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          9 August 2017 

 

Dear Stakeholder, 

Open letter to current CFD Generators and applicants to the Second CFD Allocation Round  

LCCC would like to provide an update on information that could be relevant to CFD Allocation 

Round 2 (AR2) Applicants. For completeness, this open letter also describes the situation 

applicable to current CFD (Investment Contracts and Allocation Round 1) Generators.    

During our CFD Allocation Round 2 event held in March 2017, LCCC highlighted two possible 

changes to the contract that it expected would be required consequentially, as a result of market 

changes or EU law. This letter confirms that we have commenced engagement with current CFD 

Generators on these matters with a view to making these changes in current and future contracts, 

subject to the processes therein, and provides more detailed information.  The CFD terms 

applicable to Allocation Round 2 can be found here. 

1. P350 Modification (TLM) - consequential change to be implemented 

 

Who does this concern: All AR2 Applicants and current CFD Generators 

What: Changes to the Transmission Loss Multiplier (TLM) definition in the Strike Price Adjustment 

process. Further detail can be found in Annex A. 

Why: This change is driven by the Competition & Market Authority’s “The Energy Market 

Investigation (Electricity Transmission Losses) Order 2016”, which is being implemented via the 

Elexon P350 Modification under the Balancing and Settlement Code (BSC). Following advice from 

the Competition & Market Authority (CMA), Ofgem, BEIS and the BSC Panel P350 Workgroup, 

LCCC is now communicating to current CFD Generators its intention to propose changes to all 

current CFDs. Through this letter LCCC is also communicating its intention to propose changes to 

Allocation Round 2 CFDs as soon as practicable after successful applicants’ entry into the CFD on 

the terms published by BEIS in March 2017. 

 

Process: The LCCC will be proceeding with technical amendments to the contracts of all existing 

counterparties in August 2017. Successful bidders in Allocation Round 2 who enter into the CFD 

can expect LCCC to proceed with technical amendments to Allocation Round 2 contracts 

immediately following signing in October 2017. 

https://www.gov.uk/government/publications/contracts-for-difference-standard-terms-and-conditions-version-2-march-2017
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2. ILUC - consequential change to be implemented 

 

Who does this concern: Existing CFD Generators and AR2 Applicants with fuelled generation units. 

What: The Indirect Land Use Change (ILUC) Directive introduces new requirements and reporting 

obligations for fuelled Generators. Further detail can be found in Annex B of this letter. 

Why: The CFD should conform with the ILUC Directive and enable Generators to act in accordance 

with it.  

Process: LCCC has proposed changes to current fuelled CFD Generator contracts to align them 

with the requirements under ILUC. We expect the changes to be equally relevant to Allocation 

Round 2 contracts and for this reason successful bidders in Allocation Round 2 that enter into the 

CFD can expect LCCC to commence the formal process of making technical amendments to 

Allocation Round 2 contracts immediately following signing in October 2017. 

 

If you have any questions about the contents of this letter, please email: 

cfdpreparations@lowcarboncontracts.uk  

 

Kind Regards,  

Low Carbon Contracts Company  

 

mailto:cfdpreparations@lowcarboncontracts.uk
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Annex A:  

P350 Modification (TLM) - consequential change to be implemented 

 

The CFD Conditions refer to the Transmission Loss Multiplier (TLM) in the definition of Loss 

Adjusted Metered Output (LAMO) for the Difference Payment calculation and in the Strike Price 

Adjustment (SPA) calculation, each with slightly different definitions. It is proposed to change the 

SPA TLM definition only such that the SPA TLM continues to compensate Generators for the 

national average generator cost incurred.   

1. Rationale for change: 

As electricity is transported from the point of production to the end user, some of it is lost. Under 

the BSC arrangements, Losses on the Transmission System are allocated across BSC Parties through 

the use of Transmission Loss Multipliers (TLMs), which is calculated as follows: 

TLMij = 1 + TLFij + TLMOj  

The TLFij element of the above equation, which was intended to introduce locational values, has 

historically been set to zero, and therefore currently the same TLM is applied to all Generators, 

regardless of their geographic location. 

