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Distributed Generation:

Price controls, incentives and connection charging comments

Innogy broadly supports the proposals put forward in this document, and see it as a positive step forward in removing barriers to the growth of distributed generation.

However, we have the following comments to make on more detailed issues, (primarily on part 7 - Ofgem's revised proposals).

We agree that interim measures are necessary to remove some of the barriers to generators wishing to connect to the distribution system.  However, as Ofgem realise, only minor changes can be made between now and the Price Control Review in 2005.  This consultation appears to have thrown up many very important and interesting issues which need to be looked at in great depth before the 2005 Review in order that truly "barrier-breaking" recommendations can be made.  Ofgem has expressed a wish to begin pursuing these issues immediately, which I commend.

We welcome the interim proposals that Ofgem have suggested. However, we do not believe that they will have significant impact in removing barriers to the connection of new distributed generation.  The main proposals appear to be:

· Generators should have the choice of paying the costs of connection "up-front" or paying an annualised cost over an agreed number of years.  In essence the generators will still pay for all resulting deep connection costs and this proposal is simply offering a new financing arrangement for the generator.  For those generators who are unable to provide the funding "up-front" we believe that this will be of benefit.  However, for those generators that are not economic, as they would have to carry all deep connection costs as a result of a particular project, no barrier has been removed.  We also wonder what impact this proposal will actually have in reality as it doesn't give the DNO any incentives for offering generators flexible and innovative options for paying for connections.  At present there is nothing to stop a generator requesting and a DNO giving a variety of payment options for a "deep" connection cost anyway - so nothing's really new.

· DNO's should be prepared to negotiate with generators on the basis of some of the costs.  Again we welcome Ofgem's proposals but am not sure that this will have a great effect.  To date we have always tended to negotiate with the DNO's over their offers of connection.  They may not always be initially amenable to negotiation but when negotiations eventually take place, it is normally to the advantage of both parties.

· DNO's should make genuine attempts to reduce the time and cost associated with study work and connection quotations and a move towards facilitating this work by external parties would we believe, result in benefits all round.

· Point 7.9, There appears to be no substance or incentive to encourage the DNO's to recognise any deferred or eliminated assets as a result of distributed generation schemes. Such financial recognition could be used to reduce or delay any connection charges. 

· Until a framework is in place to make real steps forward such as:-

· Creating a commercial framework to allow DNO's and others to take some risk in investing in infrastructure in the anticipation of increased generation and obtaining some increased level of reward as a result of successfully attracting schemes.

· To recognise any cost saving as a result of generation schemes to the network and passing these on the generator.

· To create areas on the networks where additional funds are available through various means, public funding, funding as a result of financial pooling from all DNO's customers, etc.

· Facilitating agreement between generators and demand uses for ancillary services.

· For comprehensive information to be available on opportunities for connection to DNO networks.

· The Key issues with regards to the current document are that the option for a negotiated commercial arrangement between the Developer, (generator) and the DNO is always available.
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