As discussed on the DCUSA, I attach some of our internal guidance for consideration

Speculative Developments and Development Areas
Connection charges are normally calculated on the basis of an apportionedproportionate charge for reinforcement and a full charge for extension assets. The methodology applies for permanent connections where minimum scheme assets can be used for the connection and where the premises will be subject to a normal pattern of electricity consumption shortly after the connection is installed.
In other cases, different charging principles are applicable (e.g. temporary connections, disturbing loads, additional security and speculative developments).
For large development areas, the connection assets are likely to be installed in phases over time and possibly for a number of different connection applicants. In such cases, it is likely that there will a delay in the connection assets being fully utilised either for a temporary period or for the lifetime of the asset. In addition, there is a significant risk that plans for the development area may change over time or the expected timescales for the completion of the development may be prolonged due to a change in circumstances between the time of the installation of the assets and the time of their eventual use.
The change in circumstances may be concerned with a change of plans for use of the site by the developers, or may result from an economic downturn.  Either way the DNO UK Power Networks will fail to recover the expected income from use of the assets (i.e. Electricity DUoS income) that would meet the costs of operation and maintenance of those assets. As an example, there could be other scenarios taken into account. 
The generic rules for speculative developments are clearly open to a degree of interpretation. However, we must recognise that the intent is clear and is that whilst the electricity distributor will normally initially fund part of the reinforcement costs for a connection under operation of the cost apportionment factor (costs will eventually be recovered from the total customer base under general DUoS charges), it is not reasonable for the total customer base to fund such costs where there is doubt as to both the eventual level of capacity that will be taken up and the timing of that take up, as results from a ‘speculative development’. For this reasonreason, the CAF will not normally be applied where reinforcement is required for a speculative development and the Customer will be required to meet the costs in full. 	Comment by Melissa Kendal: Need to consider the revised ECCR drafting. And its applicability. 
However, where reinforcement is required to provide capacity for a speculative development, and where the DNOUKPN intends to make use of some of the reinforcement capacity created, either to resolve existing or anticipated network deficiencies, or to provide for known (short term) further new connections, then the CAF should be applied in the normal manner.

It has been a long established policy that where we are asked to provide connections to a general development area typically involving multiple applicants and where the network is likely to develop over time, that we will expect either a lead developer or a consortium of the parties concerned to fund any connection reinforcement and any on-site ‘spine’ infrastructure, as applicable.  This is appropriate because it is important for any network reinforcement to be considered in respect of the whole project in order to avoid abortive works and to achieve the overall ‘minimum scheme’ leading to the most efficient, co-ordinated and economical network design. The approach is supported by the following extract of our Common Connection Charge Methodology Statement (CCCMS):	Comment by Melissa Kendal: This may be removed and become apart of the Common Charging proposal	Comment by Melissa Kendal: May have to seek further clarification from Ofgem whether this can be removed (Section 6).

Projects
· 6.20  - Where the Company has reason to believe that an application for connection forms part of a larger project then, the Company will use the aggregate capacity of the projects to determine the appropriate Connection Charge. 
It is not expected for the Electricity (Connection Charges) Regulations 2002 [or Electricity (Connection Charges) Regulations 2017] Regulations 2017 to be applied in such situations, but that the lead developer will recover the costs from downstream property sales including by the sale of land to other builders or developers on a ‘serviced plot’ basis. This is likely to be similar to the treatment of other shared infrastructure costs incurred for the site e.g., roads and for other utility connections.  
The Connection Charge Methodology will be applied in consideration of the appropriate minimum scheme for the overall development, and this must not be distorted by way of a project being broken down into individual phases.

Design and Build Strategy

It is important for an appropriate network design and build strategy to be established at an early stage so that this may be considered within the connection charge assessment.  This may consider (but is not limited to) the following:
· use of any available spare capacity in the local network.
· temporary use of any available spare capacity in the local network
· works to provide initial or temporary capacity
· phased construction of the permanent works 
· Estimated timescales for network build (which may or may not meet Customers preferences)
Developers should be requested to provide full details of the total development proposals including the build programme so that the most appropriate minimum scheme design may be selected.  

Any available spare capacity in the local network should be made available for initial phases of the development but the applicant must be advised within the connection offer letter that there is insufficient spare capacity available for the full development and that the applicant should request the developer to make contact with the DNOUK Power Networks at the earliest opportunity to discuss the matter. The connection offer letter should also refer to the likelihood of significant costs and long lead times being involved with making the full capacity available for the development. 

