
ACER
Agency for the Cooperation
of Energy Regulators

DECISION OF THE AGENCY FOR THE COOPERATION OF
ENERGY REGULATORS No 05/2018

of 19 June 2018

ON THE EXEMPTION REQUEST FOR THE AQUIND
INTERCONNECTOR

THE AGENCY FOR THE COOPERATION OF ENERGY REGULATORS,

Having regard to the Treaty on the Functioning of the European Union,

Having regard to Regulation (EC) No 713/2009 ofthe European Parliament and ofthe Council
of 1 3 July 2009 establishing an Agency for the Cooperation of Energy Regulators’ , and, in
particular, Article 9(1) thereof,

Having regard to Regulation (EC) No 714/2009 ofthe European Parliament and ofthe Council
of 1 3 July 2009 on conditions for access to the network for cross-border exchanges in electricity
and repealing Regulation (EC) No 1228/20032, and, in particular, Article 1 7(5) thereof,

Having regard to the outcome of the consultation with the applicant, the concerned regulatory
authorities and the concerned transmission system operators (TSOs),

Having regard to the favourable opinion of the Board of Regulators of 19 June 201 8, delivered
pursuant to Article 1 5(1) of Regulation (EC) No 713/2009,

Whereas:

1. INTRODUCTION

(1) Regulation (EC) No 714/2009 lays down conditions for access to the network for
cross-border exchanges in electricity. It is based on the principle that the general
access regime to electricity infrastructure is regulated third party access. However,
Regulation (EC) No 714/2009 also allows for exemptions for new direct
interconnectors from specific regulatory requirements provided for in that Regulation,
as well as in Directive 2009/72/EC of the European Parliament and of the Council of
1 3 July 2009 concerning common rules for the internal market in electricity and
repealing Directive 2003/54/EC3.

1 OJL211, l4.8.2009,p. 1.
20JL211, 14.8.2009,p. 15.
3 OJL211, l4.8.2009,p. 55.
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(2) According to Article 1 7 of Regulation (EC) No 714/2009, regulatory authorities may
grant, upon request, exemptions from the regulatory provisions on the use of
congestion revenues, on unbundling, on third party access and on terms and conditions
for connection and access, including tariffs, provided that specific conditions are met.
According to Article 1 7(4) and (5) of Regulation (EC) No 7 1 4/2009, the regulatory
authorities receiving a request for exemption should reach an agreement and take a
decision on that request within six months afier the receipt of the request by the last
regulatory authority. Where the regulatory authorities are not able to reach an
agreement within that period or upon their joint request, the Agency becomes
responsible for adopting the decision concerning the request for exemption.

(3) The present Decision follows from a request for exemptions submitted by AQUIND
Limited for a new interconnector between France and Great Britain and from the
subsequent notifications by the French and British regulatory authorities that they
could not reach an agreement on the exemption request of AQUIND Limited and
therefore referred this request to the Agency for decision.

2. PROCEDURE

2.1 Proceedings before regulatory authorities

(4) On 1 7 May 201 7, AQUIND Limited submitted a request for exemptions, pursuant to
Article 1 7 of Regulation (EC) No 714/2009, for a new 2000 MW electricity
interconnector between France and Great Britain (‘AQUIND interconnector’) to the
regulatory authority of France, Commission de regulation de l’énergie (‘CRE’). It
submitted the same request to the regulatory authority of Great Britain, the Gas and
Electricity Markets Authority (‘Ofgem’). The promoter transmitted complementary
information to Ofgem on 16 August 2017. CRE received the complementary
information on 23 August 2017.

(5) On 5 September 201 7, the Agency received a copy of the exemption request
transmitted by Ofgem. On 7 and 21 September 2017, CRE also transmitted a copy of
the exemption request to the Agency.

(6) On 16 November 201 7, CRE issued its Deliberation No 2017-253 establishing
guidelines for new interconnector projects with the United Kingdom and deciding to
transfer the exemption request submitted by AQUTND Limited to the Agency.
According to that Deliberation, ‘ CRE considers that it is not in a position to decide
whether any new interconnectorproject between France and the United Kingdom is
beneficial to the European community before the withdrawal conditions ofthe United
Kingdom from the European Union are clarified. [. . .] In the specific case of the
exemption request notified by AQUIND, CRE will not be in a position to make a

4 http://wvw.cre.fr/enJdocuments/de1iberations/orientation!interconnector-projects-with-the-united-
kingdom/read-the-deliberation
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decision within six-month ofthe date ofrece;t ofthe exemption request by the last of
the concerned NRAs [National Regulatory Authorities]. As a consequence, and
pursuant to point 5 ofArticle 1 7 of the aforementioned regulation, it will be up to
ACER to take a decision on this project’.

2.2 Proceedings before the Agency

(7) On 29 November 2017 and 1 9 December 201 7, the Agency received communications
by CRE and by Ofgem, respectively, referring the exemption request of AQUIND
Limited to the Agency for decision, pursuant to Article 1 7(5) of Regulation (EC) No
714/2009.

(8) On 7 February 201 8, the Agency published a notice to third parties inviting them to
send observations, by 21 February 2018, concerning the exemption request of
AQUJND Limited. The Agency received 16 observations: one from AQUIND
Limited; two from promoters of other projects on the France — Great Britain border;
five from consulting firms, service providers or cable manufacturers; four from
members of the European or UK Parliament; one from an electricity supplier; one
from a consumer association; one from a national regulatory authority; and one from
academic experts. The observations or, where applicable, their non-confidential
versions are available on the Agency’ s website. They are summarised and considered
in Sections 5 and 6 below.

(9) On 20 February 20 1 8 and 2 1 February 20 1 8, the Agency held hearings with Ofgem
and CRE, respectively.

(1 0) On 1 2 March 20 1 8, 22 March 20 1 8 and 1 6 May 20 1 8, the Agency held hearings with
AQUIND Limited.

(11) On 26 April 2018, 8 May 2018, 11 May 2018, 25 May 2018, 30 May 2018, 4 June
2018 and 12 June 2018, the Agency received written observations by AQUIND
Limited.

(1 2) Between 1 3 March 201 8 and 1 5 March 201 8, the Agency held hearings with the
project promoters of the planned interconnector FAB, i.e. FAB Link Limited and
Réseau de transport d’électricité (‘RTE’), and with the promoter of the GridLink
interconnector, i.e. GridLink Interconnector Limited.

(13) On 14 March 2018, the Agency held a hearing with the system operator of Great
Britain, National Grid Electricity Transmission plc (‘NGET’), and on 16 March 201$
a hearing with the system operator of France, RTE.

(14) On 26 April 201 8, 22 May 201 8 and 6 June 201 8, the Agency held hearings with
regulatory authorities participating in the Agency’s Electricity Infrastructure Task
Force, in the Agency’s Electricity Working Group and in the Agency’s Board of
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Regulators, to discuss the main considerations for its decision on the exemption
request ofAQUIND Limited.

3. THE AGENCY’S COMPETENCE TO DECIDE ON THE REQUEST FOR
EXEMPTIONS

(15) Pursuant to Article 17(5) of Regulation (EC) No 714/2009, the decision on an
exemption request shall be taken by the Agency where all the regulatory authorities
concerned have not been able to reach an agreement within six months from the date
the exemption was requested to the last of those regulatory authorities, or where the
concerned regulatory authorities havejointly requested the decision to be taken by the
Agency.

(1 6) According to their communications submitted to the Agency on 29 November 2017
and on 1 9 December 201 7, CRE and Ofgem referred the exemption request of
AQUIND Limited to the Agency for decision pursuant to Article 1 7(5) of Regulation
(EC) No 714/2009.

(17) Therefore, under the provisions ofArticle 17(5) ofRegulation (EC) No 714/2009, the
Agency has become responsible to adopt a decision concerning the exemption request
of AQUIND Limited on 1 9 December 2017.

4. SUMMARY OF THE REQUEST FOR EXEMPTIONS

(1 8) AQUIND Limited requests exemptions, under Article 1 7(1) of Regulation (EC) No
714/2009, from Article 16(6) of Regulation (EC) No 714/2009 and from Articles 9,
32, 37(6) and 37(10) ofDirective 2009/72/EC.

(1 9) In its request, AQUIND Limited explains why it considers that the conditions required
for an exemption according to Article 1 7(1) of Regulation (EC) No 7 1 4/2009 are
fulfilled. While the respective considerations of AQUIND Limited are summarised,
as appropriate, and evaluated in the following Sections, its main observations are:

. ‘without an exemption the AQUIND interconnector cannot progress through
construction and to commercial operation ‘, because ‘a regulated regime with
financial underpinning is not available to AQUIND in France’;

. ‘structural differences in the wholesale electricity price between the electricity
markets in GB and France clearly demonstrates the needfor more capacity. To
date, the national TSOs have not invested in additional capacity’;

. ‘thefullproject benefits will be delivered without anyfundingfrom GB or French
consumers’;

. ‘with no access tofinancial underpinning, AQUIND has tofully manage its own
project risk. The key risks to AQUIND include: revenue risk, demand risk, GB
network curtailment risks, construction and operation risks and policy and
macroeconomic risks’.

