From: Dora Guzeleva

Sent: 28 October 2011 10:28
To: John Baldwin

Cc: Lesley Ferrando

Subject: RE: EMIB Review - Incentives on GDNs
Dear John

Thank you for raising the areas of concern prompted by the first
Energy Market Issues for Biomethane (EMIB) Workgroup meeting.

Following is a brief response to the main points you raised, which is
also expanded further below.

The distributed generation incentive in electricity is designed to
encourage network operators to undertake efficient reinforcement
investment (funded by the network users) needed to support DG
connections. In contrast, under the current arrangements in gas,
network reinforcement required to connect biomethane is funded by
the biomethane producer. Should the connection boundary be
changed, we have the ability within the gas distribution price control
(RIIO-GD1) to introduce an incentivised cost pass-through mechanism
(similar to the DG incentive).

We have also included a number of other elements in RIIO-GD1 which
target possible barriers to the connection of biomethane and other
forms of gas connecting to the distribution network (more detailed
explanation below).

EMIB

The EMIB Workgroup has been set up for the specific purpose of
addressing issues identified through the RIIO-GD1 process, including
GDN connection charging for gas entry, entry capacity issues, and
technical issues around CV measurement, safety and gas quality at



entry. While we’re confident that the group, supported by expert
groups where necessary, will formulate solutions to these issues, we’'ll
be happy to meet with you to discuss any of these topics further and
gain additional insight.

Connection Costs

The electricity networks have a shallowish connection boundary,
meaning that a proportion of the connection costs (where network
reinforcement is required) are recovered from all customers through
use of system charges and included in allowed revenues. This allows
the benefits that DG brings to the network, such as losses reduction
and potential voltage support, to be recognised through the use of
system charges it pays. The electricity DG incentive is in place to
encourage network operators to undertake efficient reinforcement
investment needed to support DG connections, and is not a volume
driver to encourage connecting as much DG as possible.

The current connections policy for gas is based on a deep connection
boundary. Moving from a deep to a shallowish connection boundary
would mean that the connecting customer would not pay the full
connection costs up front, and a portion of the connection would
therefore need to be recovered from all customers through use of
system (UoS) charges and included in allowed revenues.

We set out in our RIIO-GD1 documents that GDNs should review their
charging methodologies for entry customers and propose
modifications where there is an objective rationale for doing so, which
we would consider on their merits. The industry is currently
considering modification proposals (eg UNC Mod 0391 — Distributed
Gas Charging Arrangements) which Ofgem will consider in due course.
We would also consider any evidence that biomethane or distributed
gas entering at distribution level provided benefits to the network to
justify other network customers funding these connection costs. There
is an argument for the connection boundary to remain deep to




encourage competition in the provision of connection assets.

In the event of a change to the connection boundary, GDNs would
need to recover certain expenditure associated with entry connections
through their allowed revenues. Our RIIO-GD1 decision leaves the
door open to a change in connection boundary (where justified) by
building in @ mechanism similar to that of DG to incentivise efficient
investment. Initially GDNs would be able to log up their efficient costs
which would be assessed at a later stage (either where a re-opener
has been triggered or at the end of the price control). The incentivised
cost pass-through mechanism could be implemented after a re-opener
had been triggered and where sufficient information is available to
assess efficient connection costs. You highlight that “2015 is too late”
but we believe that the logging up mechanism which could be used by
GDNs before that provides sufficient incentive in the interim.

Capacity issues

There are distinct differences in the nature of electricity and gas
networks which affect the ability to offer priority access and dispatch.
It is not possible in most cases for a localised gas network to offer a
firm capacity contract if there is insufficient demand, and the physical
constraints of moving gas to where it may be required are part of the
workgroup debate. Once these issues are resolved it could change the
picture regarding firm vs interruptible capacity contracts between
producers and networks. Any incentive to encourage network
operators to offer firm capacity contracts would have to be funded by
all network customers. There is currently insufficient information
available to demonstrate that biomethane or distributed gas entering
at distribution level provide benefits to the network to justify other
network customers funding these costs.

Other incentives in RIIO-GD1

RIIO-GD1 also contains other elements which address potential



barriers to the connection of biomethane. GDNs are required to
produce common, simple, accessible and reliable information to assist
entry customers wanting to connect to the network; GDNs have
committed to introduce voluntary standards of connections service for
gas entry customers; we are introducing incentives around
stakeholder engagement, a customer satisfaction survey and a
customer complaints metric.

In addition RIIO-GD1 contains a broad environmental output measure
based on the capacity of biomethane connected, with an associated
discretionary reward scheme to reward companies that can
demonstrate that they’ve delivered additional outputs that contribute
to environmental (or social) objectives beyond those funded at the
price review.