P350 is a BSC Modification to implement a CMA Order that introduces different locational TLM 

values, by calculating a Transmission Loss Factor (TLF) for each TLF Zone (which will align with the 

existing Grid Supply Point (GSP) Groups).  

The variation between the definitions of TLM within the CFD has not been problematic to date as 

the numerical value of the two CFD definitions within LAMO and SPA has been the same.  

However, following the BSC P350 Modification going live in 2018, the introduction of non-zero 

locational TLFij values) amends the BSC TLM formula results such that the definition of TLM used 

in the CFD Conditions for the Strike Price Adjustment will no longer be fully reflective of the BSC 

TLM charges. To maintain the correct relationship between Strike Price Adjustment and the BSC 

TLM, the definitions need to be aligned towards the broader of the two (i.e. the description of 

TLM within the LAMO definition), so as to fully reflect the entirety of generators’ TLM charges, 

which is then averaged annually for the purposes of the Strike Price Adjustment.   

2. Impact of not making change: 

 

Based on Elexon’s P350 modelling, post P350 Modification the TLM as currently defined in the SPA 

terms will lead to an increase of the SPA, without recognising the equivalent decrease due to the 
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introduction of the non-zero TLF locational values within the broader BSC TLM formula. The 

relationship between the TLFij and the TLMOj is such that any movement between these two items 

will always balance out to zero. 

The Annual TLM Strike Price Adjustment is intended to compensate Generators for the average 

TLM incurred across all generators. However, post-P350, unless a change is made to the CFD 

Standard Terms and Conditions, the average compensation received via the Strike Price will 

increase, without recognising the equivalent decrease to the average TLM contributed by the 

introduction of non-zero locational values. 

Such an increase would not be aligned with the policy intent with regards to the Strike Price 

Adjustment (SPA) related to the TLM; i.e. for the SPA TLM to compensate Generators for the 

average generator cost incurred, which this proposed change preserves1. 

In addition, it is important to note that, if the changes relating to the TLM are not implemented 

into the CFD, the CMA has asked Elexon to design a work-around solution that it could deploy to 

achieve the same effect.  This solution would involve the creation of an artificial adjustment factor 

(TLFA), which would try to predict in advance the sum of the zonal transmission factors and add it 

back into the fixed part of TLM.  The BSC Workgroup were not supportive of this approach and 

would prefer to avoid this route if possible, as it would introduce forecasting and correction errors 

intra-year and was effectively developing a sub-optimal market-wide BSC solution for the sake of a 

handful of Generators. 

Given all the above, on balance we consider that this change can be treated as a Technical and 

General Amendment. 

3. Implementation: 

 

We are proposing to threat this change as a Technical Amendment and also a General 

Amendment under the CFD Conditions. We will therefore proceed with the change under the 

change procedure for Technical Amendments (General Amendments) in Condition 2.9 in Annex 2. 

4. Related documents: 

 

CMA Order: 

https://assets.publishing.service.gov.uk/media/5851404c40f0b60e4c0000bb/energy-market-

transmission-losses-order-2016.pdf    

                                            
1 Page 29 of the P350 Workgroup Assessment Report states: “BEIS has confirmed that the intention was to hold CFD 

generators neutral to any change in the average transmission losses allocated to generators under the BSC, and P350 
does not change the average percentage of losses allocated to generators.” 

https://assets.publishing.service.gov.uk/media/5851404c40f0b60e4c0000bb/energy-market-transmission-losses-order-2016.pdf
https://assets.publishing.service.gov.uk/media/5851404c40f0b60e4c0000bb/energy-market-transmission-losses-order-2016.pdf
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BSC P350 Workgroup Assessment Report: 

https://www.elexon.co.uk/wp-content/uploads/2016/08/03_262_04_P350_Assessment-

Report_PUBLIC.pdf   

5. Amendment(s) to be implemented: 

 

To align the definition of TLM(D) in Part 1 (Introduction) with the description of TLM within the 

“LAMO” definition in Part 1 and the definition of TLMt within Part 5A (Payment Calculations: 

Baseload Technologies), to avoid unintended consequences caused by introduction of the locational 

factor with the TLM(D) calculation under the BSC: 

 