N
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5. OBSERVATIONS AND OTHER INFORMATION RECEIVED BY THE
AGENCY

(20) In addition to the submissions ofAQUIND Limited, the Agency received, in response
to its notice to third parties5 and in the context of its hearings, the following main
information.

(21) FAB Link Limited stated that its partner, RTE, has been ‘notified that, until there is
clarity, further expenditures on the FAB project will not be approved by CRE’ . FAB
Link Limited stated that the decision on the requested exemption is not specific to the
AQUIND interconnector, but that it has significant implications on all projects being
developed on the France - Great Britain border, most notably on FAB, being the
project closest to completing its development phase.

(22) GñdLink Interconnector Limited stated that CRE’s Deliberation No 2017-253 also
has implications for other interconnector projects between France and the United
Kingdom. According to CRE, the conditions ofthe withdrawal ofthe United Kingdom
from the European Union have to be clarified. GridLink Interconnector Limited
indicated that, depending on the clarification sought by CRE (‘draft withdrawal terms,
expectecI in October 2018 or executed agreements at the end ofthe proposed Brexit
transition period, December 2020’), a delay of one to three years will occur before
CRE would contemplate making a decision on investment requests from other
interconnector projects. According to GridLink Interconnector Limited, this delay
represents a serious regulatory impediment to the implementation of GridLink as a
project ofcommon interest (PCI) within the meaning ofRegulation (EU) No 347/2013
of the European Parliament and of the Council of 1 7 April 201 3 on guidelines for
trans-European energy infrastructure and repealing Decision No 1 364/2006/EC and
amending Regulations (EC) No 713/2009, (EC) No 714/2009 and (EC)
No 715/20096.

(23) In the view of GñdLink Interconnector Limited, CRE’s Deliberation No 20 17-253
gives a competitive advantage to a merchant interconnector over a regulated
interconnector and such advantage is particularly important where, as CRE has
indicated in the past, room in the market is limited and consent is awarded on a first-
come-first-served basis. GridLink Interconnector Limited considered that the
assessment ofthe AQUIND Limited’s exemption request should take into account the
other projects with a similar timescale, such as GridLink.

(24) During their hearings in March 201 8, FAB Link Limited and GridLink Interconnector
Limited provided additional information on the progress of the FAB and GndLink

5 https://www.acer.europa.eu/Official documents/Acts_of the Agency/Documents/Notice%2Oon%20a%2ONR
As%2Oreguest%2Ofor%2Oan%2OACER%2Odecision%20(Aguind%2Oelectricity%2Ointerconnector).pdf6 Qj 1 115, 25.4.2013, p. 39.
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projects, respectively. Such input has been considered in the Agency’s review of
projects detailed in Section 6.3 below.

(25) In its hearing in March 201 8, RTE (acting in its capacity as project promoter) provided
the same information given by FAB Link Limited.

(26) Members of Parliaments pointed to the benefits of new interconnection capacity on
the France - Great Britain border (including security of supply, trade benefits
harmonising electricity prices across Europe, market competition, combat climate
change and benefits to the broader economy) and welcomed private investments.

(27) Similar comments on the benefits ofinterconnections were offered by various service
providers and manufacturers. In that regard, it was submitted that the merchant model
can provide a fresh business investment approach needed due to interconnector
business uncertainty; that the exemption is essential in providing sufficient certainty
for investors; that the AQUIND interconnector project has undergone ‘extensive
public consultation in the United Kingdom and the concertation in France is
ongoing’ ; that the potential benefits of the AQUfND interconnector have been
recognised by international media and leading specialists.

(28) Furthermore, one cable manufacturer indicated that it is familiar with the concept
behind the AQUND interconnector, and that ‘it involves the use ofproven cable
technology in a configuration ofiwo independent symmetrical monopoles delivering
2 x 1 000 MW’.

(29) EDF considered that the Agency should carefully assess the cost-benefit analyses,
especially when the costs of an interconnector are significant as it is the case of the
AQUIND interconnector, and should consider its impact on the whole interconnected
European market independently ofthe EU membership ofthe United Kingdom. EDF
claimed that uncertainty about the regulatory framework applicable to any new
interconnection between the United Kingdom and the European continent after the
withdrawal of the United Kingdom from the Union might weaken the legal basis of
an exemption granted today for a 25-year period.

(30) Union des industries utilisatrices d’énergie (UNIDEN) stated that UNIDEN shares the
position of CRE and recommends waiting for the final rules of participation of Great
Britain in the Internal Energy Market before taking any decisions on any new
interconnector projects, especially an exempted one, between France and Great
Britain.

(3 1) Similarly, the Dutch regulatory authority, Autoriteit Consument & Markt (‘ACM’),
stated that the legal status ofthe new interconnector afler the withdrawal ofthe United
Kingdom from the Union should be clarified before taking a decision. ACM also
claimed that the Agency is not in a position to take a decision on whether to grant an
exemption to the AQUIND interconnector before the conditions of the withdrawal of
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the United Kingdom from the European Union have been clarified. ACM considered
that, based on electricity market prices, the level of risk attached to the investment is
not such that the investment would not take place without an exemption.

(32) Two scholars argued that the requirement that the level of risk attached to the
investment is such that the investment would not take place without an exemption
could hardly be substantiated. They stated that direct current interconnections are
today an established technology, technological risks are well-known and many
regulated solutions have been realised. Furthermore, they argued that merchant
investment may positively contribute to overall welfare, but, at the same time, the
drawback ofmerchant interconnectors is distributional issues that direct welfare gains
towards the merchant operators. In their views, a level of revenues for the operator
that is far higher than what could bejustified is — to some extent — reflected in London
Economics study on the ElecLink interconnector, where it was found that rents could
be supposed to be relatively high. They underlined that distributional aspects, beyond
mere welfare arguments, should be taken into account when analysing the impact of
the merchant transmission investment. They questioned whether the non-transparent
approach of a profit transfer rule (such as the one that was imposed in the context of
the exemption ofthe ElecLink interconnector) is superior to regulated solutions which
would also benefit from lower risk premia. They suggested not to exempt the
AQUIND Limited’s project from regulation, but to advise regulators to induce
development of such a project under a regulated tariff.

(33) During their hearings of March 201 8, RTE (acting in its capacity of French system
operator) and NGET were requested to provide information about their studies on
system impacts of the projects on the France - Great Britain border and about their
studies on the costs and benefits ofthe projects. The Agency also submitted a similar
request on the latter subject, in written form, to the European Network ofTransmission
System Operators for Electricity (ENTSO-E). Relevant information provided by the
operators is described and considered in the assessment of the need for capacity and
of the cost and benefits of new capacity on the France - Great Britain border (see
Section 6.4 below).

6. ASSESSMENT OF THE REQUEST FOR EXEMPTIONS

(34) This section illustrates the main aspects of the Agency’s assessment:
(a) the key elements ofthe legal framework (Section 6.1);
(b) the Agency’ s general considerations on exemptions pursuant to Article 1 7 of

Regulation (EC) No 714/2009 (Section 6.2);
(c) the Agency’s review ofthe projects on the France — Great Britain border (Section

6.3), which is afierwards taken into account when assessing conditions (b) and (f)
set by Article 17(1) ofRegulation (EC) No 714/2009;

(d) the Agency’ s assessment of the need for capacity on the France — Great Britain
border (Section 6.4), which is another key element for assessing conditions (b)
and (f) set by Article 17(1) ofRegulation (EC) No 714/2009;

:4:
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(e) the assessment of each condition set by Article 1 7( 1 ) of Regulation (EC) No
7 1 4/2009 (sections 6.5 to 6.10);

6.1. Legal framework

(35) Article 17(1) ofRegulation (EC) No 714/2009 provides that:

‘New direct current interconnectors may, upon requesl be exempted, for a limited
period oftime, from the provisions ofArticle 16(6) ofthis Regulation and Articles 9,
32 andArticie 3 7(6) and (1 0) ofDirective 2009/72/EC under thefollowing conditions:

(a) the investment must enhance competition in electricity supply;
(b) the level ofrisk attached to the investment is such that the investment would not

takeplace unless an exemption is granted;
(c) the interconnector must be owned by a natural or legalperson which is separate

at least in terms outs legalformfrom the system operators in whose systems that
interconnector will be built;

(d) charges are levied on users ofthat interconnector,
(e) since the partial market opening referred to in Article 19 ofDirective 96/92/EC

ofthe European Parliament and ofthe Council ofl9 December 1996 concerning
common rulesfor the internal market in electricity (10,), no part ofthe capital or
operating costs ofthe interconnector has been recoveredfrom any component of
charges made for the use qf transmission or distribution systems linked by the
interconnector; and

09 the exemption must not be to the detriment of competition or the effective
functioning ofthe internal market in electricity, or the efficientfunctioning ofthe
regulated system to which the interconnector is linked.’

