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SUMMARY

Simplicity and a* one-stop shop” is of paramount importance for the success of
the microgeneration industry, particularly in the household and other “ non-expert”
sectors.

Marginal increases in regulation will promote greater competition — customers can
compete with energy suppliers to supply their own and others energy, but not
unless regulatory measures are put in place to allow them to do so.

In specific terms, we believe the following steps should be taken by Ofgem to
level the playing field for customers installing microgeneration:

- Alicense obligation on DNOs, that connection terms must comply with
the Electricity Safety, Quality and Continuity Regulations 2002

- Alicense obligation on Suppliersto offer and publish termsfor
pur chasing exported power from households;

- Arequirement for DNOsto notify the Supplier of a microgeneration
installation once it has received statutory notification from the customer;

- Theremoval of therequirement for Schedule 7 compliant metering for
domestic scale renewable microgener ation wishing to claim ROCs. This
would avoid the need to undertake compliance testing for DC meters;

- Relax the interpretation of Schedule 7 to allow for net metering (backwar ds
running meters) from 2006 until 2012 whilst the market becomes
established, with a clear programme of work to develop changes to the
settlement system for introduction in 2012;

- Establish whether DNOs ar e proper ly incentivised to optimise the choice of
assets and other solutions to meet future load growth;



INTRODUCTION

1.

The Micropower Council is a cross-industry body whose membership comprises
companies, trade associations, professional institutions, not-for-profit companies,
non-government organisations, charities and private individuals, al of whom have
astrong interest in the development of the microgeneration sector. A list of our
members is available at http://www.micropower.co.uk/contentl.cfm?pageid=108.

We provide the industry’ s main focal point for Government, regulators,
Parliament, opinion formers and the general public on regulation and public policy
issues affecting the production by consumers of their own sustainable heat and
power.

We welcome the consultation, especially Ofgem’s recognition that the existing
framework was not created with domestic-scale microgeneration in mind. The
consultation is particularly timely, given the stage of progressin the development
of the Microgeneration Strategy, and the recommendations provided to Ofgem
from a number of project teams within the Microgeneration Workstream of the
Distributed Generation Coordinating Group.

GENERAL COMMENTS

Smplicity and non-expert users

4.

The microgeneration industry still faces serious regulatory barriers. These are
substantially associated with the “non-expert” nature of householders and small
businesses in respect of their knowledge of, and willingness to engage with the
electricity industry on matters of detail concerning the various rules and
regulations that apply. The need for simplicity and, ideally, a“one stop shop” is
therefore paramount — a householder or small business will be put off by the
slightest complexity. This guiding principle needs to apply to all aspects of public
policy affecting microgeneration, including the electricity industry’s regulatory
and contractual framework. Currently, the arrangements for network connection,
metering, notification, export reward and, where applicable the claim of
Renewable Obligation Certificates are unworkable for al but the most determined
consumer.

Mar kets versus regulation

5.

Ofgem indicates that an objective of the consultation exercise is to address
microgeneration issues (Summary, bullet #6), without extending the scope of
regulation or materially increasing the regulatory burden on supply on
distribution businesses.

We do not agree that this objective is valid. Ofgem’ s primary statutory duty is not
to lessen regulatory scope but to protect the interest of consumers, wherever
possible by promoting the use of competition. In some cases it is necessary to
extend regulation in order to further the protection of consumers, or indeed the



promotion of competition. We consider that Ofgem can, and should, protect the
interests of consumers by extending the scope of regulation where markets
themselves cannot do so. Microgeneration is an example of wherethisis

appropriate.

In specific terms, customers who install microgeneration in the early years of the
market’ s devel opment are competing against considerable sunk costs and
institutional barriersin the form of the Settlement rules, metering Codes Of
Practice, existing network topology and the underlying basis for distribution
company reward. Together, these constitute significant entry barriers. A measured
extension of regulation isentirely appropriate to address these; it should not
therefore be artificially avoided simply because of a stated intent to reduce
regulation, without an eye on wider policy, or in thisinstance, statutory,
objectives.

