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Dear Lars
  Re Electricity distribution losses – consultation January 2003.
This submission represents the views of Innogy plc and its subsidiary companies:  npower Ltd, Innogy Cogen Trading Ltd, npower Direct Ltd, npower Northern Ltd, npower Yorkshire Ltd, Innogy Cogen Ltd., Npower Yorkshire Supply Ltd. and Npower Northern Supply Ltd.
General 

The consultation outlines the current incentive scheme and goes into great detail to establish the economic value of losses; however it makes no reference to the current methodologies employed in their calculation. There is a requirement for consistency in the methodologies employed across all GSP groups, prior to any determination regarding the optimum solution for the incentivisation of losses or the levels to which they can be reduced cost effectively. 
Whilst the physical attributes of each DNO’s system differ, the parameters for measuring losses should not. There are a variety of methodologies currently employed across the different DNOs, none of which are transparent.  The adoption of a single clear, robust and well publicised methodology for the calculation of line loss factors would also encourage efficient use of the assets, by embedded generators and customers. 

All three options proposed for the future incentivisation revolve around a cost being imposed on a per kWh basis, which implies a requirement for accuracy and consistency. If the methodologies are allowed to differ between DNOs then the volumes of losses will also differ. Given the choice DNOs will select the most advantageous methodology to suit the incentive scheme adopted.  

Environmental impacts of losses

Any short term mechanism for incentivising reduction of losses needs to use a more realistic assessment of the environmental costs of losses. The consultation document assumes a value for carbon of £81/tC. Whilst this may be an appropriate value to use in considering long term reductions of carbon it is very unlikely that this value is realistic for the start of the trading scheme. The current UK trading scheme has seen some trades at £12/tCO2 (£3/tC) however this has been driven down by companies with climate change agreements needing to meet milestone targets. In general the price of trades is now much lower than this. 
There need to be incentives across the whole of the supply chain for reducing emissions of greenhouse gases. These incentives need to ensure that reductions to emissions are achieved by the most cost-effective means, which we believe to be a well designed emissions trading scheme. 

It may be appropriate to introduce additional mechanisms, such as carbon credits, to incentivise losses in support of the emissions trading scheme, particularly in respect of non-technical losses. 

Incentivising an efficient level of losses 
Innogy wholly supports any initiative to incentivise the efficient use of the DNOs’ assets. However we are concerned that the scheme must also contain the appropriate controls and restrictions to ensure that losses are only reduced when it is cost effective to do so and additional costs are not passed onto the consumer. 

We also believe that the focus should be placed solely on those aspects within the DNOs’ control. Separate initiatives should be instigated for the non technical losses. We welcome Ofgem’s plans to consult on the issue of illegal abstraction as an initial step towards this. 
Equally the existence of no cost windfalls from external sources, such as the connection of embedded generation or demand side management, should be recognised and excluded from the incentive calculation. 
The adopted approach must be transparent to increase consumer awareness of the value of losses, the impact of their connection and the incentives provided through network charges. 

Proposed Options

Taking each of the three incentive options outlined within the consultation in turn. 

Option 1: Adjusting the current incentive scheme  

Of the three options outlined this would appear the most feasible, given the limited availability of metered data from the DNOs networks. 

The transfer to a fixed benefit system recovered over 5 years and benchmarked against estimated efficient levels of losses would address some of the shortcoming of the existing mechanism. However it would still result in incentives calculated against figures provided by the DNOs themselves, with inherent inaccuracies due to meter profiling. It would also fail to limit the incentive scheme to those factors which they have the ability to control. 
Option 2: The NGC approach 

The NGC S.O. incentive scheme operates within the constraints imposed by the Transmission Licence, including the CUSC and the Grid Code.  This regulates the proportion of investment costs that can be passed onto the end consumer, ensuring that the improvements implemented are cost effective and not just incurred to achieve incentive rewards. Similar control measures would be required for DNOs, prior to the adoption of this approach. 

This option also requires the provision of accurate meter data to calculate the losses. Most of the distribution system exit points are Non-Half Hourly based upon profiles which contain inherent inaccuracies. This would prevent the accurate establishment of benchmarks or measurement against them. 
Option 3: DNOs purchasing electricity to cover losses

Although this mechanism has apparent advantages, in that it would assign the correct costs for losses on a Half Hourly basis, the lack of metering data at this level prevents its implementation. Most of the distribution system exit points are Non-Half Hourly based upon profiles which contain inherent inaccuracies. Whilst we have insufficient information to calculate the losses for any particular half hour, how can DNOs purchase against those half hours?  It is also interesting that this approach has not been adopted for NGC, where the calculations are actually possible.
In addition there are technical obstacles to this proposal. There would be a requirement for a clearly defined calculation of losses that isolates them from wholesale trades by suppliers and embedded generators. Currently there is a relationship between Line Loss Factors and the GSP Group Correction Factors. For DNO's to be able to purchase losses, this relationship would have to be severed so that the relevant volume could be clearly separated from the Settlement calculations and reallocated to the DNOs. Consideration would also be required concerning the impact of losses on energy imbalance payments and how the imbalance calculation would be included in the incentive payments. 

Proposed Option 4: An approach dependent on voltage level
We would suggest an alternative approach which draws upon aspects of options 1 and 2, with additional input based incentives. 
At 33KV and below the distribution network is radial, allowing the DNOs limited control over its optimal usage. However at 132KV the network has similar attributes to 400KV transmission system allowing the flow of electricity to be managed proactively. In addition the provision of half-hourly data at this level enables the accurate measurement of losses. We would therefore propose that the current NGC approach, including the P82 modification which introduces zonal losses, is extended to the DNOs at the 132KV level only.  
This would have the added benefit of aligning the English and Welsh networks with those in Scotland where the transmission system extends to 132KV, and in doing so assist in the introduction of BETTA. 

At the lower voltage levels both the data available and the opportunities to manage the networks are restricted. Therefore a more simplistic approach is desirable. We would advocate adjustments to the current incentive scheme as outlined in Option1, to manage investments. This would be supported by additional input based incentives, governing issues such as proactive management of the system. The nature of these would be determined by Ofgem from the work undertaken to establish the estimated efficiency levels for losses within each region. 
I trust you find these comments useful. Should you wish to discuss any of the issues raised in greater detail please contact me. 
Yours sincerely

Zoë Keeton
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