(36) In that context, recital (23) of Regulation (EC) No 714/2009 states that ‘investments
in major new infrastructure should be promoted strongly while ensuring the proper
functioning ofthe internal market in electricity’, and it underlines that ‘exceptional
riskprofile ‘ characterises the construction of ‘exempt major infrastructure projects’.

6.2 General considerations

(37) Article 17(1) of Regulation (EC) No 714/2009 provides for the possibility of
exemptions for new interconnectors from certain requirements of the regulatory
framework. The European Commission Staff Working document on new
infrastructure exemptions7 indicates that ‘exemptions are an exception to the general
rule of regulated third party access. Such exceptions have to be limited to what is

7 Commission staff working document on Article 22 of Directive 2003/55/EC concerning common rules for the
internal market in natural gas and Article 7 of Regulation (EC) No 1228/2003 on conditions for access to the
network for cross-border exchanges in electricity, 6 May 2009, SEC(2009)642 final:
https://ec.europa.eu/energy/sites/ener/files/documents/sec_2009-642.pdf
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strictly necessary to realise the investment and the scope ofthe exemptions has to be
proportionate’.

(3 8) One prerequisite for any such exemption is, inter alia, that the level of risk attached
to the investment at issue is such that the investment would not take place unless an
exemption is granted (Article 17(l)(b) ofRegulation (EC) No 714/2009).

(39) The risk-related feature of exempted projects was identified during the preparation of
Regulation (EC) No 1228/20038 ofthe European Parliament and ofthe Council of 26
June 2003 on conditions for access to the network for cross-border exchanges in
electricity, which introduced the concept of exemption from third party access, later
confirmed and adjusted in Regulation (EC) No 714/2009. According to a
communication from the European Commission9, ‘the possibility of an exemption
from thirdparty access has been introduced by the Council to safeguard investments
in very high-riskprojects, which would not take place ;fsuch an exemption were not
given. For some major investments the regulated rate ofreturn on investment impedes
investors to commit their money to a project for which the risks of it becoming
profitable are very high. The Commission feels that the strict limitative conditions,
which the ouncilfurther elaborated, and the Commission scrutiny ofany regulatory
decision on an exemption should be sufficientguarantees to ensure that thispossibility
ofexemption will only be used in cases in which it is absolutely necessary to safeguard
an investment in the interest ofthe internal market and security ofsupply’ .

(40) With respect to the risk prerequisite, it is the Agency’ s view that:

(a) Article 1 7(1) of Regulation (EC) No 714/2009 refers to a situation where the risk
involved in making an investment (in the interest of the Internal Market and
security of supply) is such that the project would not be realised under the
regulated system, and that

(5) an exemption from the regulatory requirements of Article 16(6) of Regulation
(EC) No 714/2009 and of Articles 9, 32 and Article 37(6) and (10) of Directive
2009/72/EC has the purpose of mitigating a risk which would arise for the new
interconnector if those requirements were applicable to the interconnector.

(41) As regards a potential financial risk attached to the AQUIND interconnector, it is
particularly relevant to assess whether a regulated regime (and therefore the related
financial underpinning) could be available to AQUTND Limited, and whether there is
a need for more capacity on the France — Great Britain border.

8 Qj L 176, 15.7.2003, p. 1.
9 Communication from the Commission to the European Parliament pursuant to the second subparagraph of
Article 25 1 (2) of the EC Treaty concerning the common position of the Council on the adoption of a European
Parliament and Council Regulation on conditions for access to the network for cross-border exchanges in
electricity/* SEC/2003/0160 final - COD 2001/0078.
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(42) Finally, it is to note that, according to Article 1 7( 1 ) of Regulation (EC) No 714/2009,
the Agency ‘may ‘ grant an exemption and accordingly enjoys discretion when
assessing a request for exemption, and that, in any case, an exemption cannot be
granted where the applicant failed to prove that the requirements set out in paragraphs
(a) to (0 ofArticle 17(1) ofRegulation (EC) No 714/2009 are fulfilled.

6.3 Review of interconnector projects between France and Great Britain

(43) ‘Interconnexion France-Angleterre’ (‘IFA’) is the only existing electricity
interconnection on the France - Great Britain border. IFA is a high voltage direct
current (‘HVDC’) interconnection with 2000 MW capacity. The project is owned by
National Grid Interconnector Holdings (‘NGIH’) and by RTE.

(44) Two projects, ElecLink and IFA 2 are currently under construction on the France -
Great Britain border.

(45) ElecLink is an HVDC interconnection with 1 000 MW capacity. The project is
developed by ElecLink Limited. ElecLink received an exemption under Article 1 7 of
Regulation (EC) No 714/2009 by the decisions adopted on 28 August 2014 by CRE
and on 16 September 201 4 by Ofgem’°.

(46) IFA 2 is an HVDC interconnection with 1 000 MW capacity. The project is developed
by NGIH and RTE.

(47) ElecLink and IFA 2 were granted the PCI status through their inclusion in the first
Union list ofPCIs” and are still PCIs.

(48) For the purpose ofassessing the need for capacity on the France - Great Britain border,
based on the inputs received by CRE’2 and Ofgem during hearings, and applying by
analogy the principle defined by Annex V(1) of Regulation (EU) No 347/201 3 13, the
Agency considers these two projects as certain to be constructed.

10 Ofgem’s Final decision on ElecLink Limited’s request for an exemption under Article 17 ofRegulation (EC)
714/2009 for a Great Britain-france electricity interconnector, 16 September 2014.
https://www.ofgem.gov.uk/sites/defauft/files/docs/2014/09/eleclink_final_decision cover letter 0.pdf and
Délibération de la CRE du 28 aoüt 2014 portant decision finale sur la demande de derogation de la société
ElecLink Ltd en application de l’article 17 du rëglement (CE) n° 714/2009 du 13 juillet 2009 concernant une
interconnexion entre la France et la Grande-Bretagne, 28 Aout 2014;
http ://www.cre. fr/docurnents/deliberations/decisionlinterconnexion-france-grande-bretagne2
11 Commission Delegated Regulation (EU) No 1391/2013 of 14 October 2013 amending Regulation (EU) No
347/20 1 3 of the European Parliament and of the Council on guidelines for trans-European energy infrastructure
as regards the Union list ofprojects of common interest. OJ L 349, 21.12.2013, p. 31.
12 In addition, in its Deliberation 2017-272 CRE indicates that IfA2 planned expenditures for year 201$ are 70
million Euros.
13 According to Annex V(1) of Regulation (EU) No 347/2013: the cost benefit analysis methodology shall be
based on a data set comprising at least (. . .) the composition ofthe transmission network, and its evolution, taking
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(53) FAB Link Limited indicated that they requested the application of Article 12 of
Regulation (EU) No 347/2013, regarding investment requests including cross border
cost allocation requests.

(54) GridLink is promoted by GridLink Interconnector Limited. GridLink received a
positive decision under Cap and Floor Window 2 Initial Project Assessment by Ofgem
in January 201 8. GridLink Interconnector Limited and RTE have entered into
discussion on a potential partnership, but no formal agreement has been concluded
yet. GridLink is included in the third (currently the latest) Union list of PCIs. The
project is ‘in permitting’ status and the promoter plans to start the marine surveys in
201 8. GridLink Interconnector Limited expects to reach a final investment decision
on the project in 2020 and commissioning in 2023.

(55) An overview ofthe expected commissioning dates ofthe different projects (according
to promoters’ indications) is provided in Table 1.

Table 1 : Expected commissioning dates of France - Great Britain interconnection projects

C&F ci i’ci iciTYNDP TYNDP Window 2
20141 7 201& 8 monitoring monitoring monitoring

(NGET) 201& 201720 2018

IFA2 2020 2020 - 2020 2020 2020

ElecLink 2016 2018 - 2019 2019 2019

AQUIND - 2020 2022 - - 2022

FAB 2022 2022 - 2021 2021 2023

GridLink - 2021 2022 - - 2023

17

1$ https://www.entsoe.eu/publications/tyndp/tyndp-2016/
‘9Consolidated Report on the progress of electricity and gas projects of Common Interest for the year 2015
(05.07.2016).
https://www.acer.europa.eu/Official_documents/Acts_oLthe_Agency/Publication!CONSOLIDATED%2OREP
ORT%200N%2OTHE%2OPROGRFSS%200F%2OELECTRICITY%2OAND%2OGAS%2OPROJECTS%200F
%2OCOMMON%2OINTEREST%20for%20the%20year%2020 1 5.pdf
20 Consolidated Report on the progress of electricity and gas projects of Common Interest for the year 2016
(07.07.2017).
http://www.acer.europa.eu/official_documents/acts of the agency/pubhcatioconsolidated%20repo%20on%
20the%20progress%20oWo20electricity%20and%20gas%20projects%20oWo20common%20interest%20for%20
the%20year%202016.pdf
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(56) Based on the FAB’s developments described in ENT$O-E TYNDPs, the Agency’s
monitoring of TYNDP and PCI projects and the inputs provided by the FAB
promoters during the hearings, the Agency observes that FAB was advancing two to
three years ahead of AQUIND interconnector and GñdLink.

