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Overview:

Some stakeholders have been telling us that getting connected to the electricity distribution network
can take too long. This can limitthe opportunities foreconomicgrowth and new sources of renewable
energy.

Earlierthisyearwe explained the process of getting anew electricity connection and we consulted on
differentand, in some instances, new ways of makingit easier to connect.

This paper summarisesthe responses we received and explains how we now intend to take this work
forward to improve the connections process.
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Context

Getting a new electricity connection to the local distribution network promptly is
important. Along with service and choice of provider, one of the most important
factors in getting connected is whether or not the network has enough spare capacity
to accommodate a new connection.

If significant work is needed then it can take a long time for a connection to be
completed. However, it is not just about the time. For some customers, the network
reinforcement costs can affect whether or not their project goes ahead.

Delays can be avoided if the capacity that remainsis used more efficiently orif new capacity s
createdinanticipation of future connection requirements. This can be done by finding smart
ways to reduce the need foradditional capacity on the network —or through funding models
that enable reinforcement to take place in anticipation of future connection customer
requirements.

However, the cost of any work will ultimately be passed onto consumers —eitherdirectly to the
connection customer, orto consumers more generally through their electricity bill. In our
consultation we soughttofind solutions which will benefit new customers without making other
customers worse off.

Associated documents

You may find the following associated documents helpful -

e Quicker and more efficient connections (February 2015)

e How to get an electricity connection

e A guide to electricity distribution connections policy

e Non-traditional business models

e Position Paper: Making the electricity system more flexible and delivering the
benefits for consumers



https://www.ofgem.gov.uk/publications-and-updates/quicker-and-more-efficient-distribution-connections
https://www.ofgem.gov.uk/publications-and-updates/how-get-electricity-connection
https://www.ofgem.gov.uk/publications-and-updates/guide-electricity-distribution-connections-policy
http://www.ofgem.gov.uk/publications-and-updates/non-traditional-business-models-supporting-transformative-change-energy-market
https://www.ofgem.gov.uk/publications-and-updates/position-paper-making-electricity-system-more-flexible-and-delivering-benefits-consumers
https://www.ofgem.gov.uk/publications-and-updates/position-paper-making-electricity-system-more-flexible-and-delivering-benefits-consumers
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Executive Summary

Some stakeholders feelthat getting connected to the electricity distribution network can take
too longand thatthis slows down the benefits they can offerby being openforbusiness. Having
quickerand more efficient connections could therefore help to support economicgrowth and
increase our ability to use low carbon energy. So earlier this year we consulted on how to
improve the connections process.1

In our consultation we explained the currentarrangements for getting connected. We described
a range of measures that could make better use of the existing network and avoid the need for
time-consuming (and costly) reinforcements to accommodate a new connection. These
potential improvements were well received by respondents.

We also presented three different models (two of which had been put forward by stakeholders)
which could enable investmentto be made in anticipation of aconnection, instead of in
response. Respondents broadly supported progressingall of the options presented, and told us
that they were eagerto see these different approaches developed further.

Nextsteps

We are keento support changes thatimprove the connections process. We think that there are
a numberof improvements that can happen now within the existing connections framework
which would enable network capacity to be used more efficiently. In Chapter 2 we set out the
actions and timescales that are necessary to progress these improvements. There are other
changesthat may take longertoimplementand many of these are linked to our work on
Flexibility and Non-Traditional Business Models (we provide more detail onthese in Appendix 2).

We alsothink that facilitatinginvestment in anticipation of connections could alsoimprovethe
process. In Chapters 3, 4 and 5 we setout the details of the three models we consulted onin
February. We need to understand how these models might workin practice. We therefore
invite DNOs and stakeholders to bring forward schemes that could serve as case studies under
these different models. We ask that these be submitted by 12 November 2015. To a large
extentthisrelies on DNOs being proactive to identify appropriate sites and participants. We'll be
assessing how effectivethey are at doing this through our Stakeholder Engagement Incentive 2

We wantto use these ‘real-life’ examplesto understand what might be possible undercurrent
regulations/legislation. Although current arrangements already allowforanticipatory

! Quicker, more efficient distribution connections, February 2015
2 Stakeholder Engagement Incentive
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investment, in general thisis not what happens. We need to know why notand whetherwe
should change this. We hope that these examples will help to establish models that can be
commonly employed across the industry.

We recognise that some stakeholders may suggest arrangements that are not permitted (by the
licence orthe Electricity Act 1989). We still wantto know about these schemes. While we can’t
allow DNOs to act outside of whatis permitted, ourunderstanding of the costs and benefits
which may flow from changes to existing obligations could provide the justification needed to
amendthe ‘rules’ that govern connections.
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1. Introduction

Background

1.1.

1.2

1.3.

In our consultation we explained the current connections process for the electricity
distribution network. Electricity Distribution Network Operators (DNOs) are required by
law® to provide a connection offerto anyone who asks. DNOs cannot discriminateand
the system operatesona firstcome, first served basis —with no differentiation between
types of projects.

Customerswho requestaconnection must pay for some of the cost of the work
involved. If anew connection requires reinforcement of the network, this cost will be
shared by the connecting customerand all customers on that network. The costof a
connection canvary between projects. It depends on the size of the connection, where
the connectionis, the distance from the existing network and whetherthe network can
accommodate the capacity needed. The other costs of the DNO are recouped through
the electricity bills paid by all consumers.

We recognise that timely and cost-effective connections help the economy to grow and
help decarbonise the energy we use. In seeking toimprove the connections process for
both demand and distributed generation (DG), abalance has to be struck between
providing affordable connections and keeping electricity bills down.

The consultation

1.4.

1.5.

1.6.

In February 2015 we published a consultation on quickerand more efficient connections.
We wanted toidentify how the connections process could be improved.

In the consultation we explained how the existing framework for distribution
connections works in practice and asked stakeholders how getting anew electricity
connection affected newdevelopments, and what could be done toimprove the
process. We outlined arange of activities that could make smarter use of the existing
network without the need foradditional reinforcement.

We alsodescribed three modelsthat could enable earlierinvestment to support new
connections:

3 Electricity Act, 1989
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Model 1 where the DNO makes anticipatory investment and the costs are recovered
from all consumers;

Model 2 where the DNO funds anticipatory investment but recovers these costs from
subsequent connection customers, and

Model 3 where athird party/parties (developer/landowner) funds anticipatory
investment on behalf of future connecting customers (from whom they recoverthe
cost).

In principle all these approaches are possible within the existing regulatory framework,
but are not commonly employed. We asked stakeholders to tell us whenthey felteach
approach would be appropriate, and whetherthere were any barriers (financial or
regulatory) which prevented their use.

High level summary of responses

1.8.

1.9.

1.10.

1.11.

1.12.

We received 56 responses from arange of stakeholdersincluding DNOs, local
government organisations, renewable companies and bodies, private developers
(construction), community groups and consumer representatives. The responses broadly
supported the different approaches, acknowledging that some models may be more
suitable for different types of customers (egdemand and generation).

There was a lot of supportto take forward the measures proposed that would make
better use of the existing network. Stakeholders were keen to see immediateaction
takeninthese areas.

There was some reservation amongrespondents about the increased levels of risk that
would be placed on consumers in general with Model 1. They acknowledged aneed to
manage these risks appropriately before undertaking this kind of investment.

Many respondents supported the general principles which underpin Models 2and 3.
Respondents were more cautious, however, intheirsupportforchangesto existing
arrangements that might be needed to enable some features of the models proposed by
stakeholders. These included; restrictions on who would be allowed to connect to new
network and additional charges applied to future connection customers. At the very
least the benefits associated with changes of this nature would need to be clearand
affected customers must know how the changes could affect them.

A number of respondents also highlighted how having a national strategy foreconomic
developmentand renewable energy could allow more certaintyin the development of a
long-term planforthe network. Although thisis asalient pointit goes beyond the scope
of this consultation. Ourfocusis on whatthe DNOs can do to improve the process.
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2. Improvements to the existing connections process

2.1.  Inourconsultation letter we asked stakeholders fortheir views on changes that could
improve the existing connections process. We asked stakeholders if there were
opportunities to:

e Reducethe needforreinforcementvianetwork management
e Reducethe needforreinforcement by managing connection offers
e Provide more flexible termsforthe recovery of connection charges.

2.2.  Wereceivedapositiveresponse from stakeholders, who werekeen to see progress as
soon as possibleinall of these areas.