“TLM(D) means one (1) minus the volume weighted average of the transmission loss multiplier 

allocated in accordance with the BSC to BM Units belonging to delivering Trading Units or any new 

or substituted multiplier or factor which is in the nature of, or similar to, a transmission loss 

multiplier”. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

https://www.elexon.co.uk/wp-content/uploads/2016/08/03_262_04_P350_Assessment-Report_PUBLIC.pdf
https://www.elexon.co.uk/wp-content/uploads/2016/08/03_262_04_P350_Assessment-Report_PUBLIC.pdf
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Annex B:  

ILUC - consequential change to be implemented 

 

The CFD contains “Sustainability Criteria” and Fuel Measurement and Sampling provisions (for 

simplicity, together in this letter referred to as “Sustainability Criteria”).  These provisions are set 

out in Annex 7 of the CFD Standard Terms and Conditions.  

 

1. Rationale for change: 

 

In 2015 new rules relating to biofuels and bioliquids were introduced by Directive 2015/1513 

(referred to as the “ILUC Directive”)2 that amends Directive 2009/28/EC (commonly called the 

“Renewable Energy Directive” (“RED”)) which among other things, sets out sustainability criteria 

that bioliquids used for electricity generation should comply with.  The new rules reduce the risk of 

“indirect land use change” (or ILUC) and prepare for the transition towards the use of advanced 

biofuels.  The concern was that while biofuels and bioliquids are an important way to help meet 

greenhouse gas reduction targets, biofuel and bioliquids production could displace the food or feed 

crops being grown on existing cropland. Since these crops are still needed, they would typically be 

moved to current non-cropland, such as grasslands and forests, thereby changing the use of these 

areas (i.e. “indirect land use change”).  

 

2. Impact of not making change: 

 

ILUC, unless addressed, therefore risks negating the greenhouse gas savings that result from 

increased use of biofuels and/or bioliquids by reducing the grasslands and forests which typically 

absorb high levels of CO2.  

 

 

 

                                            
2 Directive to reduce indirect land use change for biofuels and bioliquids (EU) 2015/1513) 

http://www.mlex.com/Attachments/2015-09-
15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf.  The ILUC Directive, in particular, 
introduced new rules by amending the Renewable Energy Directive 2009/28/EC (http://eur-lex.europa.eu/legal-
content/en/ALL/?uri=CELEX:32009L0028) and the Fuel Quality Directive 2009/30/EC http://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32009L0030&from=EN 

http://www.mlex.com/Attachments/2015-09-15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf
http://www.mlex.com/Attachments/2015-09-15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf
http://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:32009L0028
http://eur-lex.europa.eu/legal-content/en/ALL/?uri=CELEX:32009L0028
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32009L0030&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32009L0030&from=EN
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3. Implementation: 

 

We have reviewed the CFD in light of the relevant aspects of ILUC and feel that the CFD should be 

aligned in accordance with them.  We have therefore proposed amending the CFD and a change 

control procedure for existing fuelled Generators is underway. We anticipate the changes to existing 

contracts coming into effect from 1st September 2017. An equivalent change control procedure for 

successful Allocation Round 2 Applicants will begin immediately following contract signing in 

October 2017 

 

Our understanding is that most of the amendments to the Sustainability Criteria for ILUC are only 

relevant to Generators who use, or intend to use, bioliquids in connection with their Facility; 

however, there are exceptions. For example, the new definition of “Waste” affects all Generators 

to whom Annex 7 applies. Below, we have provided a high level summary of the relevant aspects of 

ILUC which we expect to be reflected in changes to the CFD. 

We consider that the proposed changes are technical and/or clarificatory, and can therefore be 

addressed via a Technical Amendment. On this basis we have issued a Technical Amendment 

Notification under the CFD Agreement to incorporate the changes into existing contracts. For 

successful applicants to Allocation Round 2 this contract change procedure will commence soon 

after the grant of CFDs. 

4. Related documents: 

  

Directive to reduce indirect land use change for biofuels and bioliquids (EU) 2015/1513)  

http://www.mlex.com/Attachments/2015-09-

15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf 

 

5. Amendment(s) to be implemented: 

 

List of relevant ILUC changes 

 

Definitions 

 

1.  The ILUC Directive introduces into the RED a definition of “waste” which excludes from that 

definition “substances that have been intentionally modified or contaminated to meet that 

definition”.  

