DCP 406 ‘Access SCR: Changes to CCCM’
Discussion paper on defining demand and generation

Relevant extracts (emphasis added) from Ofgem’s final decision[footnoteRef:1] [1:  https://www.ofgem.gov.uk/sites/default/files/2022-05/Access%20SCR%20-%20Final%20Decision.pdf] 

1. Paragraph 3.37: “… The policy intent is that sites whose primary purpose for a connection to the network is to consume other than for the purposes of generation or export onto the electricity network should be charged under a shallow boundary. Sites that do not meet these criteria, including generation, should be charged under a shallow-ish boundary”
2. Paragraph 3.39: “We have therefore decided to direct the DNOs to implement the different connection charging depths for demand and generation in alignment with the definitions of a Final Demand Site and a Non-Final Demand Site as developed as part of the TCR. These definitions are set out in Schedule 32 of the DCUSA”
3. Paragraph 3.40: “Where electricity is consumed on a site for any reason other than for the purposes of generation or export, the connection will be deemed a Final Demand Site. These sites will be charged under the demand connection boundary and will not be required to contribute towards reinforcement costs. This definition also captures mixed use sites where generation and demand are co-located. Any connections deemed to be a Final Demand Site will be subject to the demand high-cost cap …”
4. Paragraph 3.41: “A Non-Final Demand Site is, in summary, a connection to the distribution system which only imports electricity for the purpose of exporting electricity. These customers are required to submit a signed statement to the distributor to avoid paying residual use of system charges on any metered demand. For the purposes of connection charging, any connections for sites that do not meet the definition of a Final Demand Site (ie a Non-Final Demand Site) would be (i) captured by the generation connection boundary, and therefore be subject to reinforcement costs at the same voltage of connection, and (ii) subject to the generation high-cost cap …”
5. Paragraph 3.42: “We think that alignment with the TCR definitions is a logical and consistent way to implement our connection charging boundary decision. These definitions have been developed over a substantial period of time in a robust, open, and deliberative process. We do not consider it a good use of industry’s time to start on a new set of definitions, when a suitable set has just been developed. However, we recognise that these definitions were not developed for the explicit purpose of connection charging. We are therefore also directing the DNOs to develop any additional criteria to allow for clear determination of a site’s use case at the time of connection application.”
6. Paragraph 3.43: “We confirm our position, set out in the January Consultation on updates to our minded-to positions, that storage will be treated consistently with generation for connection charging purposes. This decision will require storage connections to contribute to reinforcement costs at the voltage of connection in accordance with the ‘shallow-ish’ connection boundary for generation, regardless of whether that reinforcement is import or export driven.”
7. Paragraph 3.47: “A fully shallow connection charging boundary for storage would not be consistent with our intention to retain a locational reinforcement cost signal in connection charges for certain types of users. We continue to consider that storage has more locational flexibility than most demand connections.”
8. Paragraph 3.48: “It is important to note that storage that is co-located with demand may not be required to contribute to reinforcement costs up to the demand high-cost cap, should it be considered a Final Demand Site per DCUSA Schedule 32 definitions. This aligns with the current treatment of other mixed sites.”
Interpretation
9. The decision is generally consistent in that the use of the defined terms Final Demand Site and Non-Final Demand Site[footnoteRef:2] – developed to implement Ofgem’s Targeted Charging Review (TCR) Significant Code Review (SCR) – should determine whether a connection is subject to either of the following respective boundaries: [2:  As defined in DCUSA Schedule 32 ‘Residual Charging Bands’.] 

