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The electricity DNOs and the regulatory

regime
o

* 6 distribution network .
operators (DNOs), 14 licensed !
areas

* Regulated by Ofgem

 Currently in 2023-2028 price
control period

o Each DNO submits a business plan in
advance

o Regulator evaluates costs and awards
a revenue allowance

o Company profits if it delivers the plan
below the regulators' revenue
allowance

—EXx-ante, incentive regulation
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‘ Scottish and Southern Energy

14. Scottish Hydro Electric Power Distribution plc
(SSEH)
2. Southern Electric Power Distribution plc (SSES)

SP Energy Networks
13. SP Distribution ltd (SPD)
9. SP Manweb plc (SPMW)

Electricity North West Limited (ENWL)

Northern Powergrid (3
12. Northern Powergrid (Northeast) ltd (NPgN) :
11. Northern Powergrid (Yorkshire) ple (NPgY)
9
UK Power Networks .-_
3. London Power Networks plc (LPN)
4. South Eastern Power Networks plc (SPN) *—a
5. Eastern Power Networks plc (EPN)
National Grid Electricity Distribution (NGED) " //lf
8. National Grid Electricity Distribution & ¢
(East Midlands) plc (EMID}
7. National Grid Electricity Distribution e} ::{
{(West Midlands) plec (WMID)
1. National Grid Electricity Distribution . ..-'
(South West) plc (SWEST)
6. National Grid Electricity Distribution * o
(South Wales) plc (SWALES) | g
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The electricity system is changing

* Traditional system — T :
- Steady state i salila 7%

» Expected growth of 1% each year
driven by new connections

» Focus on efficiency

. o

* Decarbonised system — '
« Changes to the power flows -

* New customers and stakeholders 3
» Uncertainty in the amount of growth m e :
of LCTs : = P
« NGESO produces possible future == SRS
pathways to net zero : /
How do distribution network operators (DNOs) and the regulator deal with the increasing source: Nat‘°”a'G”di° . ‘./'f
uncertainty around future demand on the low voltage networks and what are the implications < .. % '»;{

for long-term network planning and future regulation? Y ‘/
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Distribution Future Energy Scenarios

(DFES)

* Produced annually — pathways out to
2050

Definingthe | | Capture regional Production of
« Common DFES methodology e el R e .
framework as agreed by the six DNOs (o % 3
and NGESO as part of the ENA's I N - R T R o -
OrL:_)en Networks project based on the il R L B -
FES pathways e T N\
« Regional growth captured through - otk o) .
increased consultation with stakeholders 0 kel o g 1 O
\. / . - - J ® :2{
 DNOs use a common set of net zero e [ %
compliant forecast assumptions .
« Climate Chanc{;e Committee’s (CCC) 6t o
carbon budge Nt
» key government policies such as the . .‘T
Energy White Paper and the Net Zero e TN
Strategy ‘\ S A e
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DFES customer engagement and

modelling

* Increased customer focus including
LA’'s and devolved government’s
decarbonisation plans

« Consultancies model numbers of
LCTs from engagement workshops,
LAEPSs, postcode and other open
data sets plus incorporation of policy
changes.

* Networks convert numbers into
demand data using known data
profiles, e.g. EV charger types

 All assumptions should be well
justified or risk a penalty.

@UKERCHQ

<% Baringa

regens

«
SRS
‘4
elementenergy N
an ERM Group company . &
| o - ) 1
o« | o
. o/ o
.\.\‘ﬂ o ‘/K/\‘k.—,..)\
o v '“\/-::‘-« .,
? et » 4 7 .o .\“0—
Ve ‘// .,/:._ N _-.\\ y R ‘
‘o« )



Network planning and modelling for load-related expenditure
in electricity distribution network company Business Plans

] NDP identifies issues from the LTDS

MNetwork Development Plan (NDP) rolling 5-10 years / the DFES te create an impact
— — — — — — — — — assessment for expected net
T 4 V development
e | A
Long-Tarm Development ‘best view’ scenario | | meer
Statarnent (LTDS) rodling 5 years, . Dption
produced using a Aevseement

1

Embedded Capacity Register
Real time netwark monitoring

DNO Business

~
prel / Plan
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| combination of DFES,
: LTDS and stakeholder
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. Real time toring. engagement —either oipanditure
a new central t
scenario or one of N ey /
the DFES scenarios i

DFES Scenarios

Localised demand and generation assumptions to meet net zero following national scenario pathways from the National Grid |
Future Energy Scenarios (FES)

Falling Short System transformation Leading the way Consumer transformation |

Distribution Future Energy Scenarios (DFES) out to 2050 (produced annually in July) iy
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Mational Grid ESO Future Energy Scenarios (FES) out to 2050 (produced annually in December) >
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Results from the standardisation of
processes ‘we very quickly realised it was going to be quite difficult to set allowances

consistently for all the DNOs given all of their different scenarios’ (Interview,
Ofgem).

 Highlights the amount of variation within and across DNO licence areas

« Ofgem considered options before releasing revenue for a least regrets
option via a variety of uncertainty mechanisms

* For low value, high volume projects a capacity-based mechanism was
chosen.

« A System Transformation baseline with an automatic trigger up to the
Customer Transformation pathway

* Novel use of scenario pathways for revenue allowances
‘So the result of that was across the different DNOs there were fairly different . i
assumptions which, to be honest, once you end up aggregating them all and \. < !
taking away some regional variation, actually have broadly similar outlooks. | « —° .. . \.
think it largely boiled down to customer transformation being the most AR P L/ . >
prevalent’ (Interview, Ofgem). s Y ":‘ TN .':,.,.---'T:\. 4 (.....C"...\ ‘. N J '
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Future developments

* Moving from steady state to uncertainty requires fundamental changes to
energy system governance arrangements

 Suite of reforms underway -
* The Future of Local Energy Institutions and Governance
» Future Systems and Network Regulation (FSNR)
» The Future of Distributed Flexibility
* Review of Market Arrangements (REMA)

* Introduction of a Regional System Planner
» Coordination of regional, whole system plans
 Facilitation of dialogue
 Arbitration between local areas

« The RSP should avoid duplication of current functions and processes and identify areas _
where greater standardisation of assumptions and methodologies would be most "

beneficial for consumers . @ .
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