As above, the CAF will not be applied where work is required for a speculative development. However if there are unusual site specific reasons which would lead to the CAF being applied then the numerator should be the full capacity of the overall development i.e. there should be no numerator reduction for where available spare capacity has been or is to be used.   

In appropriate circumstances, consideration should be given to works that may not provide the full capacity requested but may be more cost effective to provide capacity for initial phases of the development only. This approach may be appropriate where there are long lead times for the overall development and/or where is significant doubt associated with later phases of the development. 
Connection offer letters should make a clear reference to capacity reservation charges as detailed in the terms and conditions.     

General arrangements for Speculative Developments

1. On request, we will carry out a Feasibility Study for large development sites and provide a report setting out site connections strategy options in order to help customers understand network constraints, required work for various capacity options, likely time scales and dependencies etc. This is intended to help customers decide on the most appropriate option(s) and next steps in relation to the state of their development proposals known at that time. 
Charges for a Feasibility Study are payable in advance but the amount will be deducted from the Assessment and Design charge for any subsequent quotation issued to that customer for the site – subject to no changes of the design.

1. We will apply a ‘test’ to decide if we are to carry out the Speculative Development assessment described in CCCMS.

1. In cases where this test results in UK Power Networksthe DNO deciding to not carry out the Speculative Development assessment described in CCCMS then we will normally apply the cost apportionment factor to any reinforcement works and the customer will pay for such work only by proportion. A flow diagram showing how the ‘test’ is applied is included at the end of this section.

This test will consider:

1. Outline planning approval 	Comment by Melissa Kendal: ENA Milestones – could have 2 milestones, status of the planning, issues outside of the Customers control / land rights.
There will be a greater level of confidence if the project has achieved outline planning approval. UK Power NetworksThe DNO will need to inspect the planning approval documentation in order to check if there are any special conditions that should be considered within the ‘special circumstances’ assessment in ‘e’ below. 

1. Health Index (HI) and Load Index (LI)	Comment by Melissa Kendal: May be included within the Consultation
UK Power Networks categorises its EHV assets under these two indices for age/condition and capacity utilisation respectively. Assets with a high index may be due for replacement in UK Power Networks future work programme anyway and it may therefore be less appropriate for any reinforcement costs to be met by a new connection customer in cases where such assets are to be replaced. 

Under this element of the test the Load Index will not include any known future new connection requirements.

The health index element of the test will be applied only where over 50% of the reinforcement costs involve the replacement of assets with the high HI. 

A high HI or LI is where either is category 4 or 5. It is the value at the time of assessment that is used (i.e. not the predicted value at the end of the electricity distribution regulatory period).  

1. Reinforcement cost/MVA
It is considered not appropriate for DUoS customers to meet an element of reinforcement costs that are in excess of a cost threshold/limit i.e. that are abnormally high. Also, it is appropriate for the threshold/limit to be set at a higher value where existing assets with a high HI or LI are to be replaced, in recognition to network benefits resulting from such assets being de-commissioned. It has been agreed with Asset Management that these values are initially £170k/MVA where existing assets with a high HI or LI are to be replaced, and otherwise £130k/MVA. For this calculation it is the ‘increase’ in secure new network capacity that will be used and using operational ratings as applicable to the circumstances. . These values are to be applied at ‘price’ level i.e. connection charges assuming the CAF is not applied.

1. Percentage of development considered to be a Speculative Development 	Comment by Melissa Kendal: The CAF will not be applied where work is required for speculative development. 
May need further development of wording but may prove beneficial.
For this test, where at least 75% of the requested capacity would not be considered as a Speculative Development under our detailed interpretation of the CCCMS bullet points then the whole development would not be considered as a Speculative Development. 	Comment by Melissa Kendal: This percentage may need to be re-considered.	Comment by Melissa Kendal: may be used for phasing development 

1. Special circumstances 	Comment by Melissa Kendal: Consider examples	Comment by Melissa Kendal: Could be included within the Consultation	Comment by Melissa Kendal: Debate on whether this should be included.	Comment by Melissa Kendal: Including the special circumstances would future proof to some level; however, this may not provide the clarity that Ofgem are seeking.
This is to consider if there are any special circumstances that would make it less appropriate for DUoS customers to meet an element of any reinforcement costs. These circumstances are intended to capture unusual situations where there are greater than normal risks of the project not proceeding as planned, either due to external factors and dependencies, or resulting from the nature of the development itself
.   
1. In some cases, UK Power Networksthe DNO may decide to ‘connect and manage’ instead of specifying reinforcement works to be completed and included in connection charges. This is likely to be the case where the cost apportionment factor is low (i.e. DUoS customers will be meeting the majority of the reinforcement costs, not the connecting customer) and where there is reasonable doubt that the capacity requirement will actually materialise. The connecting customer will not pay for any reinforcement that may ultimately be required under this ‘connect and manage’ arrangement.