2.3. Thereisalreadya large amount of ongoing work across industry that relatestothe
potential improvements we consulted upon or which stakeholders suggested in their
consultationresponse. In this section we highlight how we will build on this existing
work, but we have alsoidentified where industry could go further. A summary of the
actionsarisingis providedin Table 1 at the end of this chapter.

2.4. Stakeholdersidentified more changesthatcould improve the connections process that
go beyond the actions outlined in this chapter. Some of the otherchangesidentified by
stakeholders will require ongoing work. We think that we, DNOs and connecting
customers all have an importantrole to play in progressingimprovements. We are keen
to see DNOs take a more active role in network management, and to manage their
networks more flexibly. As part of our work on flexibility, we are intending to work with
DNOs and otherstakeholders to clarify the future role of DNOs, and the nature of
interactions with the system operator. We will also be thinking about the stepsthatare
necessary to effect the transition. We are also aware that there hasbeena wave of new
entrantsintothe energy market with new and non-traditional business models, which
could transform the energy market. We are currently considering how to take forward
these issuesand will publish a proposed course of action by the end of this year. More
detailsonthese projectsare providedin Appendix 2.

Reduce the need for reinforcement via network management

Making better use of available capacity

2.5. Theneedforreinforcementisdriven by the extentto which anew connection adds to
the peak demand on the network and whetherthis exceeds the remaining capacity. Ifa
new connection can avoid adding to the peak, or if the profile of the peak can be
reduced, thenreinforcement can be avoided. Thisis arguably the most efficient way of




2.6.

2.7.
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enabling growth. To achieve this, the network needs to be managedinadifferent way
than it has beeninthe past, withincreased use of sources of flexibility. [t needs
individual customers to moderate the demands they place onthe network at certain
times. This may be by acceptinga non-firm connection offerthat might require themto
curtail theiruse of the network at times of peak demand.

DNOs have been exploring these issuesinrecentyearsand we have supportedthemin
this through our innovation funding —various projects, with acombined value of £70m,
have been trialling new ways of enabling customers to connect in constrained parts of
the network. If they are proven successful, thesearrangements should be rolled out as
business as usual across all networks.

We asked stakeholders what else could be done to better manage available capacityin
orderto support new connections. Some respondents suggested giving more
consideration to how wind and solar profiles align (or complement each other). This
couldresultinreducingthe overall peak as different types of generation would be
generating atdifferenttimes. Somerespondents noted that it would be useful for
developersto have more information on network capacity and how DNOs calculate
available capacity to help inform theirdecision on where to connect. Othersuggestions
included increased use of innovative approaches such as ‘Quote Plus’, which gives
developers more guidance and assistance on where to connect. This approach could
potentially reduce the number of unnecessary speculative applications made for
different sites. Some respondents called for the reservation of capacity forindependent
generatorsand community-owned projects.

Our view:

2.8.

2.9.

There are many ways DNOs can make better use of available capacity. Some will emerge
fromthe ongoinginnovation trials, others will develop through closer engagement
betweenaDNO and its connection customers. By listening and responding to their
suggestions, DNOs should be able toimprove information on network capacity, simplify
the connections process and refine their assessment of peak demand requirements.

DNOs are incentivised to talk to their customersin this way through the Incentive on
Connections Engagement (ICE),4 which is part of the RIIO price control. Stakeholders
should be prepared to use the ICE to ensure DNOs understand their expectations and
seriously consider theirsuggestions forimprovement. If DNOs don’t engage with
customers effectively, the customer should tell us and we will consider whether the DNO
should face a financial penalty underthe ICEregime.

4 Incentive on Connections Engagement



https://www.ofgem.gov.uk/publications-and-updates/incentive-connections-engagement-ice-guidance-document-decision
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We note the suggestion from the Community Energy sector that capacity onthe network
should be reservedfortheirschemes. The current framework treats all customers
equally. Reserving capacity for one category of customer (e.g. community schemes)
would change this and could make it more difficultand expensive for other customers.
To allow this type of preferential treatment we would need a clear justification, including
how all consumers ultimately benefit. We do not yet have this justification. We
recognise thatitis difficult for small market actors to demonstrate this evidence,
particularly community-led energy projects which can often be operated by volunteers.
These are the type of issues that our work on non-traditional business modelsis
considering. We provide more detail onthisworkin Appendix 2.

We agree with stakeholders that new sources of flexibility such as storage will be
importantin how we manage electricity networks inthe future. We will be considering
the legal and commercial status of storage in our work on flexibility whichis also
describedin more detail in Appendix 2.

Flexible connection offers

2.12.

In our consultation letter we asked stakeholders for suggestions of other ways to
improve connections. Many noted that flexible connections are a useful way to maximise
existing capacity. Itis evident from the consultation responses that connecting
customers require more information from DNOs on the flexible connections options
available. Some stakeholders highlighted that flexible connections are not always offered
insome network areas, while others (independent generators and community groups)
noted that they are not always aware that a flexible connection offer might be available.

Our view:

2.13.

It isimportant that all connecting customers facing high connection costs are aware that
there may be alternative ways to connect to the network. We note that some DNOs
already offer, orare inthe process of being able to offer, fle xible connections as a matter
of course. However, we are concerned that not all DNOs are moving at the same pacein
thisregard and that it is not always clearto a connecting customerwhen aflexible
connection may be a viable option. Many of the current arrangements to facilitate
flexible connections were developed through trials funded by all consumers through the
Low Carbon Network Fund® and we expectto see these rolled outacross all networks.
We recognise that arrangements may differ by region, butitisimportantthat customers
inone part of the country are aware of what is possible elsewhere —this helpsto

5 For example: Flexible Plug and Play, a £9.7m LCNF project to trial new technologies and commerdial
arrangements in order to connect distributed generation (DG), such as wind or solar power, to constrained
areas of the electricity distribution network.

10
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promote best practice. Itis alsoimportantthat DNOs roll out these arrangements as
business as usual assoon as possible.

2.14.

2.15.

We expect DNOs — through the ENA - to make information publicly available on the
different arrangements for flexible connections that are offered across the DNOs.
DNOs should clearly explain how a flexible connection offer works including an
explanation of the risks involved (e.g. being constrained off). This should be done by
December2015.

DNOs should also clearly outline on all issued connection offers that there may be
alternative methods of connecting to the network. This will ensure that all connecting
customers, including smaller customers are aware of the full range of options that are
available to them. This should be done by December 2015.

Consortia

2.16.

Some respondents suggested thatincreased use of consortia could improvethe
connections process, asitwould allow a group of customersto share the cost of
connecting.

Our view:

2.17.

We agree that consortia can be a useful way of sharing high connection costsacrossa
number of users. We acknowledge that whilst a consortium may not be a practical
solutionin many situations, DNOs should encourage and facilitate consortiums when
appropriate. We were pleased to note some DNOs provide information on their websites
and customers can registertheirinterestinaparticularareaof the network to assist
themin making contact with other prospective consortium members.

2.18.

We expectall DNOs to clearly publicise the potential advantages of forming a
consortium and the arrangements available for consortia. We expect DNOs to report
to us on this by December 2015.

Changes to engineering standards

2.19.

In our consultation letter we asked stakeholders what benefits the changes to
engineering standards could bring. More flexibilityin assessing what work must be done
forindividual connections (while ensuring wider network reliability) could reduce the
needforreinforcement. At present this assessmentis carried outinline with the
requirements of engineering recommendation P2/6.

11
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2.20. Respondentswelcomed areview of P2/6, with some notingthatany change to
engineering standards should not make the network less reliable. Anumber of
respondents also mentioned the importance of consistency in the application of
engineering standards by DNOs, which they felt should reduce costs.

Our view:

2.21. Adistribution code review panel sub group is reviewing engineering recommendation

P2/6. The analysis which compares the merits of the current arrangements to others will
be completed by May 2016. If this analysis suggests changes are beneficial thena
consultation willfollow. If aconsultationis held we encourage stakeholderstouse itto
provide theirviews on how this standard could be developed.

Reduce the need for reinforcement by managing connections offers

Managing the connections queue

2.22.

2.23.

2.24.

Onlyaround 50 per cent of all distribution connection offers resultin an actual
connection being made (for generation connections this proportion can be less than 20
percent). Yet every connection offerthatis made reduces the capacity that a DNO can
assume is available for other prospective connections —at least until the offeris either
accepted or rejected, a process that can take many months. Even offers thathave been
accepted do not always resultina connection. Projects may be delayed (sometimes
indefinitely) but the customer may preferto hold onto the capacity they have been
allocated ratherthan makingitavailable for others to use.

