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The Voice of the Networks
ENERGY NETWORKS ASSOCIATION RESPONSE 
TO ACER DISCUSSION PAPER ON ELECTRICITY REGULATION 2014 - 2025
Energy Networks Association

Energy Networks Association (ENA) represents the ‘wires and pipes’ transmission and distribution network operators for gas and electricity in the UK and Ireland. Our members control and maintain the critical national infrastructure that delivers these vital services into our homes and businesses.

ENA's overriding goals are to promote the UK and Ireland energy networks ensuring our networks are the safest, most reliable, most efficient and sustainable in the world. We influence decision-makers on issues that are important to our members. These include:

· Regulation and the wider representation in UK, Ireland and the rest of Europe.
· Cost-efficient engineering services and related businesses for the benefit of members.

· Safety, health and environment across the gas and electricity industries.

· The development and deployment of smart technology.

As the voice of the energy networks sector ENA acts as a strategic focus and channel of communication for the industry. We promote the interests and good standing of the industry, and provide a forum of discussion among company members.

ACER regulatory consultation
ENA welcomes this public consultation from the European regulators and its timely review of the current regulatory framework underpinning the EU’s electricity target model, and what will be needed to meet future challenges out to 2025. 
The demand for flexibility services from DSOs will increase due to a range of factors including heat and transport electrification; the increase in intermittent electricity supply from renewables; and the growth in embedded generation. We recognise that flexibility mechanisms, including smarter demand side and the development of smart grids in the wider context, have great potential to reduce, but not eliminate, the costs associated with network reinforcement – also providing benefits to the market as a whole with the avoided costs of generation. 

However, it should also be recognised that facilitating the wider use of demand response will be an evolutionary process. And the solutions themselves will also often be sufficiently complex that putting them in place could mean both significant lead times, and significant costs associated with regulatory development, and system and process changes for industry participants. These costs are likely to increase substantially with increased levels of intervention.

Innovation
Innovation is going to be a major part of the development of smart grids, but, in a regulated environment, incentives are necessary to empower DSOs and provide the right mechanism for these developments. 
In the UK the Low Carbon Networks Fund is helping ENA’s electricity DNO members pioneer new grid technologies, explore different ways of working, especially with customers, and allows more flexible commercial arrangements in an effort to draw out the very best in engineering and business practice.      
Some of these developments have been included in DNO business plans for Ofgem’s RIIO (Revenue = Incentives+ Innovation+ Outputs model) ED1 price control review, for the 8 year period 2015 – 2023.
Future role of DSOs

We know that the European Commission and the regulators in CEER and ACER are giving serious consideration to the changing role of DSOs and what services they should or should not provide in the future.

It is essential that steps taken to support smart grid developments in general, not just flexibility mechanisms, must be suitable for each Member State individually. A pan European approach would risk being over prescriptive, and, rather than supporting and invigorating progress could have the opposite effect, inhibit national solutions and impose higher costs than are necessary. 

With the need for new technologies to work alongside traditional infrastructure, it is right that DSOs themselves are given opportunities to collaborate with partners from both the energy and telecoms sectors. At the same time, for a smart grid to work effectively, the network operators will need to have a significant influence in how load is controlled at different times of the day, and at different times of the year. If this does not happen, then expensive network re-enforcement will almost certainly be needed, and this will have to be paid for by consumers. We therefore believe that network operators have a pivotal role in determining how demand side response and load control options should be integrated in national and local network management. 

Greater TSO and DSO coordination
We recognise that, looking to the future, the relationship between DSOs and TSOs will have to change.
ENA’s UK network members are developing a framework for a shared TSO-DNO demand side response service sharing model, to share the costs and operational benefits of a common demand response service. 
However, there are some difficulties faced by DNOs in sharing services with other market participants. Typically a DNOs’ requirement is for relatively short total hours of usage, likely to be concentrated around a network’s peak annual loads - potentially less expensive alternatives would be other smart grid service options, or traditional network reinforcement. Bilateral contracts can attract significant transaction costs. And customer awareness of the potential to sell DSR is currently quite low, although this is starting to change. In addition, a significant amount of flexibility is often unavailable to DNOs as it has already been contracted to other market participants.  
Conclusion
As the adoption of low carbon technologies increases, electricity DSOs will need to make use of load control options so that they can safeguard the reliability of distribution networks in a changing environment with less predictable network flows and behaviours. Network operators will be best placed to determine how the local effects and benefits of demand side response and load control options should be managed. 

However, while flexibility mechanism and other smart grid initiatives will be important to help meet future energy challenges, some conventional reinforcement of the networks will always be needed. Both Governments and Regulators have an important role to play in incentivising the investment required to ensure this extra capacity is built. It should be noted that in the UK the policy is to regulate and incentivise DNOs to build to capacity, and not to peak capacity. 
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