(57) Based on the two-year postponement ofFAB’s commissioning date, as communicated
by the promoters ofthis project in the context ofthe 201 8 PCI monitoring exercise, as
compared to the information provided for the 201 7 PCI monitoring exercise, and on
the observation by GridLink (one- to two-year delay, see Section 5 above), the Agency
considers that the FAB project is facing a delay of about 2 years subsequently to
CRE’s Deliberation No 2017-272.

(58) When assessing the need for capacity on the France - Great Britain border, the Agency
considers that, afier the aforementioned delay of FAB, the three projects - AQUIND
interconnector, FAB and GridLink - are in a rather similar stage of advancement.

(59) In addition, based on the draft ENTSO-E TYNDP 201 6, two other projects (ANAl
and Britib) are under consideration on the France - Great Britain border, including a
tn-terminal link with Spain. Based on ENTSO-E’s datasheets of November 2015,
ANAl and Britib were considered as non-compliant with the draft guidelines for
. . . 1 .. . . 77inclusion in the TYNDP . ANAl and Bntib applied for PCI status in 201 7. Neither
ofthe two projects received PCI status. In its Opinion No 08/2017, the Agency noted
that ANAl’s necessity has not been confirmed in at least two of the three hosting
countries. Britib was still ‘not confirmed I under discussion’ in France and it was
rejected by the relevant ministry in Spain. Based on the regulatory authorities’ inputs
to the Opinion, both projects should have not been considered in the ENTSO-E
TYNDP 201623.

(60) Due to the early stage ofdevelopment and the uncertainties ofthe project progress, as
well as indications by Ofgem during the hearings that they do not consider the two
Great Britain — France - Spain projects to be under active development, ANAl and
Britib are not further considered by the Agency in its assessment of the need for
capacity on the France - Great Britain border and in the present Decision.

21 Agency’s Opinion No 01/2017 of 3 February 2017 on the ENT$O-E draft Ten-Year Network Development
2Ol6,p.5.
https://www.acer.europa.eu/Official_documents/Acts_oLthe_Agency/Opinions/Opinions/ACER%200pinion%
200 1 -20 1 7.pdf
22 Electricity candidate projects submitted to be included in the Union list of Projects of Common Interest 2017.
https://ec. europa.eu/energy/sites/ener/files/documents/electricity candidate proj ects for projects_common inte
rest_fin.pdf
23 Agency’s Opinion No 08/2017 of 3 April 2017 on electricity projects in the National Ten-year Network
Development Plans and in the Union-wide Ten-year Network Development Plan 2016, p. 26.
https://www.acer.europa.eu/Official_docurnents/Acts of the_Agency/Opinions/Opinions/ACER%200pinion%
2008-20 1 7.pdf

Page39





ACER
Agency for the Cooperation
of Energy Regulators

6.4.1 Cost and benefit categories and general approach

(67) Two cost categories are considered, in line with the Agency’s Opinion No 05/201727

(p. 6): ‘indicator Cl ofcapital expenditure and indicator C2 ofoperating expenditure’
(‘CAPEX’ and ‘OPEX’, respectively). The cost considered in the Agency’s
assessment of the need for interconnection capacity is a standard cost, which
comprises a standard investment cost and a standard operating cost.

(68) Six benefit categories are considered, in line with the Agency’s Opinions No
01/201428 and No 05/2017, as well as with the Agency’s Position on the ENTSO-E
‘Guideline to Cost Benefit Analysis of Grid Development Projects’29:

(a) (increase in) socio-economic welfare;
(b) (positive or negative) variation in losses30;
(c) (positive or negative variation in costs for) relieving national ;
(d) (positive or negative variation in) future costs for generation investments32;
(e) (positive or negative variation in) future costs for transmission investments33;
(0 (positive or negative variation in costs for) ancillary services: frequency response,

black start and reactive response.

(69) As far as applicable, costs and benefits are discounted as recommended in the
Agency’s Opinions No 01/2014 and No 05/2017, i.e. at 4% social discount rate,
referring to 25 years of operation and with no residual value.

(70) Given the uncertainty on the possible commissioning dates, it is deemed more
appropriate to express the results ofcosts and benefits calculations as annual costs and
benefits, rather than presenting present values.

27 Agency’s Opinion No 05/2017 of6 March 2017 on the draft ENT$O-E Guideline for Cost Benefit Analysis of
Grid Development Projects.
https://www.acer.europa.eu/Official_documents/Acts oLthe_Agency/Opinions/Opinions/ACER%200pinion%
2005-20 1 7.pdf
28 Agency’s Opinion No 01/2014 of 30 January 2014 on the ENTSO-E Guideline for Cost Benefit Analysis of
Grid Development Projects.
https://www.acer.europa.eu/Official_documents/Acts oLthe_Agency/Opinions/Opinions/ACER%200pinion%
200 1 -20 1 4.pdf
29

https://acer.europa.eu/OfficiaLdocurnents!Position Papers/Position%2Opapers/ACER%2OPosition%2OENTSO-
E%2OCBA.pdf
30 The term ‘positive variation’ refers to a positive benefit.
31 This benefit category may be also referred to as ‘attributable constraint costs’, ‘internal dispatch costs’ or
‘redispatching’.
32 This benefit category may be also referred to as ‘adequacy’.
33 This benefit category may be also referred to as ‘network reinforcement costs’.
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6.4.2 Estimation of costs

(71) The investment cost estimates of the promoters of the three interconnectors on the
Great Britain — France border and the relevant sources are presented in Table 2.

Table 2: Available project data and investment cost data

FAB GridLink AQUIND
DC voltage (kV) +1- 320 +1- 525 +1- 320
Length sea route (km) 1 67 1 40 190-230
Length onshore route (km) 47.4 1 7 55-85
Capacity (GW) 1 .4 1 .4 2.0
Capex — source TYNIJP 2016 (million Euro) 850 ±230 600 1400
Capex — source RTE (million Euro) 870 860 1400
Unit cost (as per TYNDP 2016) per GW
(million Euro per GW) 607 429 700

Note: different transfer capacities have been considered in the evaluation of the GñdLink and
AQUIND projects during the preparation ofthe ENTSO-E TYNDP 201 6 (1 .5 GW and 1 .8 GW
respectively).

(72) The Agency considers that the GridLink project cost in the ENTSO-E TYNDP 2016
is an outlier cost estimate, and is not relevant for the purpose of defining a reference
investment cost.

(73) This consideration is also supported by the cost estimates used by Ofgem when
assessing GñdLink in the context of Cap and Floor Window 2.

(74) The investment cost estimate provided by AQUIND Limited in its exemption request
was quoted in GB pounds (1 172m), and at varying exchange rates (1 .15 Euro to GBP,
as assumed during the PCI benefit analysis, or 1 .22 Euro to GBP, at the time of the
investment request). It is in line with the figure provided in the ENT$O-E TYNDP
2016 in Euros.

(75) In order to disconnect the approximation of the target interconnection capacity from
specific projects, the Agency considered two reference investment costs for this
exercise: 600 million Euro per GW, based on the reference cost used in the ENTSO
E Regional Investment Plan 201 5 and in CRE/Artelys study34, and 700 million Euro
per GW, which is the highest unit investment cost estimate derived from the ENTSO
E TYNDP 2016.

34 Artelys, ‘Study on the value of interconnections between France and Great Britain’, October 2017.

the-study
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(76) Given the low values of inflation registered in France and Great Britain between 2015
and 2017 (ranging from 0% to 0.7% per year for 2015 and 201 6, and from 1 .6% to
2.7% for 2017), for the sake of simplicity, the Agency assumes all values expressed
in money ofthe year 2015 or 2016 or 2017 as equivalent.

(77) Based on the aforementioned discounting rules and assuming (for the sake of
simplicity) that all investments are incurred in the year before operation35, the CAPEX
is estimated in the range of 3 8-45 million Euro per year per GW.

(78) Regarding the operational expenses, a yearly figure of 2% of investment cost was
used. This figure was calculated based on the data on yearly lifecycle costs provided
by promoters to the Agency in the 201 8 PCI monitoring framework. This assumption
is slightly higher than the reference operational expenditures used in the CRE/Artelys
study (1 .5% per year) and is deemed preferable, also in order to have a more prudent
estimate36.

(79) The operational expenditures are therefore estimated in the range of 12-14 million
Euro per year per GW.

6.4.3 Estimation of benefits

(80) For the assessment of benefits, the first elements to be considered are the expected
commissioning date ofthe new capacity and the appropriate study years.

(8 1) As shown in Section 6.3 above, the year of start of operation (which is conventionally
considered as the year after commissioning), as currently declared by project
promoters, is 2023 or 2024. The Agency does not see a significant need further to
assess the accuracy of these estimates, given that a possible postponement of too
optimistic commissioning dates (and therefore of both costs and benefits of the
projects) would not impact significantly the benefit-cost balance, in particular, when
considering that the valuation oflosses and the social economic welfare benefits relate
to the study year 2030.

(82) As regards study years, the Agency considers that the use of results referred to the
year 2020 (as available e.g. in the ENTSO-E TYNDP 2016) would not be appropriate,
being it too early with respect to the currently expected commissioning dates.