In our consultation letter we asked stakeholders when it might be reasonable to
withdraw capacity previously offered to customers. Respondents recognised that thisis
an importantissue and that managingthe queue more rigorously could release unused
capacity thereby enabling othersto connect.

The majority of respondents supported using milestones in connection offer contracts,
with enforcement of milestones when no reasonable evidence of progressis provided. It
was acknowledged that this will be unpopularwith customers directly affected, buta
clearset of rules consistently applied across DNOs should avoid individual DNOs from
being unduly criticised.

Our view:

2.25.

12

We believe that connection customersin general will benefit from aregime which allows
capacity that has previously beenissued to be withdrawnif there is little prospect of it
beingusedasintended. We therefore want to see connection offersissued with clear
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milestones thatallow a DNO to nullify the offerif the projectis not progressing as
planned.

We are aware that a numberof DNOs already use milestones and we think this will serve
as a useful base for developing common arrangements. This common arrangement
should be applied consistently across DNOs, and connection stakeholders should be
involvedin formulating the approach.

2.27.

2.28.

We want the DNO-DG steering group to develop the principles and rules that will apply
to using milestonesin connection offers. The DNO-DG steering group should provide
high-level principles to us by December 2015. These principles will be subjectto wider
consultation with stakeholders before they are implemented.

The DNO-DG steering group should also consider wider queue managementissues
such as how to withdraw capacity from connection offers that have already been
issued but which did not contain milestones. We expect this group to identify the
differentissues, and by December 2015 to have developed awork programme to
resolve them.

2.29.

We note that operational sites which are underusing capacity for prolonged periods of
time can also contribute to a lack of available capacity for new connections. The
modification proposal DCP 115, which was approved by us in July 2015 amended the
national terms of connection to clarify the rights of DNOs to take appropriate action
when customers underuse their capacity.6 We expect that this clarification willenable
DNOs to proactively approach customers who are underusing capacity for prolonged
periods of time.

Assessment and design fees

2.30.

231

In our consultation letter we asked stakeholders about the benefits of allowing DNOs to
charge upfrontforassessmentand design activities associated with producinga
qguotation. At presentthese are only charged to customers that accept a quote and
include the cost of work in producing quotes that are not accepted.

The majority of respondents supported the ability to charge assessmentand design fees,
noting that it could reduce speculativeapplications. A number of respondents noted that
improved service would be expected in return (faster service and more information

available). Some respondents however, cautioned that making these charges could have

% Distribution Connection and Use of System Agreement (DCUSA) DCP114 - National Terms of Connection

Amendments - Capacity Management (over utilisation) and DCP115 - National Terms of Connection

Amendments - Capacity Management (under-utilisation)



https://www.ofgem.gov.uk/publications-and-updates/distribution-connection-and-use-system-agreement-dcusa-dcp114-national-terms-connection-amendments-capacity-management-over-utilisation-and-dcp115-national-terms-connection-amendments-capacity-management-under-utilisation
https://www.ofgem.gov.uk/publications-and-updates/distribution-connection-and-use-system-agreement-dcusa-dcp114-national-terms-connection-amendments-capacity-management-over-utilisation-and-dcp115-national-terms-connection-amendments-capacity-management-under-utilisation
https://www.ofgem.gov.uk/publications-and-updates/distribution-connection-and-use-system-agreement-dcusa-dcp114-national-terms-connection-amendments-capacity-management-over-utilisation-and-dcp115-national-terms-connection-amendments-capacity-management-under-utilisation
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a disproportionate impact onindependentand community-owned generators as they
have less access to finance atthis pointin the project process.

Our view:

2.32.

The ENA has submitted abusiness case to DECC requesting the reintroduction of
‘assessment and design’ fees. The views expressed by stakeholders on this will provide a
valuable contribution to DECC’s consideration of the issue. If DECCdecides to
reintroduce such fees, we would expect DNOs to develop the associated charging
structure fairly and consistently.

Letter of authority

2.33.

A number of stakeholders suggested that customers seeking a connection offershould
be requiredto have a letter of authorisation. They noted that this could reduce the
number of speculative applications from parties that have no contractual relationship
withthe property they are seekingto get connected. We note that some DNOs already
require aletter of authority from customers applying fora DG connection.

2.34,

The DNO-DG steering group looking at queue management should also explore the
impact of rolling out the requirement of a Letter of Authority across differenttypes of
connections. As part of their consideration they should remain mindful of any impact
this might have on competition in the connections market. We expect an update on
this work by December 2015.

Provide more flexible terms for the recovery of connection charges

2.35.

2.36.

14

The requirementto make asingle upfront paymentfora connection can present some
customers with difficulties.

In our consultation we asked for views on DNOs offering flexible terms for connection
charges. We received a mixed response from stakeholders on thisissue. There was
general supportforflexible payment terms pre-energisation rather than post-
energisation. Stakeholders recognised the benefit that flexible payment terms could
have for connecting customers, particularly independent generators and community
energy groups. However, many stakeholders also cautioned that flexible payment terms
(postenergisationin particular) would increase the risk to consumers more generally of
havingto fund the cost of work that cannot be recovered from a connecting customer. It
was also noted thata lowerinitial obligation to pay the full cost of the connection might
increase the number of speculative applications. Some respondents noted thata DNO
has a low cost of capital, and as such if they were to offer more flexible payment
connectiontermsto connecting customers, this would decrease the cost of connecting.
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Our view:

2.37.

We recognise that financing can be a challenge for some customers, particularly for
smaller, community projects. Forthese schemes deferring payment would clearlyhelp.
We encourage DNOs to offerflexibility intheirterms for connection payments and we
note that some DNOs already provide flexible payment terms for connections (pre-and
post-energisation). DNOs must however remain mindful of the general need to protect
customers from higher costs, which includes protecting their own low financing costs by
managingthe level of risk their businessis exposedto.

2.38.

To ensure that all connecting customers are aware of the payment terms available, we
expect each DNO to publish the availability and criteria for flexible payment terms pre -
energisation, post-energisation or both by December 2015.

15
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Table 1: Summary of actions to improve the current process

Action

Who

What will be delivered and when

Reviewof Engineering
Recommendation P2/6.

Distribution code
review panel sub
group

Analysison the merits of current
arrangements compared to others willbe
complete by end of May 2016.

If this analysis suggests changes are
beneficialthen a consultation will follow.

Developa set of principles forwhen ENAand A setof high level principlesto be agreedin
DNOs can withdraw capacityfrom DG industry: DNO- the DNO-DG steering group and submitted
projects whicharen’t progressing. DG steering to Ofgem bythe end of December 2015.
group
These principles will then be subjectto a
widerconsultation.
Considerwider queue management ENAand The DNO-DG steering group will holda
issues and develop options to release industry: DNO- workshop on queue management issues.
capacityforhistoricconnection offers. | DG steering
group Identify the differentissues and develop a

work programme to resolve them by the
end of December 2015

ENAto publish informationon the
differentarrangements for flexible
connections offered acrossDNOs.

DNOs and ENA

A pagewill be createdonthe ENA website
to explainthe various flexible connection
arrangements with links to DNOs’ websites
forfurtherdetails by the end of December
2015.

Explore the feasibility of all DNOs ENAand The DNO-DG steering group will consider
requiringa letter of authorityfrom DG | Industry: DNO- the feasibilityof all DNOs requiringa letter
customers applying fora connection. DG steering of authority from DG customers applying for
group a connection.
ENAto provide anupdate to Ofgemon
progress by end of December 2015.
DNOs to publish availabilityand DNOs DNOs to publishthisby end of December
criteria for flexible paymentterms pre- 2015.
energisation and post-energisation.
DNOs to publishinformation onthe DNOs DNOs to provide an update to Ofgem on

availability of consortia.

progress by end of December 2015.

16
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3. Model 1 —the DNO funds the anticipatory

investment

3.1

3.2.

3.3.

3.4.

3.5.

3.6.

3.7.

In our consultation we presented three different models that could enable investment to
be made in anticipation of aconnectioninstead of in response. In this chapterwe
describe Model 1and summarise the feedback we received from stakeholders.

Under Model 1, a DNO will reinforce its network in anticipation of future conne ction
requirements. The costs of doing so are spread across all of the DNO’s customers.
Therefore customers that wish to connectin the future do not have to pay — directly—
for thisreinforcement.