NTS Exit charge

You raise an interesting point regarding the NTS Exit Charge. It is not
clear however, certainly in the short-term, that biomethane injection
into the grid would result in either significantly reduced costs or
changes in capacity demanded from NTS, which may be contracted for
several years in advance. The impact on charges will be monitored as
the biomethane capacity on the grid grows. This issue could be further
unpacked through a separate workstream.

| trust that the above response has reassured you of our commitment
to addressing any regulatory barriers to biomethane entry.

Please contact Lesley Ferrando if you would like to set up a meeting
with our team to discuss these points further, prior to the outputs of
the Workgroup.

Kind Regards

Dora Guzeleva



Head of Networks Policy
Local Grids

9 Millbank

London

SWI1P 3GE
www.ofgem.gov.uk

From: John Baldwin

Sent: 29 September 2011 08:20

To: Rachel Fletcher Cc: Steve Rowe; Graham Knowles; Gaynor Hartnell
Subject: FW: EMIB Review - Incentives on GDNs

Rachel,

Re below, our concern is that there is an incentive to connect distributed
generation in electricity, and there is also a requirement in the Renewable
Energy Directive to give priority access and dispatch to renewables on
electricity networks. It is inconsistent not to have any incentive in gas. We
would like to understand why electricity has been favoured over gas when
TCCC say that gas injection is twice as good as electricity in relation to
meeting the UK’s 2020 targets. We believe ca simple mechanism can be

defined which would prevent the GDNs saying “there is nothing in it for us”.

It is likely that the industry will accept that the biomethane producer funds
and owns the injection plant so we are probably not talking about material
investment by GDNs. However, they do take a risk with biomethane in
relation to capacity and need to be rewarded if they can offer blending.

There is a loose end issue in that a biomethane producer flowing gas into
the LDZ (as all will) pays the NTS Exit Charge. If this charge was given to
the GDN as an incentive it would support appropriate behaviours and
innovation (for a 1 million therm/annum site the incentive would be around
~10K)

Regards

John

John Baldwin MD, CNG Services Ltd



From: John Baldwin [mailto:john.baldwin@cngservices.co.uk]
Sent: 28 September 2011 17:01

To: McDonnell Elizabeth (DECC)

Cc: David Collins; Gaynor Hartnell; 'Joint Office'

Subject: EMIB Review - Incentives on GDNs

Liz,

| represented REA Biogas Group at the Ofgem EMIB Review kick off
meeting yesterday.

It was positive and constructive and | believe we can resolve the
ownership and cost issues in the next 3 months which will provide clarity
for the industry and promote biomethane to grid by lowering costs.

However, there is one important area where we have concerns.

In order for the market to develop, biomethane producers need a firm
capacity guarantee from the grid owner. This is analogous to the firm
capacity provided for electricity projects. The difficulty arises because
Ofgem have decided NOT to provide GDNs with specific incentives in RIIO
to connect biomethane plants. We have asked Ofgem for an explanation of
this which has surprised us given we attended meetings of the Ofgem
Environmental Working Group which discussed these issues. The
attached pdf gives our response to the RIIO Consultation earlier this year
which includes support for incentives.

The areas where we believe a specific biomethane incentive is required
are:

- Incentive to make investment and incur opex to provide a firm
capacity guarantee

- Incentive to operate the grid to allow blending (to reduce propane
requirement whilst protecting customers)

Our view is that unless the GDNs are incentivised the market will be slow
to develop. They have been supportive to date partly to act as good
citizens but also, we believe, in anticipation of some form of incentive
arrangement. Ofgem said at the meeting that an incentive could be
considered in 2015 at a RIIO review but this is far too late.



We believe that Ofgem has the vires to consider and reward the broader
benefits of biomethane entry (compared with entry of non-renewable gas)
under their general duties to protect future consumers of gas, to promote
reduction of GHG emissions and also security of supply of gas and to
contribute to the achievement of sustainable development (Gas Act s4AA
as amended by Energy Act 2010, paras 1A, 1C and 2).

RIIO stands for Incentives and Innovation. This is an ideal opportunity to
help move towards DECC’s 2020 targets and it will be a great shame if the
opportunity to use RIIO to support this industry is missed.

We would appreciate your thoughts on this.

We will ask that this e-mail and attachment is made available on the EMIB
Website given it is such an important issue.

Regards
John

John Baldwin

Chair, REA Biogas Group
Renewable Energy Association
7th Floor

Capital Tower,

91 Waterloo Road,

London SE1 8RT

Web: www.r-e-a.net