(i) ‘shallow’ i.e. demand, where the customer pays no reinforcement, subject to the demand high cost cap (HCC); or
(ii) ‘shallow-ish’ i.e. generation, where the customer pays reinforcement at the voltage of connection, subject to the generation (HCC).
10. A Final Demand Site is essentially where electricity is consumed other than for the purposes of generating or storing electricity, other than e.g. ancillary load such as heating/lighting. A Final Demand Site is ultimately defined as anything which is not a Non-Final Demand Site.
11. A Non-Final Demand Site is essentially a site (as identified by a single bilateral connection agreement) which consumes electricity only for the purposes of generating or storing electricity, which must have both a registered import and export Meter Point Administration Number (MPAN).
12. It is arguably clear enough in the final decision that, where the site has been classified as a Final Demand Site, connections to that site should be subject to a shallow boundary. This includes where demand and generation are co-located i.e. a Final Demand Site connecting any generation would not pay associated reinforcement (subject to the demand HCC). However, if a new site was seeking to connect the same generation – perhaps even adjacent to the Final Demand Site – and if that connection had an import connection only for the purposes of measuring usage directly for that generation, then that connection would be subject to a shallow-ish boundary. The same applies vice versa to an existing Non-Final Demand Site.
13. Whether this is fair, or if it is indeed Ofgem’s policy intent that e.g. a generation ‘connection’ would not pay reinforcement if it was connecting to a Final Demand Site and not behind the meter, should be clarified with Ofgem. It appears to be Ofgem’s intent based on the clarity provided in paragraph 3.48 of the final decision in relation to co-located storage, which would imply that Ofgem considers it to be fair.
14. Indeed, the policy intent set out in paragraph 3.37 of the direction refers to “a site whose primary purpose for a connection”, which arguably means that, the Final Demand Site connecting generation should not pay reinforcement i.e. is subject to a shallow boundary.
15. It is clear from the policy intent that storage should be treated as generation. This is consistent with e.g. the TCR and definition of Non-Final Demand Site. Also consistent with the TCR is that storage co-located on a site which consumes electricity other than for the purposes of generating or storing that electricity, would be a Final Demand Site. This is supported by paragraph 3.48 of the final decision.
Issue 1 – opportunities to avoid reinforcement
16. [bookmark: _Ref104989365]Setting aside whether the policy intent is correct and/or fair, paragraph 10 of DCUSA Schedule 32 states that unless the distributor “has been provided with valid certification” that a site is a “Non-Final Demand Site”, then the outcome is that site “is a Final Demand Site”. That is to say, if (e.g.) a windfarm does not provide certification attesting to the fact it meets the definition of a Non-Final Demand Site, it is treated as a Final Demand Site regardless. Being a Final Demand Site would mean that windfarm would face higher Distribution Use of System (DUoS) charges but would mean that site could connect generation without paying reinforcement.
17. This may create gaming opportunities where e.g. a developer would not be incentivised to provide said Non-Final Demand Site certification, to avoid paying reinforcement, only for the connection to be adopted by e.g. the windfarm operator who would pay higher DUoS charges as a result.
18. Consideration needs to be given to when a change in Non-Final Demand Site certification may be considered reasonable, and/or where retrospective contributions to reinforcement may become a liability to the connectee as a further protection to DUoS customers.
Issue 2 – timing of Non-Final Demand Site certification
19. [bookmark: _Ref104989387]Regardless of policy intent, existing sites will be classified as either a Final Demand Site or Non-Final Demand Site. Non-Final Demand Site certification may be incorporated into a new connections process; however it relies upon an MPAN having been created and registered to satisfy the definition.
20. It would be helpful to the DCP 406 working group to understand how and when each distributor creates an MPAN, e.g. for Northern Powergrid this is triggered after the customer has paid for the service installation and where the physical work is scheduled to take place within six to eight weeks following the request to create the MPAN (unless the connection is half hourly metered and where a six month connection date will be acceptable).
21. Therefore, this is incompatible with a timeframe where a DNO needs to issue a quote based on either a shallow or shallow-ish connection boundary. For new connections, and subject to policy intent as a minimum where the connection is not to an existing site, the definition of Non-Final Demand Site is not appropriate.


Options for defining Demand Connection and Generation Connection

Option 1. Original proposal (tweaked)
	Demand Connection
	means any connection to which would be classed as a Final Demand Site, as defined in for the purposes of Schedule 32 of the DCUSA. 

	Generation Connection
	means any connection to a Non-Final Demand Site, as defined in which would not be classed as a Final Demand Site for the purposes of Schedule 32 of DCUSA, including Non-Final Demand Sites.


Assessment
22. These definitions are strictly in line with the directed requirement but with no additional criteria for the purposes of connection charging (i.e. reference to paragraph 3.42 of the final decision).
23. Connections to an existing site would be subject to the connection boundary as determined by the Final Demand Site or Non-Final Demand Site classification of that site i.e. a Final Demand Site would not pay for reinforcement of a new connection to that site (subject to the demand HCC) and a Non-Final Demand Site would pay for reinforcement at the voltage of connection of a new connection to that site (subject to the generation HCC), and regardless of whether the connection was primarily for the purpose of demand or generation.
24. This would not mitigate against the risk of creating opportunities to avoid reinforcement or resolving the issue around providing Non-Final Demand Site certification for a new site (i.e. issues 1 (see paragraph 16) and 2 (see paragraph 19) respectively).
Option 2. Original plus additional criteria to mitigate risks 1 and 2
	Demand Connection
	means any connection to a Final Demand Site, as defined in Schedule 32 of the DCUSA. 

	Generation Connection
	means any connection which the DNO Party satisfies itself will be to a Non-Final Demand Site, as defined in Schedule 32 of the DCUSA.