DNOs can already undertake this type of investmentand we expectthemtodo soin
circumstances whenit’s more cost-effective (and therefore cheaperforall consumersin
time) than a piecemeal approach. This would be consistent with their obligation to
develop and maintain an efficientand economic network.

There are howeverdifficultiesin doing this. ADNO needs to forecast what it believes will
happeninthe future in orderto justify whyinvesting early is more efficient than an
incremental approach. But forecasting the need for future connections is notorio usly
challenging: economicconditions, government policy and awhole host of otherfactors
influencewhat needstoconnectand where.

Ifa DNOinvests ahead of need andits forecasts prove to be wrong, then infrastructure
will be builtthatis not needed. This expenditure will still need to be paid forby either
consumersor, if we were to considerthis spendinefficient, by DNO’s shareholders.

We wanted to know what could be done to give DNOs sufficient visibility and certainty
to know when early investment was appropriate.

Lots of stakeholders supported this approach, but many also recognised the inherent
dilemma facingthe DNOs and felt that this could place too muchrisk on the wider
customer base of havingto pay for ‘stranded assets’.

What we expect of DNOs

3.8.

We expectandincentivise DNOs to carry out effective stakeholder engagement. Through
liaising with local authorities, government (both central and devolved administrations),
planning authorities and developers, a DNO may be able toidentify areas where there
are plansforfuture developments and where itis sensible to reinforcethe network.
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3.9. Inassessingeach DNO’s stakeholder engagement activities, as part of the price control,
we will take into account the extentto which thisinformation-gathering and sharing is
taking place.

3.10. Armedwiththisinformation, DNOsshouldthen be able toidentify where additional
network capacity may be required. They should also consider whatindicators are
available to assessthe likelihood of potential developments going ahead.

3.11. Thisknowledge should theninform what benefits (to the development and to customers
more widely) would flow from earlierinvestment. The key factor forthe DNO to
demonstrate isthat thisinvestmentisinthe consumer’sinterest by being cheaperthan
smallerindividualinvestments on an ad hoc basis. Where this approach can be justified,
then the DNO should make the investment.

3.12. Thisexpenditure should be funded through the revenues we have allowed each
company to recover during the price control period (RIIO-ED1, 2015-2023).” If
appropriate, a DNO may also be able to use one of the mechanisms alreadyin place
(High Value Projects or Load Related Reopeners) to help recoverthe costs of
unanticipated expenditure.®

What a trial could reveal

3.13. Through workingwitha DNO on a trial of this type we hope to establish criteriathat
could be used to demonstrate the benefits of undertaking anticipatory investment. We
would also like to understand the indicators that could minimise the risk of creating
stranded assets. This could resultina model that other DNOs could employ. A trial could
alsoidentify the impacts of thisapproach on current and future customers.

3.14. Ourendorsementof the model usedto justify the investment may help to reduce the
concern of subsequent regulatory disapproval of this expenditure.

3.15. Weinvite DNOs to come forward with schemes that may fall within this approach.

7 In its business plan, UKPN proposed £100m of strategic investment projects in London. We stated in our
strategy decision that we were open to DNOs submitting a case for strategic investment projects in their
business plans if they appropriately shared the risk of stranded assets between themselves, connecting
customers and all other customers (DU0S customers). We stated that if a DNO could demonstrate be nefits
to DUOS customers of a strategic approach, then we would consider allowing DU0S customers to fund up
to the level they would have done under an incremental approach. UKPN had demonstrated that the
strategic investment projects it proposes are significantly lower cost and less disruptive for all its London
customers than incremental approaches.

8 For further information on these two mechanisms, please see the strategy decisions for the RIIO-ED1
electricity distribution price control - Tools for cost assessment, available online at
https://www.ofgem.gov.uk/ofgempublications/47072/riioed 1deccostassessment.pdf
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4. Model 2 —the DNO funds initial investment, but

recovers this from connection customers

4.1.

4.2.

4.3.

4.4,

4.5.

4.6.

Under Model 2, when providing an initial connection a DNO would reinforce its network
in anticipation of further connectionsin the region. The additional cost of doing so would
then be recovered from subsequent connection customers who would use the new
network capacity that has been created.

The ability to charge a connecting customer for expenditure that had been undertaken
when connectinga previous customeris provided forin the Electricity (Connection
Charges) Regulations 2002.° This is more commonly referred to as the ‘Second Comer’
rule.

The approach we consulted onwasillustrated by amodel developed by DNOs. Inthis
model, it was suggested that an additional premium would be charged to subsequent
connection customers (known as ‘second-comers’). This would serve to reduce the time
takento recoverthe cost of the initial expenditure. Addingapremium to each future
connection charge would also provide some protection if futureanticipated connections
failed to materialise. DNOs also suggested new mechanisms, outside of existing price
control allowances, to finance additional expenditure associated with this type of
scheme.

There was significant supportforthe general principle, which underpins this approach —
that connecting customers pay for the infrastructure which enables themto connect. It
was feltto be applicable in areas of high demand with little or no capacity and potential
regeneration sites.

Again, havingthe foresight to anticipate future connections and the confidence that
these will materialise is challenging and could be a factor limiting the extent to which
thisapproach is used. If connections don’t happen as anticipated, DNOs may be
concerned at how we would treatany ‘unrecovered’ expenditure.

There was limited supportto restrict where future connection customers could connect
and a mixed response to the proposal to charge those customers an additional premium.
There was a strong emphasis onthe need fortransparency in charging for connection
costs. There was a mixed response as to whether DNOs should be reimbursed by an
upfront revenue adjustment or through existing mechanisms.

° https://www.gov.uk/government/publications/potential-changes-to-the-electricity-

connection-charges-regulations-2002
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What we expect of DNOs

4.7.

4.8.

4.9.

4.10.

4.11.

4.12.

Thisapproach isalready possible but DNOs need to be proactive in enablingitto
happen. Through their stakeholderengagement with local developers, forinstance, they
couldidentify what the ‘pipeline’ of current and future developments might look like ina
particularregion. This should make iteasierto see where enhancingascheme foran
initial customer could make iteasierforthose following to connect. This mayinvolve
establishing a consortium of prospective customers whoserequirements could inform
the scheme design and whose members give some (financial) commitmentto using the
enhanced scheme.

In assessing each DNO’s stakeholder engagement activities, as part of the price control,
we will take into account the extentto which this interaction is taking place.

DNOs needto considerwhat type of costs the second comerrules allow themtorecover
from subsequent connections. Any scheme thatis proposed must be consistent with
these. DECCis currently reviewing these second comerrules and this provides DNOs and
otherstakeholders with the opportunity to suggest changes to remove any unnecessary
restrictions placed by the current drafting.

There may be otherrestrictionson whata DNO can charge associated with the needto
comply withits connection charging methodology. We welcome opportunities to discuss
these with DNOs and will consider scheme-specificrequests to derogate a DNO from
complying with its published charging methodology.

We do not, though, believe thatthe currentregulations permit DNOs to add a premium
to connection chargesinorderto ensure the recovery of initial investment. Neitherdo
we believethat DNOs are allowed to restrict who can connectto the new network
created.

In the firstinstance this expenditure should be funded through the revenues we have
allowed each companytorecoverduring RIIO-ED1. If appropriate, a DNO may also be
able to use one of the mechanisms we have introduced to help recoverthe costs of
unanticipated expenditure (high-value projects and load-related reopeners).

What a trial could reveal

4.13.

20

Through trialling this approach we hope to establish a working model that could be
applied by other DNOs. In particularwe are keentosee DNOs develop an arrangement,
which:

e ispermitted underthe currentarrangements, or clearly identifies whatamendments
to the second comerrules (and otherregulations) are required (and why);
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e establishes how aconsortium of prospective customers can be identified and
maintained;

e obtainsthe necessary commitment from prospective customers thatinitial costs will
be recovered;and

e identifiesthe impacts on currentand future customers of this approach.

4.14. Our endorsement of the model used to justify this type of scheme may help toreduce
the risk of DNO expenditure (that could not be recovered from future connection
customersinthe eventthatthese customers did not materialise) being subsequently
disallowed by us.

4.15. Weinvite DNOs to come forward with schemes that may fall within this approach.
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5. Model 3 — a third party funds initial investment,

but recovers this from connection customers

5.1.

5.2.

5.3.

5.4.

5.5.

22

Under Model 3, a third party or group of parties (which could be an initial connection
customer) would fund the cost of additional reinforcement to allow othersto
subsequently connect. The third parties provide avehicleforfundinginvestment, which
means that investment can take place ahead of need. The second comer rules allow the
third party to be reimbursed by customers connectingto that reinforced part of the
network.