Moreover, there are examples we cover in the detail given below where a
marginal extension in the scope of regulation is necessary to increase competition
— by allowing householders to compete both for their own energy supply, and for
the supply of others.

Uncertainty over market development and risk of under / over reward

0.

10.

The speed at which the microgeneration industry developsin the futureis
uncertain. From private discussions with Ofgem, we understand its concern that it
would not want to face asituation in afew years' time where the industry had
grown substantially leaving behind a considerable challenge in ensuring there is
proper data capture and appropriate scope for competition and cost reflectivity in
the application of distribution charges. Much of its approach appears to be
influenced by this concern. There appears to be a concern that microgeneration
may be over-rewarded if too lax a regulatory framework applies at the outset.

We believe that this view, whilst valid, is unbalanced. Put smply, any scope for
over-reward for microgeneration customers that results from our suggested
measures set out in detail below islikely to be significantly smaller than the
under-reward currently experienced. Thisis particularly the case if, as we suggest,
aclear programme of work is put in place to undertake a proper review and
“tighten up” any initial relaxations at afixed point in time in the future.

Emphasis

11.

We are concerned by some of the underlying assumptions inherent in the
consultation as follows:

- Propensity to export power: We do not agree with Ofgem’ s assertion that
electricity will usually be consumed on site. In its footnote, Ofgem
acknowledges that some microgeneration equipment is designed only to
produce a small excess. In some casesthisis only true because design
decisions of this nature have been taken for the somewhat circular reason than
it isdifficult to obtain reasonable reward for exported power! Also, in the



example of microCHP, as electrical efficienciesincrease, the levels of
exported power increase. Indeed, for some fuel cell technologies, the inability
to obtain export reward, somewhat perversely given its carbon saving impact,
means that customers' energy bills can actually increase. Thisis because, for
the same overall level of energy efficiency (in some cases >90%), they may
need to increase gas consumption to meet the same heat demand — the extra
gas being used to produce power that displaces grid-based and more carbon
intensive electricity generation.

- Distribution issues. Ofgem correctly raises the importance of supply-related
issues, and we welcome this, particularly given the difficulties experienced by
the Microgeneration Workstream in engaging electricity Suppliers so far.
However, the distribution issues discussed in the consultation relate primarily
to those surrounding the interface with Suppliers. We believe there isamore
important consideration — the basis of DNO reward provides strong incentives
towards asset-based solutions to future network development. As aresult,
when faced with load growth scenarios, DNOs are poorly incentivised to
consider an optimised mix of both assets and incentives for energy efficiency
or microgeneration. This can and should be addressed by Ofgem with
academic research and a wide-ranging debate in the industry well ahead of the
next distribution price control review and use of system charging review

NETWORK CONNECTION

The problem

12. Despite having the legal ability to connect microgeneration without seeking prior
permission from DNOs', and a detailed technical connection standard? many of
the contracts currently in place between domestic consumers and their suppliers
still require such permission to be granted.

13. Through the work of Microgeneration Workstream, there has been little
disagreement that change is required here, but the process for effecting such
change is genuinely complex — the contract between a customer, their supplier and
their DNO is acommercial arrangement between these three parties, and subject
only to limited regulatory purview. Class changes to such agreements would
require al Suppliers to agree such changes with every DNO in whose licensed
area the Supplier operates. As such, alarge matrix of contracts would require
change and would inevitably be subject to a degree of bespoke negotiation.

14. Progress in this area has been exceptionally slow with Suppliers and DNOs
wanting to await wider changes to customer agreements and the existence of a
class change procedure before making changes specific to microgeneration.

! Regulation 22 of the Electricity Safety, Quality and Continuity Regulations 2002
2 Engineering Recommendation G83/1



15. These wider changes are needed to allow the contractual framework in the
industry properly to reflect the industry’ s structure following the Utilities Act
2000, in which Distribution and Supply became separate licensed activities,
performed by different legal entities.