Assessment
25. No change to definition of Demand Connection.
26. These definitions are strictly in line with the directed requirement albeit Generation Connection is subject to DNO subjective assessment that the site will:
(i) have registered import and export MPANs; and
(ii) measure import for the purposes of electricity storage and/or generation only; and
(iii) provide valid certification for Non-Final Demand Site classification.
27. Additional legal text would be needed to provide for a circumstance where the DNO assessment is incorrect e.g. where the customer has not paid for reinforcement but later – and within a defined period – is certified as a Non-Final Demand Site. Consideration would be needed in relation to:
(i) the length of time a site must retain Final Demand Site classification (e.g. for the duration of the period in which the residual charging bands in Schedule 32 are in effect[footnoteRef:3], or (e.g.) two years, whichever is greater); and [3:  The charging bands are revised in line with each onshore electricity transmission owner price control period (e.g. they will be revised ahead of RIIO-ET3), so typically every five years.] 

(ii) the proportion of avoided reinforcement costs the customer/connectee may be liable for in retrospect.[footnoteRef:4] [4:  A balance will be needed considering what reinforcement may have been recovered via published DUoS charges and/or the higher DUoS charges faced by the customer, to ensure that licence obligations are adhered to by not recovering the same costs through both connection and DUoS charges.] 

28. Consistent with option 1, connections to an existing site would be subject to the connection boundary as determined by the Final Demand Site or Non-Final Demand Site classification of that site, regardless of whether the connection was primarily for the purpose of demand or generation.
29. This would mitigate against the risk of creating opportunities to avoid reinforcement and resolve the issue around providing Non-Final Demand Site certification for a new site, but via a subjective DNO assessment. Consideration could be given to dispute process, but this will add time and complexity to the delivery of the quotation etc and is therefore not proposed.
Option 3. Consider the primary purpose of each connection independent of the site
	Demand Connection
	means any connection which the DNO Party satisfies itself will measure import for to a Final Demand Site only, as defined in Schedule 32 of the DCUSA. 

	Generation Connection
	means any connection which the DNO Party satisfies itself will not measure import for be to a Non-Final Demand Site, as defined in Schedule 32 of the DCUSA.


Assessment
30. These definitions are in line with the directed requirement to utilise the TCR definitions insofar as the presence of any Final Demand is the key criteria for determining what is a Final Demand Site and a Non-Final Demand Site. It is arguably based on a loose interpretation of the final decision and direction, where it disregards the purpose of the site to which the connection is to, and instead gives regard to the primary purpose of the connection itself only.
31. The inconsistency with options 1 and 2 is therefore that connections to an existing site would be not subject to the connection boundary as default determined by the Final Demand Site or Non-Final Demand Site classification of that site.
32. Consistent with option 2, additional legal text may be needed to provide for a circumstance where the DNO subjective assessment is incorrect, however this is less likely given (e.g.) a generation only connection would be no less clear than the status quo, with the key assessment being is the requested import capacity proportional to what is needed for the site to export to the extent it has requested capacity to.
33. Consistent with option 2, this would mitigate against the risk of creating opportunities to avoid reinforcement and resolve the issue around providing Non-Final Demand Site certification for a new site.
Examples of a Demand Connection and Generation Connection

34. Consider the following examples of potential connection requests:
(a) Final Demand Site seeks to increase import capacity by 5MVA
(b) Non-Final Demand Site seeks to increase import capacity by 5MVA
(c) Final Demand Site seeks to add 5MVA export capacity
(d) Non-Final Demand Site seeks to increase export capacity by 5MVA
(e) New site applies for an import only connection of 5MVA
(f) New site applies for an import and export connection of 5MVA (battery storage)
(g) New site applies for an export connection of 5MVA with a 0.5MVA import connection
35. Based on the three options considered for defining a Demand Connection and a Generation Connection, the examples above would likely be treated as demand or generation as follows (highlighted cells represent different classification to the strict policy interpretation i.e. Option 1):
	Example
	Option 1
(Original)
	Option 2
(Original plus risk mitigation)
	Option 3
(Ignore site classification)

	a. Final Demand Site seeks to increase import capacity by 5MVA
	Demand
	Demand
	Demand

	b. Non-Final Demand Site seeks to increase import capacity by 5MVA
	Generation
	Generation
	Demand

	c. Final Demand Site seeks to add 5MVA export capacity
	Demand
	Demand
	Generation

	d. Non-Final Demand Site seeks to increase export capacity by 5MVA
	Generation
	Generation
	Generation

	e. New site applies for an import only connection of 5MVA
	*Demand*
	Demand
	Demand

	f. New site applies for an import and export connection of 5MVA (battery storage)
	*Demand*
	Generation
	Generation

	g. New site applies for an export connection of 5MVA with a 0.5MVA import connection
	*Demand*
	Generation
	Generation


36. In option 1, examples e to g would need to be treated as demand because Non-Final Demand Site certification could not be achieved, therefore by default the connection would be treated as a Final Demand Site.
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