The approach we consulted on wasillustrated by amodel developed by stakeholders,
includingthe Greater London Authority (GLA) and HM Treasury. In thisexample the
third party was a Development Company, or DevCo. The DevCo example proposed by
stakeholdersincluded a potential requirement on future customers to pay an additional
‘premium’ to their connection charge and forthis to be paid back to the original
investor. They also proposed that the initialinvestor might stipulate who would be
allowed to subsequently connecttothe reinforced network they have helped create.

This approach may be suitable where the DNO can’tjustify funding the work itself either
because the widercustomerbase are unlikely to get any benefitfrom the new
infrastructure, orbecause there is lack of certainty on future development plansinan
area. Althoughitwould notbe appropriate fora DNO to investin these circumstances, a
third party may still be preparedtodoso.

Under the existing arrangements athird party can request (and pay for) the DNO to carry
out additional work overand above the work strictly required to provide aninitial
connection. The second comerrules allow the third party to be remunerated forthis
expenditure. This type of scheme already takes place, but only to alimited extent.
Difficultiesinidentifyingathird party who has a vested interestin speeding up the
processfor future connectees could be areason why this approach is not commonly
undertaken. The third party also faces the risk that if forecasted connections don’t come
forward they will notrecovertheirinitialexpense.

There was significant supportforthe general principles that underpin this approach—
connecting customers pay forthe infrastructure and thisisreturned to the initial
contributor. Respondents felt that this model would be most suited to large new
demand developments and urban regeneration projects. Several respondents noted that
thistype of arrangement can already happen and there are examples of where thisis the
case.




5.6.
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As with Model 2, the majority of respondents were notin favour of limiting who can
subsequently connecttothe network, although afew respondents saw justificationin
the DevCo controllingwho connects as they will be taking the initial risk. There was also
a mixed response to the proposal of charging a premium. Respondents considered that if
it could be justified, it would still need to be reasonable, transparentand subject to
regulation.

What we expect of DNOs

5.7.

5.8.

5.9.

5.10.

5.11.

5.12.

Although this model depends on athird party identifyingthemselves and alocation
where this approach might work, DNOs can also play a role in this process. Through their
stakeholder engagement activities we expect DNOs to work with developers and local
authoritiesto helpinformamore strategicview of currentand future work plans. Third
parties may be unfamiliar with the potential flexibility that the currentarrangements
offerand we expect DNOs to help them considerdifferent optionsto enable future
connections.

In assessing each DNO’s stakeholder engagement activities we will take into account
the extentto which this type of interaction with third parties is taking place.

DNOs needto considerwhat type of cost the second comerrules allow themtorecover
from subsequent connections. Any scheme thatis proposed must be consistent with
theserules. Aswe notedinthe previous section, DECCis currently reviewing the second
comerrulesand DNOs and otherstakeholdersshould feed into thisif they see the need
for changesto be made.

We’ve also considered the additional featuresinherentinthe DevCo arrangements
proposed by stakeholders. At this stage, we do not believe DNOs would be permitted to
allow a third party to restrict who can subsequently connectto their (the DNO’s)
network. However, we believe that a third party that wants to specify who can benefit
fromtheirinvestment could employ other mechanisms, such as sale of land or planning
permission,to control who can access a reinforced area of the network.

We also do notthinkthat the regulations currently permit DNOs to add a premiumto
connection chargesinorderto reimburse the third party fortheirinitial investment risk.

We also note that underthisapproach, the third party could choose to use a competitive
alternative toaDNO, such as an Independent Distribution Network Operator (IDNO), to
carry out the reinforcement works.
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What a trial could reveal

5.13.

5.14.

Through developingatrial of this approach we hope to establish aworking model that

could be applied by otherstakeholders. In particular we are keento see schemes
progressed which:

are permitted underthe currentarrangements, or clearly identify whatamendments to
the second comerrules (and otherregulations) are required (and why);

establish the type of projects that are suitable forthisapproach and what the
constitution of aDevCo mightbe;and

identify the benefits to future customers of this approach.

Our supportforthis type of approach may help raise awareness of the flexibility already

provided by the currentarrangements. With the assistance of DNOs and IDNOs this may
encourage otherstotake a similarapproach.

5.15.

We invite stakeholders to engage with DNOs or IDNOs and come forward with
schemes that may fall within this approach.
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6. Next steps

6.1.

6.2.

6.3.

6.4.

6.5.

We have setout a planto take forward measures that will improve the process without
the needforfurtherreinforcement. Theseare outlined in Chapter 2. We will share an
update of thiswork with stakeholdersinJanuary 2016.

We are inviting stakeholders to come forward with specific schemes that fit within the
three models outlined in our consultation letter by 12 November2015. We will then
work with the parties concernedtotrial schemes that can be taken forward withinthe
currentregulations, butwhere we may need to provide some additional guidanceor
clarification.

We intend to progress the trial schemes withimmediate effectand will work closely with
DNOs and otherstakeholders to do this. We will publish an update on these schemesin
January 2016.

We remaininterestedin proposals that would require changes to whatis permitted. We
do nothowever, at this stage have the evidence we would need to justify these changes.
We welcome any furtherinformation that could be provided, including details of
schemes that will otherwise not go ahead.

Please send details of any proposed trials to olivia.powis@ofgem.gov.uk.

25


mailto:olivia.powis@ofgem.gov.uk

Quickerand more efficient connections —
nextsteps

Appendices

Index

Appendix  Name of Appendix
1 Summary of consultation responses
2 Widerareas of work

3 Glossary

Page Number
27
37
41

26



Quickerand more efficient connections —
nextsteps

Appendix 1 - Consultation Responses

Summary of consultation responses

We received 56 responses toour February consultation. Responses were from a wide variety of
stakeholdersincluding DNOs, IDNOs, representatives from renewable generators, community
energy groups, Citizens Advice, development companies and city and regional authorities. Non-
confidentialresponses are published on our website. 10

The followingisasummary of respondents’ views on the questions posed. We have also
included ageneral summary of the response to each of the fourscenarios (or models). Many
respondents noted that all of the scenarios should be explored to enable customersand DNOs
to choose from a range of alternative approaches.

CHAPTER: One

Model: 1: DNO funds cost of anticipatory reinforcement

Twenty-one respondents supported this option, subject to some suggestions and reservations,
which are described in further detail below. Support came from a wide range of stakeholders.
Thirteenrespondents had reservations about this option. An additional three respondents
expressed strong opposition to this approach. They noted that connecting customers should
always have to make a contribution to the cost of work they benefit from, that this approach did
not incentivise DNOsto spend efficiently and that it may impact on competitionin connections.

Q1. Would a DNO be sufficiently confident about future connections demand and the benefits to
Distribution Use of System (DUoS) customers to justify this approach? If so, in which circumstances?

Several respondents acknowledged the difficulty of accurately forecasting connections and
noted that a DNO could never be fully confident of future connections. Many respondents noted
that increased stakeholder engagement with local authorities, planning authorities and
developers would provide some evidence of future connections and increase certainty.

Some respondents felt that this approach would puttoo much risk on the generality of
customers, and did not see the need to socialise the entire cost of reinforcement, noting that
connecting customers should pay afair proportion of the reinforcement cost. One respondent
believed thatthis approach would notincentivise DNOs to efficiently reinforce the network as
investmentrisk falls onthe general consumer.

10 https://www.ofgem.gov.uk/publications -and-updates/quicker-and-more-efficient-
distribution-connections
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Q2. What otherbarriers are there to DNOs taking this approach? How might these be
overcome?

The key barrier noted by respondents (in addition to those already mentioned above) was the
lack of a strong incentive on DNOs to assess the capacity that could be requiredin the future
and to carry out anticipatory investment where they believe itis justified. It was noted that
complete socialisation of costs may not be warranted as it placesan undue burden on the
general consumer.

These barriers fundamentally stem from a difficulty in forecasting connections and the resulting
risk on customers of creating stranded assets. Some of the suggestionsto overcome this
included:

e developmentofa clearnational renewables targetand alongterm grid development
plan

e DNOsbasingtheirdecision onadiscrete geographiclocation (informed by stakeholder
engagement)

e Ofgem providingclearcriteriaof whatis expectedtobuild abusiness case

e requirementofanindependent cost benefitanalysis demonstrating cost savings to
consumers

e anyregulatory reviewto be extensive, but notoverly burdensome.