16. The absence of any progressin this areais a considerable frustration for
companies in the microgeneration sector, who consider it unacceptable that DNOs
and Suppliers continue to place contractual restrictions on customers that prevent
them connecting microgeneration without prior permission - something the law
has permitted them to do for over three years.

Comments on Ofgem’ s proposed solution

17. We are concerned that Ofgem’s proposal to resolve this through the Distribution
Commercial Forum will result in further unnecessary delay and debate. The
Microgeneration Workstream identified the necessary (uncontroversial) changes
amost three years ago. Given the lack of progress so far, we have little confidence
that restarting the debate afresh in a new forum will result in anything other than
considerable further delay. We would question the compatibility of this approach
with both Ofgem’s duty to protect the interests of consumers and particularly that
of DNOs to facilitate competition in generation.

Our proposed solution

18. Our preferred solution isfor Ofgem to set a clear deadline of April 2006 for
DNOs and Suppliersto resolve this. If this is not achieved, Ofgem should
introduce a license duty on DNOsthat their termsfor connection must at all
times conform to the requirements of the Electricity Safety, Quality and
Continuity Regulations 2002.

METERING

The problem

19. There are three main problems associated with metering:

a) Measuring exported energy - The Balancing and Settlement Code requires
that export units be measured if a Supplier wishes to be able to credit the
energy with the Settlements system. The most common anticipated solution to
thisis either the fitting of an additional export meter, or the replacement of the
existing meter with one capable of measuring imports and exports
independently.

b) Backward-running meters- Ofgem’sinterpretation is that backward running
meters are in breach of Schedule 7 of the Electricity Act, because the meter can
no longer accurately record the number of units supplied to the customer.

¢) Processfor changing meters— Other than the sale of a microgenerator by an
Electricity Supplier to one of its existing customers, it is currently very difficult



for meter changes to be arranged for the same time as microgeneration

installation, and even more difficult for the microgeneration installer (even if

suitably trained and qualified) to perform the necessary work and avoid
additional call-out costs.

20. Ofgem has not proposed any significant changes to the metering Codes of
Practice, Balancing and Settlement Code, or other industry documentation to
address any of these issues directly. Instead, Ofgem appears to wish to rely on
Suppliers obligations under Schedule 7 of the Electricity Act to ensure that any
metering system is appropriate. In support of this, it argues that whilst a
simultaneous microgeneration installation / meter change may not always be
possible, it should be “relatively prompt” (para 10.30).

21. Moreover, Ofgem argues that if the microgeneration installation is such that the
customer and the provider of the microgeneration equipment believes that the
value of any expected exports are likely to be sufficiently small so as not to justify
the extra expense associated with a meter change, it is acceptable not to change
the meter if the existing one has a“backstop”.

Comments on Ofgem’ s proposed solution(s)

22. Ofgem’s overriding point appears to areliance on Suppliers obligations under
Schedule 7 of the Electricity Act —that it isthe Supplier’ s responsibility to ensure
appropriate metering. There are therefore three scenarios that could be envisaged:

a) Export reward sufficient to cover meter change costs — under these

circumstances, and with the implicit assumption that an agreement exists with a
Supplier to purchase exported units, the view appears to be that the customer /

installer have a suitable incentive to change the meter in any event.

b) Export reward not sufficient to cover meter change costs — under these

circumstances what happens next depends on the type of meter already in
existence:

Where a backstop isfitted, no meter change is required; any exported units
cannot be recognised in the Settlement system and are therefore | ost.

Where a backward-running meter exists, Ofgem considers that the
Supplier is under an obligation to change the meter. Ofgem considers that
whether a charge should be levied for this or not is a contractual, not a
regulatory, matter. It points out (para 10.32) that it is open to providers of
microgeneration equipment to negotiate arrangements with suppliers for
the installation of import / export metering. It could also be argued that, as
ameter change hasto take place under this scenario, it would make little
sense to change the meter for anything other than one that has the capacity
to register exported units — the incremental costs of doing so are small, and
it opens the customers options in the future to sell the exported electricity.