2.  The ILUC Directive introduces a definition of “starch-rich crops” - i.e. “crops comprising mainly 

cereals (regardless of whether only the grains are used, or the whole plant, such as in the case of 

http://www.mlex.com/Attachments/2015-09-15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf
http://www.mlex.com/Attachments/2015-09-15_44538D963J734652/OJ_directive_quality%20of%20petrol%20and%20diesel%20fuels.pdf
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green maize), tubers and root crops (such as potatoes, Jerusalem artichokes, sweet potatoes, 

cassava and yams), and corm crops (such as taro and cocoyam)”.   

3.  The ILUC Directive introduces a definition of “processing residue” - i.e. “a substance that is not the 

end product(s) that a production process directly seeks to produce; it is not a primary aim of the 

production process and the process has not been deliberately modified to produce it.” The aim of 

introducing this definition is to prevent: (i) any production processes being put in place to produce 

such residue; and (ii) any production processes being deliberately modified to produce more 

residue.  

4.  The ILUC Directive introduces a new definition of “agricultural, aquaculture, fisheries and forestry 

residues”, i.e. “residues that are directly generated by agriculture, aquaculture, fisheries and 

forestry; they do not include residues from related industries or processing”.  

5. The ILUC Directive amends the definition of “el” in Part C of Annex V of the RED in relation to the 

calculation of annualised emissions from carbon stock changes due to land use change. It defines 

“cropland” and “perennial cropland” and specifies that these shall be regarded as one land use.  

 These definitions would be incorporated into the CFD and any necessary consequential changes, 

including reporting requirements, addressed as relevant. 

 

 Greenhouse Gas Emissions 

 

6. By amending the RED, the ILUC Directive changes the minimum standards for greenhouse gas 

emissions which bioliquids must meet where reference to the “Bioliquid Relevant Percentage”. To 

meet this new standard, the amended Bioliquid Relevant Percentage would be required to be 60% 

for Generators using bioliquid produced in installations that have started or will start operation 

after 5 October 2015. In the case of Generators using bioliquids in installations that were in 

operation on or before 5 October 2015, the Bioliquid Relevant Percentage would be 50%, as the 

CFD currently provides for. An installation is considered to be in operation if the physical 

production of bioliquids has taken place.  

The formula for calculating GHG emissions through the Actual Value Method for bioliquids in the 

RED will also be changed. It now would reduce, in selected circumstances, the value of GHG 

emissions by the value of “eB” (29 gCO2eq/MJ) and this effectively lessens the GHG emissions if 

bioliquids are obtained from restored land that was degraded under certain conditions (which are 

set out in Annex V the RED). This “bonus” deduction from the value of GHG emissions could also 

be incorporated in the CFD with potential beneficial results for Generators.  
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 Disaggregated Default Values 

 

7.  The ILUC Directive allows for the use of the disaggregated default values in the GHG emissions 

calculation for emissions from carbon stock changes caused by land use change when following 

the Mixed Value Method (eec as defined in Part C, Annex V of the RED). An amendment to the CFD 

will permit the more general use of these disaggregated default values.  

 Reporting requirements 

8.  The ILUC Directive introduces a new requirement on Member States in relation to biennial 

reporting to the Commission on the use of energy from renewable sources. This new requirement 

is to include information on bioliquids used from feedstock categories in Part A of Annex VIII of the 

RED which are counted towards national renewables targets. These feedstock categories are: (1) 

cereals and other starch-rich crops; (2) sugars; and (3) oil crops. To facilitate this reporting, 

Generators shall report on the amounts of bioliquids derived from these three feedstock groups. 

The CFD shall be updated to reflect this and will refer to definitions of relevant terms where 

appropriate. Member States also have to monitor the overall amount of crop-derived bioliquids 

that counts towards the UK’s renewable energy target. This includes the amount of bioliquids 

derived from crops grown as main crops primarily for energy purposes on agricultural land. Again, 

the CFD Agreement needs updating to reflect these reporting requirements. 