CHAPTER: Two

Model 2: DNO funds (via DU0S) cost of anticipatory reinforcement wheninitial connection
takes place (to be reimbursed by subsequent connection customers)

Thirty-seven respondents expressed support forthis option, subject to some suggestions and
caveats. Thisincludesthe majority of the renewable generators, DNOs, regional and city
authorities, development companies, community energy and the wider energy industry. Two
respondents (one DNO, one IDNO) had reservations, while one respondent (community energy)
did not support this approach.

Q3. What are your views on this type of approach and the RAV Buyback Model? Are there any
elements which are essential, notrequired or should be changed —and why?

Elements considered to be essential included basing any investment decision on extensive
stakeholderengagement and beingable to demonstratethat early investment would reduce the
overall need forreinforcement. Increasing the time periodin which the second comerrules
apply was also seento be essential. Some respondents also wanted to base the model onthe
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Strategic Wider Works' ! process (used for certain projects on the Transmission system) but find
ways to streamline the process.

Othersuggestionsincludedinterpreting oramendinglegislation to avoid the need forthere to
be an initial connecting customer before a DNO could create additional reinforcementand
recover this cost from future customers. Others wanted smaller generatorsto be given priority
access to the capacity created.

One respondent noted that thisis a risk-free model for DNOs and as such does not provide the
rightdriversforefficientand economicinvestment. Anotherrespondent noted that this model
would notdelivertruly ‘strategic’ investment because work would always be in reactiontoan
initial connection request.

Q4. Please give details of any projects or schemes this type of arrangement could have helped
progress which would have not otherwise gone ahead?

A number of respondents provided examples of generation projects, forexamplewind farmsin
Scotland, which were unable to proceed as the first customer faced prohibitively high
reinforcement costs, exacerbated by the ‘high cost cap’ requiring that customerto pay the full
cost of reinforcement. If the requirements of other customers had been taken into account, or
the costs amongthis group, these projects may have been able to proceed.

Otherrespondents cited developmentsin areas where demand was high but capacity was
limited such as the City of London, and potential regeneration sites where there isastrong
commitmentfromalocal authority butthe high reinforcement costis deterringinvestment.

A couple of respondents mentioned Registered PowerZones as an example of asimilar
12
arrangement.

Q5. What would justify requiring subsequent connection customers to only be able to connect
to the new, enhanced part of the network?

The majority of respondents did not support this proposal, noting that all customers should be
offered the lowest cost scheme available.

Q6. What would justify a DNO charging a premium to subsequent connection customers to
reimburse DUoS customers for the risk they bear in funding this work? What might be the
impact of this? How should the premiumbe calculated?

1 https://www.ofgem.gov.uk/publications-and-updates/strategic-wider-works-sww-factsheet

12 A previous price control mechanism to encourage DNOs to develop and demonstrate new, more cost
effective ways of connecting and operating generation on their systems.
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We received a mixed response to this question. Fifteen respondents noted thatapremium
could be justified. Respondents who supported the possibility of apremium said thatit would
have to be transparent, reasonable and justified by providing a faster connection, and some felt
that itwould still have to be the cheapest connection option forthe customer. Other
respondents noted thata premium was notjustified, and thatit may unduly discriminate against
customers connectingtothatarea of network, and to smallerconnections.

Q7. Over what time period would it be reasonable to expect DU0S customers to be
reimbursed for theirinitial funding?

The majority of respondents stated that DUoS customers should be reimbursed over the lifetime
of the asset, with some suggesting atapered approach that applies adepreciation factorto the
asset. A large number of respondents also suggested a 10-year period as appropriate.

Q8. When mightit be appropriate for a DNO to have an upfront revenue adjustment to cover
this type of scheme? Or should existing mechanisms be used?

Five respondents supported an upfront revenue adjustment. Some highlighted the prerequisite
of a case demonstratingthe need forthe strategicreinforcement and the benefittothe
generality of consumers, and an appropriate balance and controlsto ensure itis notoverused. A
number of respondents noted that an upfront revenue adjustment could be suitableforlarge -
scale reinforcements; otherwise only small-scale reinforcements could take place. Two
respondents noted thata DNO should be able to submitan applicationforinvestmentatany
time forregulatory approval.

Four respondents favoured using the existing arrangements, and did not see a clearneed for an
upfrontrevenue adjustment. Three respondents flagged that the solution should not create
chargingvolatility.

Q9. Do you considerthat this approach would have any implications on competitionin
connections?

A number of respondents noted that reinforcement works are generally non-contestable and as
such this model would not affect competition in connections. However, several respondents
noted that where the reinforcement work required the expansion of network assets, it could
limit competition in connections and consideration should be given tointroducing competition
inthe delivery of strategicdistribution system works.

CHAPTER: Three

Model 3: Connection customer funds cost of anticipatory reinforcementwheninitial
connection takes place (to be reimbursed by subsequent connection customers).

Twenty-nine respondents expressed support for this option, subject toa number of caveats and
exceptions. Support came from renewable generators, all network companies, city/regional
authorities, development companies, community energy groups and the widerenergy industry.
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Eight respondents had reservations about this option. A furtherthree respondents (two
community energy and one fromthe widerenergy industry) did not support this option.

Q10. What are your views on the DevCo model and process setout in Appendix 2? Are there
any elements which are essential, not required or should be changed — and why?

Although many respondents supported this option, it was generally noted that it would be most
suitable forlarge new demand developments and regeneration projects. Some respondents
notedthat, if there was difficulty in finding a consortium willing to take the risk, it could still be
suitable fordistributed generationif it was underwritten by alocal authority/development
authority.

Several respondents noted that this type of arrangement can already take place and there are
successful examples of this working. One respondent noted that the DevCo could be used to
addressall utility connections —saving on cost and publicdisruption.

Q11. Please give details of any projects or schemes this type of arrangement could have
helped progress which would not have otherwise gone ahead?

Suggestions of projects which could be assisted by this type of arrangementinclude
developments which could have secured funding from government/regional development
authorities/Green Investment Bank, some developments in the City of London, New Anglia (a
Local Enterprise Partnership), strategicconnections such as the East Wales Ring, and a science
park facing prohibitively high connection costs.

Q12. What would justify requiring subsequent connection customers to only be able to
connect to the new, enhanced part of the network?

The majority of respondents did not think it was appropriate or necessary to require connection
customers to connect to the new part of the network. Some respondents noted that this
proposal would disadvantage community groups and small generators who cannot move
locations. One respondent noted that it could be justified in rare occasions where the DevCo
area wastightly defined.

Q13. What would justify a DNO charging a premium to second-comers to reimburse the
customer? What might be the impact of this? How should the premium be calculated?

We received amixed response to this question. Eleven respondents disagreed with the
premium, believing that customers with little choice in where to connect should only be
requiredto pay for the minimum amount of work needed to connectthem. Sixteen
respondents noted thata premium mightbe justified. They believed that the premium should
be set at a reasonable level toreflect the risk but also be transparentand subject to regulation.

Q14. Over what time period would it be reasonable to expect the customerto be reimbursed
for their initial funding?
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Several respondents stated that the DevCo should be reimbursed overthe lifetime of the asset,
while several others suggested 10-15years as an appropriate period of time.

Q15. What would justify the initial investor being permitted to restrict the type of schemes
that would connect using the infrastructure it has paid for? For which type of schemes might
this be appropriate?

The majority of respondents did not see any justification for the initialinvestor being permitted
to restrict the type of schemesthatwould connectto the infrastructure.

Onerespondent noted thatitwould be justified foradevelopment such as a business park
where all the connecting customers were part of the DevCo. A couple of respondents noted that
it could be justified as the DevCois taking the financial risk, but thata clear business need for
the restriction would be necessary. One respondent noted that the DevCo could have first rights
overa proportion of the capacity, while anotherrespondent suggested using a preferential
connectionrate to attract a particulartype of developmentinstead of refusing to connecttypes
of customers.

Q16. Do you have any comments on the recommendations proposedin Appendix 3 to
enhance consortium arrangements? What would justify these recommendations? Are there
any other changes which would support consortium arrangements?

Several respondents cautioned at the practical difficulties of establishing a consortium, including
issuesrelating to timings, costs of arranging a DevCo and the risks associated with adeveloper
dropping out of the planned project. Some respondents noted that a consortium approach
might be more suitable fordemand developments.

Suggestions toimprove consortium arrangementsincluded a more proactive approach from
DNOs, requiring all members to have planning permission and a penalty systemin place for
those who drop out.