35 The impact of more refmed assumptions regarding the breakdown of capital expenditures in more construction
years would likely be limited to 4%, corresponding to an additional year between (average) construction costs and
the start of operation.
36 The impact of using the alternative assumption would be a lower cost around 3-3.5 million Euro per GW per
year.
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(87) The evaluation of benefits is based on the results of various studies, where it was
mostly carried out by means of the ‘with-and-without’ approach: the results are
obtained as the difference of a calculation with the project and a calculation without
it. The calculations are referred to a specific network condition (also called ‘baseline
network’), which features a specific value of the interconnection capacity on the
France — Great Britain border.

(88) The evaluation of each benefit category is presented by starting with those benefits
which are fully or mostly independent from the value of the interconnection capacity
on the France — Great Britain border and ends with the socio-economic welfare
benefit, which has a clear decreasing trend when the interconnection capacity
increases.

(89) For the sake ofclarity, the Agency acknowledges that the (frequently negative) benefit
related to losses variation may vary with the level of interconnection capacity.
However, the primary drivers oflosses variation across projects on the France - Great
Britain border are the location of the connection points and local grid specificities,
while the level of interconnection capacity is a less impacting driver. Therefore, for
the sake of feasibility39 and simplicity, the losses variation benefit is assumed, in the
Agency’s assessment, as being invariant with respect to the level of capacity on the
France — Great Britain border. Regarding the adequacy benefit, the Agency decided
to follow the constant-benefit approach which was adopted in the 201 7 PCI selection
process, as further discussed in recital (99) below. For the ancillary service benefits
(especially black start and avoided reactive compensation equipment), the valuation
is again primarily dependent on local grid and locally available resources, rather than
on the level of interconnection capacity.

6.4.4 Estimation of variation in losses benefit

(90) For the benefit category ‘variation in losses’, the Agency observes that, in the ENT$O
E TYNDP 2016, only the FAB project, among the three projects under development,
was evaluated. Given that losses may vary significantly depending on the connection
point, it was deemed appropriate, for a better estimation, also to take into account the
results for the proj ects IFA2 and ElecLink, as presented in Table 3.

39 Insufficient information was available from existing studies to consider a different approach.
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Table 3 : Available results regarding variation of losses

ElecLink FAll 1FA2
Transfer capacity (GW) 1 .0 1 .4 1.0
Losses TYNDP 2030-V 1
(million Euro/year) -25 1 1 0
Losses TYNDP 2030-V2
(million Euro/year) -33 -1 7 -16
Average benefit (million Euro/year) -29 -3 -8
Average unit benefit
(million Euro/GW/year) -29 -2 -8

(91) Based on the results above, the average of the unit benefit of losses variation for the
three projects is -13 million Euro per GW per year (negative).

(92) The study carried out by Artelys for CRE (p. 12 and p. 38) takes into account the
results ofa former CRE’s estimation oflosses for the IFA2 project40, which estimated
the additional interconnector losses coming from this project. This study did not assess
potential changes in losses in the remaining parts of the network41. The additional
losses amount to €1 1 million per GW per year in 2030.

(93) In addition, RTE provided the Agency with the results of losses calculation for the
three projects AQUIND interconnector, FAB and GridLink. RTE’s results confirm
that there is a significant variation across projects. The RTE’s average figure of -10
million Euro per GW per year confirms the figure presented above based on ENTSO
E TYNDP 20 1 6 results.

6.4.5 Estimation of adequacy-related benefits

(94) As regards the variation of future costs for generation investments (adequacy benefit),
the Agency notes that the ENT$O-E TYNDP 2016 results did not indicate any security
of supply benefit based on the calculation of Expected Energy Not Supplied.
Therefore, as indicated in the Agency’s Opinion No 14/201742, the benefit ‘B5 SoS -

Adequacy to meet demand’ was taken into account in the PCI 2017 process via two
valuation methods.

40 Consultation by CRE (French Energy Regulatory Commission) regarding the interconnector ‘IFA2’ between
France and Great Britain, December 2016, English language version, page 6.

41 According to CRE’s preliminary assessment, ‘Because ENTSO-E’s method to assess network losses at the
European scale remains to befully understoocI and since no other estimate is available, CRE is considering to
approximate the cost ofnetwork losses by the costs ofpower losses on the sole 1fA2 power line, as proposed by
RTE’.
42 Agency’s Opinion No 14/2017 of 10 October 2017 on the draft regional lists ofproposed electricity Projects of
Common Interest.
https://www.acer.europa.eu/Official_documents/Acts_oLthe_Agency/Opinions/Opinions/ACER%200pinion%
20 14-2017.pdf
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(a) Consideration of the ‘MW of spare capacity that does not need to be installed as
a result of expanding transmission capacity’, and then monetisation based on
avoided investment costs ofpeak units.

(b) By using a capacity remuneration approach.

(95) In the PCI 201 7 selection process, adequacy benefits were considered for the
AQUIND interconnector, FAB and GridLink. The valuation in the PCI 2017 process
(for Great Britain only) was based on Ofgem Cap and Floor Window 1 assessment
(for FAB in 2014): 34 500 Euro per MW per year, derating factor 0.7, thus 24.15
million Euro per GW per year.

(96) The Agency observes that the derating factor for Cap and Floor Window 2 was
modified to 0.59 (c.f. Pöyry’s report, Annex D, Table 1O). With a clearing price of
35 Euro/kW (as used in Window 2), the adequacy benefit for Great Britain only is
therefore reduced by the Agency to 20.7 million Euro per GW per year.

(97) An additional adequacy benefit was monetised in the PCI 201 7 selection process for
the FAB project, accounting for an avoided capacity of peaking units valued at 600
000 Euro per MW (c.f. Agency’s Opinion No 14/2017, p. 26). Therefore, a 20.2
million Euro per year additional adequacy benefit was obtained for FAB. No
additional benefits were counted for the AQU1ND interconnector and GridLink.

(98) A very similar monetisation coefficient for avoided capacity was made publicly
available by RTE in a recent study44: 550 000 Euro per MW. The avoided operational
expenses are also indicated as 1 5 000 Euro per MW per year. However, this would
determine an inconsistency with the approach used in the 201 7 PCI selection process.
Therefore, the Agency considers that the 201 7 PCI process figure is substantially
confirmed.

(99) Taking into account RTE’s indication that, in its view, adequacy benefit decreases as
the level of interconnection capacity increases and considering that presently there is
no common metric for monetisation of the adequacy benefit (see ENTSO-E
consultation of May-June 201$ on TYNDP 201 8 additional benefits, Section II
Alternative monetisation of CBA [cost benefit analysis] indicators45), the Agency
divided the 20.2 million Euro per year referred to in recital (97) above by the total
capacity of projects in TYNDP 2016 (4.9 GW) and obtained an additional adequacy
benefit of4.l million Euro per GW per year.

43 Near-term interconnector cost benefit analysis: independent report (cap & floor window 2) - A Pöyry report for
Ofgem, January 2017.
https://www.ofgem.gov.uklsystemlfiles/docs/2018/01/near-term_interconnector cost and benefit_analysis -

_independent_report .pdf
44 RYE, Analyse d’impact du mécanisme de capacité - Une contribution au débat européen pour un
approvisionnement sflr en electricité, January 2018, in French language, p. 58.
https://clients.rte-france.cornlhtm!fr/mediathegue/telecharge/MecaCapa_Analyse_impact_v5.pdf
45 https://consultations.entsoe.eu/tyndp/tyndp-20 18-additional-benefits!
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(100) Based on the assessment above, the total benefit related to adequacy (avoided future
costs in generation investments) is around +25 million Euro per GW per year.

6.4.6 Estimation of other benefits

(1 01) As regards the benefits related to ancillary services, relieving national constraints and
variation of future costs for transmission investments, Ofgem Cap and Floor Window
1 assessment (including a report prepared by National Grid in 2014) investigated
Frequency Response, Black Start, Reactive Response and boundary capability (i.e.
displaced investment on the transmission network) and constraint costs for FAB.

(102) The National Grid 2014 study indicates that (p.35) ‘FAB Link can contribute [annual]
savings ofbetween £ 32m and £ 63m’ and that (p.36) ‘NGETs analysis demonstrates
that at the mid-point, operational costsfor FAB Link [3 million £/y] are marginal’.

(1 03) Ofgem Cap and Floor Window 2 assessment (including a report prepared by National
Grid in 201 7) investigated Frequency Response, Black Start and Reactive Response,
minus constraint costs for GridLink.

(104) The National Grid 2017 report (publicly available in a redacted version) assessed
potential benefits for consumers. It indicates (p.7) that:

(a) All the interconnectors (AQU1ND and GridLink) will provide some benefits with
regard to frequency response;

(b) Along the south coast where interconnectors plan to connect, there are existing or
planned interconnectors which have black start capability, therefore there is no
benefit from additional interconnection;

(c) GridLink interconnector is not able to provide any additional benefits with
regards to reactive power compensation. However, AQUIND interconnector is
able to support the reactive issues around Lovedean and could save capital
expenditure;

(d) There is a large variation in the annual constraint costs, which is driven mainly
by the direction of flow on the interconnector.