23. Ofgem has correctly identified that the only circumstances in which a“one stop
shop” can be achieved is one where the customer’ s existing electricity supplier is
involved in some way in the sale and installation process of a microgeneration
unit. Thisisnot only a serious barrier to the uptake of microgeneration
technologies, it isalso contrary to the protection of consumers’ interests by
promoting competition — microgeneration providers (whether themselves affiliated
to electricity suppliers or not) cannot effectively compete against the incumbent
supplier.

Our proposed solution

24. We believe that there are two steps that need to be taken to resolve this:

a) An obligation should be introduced on licensed suppliers to offer and publish
terms for exported power. Such an obligation will mean that it isin the
Supplier’s best interests to ensure that appropriate metering isin place and,
more importantly, Suppliers will become fully engaged in making the
necessary changes to the Master Registration Agreement and any necessary
Codes of Practice to ensure that a“ one stop shop” ispossible. There are also
other reasons, explained elsewhere, for such an obligation to be introduced.

b) Giving sufficient advanced notice (we would suggest with effect from 1 April
2007), the de-minimis standard for all replacement meters should be import /
export. This should be introduced as a requirement within Schedule 7. In this
way the barrier of not having a“one stop shop” will resolve itself over time.
Moreover, the relatively small incremental cost of providing two-way meters
will fall rapidly once they become mass-manufactured — something that will
happen once such a requirement is introduced.

EXPORT REWARD

The problem

25. It isnot currently cost effective for Suppliers to process and trade small quantities
of exported energy. Consequently, those that do will tend either to offer a very
low value of reward for metered exports, or operate with such small volumes of
customers that they are prepared to withstand a small loss or opportunity cost for
other reasons.

26. Thisis a serious impediment to the microgeneration industry, particularly those
developing larger microgeneration equipment, where a more significant
proportion of the exported power is exported. In some cases, particularly
microCHP systems with arelatively high electrical efficiency (>20%) within an
overall energy efficiency envelope of >90%, customers will actually seearisein
their billsas aresult of installing microgeneration. Thisis a perverse outcome,
given that this extra power gives rise to a substantial reduction in the combined
carbon footprint of both the customer premises and the power station whose
output it displaces.



27. The industry has for some time been arguing that the reason thisisthe caseis due
to the design of the settlement rules. In turn these rules are difficult to change to
make more suitable for large volumes of customers to trade small quantities of
energy. Thisis because the expertise and commercial interest of the large
Electricity Suppliers are essential factors in getting the trading rules changed.
Moreover, the Electricity Suppliers have considerable democratic influence over
the trading rules, particularly for retail supply and other aspects associated with
the interface with customers. Other than Ofgem and Energywatch, other industry
stakeholders have little interest or expertise in the detail of some of these areas of
the settlement rules.

28. The settlement rules currently constitute an institutional barrier to microgeneration
customers being fairly rewarded for exported power. Moreover, an argument has
also been made that the market power of the large energy Suppliers provides them
with poor incentives to offer terms to purchase relatively small volumes of
exported power from domestic customers. The industry’s proposed solution,
widely supported by other stakeholders, including the Energy Saving Trust and a
considerable number of Members of Parliament, isfor Suppliers to be obliged by
their licenses to offer terms for the purchase of electricity from domestic
customers. Thisissimilar in nature to an existing obligation on them to offer
termsfor supply.

29. Ofgem’ s consultation does not really deal with the issue of export reward, the
details of the settlement system that currently make it difficult for Suppliersto
receive any noticeable value for exports, or the issues of market power referred to
above.

30. Moreover, Ofgem specifically rules out the industry’ s proposed first step towards
a solution — namely an obligation on Energy Suppliersto offer terms to domestic
customers who wish to export electricity from microgeneration.

Comments on Ofgem’ sview

31. Ofgem’ s view that an export terms obligation is not appropriate appears to be
driven from an underlying principle that the regulatory burden should not be
extended under any circumstances.