Onerespondent queriedif it was possibleforthe DevCo to buy the capacity for the areain
which it has paidfor the reinforcement, and then sell the capacity with a proportion of the
reinforcement costs.

CHAPTER: Four
Scenario 4: Other ways of making it easierto connect

Q17. What role, if any, could changes to engineering standards play in helping to accelerate
the connections process without damaging reliability levels? In what circumstances would this
be appropriate?

A numberof respondents welcomed the P2/6review. Butit was generally noted thatany
change of standards, should notlead to a reduction in network security standards orhave a
detrimental impact on quality. One respondent noted that while some projects may be
workable with reduced security of supplyitis nota sustainable solution forall. Anumber of
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respondents mentioned the importance of consistency of application of standards by DNOs, and
that this should lead to reduced costs. One respondent noted that unspecified disconnections
without compensation are unviableand so security of supply standardsis the wrongarea to
focuson.

Q18. Which particular standards might most benefitthe connections process if changed?

We received anumber of suggestions of where technical enhancements could benefitthe
process (but not changes to specificstandards). Respondents highlighted how encouraging time
limited export, demand management, storage, and active network management of EHV
networks could speed up the process. Considering the barriers of basicthermal and steady state
voltage limits, exploring benefits from Dynamic Transformer Ratings and DynamicLine Ratings,
and consideration of how the generation/time profiles solarand wind align would alsolead to a
more efficient system. Two respondents suggested harmonisation of reactive power
requirements across DNOs and better harmonisation with National Grid.

Q19. What benefits might the introduction of assessment and design fees bring?

The majority of respondents supported the reintroduction of assessmentand fees, noting thatit
couldleadto areductioninspeculativeapplications. Anumber of respondents felt that DNOs
should provide animproved level of service in return (faster service and more information
available). Six respondents cautioned that assessmentand design fees could have a
disproportionateimpactonindependentand community generators who may be less able to
make an upfront payment on a scheme thatdoes not proceed. Fourrespondents noted that the
introduction of assessment and design fees would not necessarily bringaboutareductionin
speculative applications as these may not be deterred by relatively low value fees. Those
respondents noted that approaches such as “Quote Plus” could be more effective, as could
DNOs providing more information and transparency on availability of capacity.

Q20. Could more flexibility in the way assumed available capacity is calculated help accelerate
the connections process? Are there any other improvements to be made in how DNOs manage
interactivity between schemes looking to connect to the same part of the network?

We received anumber of suggestions from stakeholders. Five respondents suggested that DNOs
should offerflexible connection contracts as business as usual. Three respondents suggested
that DNOs should give more consideration to how wind and solar profiles align, and seasonal
variations. Three respondents noted thatincreased availability of information on network
capacity and transparency on how capacity is calculated would be useful, and thatthere was a
need to harmonise the approach across DNOs. Othersuggestionsincluded exploring use of
storage, simplification of the interactivity process and having reserved capacity forindependent
generators and community energy projects.

Q21. When might it be reasonable to withdraw capacity that has previously been offered to
customers?
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Stakeholders generally supported (DNOs and industry) use of milestones in connection offers,
with enforcement of milestones when no reasonable evidence of progressionis provided. It was
noted that itis difficult fora DNO to withdraw capacity and further direction from Ofgem would
be welcome. Two respondents suggested withdrawing capacity from operational sites aftera
reasonable period of underutilisation —howeverit was noted that there is no incentive on DNOs
to do this. A numberof otherrespondents noted that flexibility was required to allow for ramp
up of usage etc. One respondent noted thatthey did notbelieve a DNO could withdraw capacity
without consent. One respondent suggested incentives on customers, such as offering a partial
refund of a design fee to those who voluntarily offer back capacity.

Q22. Are there any other changes which could be made to reduce the need for reinforcement?

We received several suggestions from stakeholders such as; more active management by DNOs
of EHV networks (including procurement of services such as reactive power, using demand -side
management), investmentinreducing demand, increased spatial planning, use of storage,
dynamicline rating, increased use of consortiums and arequirementto have 5-10 percent
spare capacity at all substations.

A number of suggestions were made about queue management, includingthe requirement for
all connectingapplicantsto have a letter of authorisation, increased advice to connecting
applicantsinadvance of applications, and educating connecting customers on the correct
amount of capacity that would meettheirneeds and actively monitor unused capacity.

We alsoreceived several suggestions relating to flexible connections, such as making this
business as usual, sharing or capping the curtailment, and recording the energy constrained
through constrained connectionsto use as a signal to trigger reinforcements (linking to work by
Work Stream Six). *?

Q23. What would justify a DNO offering more flexible terms for connection charges? What
might be the impact of this?

We received a mixed response to this question. Fiverespondents suggested a DNO could justify
offering more flexibleterms for connection charges if it had sufficient financial commitment
fromthe customer, anditdid not pass ontoo much risk to general consumers. Two respondents
noted that the DNO has a lower cost of capital so it would reduce the overall costs to consumers
ifthe DNO initially funded the reinforcement and then charged the connecting customer over
the lifetime of the asset. Two respondents noted that it mightincrease speculative applications
so financial commitment would need to be high enough to deterthis.

Three respondents noted thatit would never be justified (post-energisation) as DUoS would
take on too muchrisk, with another noting thatit could affect DNOs’ credit rating. Five
respondents expressed somesupport for staged paymentsin linewith project planningand

13 Work Stream Six
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expenditure (pre-energisation). One respondent noted thatit could be justified if the increased
reward to DNOs and DUoS matches the increased risk.

Q24. What type of schemes would most benefit from this arrangement?

Stakeholders noted that all developers would stand to benefit from more flexible arrangements
but that community energy and independent generators/small developers with less access to
finance would benefit most. Anumber of respondents felt that connection terms should be
applied consistently. One respondent noted that it was not the purpose of the DNO to provide
financingto schemes that would otherwise struggle to be funded.

Q25. What could be done to protect other customers from picking up any costs which cannot
be recovered from the original connection customer?

Four respondents suggested using aform of user commitment, with suggestionsincluding a
liability and security scheme, or use of bonds or escrow accounts. Five respondents did not
agree withthe proposal and noted that the DNO or other customers should not have to cover
any cost associated with bad debt.

Q26. Are there any other measures that would reduce the cost impact of connecting to the
network?

We received anumber of suggestions from respondents. Five noted thatincreased competition
inconnections would improvethe connections process; six respondents noted that smart grids
and innovation were important factors (including increased use of ANM) and two respondents
suggested revising the charging boundaries and charging methodology and creating a national
reinforcement strategy. Othersuggestionsincluded reforming the second comer legislation,
preferential payment terms for flexible connection offers, greatertransparency in connection
pricing, improvements in transmission constraints and enhanced funding for reinforcements and
innovation.

Summary and nextsteps

Q27. Which of the arrangements described above would deliverthe greatest benefit to the
connections process without placing additional risk or cost on the generality of customers, and
why?

Many respondents did not express astrong preference forasingle option, notingthateach
option had merits and should be explored.

Q28. Should wider benefits beyond energy system benefits (such as those provided by NTBMs)
be taken account of in DNOs’ or third parties’ considerations of any of the measures or
mechanisms described in this paper?

Nine respondents supported giving consideration to NTBM benefits and an additional three
favoureditonce the benefits to the DUoS customer could be clearly defined and quantified. Two
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respondents supported this once it did not create any additional costs for customers. Three
respondents disagreed and two respondents suggested exploring the benefits through a
separate review.

Q29. Do you have any other suggestions for delivering quicker and more efficient
connections?

We received anumber of suggestions to this question includingthe need foramore active role
for local authorities helpingto place demand with generation, progression of W orkstream Six
recommendations on flexible connections, more consistency across DNOs, provision of asliding
scale for connection quotes (to avoid connecting customers applying multipletimesfora
guotation), and asystem architect to develop agrid strategy.
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Appendix 2 —Wider areas of work

11

The connections processis closely linked to, and affected by, otherareas of ongoing
workin Ofgem. We have provided asummary of the relevant areas of Ofgem work here.

Flexibility

1.2

13

14

We define flexibility as the modification of generation and/or consumption patternsin
orderto provide a service within the energy system. > Flexibility is a key feature of
energy marketsandis used by several market actors across the value chain to efficiently
manage their operations.

