Spend. For Refurbishing CMUs, expenditure is measured from Auction Results Day to the start of the first Delivery Year. This prevents Refurbishing CMUs from including expenditure associated with the refurbishment prior to the Auction Results Day. It may mean that they cannot meet Minimum £/kW Thresholds and cannot apply for multiyear Agreements.
Solution
This Change Proposal seeks to change the definition of Total Project Spend so that capital expenditure for Refurbishing CMUs can be included 77 months prior to the commencement of the first Delivery Year to which the application relates. 
Impacts and Costs
TBC following NGESO Impact Assessment response.
	Costs Estimates
	
	
	

	Organisation
	Impacts
	Implementation (£k)
	On-going (£k/annum)

	LCCC/ESC
	No impacts on systems and processes have been identified.
	None
	None

	Delivery Body/NGESO
	Systems and processes
	TBC
	TBC

	Industry
	Neutral
	None
	None

	Total
	TBC
	TBC
	TBC



Implementation
This proposal is not deemed an urgent change but would deliver benefit to CM Participants if delivered in time for Prequalification in 2023.
Recommendation
The CMAG initially recommends to the Authority:
a) That CP366 should be approved;
b) That CP366:
i. Better facilitates promoting investment in capacity to ensure security of electricity supply
c) An Implementation Date for CP366 of June 2023 or as soon as practicable afterwards if this date is not achievable 
d) That the legal text for CP366 be approved.



[bookmark: _Toc124254195]Issue
New Build and Unproven DSR CMUs can include capital expenditure from 77 months before the start of the Delivery Year in their Total Project Spend. For Refurbishing CMUs, expenditure is measured from Auction Results Day to the start of the first Delivery Year.
Total Project Spend determines the type and length of an agreement a CMU can apply for as there is a Minimum Threshold to apply for multiyear agreements.
Refurbishing CMUs cannot include expenditure associated with the refurbishment prior to the Auction Results Day. This may mean that they cannot meet Minimum £/kW thresholds for multiyear agreements.
[bookmark: _Toc124254196]Solution
CP366 will enable costs ahead of the auction to be included in the Total Project Spend for Refurbishing CMUs by changing the definition of Total Project Spend so that capital expenditure for Refurbishing CMUs can be included 77 months prior to the commencement of the first Delivery Year to which the application relates. This could bring forward more refurbishment projects lowering the costs of the CM and enhancing security of supply.
This will allow more Refurbishing CMUs to qualify for multiyear agreements.
A number of mitigations have been considered within the solution for CP366 to address concerns of spurious refurbishment including requiring an Independent Technical Expert to confirm that expenditure has not been previously claimed for multiyear agreements as per Rule 8.3.6 (aa); Rule 8.3.6A requires a Refurbishing CMU to include clause (f) in Exhibit A if the agreements being sought is three or more years but less than fifteen years. Clause (f) requires a statement that capex excludes routine or statutory maintenance costs. This rule prevents such costs before the auction being included in the Qualifying Capital Expenditure; and if a refurbishing contract of 15 years has been applied for, then as well as meeting the 15 year Qualifying Capital Expenditure threshold, under 8.3.6B Extended Years Criteria, the Core Generating Equipment must be essentially new and capable with routine maintenance of operation for at least 15 years.

Legal Text for CP366

Amendment to Definitions
1.1	Total Project Spend means
1.1.1	with respect to a New Build CMU, a Refurbishing CMU or an Unproven DSR CMU, the total amount of Capital Expenditure (excluding contingency) incurred, or expected in the reasonable opinion of the Applicant to be incurred (either by the Applicant or another person) with respect to the CMU (or, in the case of an Interconnector CMU, the CMU together with the Non-GB Part) between the date which is 77 months prior to the commencement of the first Delivery Year to which the Application relates and the commencement of the first Delivery Year to which the Application relates; or means, with respect to an Refurbishing CMU, Interconnector CMU the total amount of Capital Expenditure of the CMU together with the Non-GB Part)…
[bookmark: _Toc124254197]Prioritisation
CMAG Members determined CP366 as high priority, with an average priority score of 11.22. Members noted CP366 is a simple change to implement with low costs but high positive impacts on the CM and Participants.
[bookmark: _Toc124254198]CMAG Development/Discussions
CMAG discussed CP366 at Meeting 2 and Meeting 3, below is a summary of all discussion.
The definition of Maximum Obligation Period determines what length of capacity agreement each type of CMU is entitled to bid for and is entirely unaffected by CP366. As there is no discrimination between different types of Refurbishing CMU in the current definition, this should not be indirectly introduced by CP366 by including interconnector CMUs within the solution.
As part of Exhibit A (f), when applying for a refurbishing multi-year agreement, providers must declare that you reasonably expect to need a multi-year agreement for the refurbishment to go ahead, so the decision to begin refurbishment is effectively not taken until after the results of the T-1 auction; if there are costs ahead of the auction these may not be relevant.
Exhibit A (f) only needs to be completed as a refurbishing CMU if seeking an agreement between 3 and 15 years. The concern that a CMU may include sunk costs ahead of auction also equally applies to New Build CMUs and is not introduced by CP366.
There have only been 2 CMUs that have refurbished so far. This issue could become greater as the CM sees the introduction of low carbon technologies like hydrogen in the future which will see more CMUs looking to refurbish but unable to include this expenditure and secure multi-year agreements.
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CP366 Impacts and Benefits
	Impact Summary