1. Our detailed interpretation of the CCCMS bullet points in cases where the above new ‘test’ results in us applying the CCCMS Speculative Development assessment are as follows:- 
· their detailed electrical load requirements are not known;
 
· only known when the owner/occupier of the premises identified or where UK Power Networksthe DNO agrees the load requirement estimates provided comply with industry guidelines   	Comment by Melissa Kendal: What are the industry guidelines? More information may be needed.
· for domestic premises; when the developer has provided us with the information requested on the application form
· for industrial/commercial premises; if the owner/occupier of the premises is known and/or where we reasonably expect that their site specific requirements have been reflected in the application and/or where UK Power Networksthe DNO agrees the load requirements comply with industry guidelines  
 

· the development is phased over a period of time and the timing of the phases is unclear; 	Comment by Melissa Kendal: What accurate information could the Customer provide the DNO to assure that the timing of the phases are clear.	Comment by Melissa Kendal: Could refer to timings through milestones on the connection offer.	Comment by Melissa Kendal: PT to circulate the link to the Queue Management User Guide – extract milestones and ‘issues outside of the Customers control’ to members of the Working Group.	Comment by Melissa Kendal: The Working Group to consider alternate drafting for this section. 

· where the development is split into phases, and on-site or off-site dependencies results in doubt about the timing of the phases 


· the capacity requested caters for future expansion rather than the immediate requirements of (an) end user(s);
 
· commercial/industrial projects where the end user is unknown to be classified as speculative, except where UKPN the DNO agrees the load requirement (MPR) estimates comply with industry guidelines   
· where there are more than 1500 dwellings or where there are more than two permanent substations on the total site it will be considered as speculative 	Comment by Melissa Kendal: May need to revisit volume of dwellings 	Comment by Melissa Kendal: Need to consider multi-phases 	Comment by Melissa Kendal: May consider 1500 or higher over 3-5 year phases

(For domestic developments we will consider that it is reasonable to expect there to be more certainty regarding sales and future occupation of a small number of premises, and that this certainty reduces in relation to the number of units to be built) 


· the infrastructure only is being provided, with no connections for end users requested.
· the term ”no end users” needs to be considered 
we will regard this to be when less than 10% of the total connections, or less than 10% of the total load (i.e. the lesser figure applies) is connected will be classified as a speculative project.
· the infrastructure only is being provided, with connections for end users requested.
· we will regard this to be when less than 10% of the total connections, or less than 10% of the total load (i.e. the lesser figure applies) is connected will be classified as a speculative project.


1. Where a project is categorised as a Speculative Development and the customer pays reinforcement costs in full then any ManagementReservation of Capacity charges will be reduced. The value of the reduction will be the proportion of the reinforcement connection charges divided by the total connection charges. The total connection charges will be assessed considering all connection charges for the whole development, as estimated by UK Power Networksthe DNO, irrespective of the connections provider used.


  The Speculative Development Test:-
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[bookmark: _Toc82521181]5.76 Speculative Developments and Capitalised Operation & Maintenance Charge

In normal circumstances for other categories of connection, it is expected that DUoS income will commence shortly after the connection assets are installed and this will in part be used to fund the cost of any repairs and maintenance of those assets. For a speculative development, this will not normally be the case and so for this reason CCCMS allows that capitalised O&M charges ‘may’ be applied. 
The following is an extract from CCCMS:

5.40 - Where we are asked to provide a connection to a speculative development then the cost of the work including any Reinforcement is charged in full and the CAFs do not apply. Additional charge to reflect ongoing operation, repair and maintenance costs may also be levied.	Comment by Melissa Kendal: Currently optional	Comment by Melissa Kendal: Support to remain

In order to be consistent with the approach of other DNOs, UKPN will not normally apply an O&M charge to a speculative development.	Comment by Melissa Kendal: Need to consider how O&M charges will be applied to Speculative Development. 
In addition, no O&M charge will be applied to associated reinforcement of the existing distribution system upstream of the point of connection (POC). This is because in general such reinforcement replaces existing assets for which UK Power Networksthe DNO were already liable for O&M costs.
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