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1.
Introduction

The pressures for changes to arrangements between distributors and distributed generation arise from a number of sources.  These issues have been debated for some time and have been given greater emphasis by the Government’s stated commitments to reduce greenhouse gases.  Positions taken by the various parties have modified and matured across a range of issues over time, with the stance of most of the participants drawing closer together.  It would be premature, however to assume the debate has reached a conclusive stage.  Further thought is required in a number of areas and we are pleased to note that Ofgem has resisted pressure to act with undue haste on any major issues.  

It is crucial that robust and enduring arrangements are achieved in order to arrive at the best possible long-term solution.   A reasonably predictable environment is to the advantage of all participants.  

Nonetheless, where initial steps can be identified that would not compromise future flexibility these should be adopted.  These revised proposals represent a pragmatic balance between what is achievable in the near future and what needs more careful consideration before effective changes can be made.

It is crucial that there is a clearly visible pathway and time-scale toward the required changes.  A number of issues have been deferred, either for incorporation with the Distributed Generation Co-ordinating Group (DGCG) or for inclusion in the price control review processes.  There has been limited visibility of these issues within the price control review programme to date, which leaves us a little concerned.  Some of these issues will be fundamental as to how we organise and manage our businesses in the period beyond 2005 and it is essential that sufficient emphasis is given to these during the review process. Similarly the workplan of the DGCG and its Technical Steering Group is not yet clear, nor is it clear how this workplan will interact with Ofgem’s own plan.

Our comments in response to the specific proposals set out in the paper are set out below.

2.
Connection Charging Arrangements

The areas covered by our distribution licences have attracted considerable interest from developers of renewable and embedded generation and as a significant developer of renewable generation we have applied for connections in our own and in other companies’ licensed areas.  We are keen to encourage efficient investment and to avoid a step change in capital requirements midway through a price control period. We are pleased to note that some cognisance has been taken of our concerns.  

The alternative proposed, that the deep element of connection charges be paid in instalments, may go some way to allaying fears that high up front costs deter generation development.  This alternative does encourage efficient investment, although it could still lead to a step increase in the level of capital required.  It would be essential that the overall impact of this is minimised.

If this option is to be implemented prior to the next price control review a number of points will require clarification.  The most significant of these are:

· Would the outstanding balance of the deep connection be added to the regulatory asset base (RAB)?

· Financing generator connections in this way involves a greater level of risk than would generally be associated with network businesses.  Termination payments would provide some remedies against this, but may be ineffective where the generator ceases trading.  Is it Ofgem’s intention to issue guidelines on how this risk should be dealt with or will it be left for negotiation between the parties?

· If a generator should cease trading, would the residual value of the deep assets be absorbed into the RAB or will this be treated as bad debt in the same way as supplier bad debt is currently treated?

· What could reasonably be assumed to be the lifespan of generation connections?  Again will this be a matter for the parties to agree?

If these proposals are to be implemented prior to the next price control review it is essential that these issues are clarified as soon as possible in order that we may assess the overall impact they will have.

3.
Connections Process

Our policy has always been to meet or better our licence standards for the production of connection quotations.  Should Ofgem feel that further targets would prove helpful we would be happy to discuss this.

In many instances considerable effort is expended on what might be termed ‘immature’ applications, requiring many iterations of analysis and reducing the turnaround time for all applications. It is unlikely that significant improvement could be achieved in the near future while we go through a period where arrangements are changed and where the number of new entrants is high.  

However, it would still be sensible to attempt to alleviate this burden, for example by the production of guides and policy statements.   It is hoped that the production of the LC25 Statement could prove useful in this respect.  In order to ascertain if any further improvements are possible we will carry out an internal review of connection processes. We will let you know of our progress on this by October 2002.

4.
First and Second Comer Issues

Ofgem’s suggestion that the Electricity (Connection Charges) Regulations be extended to include non-domestic connections could potentially resolve problems in a number of areas around our network. 