	Organisation
	Item
	High/Medium/Low
	Comment

	Delivery Body
	TBC
	TBC
	TBC

	LCCC/ESC
	None
	N/A
	N/A

	Industry
	Positive
	Medium
	None



Rules
Section 1 - Definitions

Costs
	Cost Estimates

	Organisation
	Implementation Cost (£k)
	On-Going Costs (£k/annum)

	Delivery Body
	TBC
	TBC

	LCCC/ESC
	Low
	Low

	Industry
	Low
	Low

	Total
	TBC
	TBC



Cross Code Impacts
There are no known cross code impacts.

[bookmark: _Toc124254200]Views against CM Rules Change Objectives and Ofgem’s Principal Objective

	Does CP366 better facilitate the CM Rules Change Objectives and Ofgem’s Principal Objective  

	Objective
	Proposer’s View
	CMAG Views

	Ofgem’s Principal Objective
	Positive
	Neutral

	Promoting investment in capacity to ensure security of electricity supply
	Positive
	Positive

	facilitating the efficient operation and administration of the capacity market;
	Neutral
	Neutral

	Ensuring the compatibility of capacity market rules with other subordinate legislation under Part 2 of the Act.
	Neutral
	Neutral



       	
[bookmark: _Toc124254201]Delivery Partners Comments
LCCC/ESC have confirmed there are no expected impacts or costs to LCCC to implement CP366.
NGESO comments TBC following its Impact Assessment response.

[bookmark: _Toc124254202]Implementation Date
The CMAG recommends an Implementation Date for CP366 of June 2023 or as soon as practicable afterwards if this date is not achievable.

[bookmark: _Toc124254203]Recommendations
The CMAG initially recommends to the Authority:
a) That CP366 should be approved;
b) That CP366:
ii. Better facilitates promoting investment in capacity to ensure security of electricity supply
c) [bookmark: _GoBack]An Implementation Date for CP366 of June 2023 or as soon as practicable afterwards if this date is not achievable 
d) That the legal text for CP366 be approved.

[bookmark: _Toc124254204]Appendix 1 – Key Questions for CP366
	Questions Considered by the CMAG

	Question
	Conclusion

	Does the CP further the CM Rules Change Objectives?
	Majority of Members agreed CP366 was neutral in furthering Ofgem’s Principal Objective.
Majority of Members agreed CP366 is positive in promoting investment in capacity to ensure security of electricity supply.
Members unanimously agreed CP366 is neutral in facilitating the efficient operation and administration of the Capacity Market.
Members unanimously agreed CP366 is neutral in ensuring the compatibility of the Capacity Market Rules with other subordinate legislation under Part 2 of the Energy Act 2013.

	Does the CP impact on the Regulations?
	CMAG determined no impacts on the Regulations.

	Are there any impacts on any other central industry frameworks or obligations?
	CMAG determined no impacts on other central industry frameworks or obligations.

	Are there any impacts on consumers, and if so, what are the impacts?
	There is a consequential positive impact on consumers whereby cost efficiency and savings could be passed on to end consumers as more refurbishing is brought forward.

	Does CMAG agree with the proposed solution?
Are there any suitable alternative solutions to address the defect?
	TBC

	What are the expected impacts on:
· CM Participants?
· Delivery Partners?

	CP366 would have a positive impact on CM Participants as it encourages refurbishment in the industry and reduces costs.

	What are the expected implementation/enduring costs for:
· CM Participants?
· Delivery Partners?
	CP366 would not have any enduring costs on CM Participants, it may reduce costs for some Participants.


	What are the expected timescales for implementation?
	TBC

	Does the draft legal text deliver the intention of the solution?
	TBC

	Does the CMAG recommend to Ofgem that the change be made?
	TBC

	Is the proposal aligned with the declaration that is made in Exhibit A (f) for Refurbishing CMUs?
	Exhibit A (f) only needs to be completed as a refurbishing CMU if seeking an agreement between 3 and 15 years. The concern that a CMU may include sunk costs ahead of auction also equally applies to New Build CMUs.
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