(105) The Ofgem 2017 report indicates that (p.34) ‘A single figure for the total system
impact ofeach project can be derivedfrom tables in this consultation, but we do not
include anyfurther breakdown ‘ and, for GñdLink, (p. 1 6) ‘Net Great Britain consumer
weifare (md. system impact): 2984 million Pounds’ and (p.24) ‘Net Great Britain
consumer we’fare: 2931 million Pounds’.

(106) It is therefore possible to calculate a net benefit of 53 million Pounds (corresponding
to a GñdLink transfer capacity of 1 500 MW in the National Grid 2017 report). This
leads to a benefit of 44 million Euro per GW, which corresponds to about +3 million
Euro per GW per year.
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(107) In the Agency’s view, given the early date ofthe National Grid 2014 study, it is more
prudent to limit the use of ancillary services results to more recent data available for
GridLink.

(1 08) In addition, regarding the costs of future network reinforcement for FAB, the Ofgem
2014 consultation document indicates that ‘E 42m oflocal works are required’. This
amount corresponds to a benefit of about -3 million Euro per GW per year (negative).

(109) Redispatching costs for two projects were mentioned also in RTE study, but they were
only described in generic terms without detailed quantitative values. Besides, the
study assumptions leading to these values were not described in detail. As a result,
these costs were not considered in the analysis.

(1 1 0) As the (negative) benefit figure indicated in recital (1 02) above is of the same
magnitude as the (positive) results for the ancillary services benefit and the constraint
costs of GridLink in Great Britain, the Agency considers that the total benefits of i)
national constraints, ii) variation ofcost for transmission investments and iii) ancillary
services can be neglected.

6.4.7 Estimation of social-economic welfare benefit

(1 1 1) Before assessing the last benefit category (socio-economic welfare), the findings for
the other costs and benefits are summarised in Table 4.

Table 4: Summary of costs and benefits (excluding socio-economic welfare)

All figures in million Euro per GW per year Costs Benefits Benefit-costs
Capital expenditures -3 8 I -45
Operational expenditures -12 1 -14
Losses -13
Adequacy 25
Ancillary services, national constraints and
transmission costs 0
Net cost before socio-economic welfare -50 I -59 12 -38 I -47

(1 12) Consequently, a socio-economic welfare (SEW) benefit below 38 million Euro per
GW per year would indicate that benefits are below costs, while a SEW benefit above
47 million Euro per GW per year would indicate that benefits are above costs.

(1 13) Given the wealth of studies on the subject, the Agency did not run its own assessment,
but took into account SEW results based on five sources: ENTSO-E TYNDP 2016,
study by Baringa for AQUIND Limited, study by Artelys for CRE, study by Pöyry for
Ofgem and results provided by RTE to the Agency.
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(1 17) As mentioned above, the SEW results are significantly decreasing with the increase
in the transfer capacity. Therefore, individual capacity blocks are assessed. For
instance, in the capacity range 5 to 6 GW48 , the results presented in Table 6 are
obtained.

Table 6: Weighted assessment of SEW results (capacity range from 5 to 6 GW)

BenefitSEWbenefit .

. . contribution(million Euro . .

Weight (million Europer GW per
per GW peryear)

year)
ENTSO-ETYNDP2O16Vision1 45.7 20% 9.1
ENTSO-E TYNDP 2016 Vision 2 87.7 20% 17.5
AQU1ND Limited 65 20% 13
CRE 63.7 10% 6.4
RTE 60.5 10% 6.1
Ofgem 115.0 20% 23.0
TotalSEWbenefit n.a. n.a. 75.1

(1 1 8) As for all capacity ranges from 4 GW to 8 GW the overall benefit-cost balance is
positive, the more relevant analysis is the one for the capacity range from 8 to 9 GW.
For this capacity range, fewer SEW results are available, as indicated in Table 7.

Table 7: Weighted assessment of SEW results (capacity range from 8 to 9 GW)

BenefitSEWbenefit .

. . contribution(million Euro . .

Weight (million Europer GW per
per GW peryear)

year)
RTE 40.5 50% 20.2
Ofgem 81.4 50% 40.7
Total SEW benefit n.a. n.a. 60.9

6.4.8 Conclusions on costs and benefits assessment

(1 19) Given that the SEW benefit of 60.9 million Euro per GW per year is above the range
of net cost figures before accounting for socio-economic welfare (-3 8 to -47 million

48 Appropriate weightings were used where multiple results were available (e.g. ENTSO-E TYNDP for the range
5-6 GW). Extrapolation was used where only part ofthe range was covered by available results (e.g. CRE for the
range 56 GW, Ofgem for the range 8-9 GW).
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Euro per GW per year, see Table 4)49 , the Agency concludes that it is socially
beneficial to build interconnection capacity from 8 to 9 GW50.

(120) Therefore, the results ofthe analyses ofcosts and benefits show that three new projects
on the France - Great Britain border (for a capacity of 4.8 GW) appear to be needed
beyond the capacity provided by the ‘firm projects’ (the existing IFA interconnector
and two projects under construction, ElecLink and IFA2, for a capacity equal to 4
GW).

(1 2 1) The results of the aforementioned SEW analyses stem from a European energy
system-wide welfare perspective. The scope of the analysis may be slightly different
across the studies (e.g. covering the ENTSO-E TYNDP 2016 modelled perimeter or
22 more relevant countries in AQUIND Limited’s study). Given that the Agency
observed small variations of the SEW benefits of more distant countries, the scopes
of available SEW results are deemed very similar to the European Union welfare
perspective and thus directly usable. The Agency also observes that the approach to
and scopes of the SEW analyses are aligned with the principles regarding the area of
analysis in Annex V(l 0) of Regulation (EU) No 347/201 3 1 and in Annex V(2) of
Regulation (EU) No 347/2013, according to which ‘the data set shall reflect Union
and national law inforce at the date ofanalysis’.

(122) These considerations are without prejudice to the outcome of the negotiations
following the notification of the United Kingdom on 29 March 201 7 of its intention
to withdraw from the European Union according to Article 50 of the Treaty on
European Union.

6.5 Article 17(1)(a): the investment must enhance competition in electricity supply

(123) In its exemption request, AQUIND Limited claims that, if an exemption is granted,
the AQUIND interconnector will enhance competition in electricity supply because
the investment would result in:

(a) An increase in market size, providing access to a larger market for European
market participants;

(b) An increase in traded volumes (liquidity) in the Great Britain and French markets;
(c) An increase in competition in provision ofcapacity through the Great Britain (and

French) capacity markets; and

49 In this decision, benefits have a positive sign and costs have a negative sign. for the sake of consistency, a net
cost (i.e. more costs than benefits) is presented as a negative amount.
50 For the purpose of this decision, assessing benefits and costs beyond 9 GW capacity is deemed by the Agency
neither feasible nor necessary.
51 Annex V(1O) ofRegulation (EU) No 347/2013: ‘The areafor the analysis ofan indivithialproject shall cover
all Member States and third countries, on whose territoly the project shall be built all directly neighbouring
Member States and all other Member States significantly impacted by the project’.
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(d) An increase in competition for Great Britain - France cross-border capacity across
short-term and multi-year capacity products.

(124) In the executive summary ofits exemption request (p. 6), AQUIND Limited ‘proposes
to voluntarily introduce a number ofconditions through the exemption to ensure it is
proportionate and maximises the project benefits. These conditions will place limits
on AQUIND and its users. [. . .] These limits will include [. . .] a limit on the allocation
of multi-year capacity to market participants who hold a dominant position in the
importing market’.

(125) In line with the Commission staff working document on new infrastructure
exemptions52, and, in particular, paragraph 32 in section 2.3, the Agency considers
that, in general, an investment in new infrastructure is likely to entail positive effects
on competition through increased capacity.

(126) On the other hand, based on the same paragraph ofthe said Commission staff working
document, the Agency also considers that granting an exemption may counteract this
positive effect to some extent in cases where access to the exempted infrastructure is
restricted, which is in turn likely to restrict competition, in particular ifthe capacity is
held by players with a significant degree ofmarket power.

(127) In that regard, the Commission staff working document on new infrastructure
exemptions also states, in paragraph 34 in section 2.3, that ‘ifa dominant undertaking
is the direct beneficiary ofan exemption or could become an indirect beneficiary by
booking important amounts of capacity with the direct beneficiary, a positive
competition assessment is unlikely in the absence ofconditions that effectively address
the competition concerns’.

(128) To ensure that the exempted infrastructure will not enhance dominant market positions
and will provide increased opportunities for non-dominant competitors to enter the
market(s) concerned or to expand their market position, certain limitations on the
allocation and/or the use ofthe exempted capacity could be imposed on the dominant
market players of each connected market.

(129) In that regard, Ofgem suggests that an exemption decision could place appropriate
conditions on AQUIND Limited, which ensure that competition in electricity supply
is enhanced despite any exemptions for the AQUTND interconnector.