Considerable care would need to be taken to avoid distorting competition in connections. Increasingly customers, including generators, are seeking contestable connections. Their initial connections may have been via an independent connections business, or a network provider whose network may or may not subsequently have been adopted as part of our distribution system. We have no knowledge of their initial connection charges and therefore would be unable to operate a system of rebates. 
Accommodating a change of this type efficiently would require a review of and probably alterations to our record systems.  Considerable administrative burden could ensue if these changes were to apply retrospectively and we suggest they be forward looking only. Similarly, it would seem sensible to apply some limit to the length of time during which rebates can be claimed.  Five years seems like a sensible period of time and we urge Ofgem to retain this limit. 

5.
Plain English Guide for Domestic Generation

We would be happy to produce a plain English guide to our connections process for small scale generation. We currently have plans for a straightforward guide for all non expert applicants, including domestic. As far as practical we would be happy to strive for a common format with other DNOs.

It is important that this should interface with other relevant documents like G83 and that complementary guides are available on supply and metering issues.  We look to Ofgem to ensure that these various documents present a comprehensive and cohesive picture.

6.
Revision of Charging Statements

In anticipation of greater numbers of generators connecting to the distribution networks it would be appropriate to update the Charging Statements.  Given the scale and scope of changes that are being considered it may be necessary to issue a series of updates to the Statements.        

Prior to commencing work on alterations to the Charging Statements we would welcome discussions on the scope and timing of such changes. Subject to these discussions we would aim to bring forward proposals for initial alterations to our Charging Statements by October 2002.

7.
Premium Power Zones

This proposal would appear to have some merit.  Many of the changes being considered for the longer term are far reaching and it would be particularly welcome to test these out on a smaller scale before making commitments to them.  It would also be beneficial to systematically assess the impact of deep penetration of renewable and embedded generation on designated parts of the network.

A number of details would require to be clarified before any detailed proposals could be made.  We would welcome the opportunity to discuss these further with you.  Subject to a satisfactory outcome we anticipate submitting firm proposals by December 2002.

8.
Review of Transmission Planning Standards

The designation of the 132kV network in Scotland as transmission reflects the nature of the network and how it is managed.  It is not appropriate to include the Scottish 132kV network with consideration of Planning Standards for the distribution networks.  

9. Domestic Combined Heat and Power
We recognise the importance of addressing arrangements for DCHP through the establishment of a separate workstream.  We would wish to be involved in these developments as a DNO, supplier, energy service company and from a metering perspective.  We anticipate adoption of micro-CHP within the energy market from 2003 onwards, with uptake dependent upon the forecast system costs and market incentives, and it will be necessary to have in place pricing and charging arrangements.  Included in the commercial and contractual implications to be examined are any additional obligations in terms of meter inspections, any new or augmented performance standards and the cost of installations.  Also the provision of basic information for micro-generation and DCHP through suppliers could generate a substantial workload in terms of follow up queries which would require to be recognised at the outset.

We are disappointed that the paper has side-stepped the issue of the 28-day rule in relation to DCHP.  The PIU Energy Review recommended that for contracts that include longer-term energy efficiency financing DTI and Ofgem should modify the 28-day rule, with other approaches used to protect customers against excessive charging.  The paper suggests that the 28-day rule should not have the effect of preventing long term contracts for the provision of micro-generation or DCHP equipment since a consumer could contract separately with an electricity supplier for imported electricity and with an energy service company in respect of the DCHP unit and its electrical output.  This, however, does nothing to encourage a supplier to become an energy service company and offer a customer a complete package under a single long term contract.  In such a situation where there is a long term contract with the electricity supplier/energy service company then the PIU recommendation is that the 28-day rule should be modified.

10. Connection and Charging Policy for New Generation by Scottish Hydro Electric Transmission Limited
Ofgem has recently set out proposals on the connection and charging policy for new generation by Scottish Hydro Electric Transmission Limited which impacts distributed generation.  The effect of Ofgem’s proposals are to implement a different policy for distributed generation in the north of Scotland to that proposed for the rest of Great Britain and thus to hinder the development of renewable generation in this prime area.  Common connection and charging arrangements for distributed generation across Great Britain are urgently required if the Government is to achieve its environmental targets.
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