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Dear Lars,
Electricity distribution losses; A consultation document - January 2003
This response gives the views of both Western Power Distribution (South West) and Western Power Distribution (South Wales) to the above.

Our views on the issues raised are as follows:

· Are there any other areas in which losses can be reduced?

The paper identifies the potential areas of loss reduction on distribution networks, but does not highlight the relative costs of these measures compared to demand side options. The main advantage of demand side means is that of actually reducing energy consumption, which reduces losses and also results in reduced green house gas emissions.

· What is the scope for further reducing losses on the 14 DNOs in England, Scotland and Wales?

We believe that the scope for further reduction in losses is limited. However, we believe that an incentive is still appropriate to provide a cap for the value of fixed losses and a driver to ensure the continued downward pressure on non-technical losses.
· Is Ofgem’s view that the current incentive on distribution losses is too weak and losses are currently higher than what is optimal the correct one?

The paper accepts that there are conflicting incentives and pressures on DNOs in the design of their networks and it refers to “optimal” losses, but dose not give any definition. However, we believe that work needs to be done to develop a means of embracing all the (sometimes conflicting) regulatory incentives so that the overall benefits to the customer can be determined and thus the optimal value of losses can be assessed. This needs to be done before any alternative incentives for losses can be developed.

Both regulatory incentives and improved loading information about the network are resulting in increased utilisation of network assets which will drive an increase in variable losses (expressed as a percentage of purchases). An incentive many times greater than that in the present regulatory formula would be needed to overcome these factors - even if this was in the interests of customers to create a network with lower utilisation. The greater number of assets required (e.g. more overhead lines and cables ) would cause additional disruption during installation, (e.g. streetworks) and additional emissions would be created during construction.

Transformer iron losses are purely a function of the capital costs of lower loss transformers and the number being installed or replaced.  The turnover of the transformer asset base is small (generally 50 year lifetimes) and hence the impact of the incentive in this area is long term.

The reduction of non-technical losses is equally important in the protection of end customers as these are generally sales being smeared across customers that are paying for customers that are not.  The current level of incentive is appropriate to provide improvements in this area.

· Which specific efforts are likely to be overall cost effective, bearing in mind that the cost of losses may be 3p/kWh?

We believe that this level provides a cap to the level of transformer iron losses and an incentive to reduce non technical losses.

· What is the appropriate valuation of losses? Is it appropriate to include a value for environmental impact and, if so, is the method and level used in this document the appropriate?

The value of any incentive needs to be set in the context of other means of reducing energy consumption.  Ofgem have stated that the NAO audited EESoP1 and assessed that a cost of 1.8p had been achieved to save each kWh.  It would not be economically rational to set the incentive of distributors greatly above or below this figure as it would result in the uneconomic deployment of resources.  The structure of the existing incentive (with the benefits decreasing over a 10 year period) provide a benefit similar to this 1.8p/kWh over a 10 year period.
We do not believe that is appropriate to include a value for environmental impact while other part of the electricity supply chain do not have incentives in this regard.

· What are the important factors in assessing the merits and demerits of alternative incentive schemes?

The important factors are:

· Ability of distributors to respond to the incentive

· Cost of implementing compared to the resulting financial gain

· Availability of information to assess performance against the incentive

· What are the merits and demerits of an input based versus an output based incentive scheme?

Whilst there are problems with an input based incentive scheme, as highlighted in the paper, some simple input measures (e.g. low loss transformers) could be effectively delivered by an input incentive scheme that would be easy to measure.

· What are the merits and demerits of the alternative options for incentivising losses?

Option 1 – Adjusting the current incentive scheme – Whilst we believe that the current incentive is pitched at an appropriate level, the 10 year averaging is out of line with the lives of distribution assets.  Retention of the benefits over the average life of distribution assets would provide an incentive more matched to the activity required to reduce losses.

Option 2 – the NGC approach – one of the important features of a good incentive is the ability of distributors to influence the output being incentivised.  Due to the radial nature of distribution networks distributors have little influence over short term losses compared to an interconnected grid system.  Hence it is unlikely that any real incentive would result from an NGC type incentive.  In addition, the input and output metering on the NGC networks are all half hour metering with no profiling or un-metered adjustments necessary. Distribution networks do not have this clarity of data.

Option 3 – DNOs purchasing electricity to cover losses – Such an incentive arrangement would require the distributor to develop trading arrangements, future price forecasting skills and significant risk mitigation measures.  The cost of such arrangements is likely to be totally disproportionate to the potential savings.

· Would it be appropriate to introduce an incentive scheme that differentiates between variable, fixed and non-technical losses? Would it be appropriate to introduce an incentive scheme that differentiates between losses occurring at different points in time?
There are already a number of problems with accurately calculating system losses and hence further differentiation of incentives into variable, fixed and non-technical losses or by time of day are likely to be problematic and exacerbate the present errors.

Please do not hesitate to contact me should you require further information or expansion of our views.

  
Yours sincerely

R G WESTLAKE
Regulatory & Government Affairs Manager
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