(1 3 0) The Agency agrees in principle that the pro-competitive effects of the AQUIND
interconnector could be safeguarded by imposing, inter alia, limitations on the

52 Commission staff working document on Article 22 of Directive 2003/55/EC concerning common rules for the
internal market in natural gas and Article 7 of Regulation (EC) No 1228/2003 on conditions for access to the
network for cross-border exchanges in electricity, 6 May 2009, SEC(2009)642 final:
https://ec.europa.eu/energy/sites/ener/files/documents/sec 2009-642.pdf
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allocation of capacity to dominant market player(s) so that the condition set by Article
17(l)(a) ofRegulation (EC) No 714/2009 would be met.

6.6 Article 17(1)(b): the level of risk attached to the investment is such that the
investment would not take place unless an exemption is granted

(1 3 1) In its exemption request, AQUIND Limited refers to various types of risks which
wouldjustify an exemption. The following types ofrisks are indicated in the executive
summary ofAQUIND Limited’s exemption request:

(a) ‘A regulated regime with financial underpinning is not available to AQULND in
France’ I ‘no access to financial underpinning’;

(b) Revenue risk;
(c) Risk of a reduced or uncertain demand for capacity;
(d) Great Britain network curtailment risks;
(e) Construction and operation risks; and
(0 Policy and macroeconomic risks.

(132) AQUIND Limited elaborates on these risks (in particular in sections 6.4 and 7.3 of the
exemption request) with regard to the following aspects:

(a) Exceptional market (competition with other projects, the majority ofwhich will
receive regulatory support from Great Britain and France) and policy (Brexit
negotiations, energy policies in the United Kingdom and France and their
impacts) risks;

(b) Unique construction and operating risks (marine cable of 1 90-230 km and
onshore routes of cables longer than other comparable projects);

(c) Risks of unplanned interruptions (any increases in the unplanned outage rate
would reduce AQUIND Limited’s projected revenue);

(d) Financial underpinning not available (according to AQU1ND Limited, RTE has
a monopoly to build and operate regulated interconnectors so that the only
investment route in France is to apply for an exemption under Article 1 7 of
Regulation (EC) No 714/2009);

(e) Congestion revenue uncertainty (without financial underpinning, AQUIND
Limited’s revenue will be wholly reliant on the market);

(0 Macroeconomic and policy risk (including the impact of Brexit);
(g) Competition with other interconnectors;
(h) Capacity and construction risk (larger project than other interconnectors, risk of

cost overruns);
(i) Operation, connection and curtailment risk.

(1 33) The Agency considers that some of the aforementioned risks are fully or partly
overlapping. Therefore, some of the risks are jointly assessed in the following
considerations.
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( 1 34) As already indicated in recitals (40) and (4 1 ) above, assessing whether AQUIND
Limited is exposed to a level of risk which justifies an exemption according to
Article 1 7( 1 )(b) of Regulation (EC) No 7 1 4/2009 requires an assessment of whether
a regulated regime (with financial underpinning) is available for the AQUIND
Interconnector. If the latter is the case, in the Agency’ s view, the level of risk of the
project is not such to meet the condition in Article 17(1)(b) of Regulation (EC) No
714/2009. If instead, it could be demonstrated that the regulated regime is indeed not
available for the AQUIND interconnector, this would imply the presence of a
significant level of financial risk for the promoter.

(1 3 5) As regards the availability of a regulated regime for the AQUIND interconnector (and
the consequent financial underpinning), the Agency notes that, in April 201 8, i.e. after
AQUIND Limited submitted its request for exemptions, the AQUIND interconnector
was granted PCI status. Therefore, AQUIND Limited can request the application of
Article 12 of Regulation (EU) No 347/201 3 , regarding investment requests, including
cross-border cost allocation requests, for the AQUIND interconnector. So far,
however, AQUIND Limited has not requested the application of Article 12 of
Regulation (EU) No 347/2013.

(1 36) When Article 12 of Regulation (EU) No 347/201 3 applies to a PCI, pursuant to
Article 12(1) ofthe same Regulation, the efficiently incurred investment costs related
to the PCI shall, to the extent not covered by congestion rents or other charges, be paid
for by network users through tariffs for network access. Pursuant to Article 12(4) of
Regulation (EU) No 347/2013, the national regulatory authorities shall, after
consulting the project promoters concerned, take coordinated decisions on the
allocation of investment costs. Pursuant to Article 12(5) of the same Regulation,
national regulatory authorities shall, based on the cross-border cost allocation, take
into account actual costs incurred by a TSO or other project promoter as a result of
the investments when fixing or approving tariffs, insofar as these costs correspond to
those of an efficient and structurally comparable operator.

(1 3 7) In its observations of 25 May 201 8, AQUIND Limited claims that Article 12(1) of
Regulation (EU) No 347/2013 allows the recovery of investment costs, but not of
maintenance costs. In its inputs, Ofgem stated that ‘ CRE has been consistent in stating
that it is not willing to approve any project’ [at the France — Great Britain border, in
addition to ElecLink and IFA2].

(13 8) However, in the Agency’ s view, the main focus of Article 12(1) of Regulation (EU)
No 347/2013 is on cost allocation across countries (which relates only to the
investment costs), while Article 12(5) of the same Regulation refers to the inclusion
of actual costs into tariffs, without limiting its scope to the investment costs.
Irrespective of Article 12(1) and (5) of Regulation (EU) No 347/201 3, the efficient
costs of a PCI can be recovered via regulated tariffs in accordance with Article
37(l)(a) ofDirective 2009/72/EC.
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(1 39) According to Annex VII ofRegulation (EU) No 347/201 3, as amended in April 2018
by Commission Delegated Regulation (EU) 201 8/540, the AQUIND interconnector
PCI 1 .7.4 belongs to a cluster of potentially competing PCIs (cluster 1 .7 France —

United Kingdom interconnectors).

(140) According to that Annex VII, ‘a cluster ofpotentiaily competing PCIs (...) reflects an
uncertainty around the extent ofthe bottleneck across country borders. It is left to the
market to determine whether one, several or all PCIs are to be implementecI subject
to the necessaryplanning, permit and regulatory approvals’.

(141) Given the PCI status of the AQUIND interconnector (i.e. PCI belonging to a cluster
of potentially competing PCIs), it is important to assess the need for capacity at the
relevant border.

(142) Based on its assessment of the need for capacity, costs and benefits (see Section 6.4
above), the Agency concludes that three new projects on the France - Great Britain
border (for a total capacity of 4.8 GW) appear to be needed beyond the capacity
provided by the existing IFA interconnector and the two projects under construction,
i.e. ElecLink and IFA2 (for a total capacity of4 GW).

(143) Therefore, given its assessment above, the Agency notes that a decision on an
investment request under Article 12 of Regulation (EU) No 347/201 3 for the
AQUTND interconnector, based on an , jointly by the regulatory
authorities or, where required, by the Agency, could result in the allocation of
AQU1ND interconnector’s investment costs and in the actual costs incurred by
AQULND Limited, insofar as they are efficient, to be taken into account in tariffs in
accordance with Article 37(l)(a) ofDirective 2009/72/EC.

(144) Since AQUIND Limited has not yet requested the application of Article 12 of
Regulation (EU) No 347/20 1 3 (though it could not do so before April 20 1 8) and such
request has not yet been decided by the competent bodies, the Agency cannot exclude
at the time of issuing this Decision that a financial underpinning under a regulated
regime is available for the AQU1ND interconnector. Consequently, the Agency does
not identify, with the required certainty, risks related to a lack of ‘financial
underpinning’ via the regulatory regime with regard to the AQUIND interconnector.

(145) During the hearing held on 22 May 2018, AQUTND Limited observed that the
regulated rate ofretum is sufficient for RTE, which is a large regulated company and
financed by public money, but not for an independent company such as AQUIND
Limited. AQUJND Limited also stated in its input of25 May 201 8 that ‘it is uncertain
whether the TSO and NRAs would regard interest on debt and other finance-related
transaction costs to qualify as efficiently incurred investment costs’.

53 A specific assessment may be needed in case of competing or potentially competing PCIs, as further discussed
above in recitals 139 et seq..

Page

3\4%39







ACER
— Agency for the Cooperation

of Energy Regulators

‘capacity and construction risks’ and the ‘operation connection, and curtailment risk’
do not confirm a sufficient risk in relation to condition b) in Article 1 7(1) of
Regulation (EC) No 714/2009.

(158) Last, the Agency deems that the claimed policy and macroeconomic risks (and
uncertainties, such as commodity prices, carbon price schemes, currency exchange
and possible impacts of financial market movements) are rather normal for this type
of electricity infrastructure projects. Regardless of the outcome of the negotiations
following the notification of the United Kingdom on 29 March 2017 of its intention
to withdraw from the European Union according to Article 50 of the Treaty on
European Union, it would seem reasonable that market fundamentals (and price
differentials between France and Great Britain which are expected to persist) will
continue to be a key aspect for the project.