The transition to a smarter, more flexible electricity system has the potential to bring
many benefits to consumers. Historically, the main source of flexibility has been
generation. Butsystem needs and consumers’ needs are likely to change. New sources
of flexibility, both on the supply and onthe demandside, could help respond to
consumers’ changing needs whiledelivering aresilient, sustainable and affordable
electricity system.

Thisyear we worked on understanding how to facilitate the efficient use of new
flexibility sources across the value chain. We propose toinitiate work, focused around
priority areas, to make sure that regulation supports an efficient, flexible energy system.
We have prioritised areas where we can play a role, and where we have found there to
be broad consensus thatactionis needed now to achieve benefits for consumers. We
will:

e Encourage Distribution Network Operators to take amore active role in network
management, movingto future Distribution System Operatorroles and engaging
effectively with the System Operator.

e Clarifythe role of aggregators.
e Clarifythe legal and commercial status of storage.

e Explore howtosupport more large industrial and commercial customers to
participate in providing flexibility.

4 For a more detailed definition of flexibility, see here
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We will also:

e Examineandfeedinto European discussions on how future distribution charges
may need to evolve. We see thisas a longerterm piece of work which we will be
initiating thinkingon now.

These actions do not seek to complete the necessary changes, but ratheraddress
specific, priority issues as a step towards enabling key new roles and business models for
the future system. We recognise thatthe journeyto the future electricity systemisa
longertermtransition which willrequire work on many fronts, and ongoing engagement
with industry and others.

We look forward to moving our work on flexibility forward as part of a broader
programme of work with the DECC, intended to manage the transitiontoa smarter
energy system. This work will also form part of a wider portfolio of related workin
Ofgem, looking atissuesrelated to the future development of the system.

Non-traditional business models

1.8

1.9

1.10

Recently, there has been awave of new entry to the energy market and many of these
entrants have new and non-traditional business models (NTBMs). Thisisatrend we
expecttocontinue.

Some of these NTBMs couldinthe future transformthe energy market and deliver
desirable outcomes forconsumers. These include: lower bills; lower environmental
impact; improved reliability and safety; better quality of service; and, bettersocial
outcomes.

We wantto ensure that regulation does not stand in the way of organisations which can
delivertheseoutcomes. But, because energy is an essential service, we must also protect
the interests of existing and future electricity and gas consumers. And this means we
need to understand the benefits, costs and risks of any change to regulation.

Discussion paper

111

38

Earlierthisyearwe released adiscussion paperforcomment, toengage ina dialogue
with stakeholders on this area. We hoped to better understand the drivers, consumer
benefitsand risks of NTBMs. Ultimately, we are interested in their transformative
potential and how regulation may impact uponthem both now andin the future.
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Consultation responses

1.12

1.13

Four mainthemes have emerged from our ongoing analysis of stakeholders’ responses.
Two themesrelate to how NTBMs could transformthe energy system, the othertwo are
cross-cuttingthemes concerned with the implications forregulation.

A summary of responses to the NTBM discussion paperwas also published today. The
keyissuesand recommendations from stakeholders are as follows.

Transformative theme - new models of flexibility in a changing energy system

1.14

1.15

Many of youindicated that NTBMs are well placed to help consumers and communities
engage with the changingenergy system. They unlock benefits of embedded generation,
demand-side response and storage. However, you told us that NTBMs wishing to provide
flexibility services cannot reach theirfull potential under current regulatory
arrangements. Youraised a range of concerns related to the installation and use of
these sources of flexibility, and the market signals that support the provision of flexibility
inthe system.

Ofgemistaking forward work on flexibilityin anumber of priority areas relatingto these
issues.

Transformative theme —local energy

1.16

1.17

In response to the low-carbon transition, consumers’ disengagement with energy
markets and theirdesire forbetterservices, and to betterrealise the social and
economicbenefits of energy for communities, many of you expressed a desire to
developlocalised energy solutions.

You told us that retail market policy relating to switching and tariffs and the national
nature of supply licensing, balancingand settlement are key regulatory issues foryou.
Many NTBMs told us that the regulatory system should be reviewed so it can better
accommodate local energy undertakings.

Cross-cutting theme—enabling diversity and innovation

1.18

The majority of you commented that regulation needs to become more flexible and agile
to accommodate, to respond to and to enable achanging energy system. Many of you
argued that the status quois maintained by the current regulatory regime, which is
complex and prescriptive, stiflesinnovation and more suited to larger participants, not
NTBMs. Many of you suggested that regulatory changes including an increased reliance
on principles, less burdensome regulation, and bespoke regulation could improve the
situation for NTBMs and consumers.
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Many of you told us that the current regulatory framework doesn’t offer the flexibility to
develop and trial innovative business models and, therefore, to demonstrate the impact
of NTBM approaches. You have asked for an ‘innovation space’ within the regulatory
framework to trial your business models and demonstrate yourimpacts.

Cross-cutting theme —consumer protection and service

1.20

1.21

You identified consumer protection and service benefits as key cross-cuttingissues.
While NTBMs may have positive consumer benefits, some of you highlighted potential
consumerrisks such as data misuse, the emergence of new local monopolies, increased
market complexity and system instability. Some of you also mentioned that future
consumers might wanta biggersayin the kind of protections availableto them. While
this might allow for more service differentiation and competitive pressure, others
cautioned against establishing a potentially multi-tiered regulatory framework, citing the
needfora consistentand level playing field.

Many of you told us that enabling the growth of NTBMs will have implications for
consumers, both positiveand negative. You told us we should consider these risks and
opportunities when developing options for regulatory change.

Nextsteps

1.22

1.23

40

The vast majority of you said that regulation needs to become more flexible and agile to
enable NTBMs. It needs toaccommodate, respond to and enable energy system change.
We already have a number of projects underway examining elements of this change. In
light of your responses we are considering whether we should examinethese issuesin
the wider context of ourwork on regulation and future energy system arrangements.

With thisin mind, we are considering where our efforts are best focused next, and will
publish aproposed course of action by the end of the year.
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Appendix 3 — Glossary

C

Community Energy (CE) -Community energy covers aspects of collective action to reduce,
purchase, manage and generate energy. Most schemes are geographically targeted, although
some focus on communities of interest (e.g., acertain group of vulnerable consumers). These
projects emphasise community engagement, ownership (this caninclude shared ownership or
jointventures), leadership and control with the community benefiting from the outcomes.

D
Department of Energy and Climate Change (DECC) - Government departmentresponsible for

Energy Policy and also for meeting the climate change targets detailed in the Climate Change Act
(2008)

Distributed Generation (DG) — Any generation whichis connected to the local distribution
network, as well ascombined heatand power schemes of any scale. The electricity generated by
such schemesistypically usedin the local system ratherthan beingtransported across the UK.

Distribution Use of System (DUoS) — The DUoS charge reflects the cost of receiving electricity
from the national transmission system and feedingit directly into homes and businesses
through the regional distribution networks. All customers of DNOs pay DUoS charges on an
ongoingbasis. They are recovered from a customer’s electricity supplierand will be one of the
elements of theirbill.

Distribution Network Operators (DNOs) - Own and operate electricity distribution assets which
forma connection between atransmission system and most customers. They are holders of
electricity distribution licences, which are granted for specified geographical areasin Great
Britain. Currently there are 14 DNOs owned by six different groups.

H

High-value projects — Schemes specified and agreed with individual DNOs to be undertaken
duringa price control period. There is also a process whereby revenue allowances can be re -set
duringthe price control period to account for schemes which could notbe agreed upon at the
start of the price control.

L
Load-related reopener— A process undertaken by Ofgemtore-setthe revenue allowances (or

the parametersthat give rise to revenue allowances relating to load) undera price control
before the scheduled next formal review date

P

Price control — The processthat we, as the regulator, use to setthe revenue that network
companiesare allowed torecoveroveraset period of time and the outputsthattheyare
expectedtodeliver. We set output targets and allowed revenues by taking account of consumer
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needs and company performance overthe last control period and predicted expenditure inthe
next. The next price control, RIIO-ED1 will run from 2015 to 2023.

R
Regulatory Asset Value (RAV) - The value ascribed by Ofgem to the capital employedin the
licensee’s regulated distribution business (the ‘regulated asset base’).

S

Second-comerlegislation—The Electricity (Connection Charges) Regulations 2002 (ECCR) (also
known as the ‘second-comer’ regulations) say that where someone connects using electricity
infrastructure that was initially provided to make an earlier connection, the party that
contributedtothe initial connection can be reimbursed forashare of theircost by the
subsequent connecting customer. This currently only applies if the subsequent connectionis
made within five years of the first.
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