(1 59) Therefore, the Agency considers the ‘policy and macroeconomic risk’ not to
correspond to a higher risk than for other interconnectors on the France — Great Britain
border. As two other projects (and, in particular, one in the regulated regime) on this
border are progressing construction, the Agency does not see a level ofrisk (according
to Article 1 7(1)(b) of Regulation (EC) No 714/2009) such that the investment would
not take place unless the requested exemption is granted.

(160) Ofgem indicated that ‘there are a number of types of risk faced by AQUIND
interconnector in addition to the economic (volume/revenue) risk’ . Ofgem stated that,
under French law, CRE can only award a regulated revenue stream to the French T$O
(RTE). Ofgem also observed that ‘the staff working paper of the European
Commission does not specifically mention risk resulting from a non-compliant
domestic regulatory regime; however it is likely that the workingpapers are written
on the assumption ofcompliance’.

(1 61) In its input of 25 May 201 8, AQUIND Limited indicated that ‘ Ofgem has indicated it
does not have an intention to open a [Cap and Floor] Window 3 for new
interconnectors in the near future’ in its Initial Project Assessment of Window 2
projects. As a result, AQUIND Limited would face an uncertain regulatory status and
therefore most likely face a regulatory delay on the Great Britain side.

(1 62) In that regard, the Agency notes that Regulation (EU) No 347/201 3 is directly and
immediately applicable and that under Article 12(4) of that Regulation, if an
investment request is submitted, the regulatory authorities, within six months of the
submission, shall take coordinated decisions on the allocation of investment costs to
be borne by each system operator for the project, as well as their inclusion in tariffs.
Therefore, no risks related to a delay ofregulatory decisions pursuant to Article 12(4)
ofRegulation (EU) No 347/201 3 (or, ifrequired, by Article 12(6) thereof) are evident
based on the information available at this stage.
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6.8 Article 17(1)(d): charges are levied on users of that interconnector

(1 71) In its exemption request, AQUIND Limited claims that, in case the requested partial
exemption is granted, charges will be levied on users ofthe AQUIND interconnector,
namely on:

(a) the interconnector users via explicitly auctioned capacity through long-term
contracts in accordance with an open season procedure subject to regulatory
approval; and

(b) the network users via implicitly allocated capacity in accordance with the
general national regulatory frameworks.

(172) Ofgem and CRE, which are responsible for approving the capacity auction rules, did
not raise any doubts that the users ofthe AQUIND interconnector will be charged for
using the interconnector within the meaning of Article 1 7(l)(d) of Regulation (EC)
No 714/2009.

( 1 73) Therefore, the Agency concludes that the condition set by Article 1 7( 1 )(d) of
Regulation (EC) No 714/2009 is met.

6.9 Article 17(1)(e): no part of the capital or operating costs of the interconnector
has been recovered from any component of charges made for the use of
transmission or distribution systems linked by the interconnector

(1 74) In its exemption request, AQUTND Limited states that no part of the capital or
operating costs of the interconnector has been recovered from any component of
charges made for the use of transmission or distribution systems linked by the
interconnector.

(1 75) Ofgem and CRE, which would be responsible for approving any potential cost
recovery from network charges, communicated to the Agency that no part of the
capital or operating costs of the interconnector has been recovered from any
component of charges made for the use of transmission or distribution systems linked
by the AQUIND interconnector.

(1 76) Therefore, the Agency concludes that that the condition set by Article 1 7(1)(e) of
Regulation (EC) No 714/2009 is met.
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6.10 Article 17(1)(f): the exemption must not be to the detriment of competition or the
effective functioning of the internal market in electricity, or the efficient
functioning of the regulated system to which the interconnector is linked

6.10.1 Detriment to competition

( 1 77) As clarified in the Commission staff working document on new infrastructure
exemptions, this sub-condition relates to the possible negative effects on competition
of the exemption itself. Given that negative effects on competition in supply can be
avoided by setting specific conditions when granting exemptions, the Agency’s
assessment is here focused on the possible detriment of granting an exemption on
competition in relation to other competing projects, either regulated, exempted or
submitted for exemption.

(178) For examining the impact on other potentially competing projects, taking also into
account the PCI labelling for AQUIND Limited and the considerations by various
parties, including in particular the project promoters, during the Agency’s decision-
making process, the analysis focused on the France - Great Britain border and did not
extend to other borders between Great Britain and the rest of continental Europe.

(1 79) As indicated in Section 6.3 above, the Agency investigated as potentially competing
projects the AQUIND interconnector, FAB and GridLink.

(1 80) As concluded in Section 6.4 above, based on the data currently available to the
Agency, all three projects (for a total capacity of4.8 GW) appear to be needed beyond
the capacity provided by the existing IFA interconnector and the two projects under
construction, i.e. ElecLink and IFA2 (for a total capacity of4 GW). Thus, the Agency
concludes that the three projects under development - the AQUIND interconnector,
FAB and GridLink - are actually not competing projects and, therefore, no detriment
to the implementation ofpotentially competing projects is identified.

( 1 8 1 ) Therefore, the Agency concludes that this sub-condition set by Article 1 7( 1 )(f) of
Regulation (EC) No 714/2009 is met.

6.10.2 Detriment to effective functioning of the internal market

(1 82) The effective functioning ofthe internal market could be undermined ifthe exemption
hindered the overall optimisation of the network and market, for example by
scheduling flows on the interconnector regardless of implications for congestion in
other parts ofthe network or on production costs. This risk is reduced by the non-firm
connection condition already defined by Ofgem for the AQUIND interconnector. It
can be further minimised by imposing conditions and obligations regarding the
capacity allocation rules in case an exemption is granted. As a result of these
(potential) conditions and obligations, the physical use ofthe exempted interconnector
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could be integrated with the wider capacity allocation and congestion management
methods developed to ensure the effective operation ofthe internal electricity market.

(183) Therefore, the Agency concludes that this sub-condition set by Article 17(1)(f) of
Regulation (EC) No 714/2009 is met.

6.10.3. Detriment to efficient functioning of the regulated system

(1 84) The impact on the secure operation of the regulated system, e.g. redispatching costs
and reinforcement of the existing network, is one aspect examined under this sub-
condition. The impact on system operation has been assessed by National Grid and by
RTE, as well as by AQUIND Limited in its exemption request. Although it is not
possible to estimate these costs on the French side due to the lack of the relevant
quantified input, on the British side National Grid data for some interconnectors
between France and Great Britain are available to the full extent54 or to sufficient
extent55. These costs are taken into account in the assessment ofthe need for capacity
(Section 6.4 above) and they result to be outbalanced by the monetised benefits.

(1 85) The impact of granting an exemption on the use of congestion revenues, which - in
the counterfactual case of development of a regulated competing project - would be
returned to the regulated system (based on the possible uses defined by Article 1 6 of
Regulation (EC) No 714/2009), is not relevant in this specific case, given that the
Agency, based on the available data, concludes in Section 6. 1 0. 1 above that the three
projects under development - the AQUIND interconnector, FAB and GridLink - are
actually not competing projects. Thus, no detriment to the efficient functioning of the
regulated system is identified.

(1 86) Therefore, the Agency concludes that this sub-condition set by Article 1 7(l)(f) of
Regulation (EC) No 714/2009 is met.

(1 87) Based on the above analyses, the Agency concludes that the condition set by Article
17(l)(f) ofRegulation (EC) No 714/2009 is met.

7. CONCLUSION

(1 88) For all these reasons, in particular in view ofthe risks ofthe AQUIND interconnector
and the need for capacity on the France - Great Britain border, the Agency concludes
that the condition defined by Article 17(l)(b) of Regulation (EC) No 714/2009 for
granting an exemption according to Article 1 7(1) of Regulation (EC) No 714/2009 is
currently not fulfilled for the AQUJND interconnector.

54 National Grid SO Submission to Cap and floor, Published Version, 16 December 2014.
55 National Grid SO Submission to Cap and Floor June 2017 and Ofgem Cap and floor regime: Initial Project
Assessment of the GridLink, NeuConnect and NorthConnect Interconnectors, June 20 17.
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(1 89) Therefore, the requested exemptions to the AQUIND interconnector pursuant to
Article 1 7 of Regulation (EC) No 714/2009 should not be granted under the current
circumstances.

(190) The present Decision is without prejudice to the outcome of the process initiated by
the notification of the United Kingdom on 29 March 201 7 of its intention to withdraw
from the European Union according to Article 50 of the Treaty on European Union
and to the subsequent relationship between the United Kingdom and the European
Union,

HAS ADOPTED THIS DECISION:

Article 1

The exemptions from Article 16(6) of Regulation (EC) No 714/2009 and from Articles 9, 32,
37(6) and 37(1 0) of Directive 2009/72/EC requested by AQUIND Limited are not granted.

Article 2

This Decision is addressed to AQUIND Limited.

Done at Ljubljana on 19 June 2018.

For the Agency:

AllePototschnig
Dirctor

In accordance with Article 19 ofRegulation (EC) No 713/2009, the addressee may
appeal against this Decision by filing an appeal, together with the statement of
grounds, in writing at the Board ofAppeal ofthe Agency within two months ofthe
day ofnot;fication ofthis Decision.
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