32. We believe this should be set in the context of Ofgem’s statutory duty to protect
the interests of consumers, wherever appropriate by promoting competition. In the
case of microgeneration, we believe that a modest extension of regulation in this
form is entirely appropriate, because neither consumer interests are properly
protected, nor is competition effectively promoted under the current
circumstances.

33. The changes to the settlement rules that are needed for the true economic value of
microgeneration to be reflected are urgently needed, particularly in the early years
of market development, when the prices of microgeneration technologies are
likely to be higher.



34. In the absence of obligation, the problem is circular — Suppliers are needed to
change the settlement rules® they will only do so if they see a commercial
benefit asaresult ® the microgeneration sector istoo small at present for this
commercial benefit to exist ® they will not engage to change the rules.

35. Moreover, once Suppliers have properly engaged, we believe that many of the
metering issues discussed above will also get resolved.

36. We also believe that, even once an obligation of this nature is introduced, it will
be some considerabl e time before the necessary changes are brought forward that
allow microgeneration customers to receive an appropriate level of reward for
their exported power. Ofgem has consistently argued that so-called “ net”
metering, where meters run backwards when power is being exported, is not
appropriate or isincompatible with the structure of the UK electricity supply
industry. This view appears to be driven from a concern that net metering may
lead to arisk that microgeneration customers are over-rewarded for their exported
power.

37. We understand this concern, but Ofgem’ s consultation, together with a
considerable amount of work done in the Microgeneration Workstream, suggests
that the extent to which microgeneration will continue to be under-rewarded is
considerably less than the likely marginal over-reward that net metering may lead
to. Moreover, itsintroduction would mean that microgeneration customers would
receive some recompense for exported power during the intervening period whilst
changes to settlement rules and other industry documentation takes place. It would
also be avaluable boost to the industry in the context of the government’s desire
to see microgeneration make a significant contribution to its overall energy policy
goals.

Our proposed solution

38. We therefore propose three steps, two of which have been discussed earlier:

a) Ofgem should amend the Supply license to oblige Suppliers to offer to enter
into a contract for the purchase of microgeneration output.

b) Ofgem should give a pre-defined date at which the de-minimis standard for all
replacement metersis import / export.

c) Ofgem should relax the interpretation of Schedule 7 to allow for net metering
(backwar ds running meters) from 2006 until 2012 whilst the market
becomes established, with a clear programme of work to develop changes to
the settlement system for introduction in 2012.



ROCs

The problem

39. There are anumber of concerns relating to the ability of renewable
microgeneration customers to benefit from the value of ROCs. Many of these
relate to changes needed in primary legislation, and we recognise that such matters
are not directly within Ofgem’ s regulatory purview. We have covered these in our
recent response to the DT consultation on the Review of the Renewables
Obligation, attached to this response for further background.

40. There are, however, two areas within Ofgem’s remit that are worth commenting
on here:

a) Meter reading requirements

Ofgem refers (para 7,13) to LC17 of the Supply license, which imposes an
obligation on licensed electricity suppliers to read non-half-hourly meters once
every two years. Thisis an onerous requirement for ROC meters, where for
domestic customers there is a significant rounding error (500kWh < 1 ROC <
1499 kWh). It is only technically required because of the need for a sale and
buy-back agreement, which effectively adds all of the renewable generated
output to the “supply” of the property. It is onerous because it adds a further
meter read cost, which may not necessarily be by the same Supplier or Meter
Operator as for the off-take contract. This additional cost (say £10), isa
significant proportion of the worth of the ROCs available — typically one ROC
worth up to £45.

In addition, there are also difficulties being experienced in obtaining the
required meter readings in the currently prescribed time window, which is +/-
1 day for meters read monthly and +/- 5 days for those annually read.

b) Schedule 7 compliance & metering requirementsin general

The findings of the Workstream 4 works indicated that there are wider issues
than just the time window for submission of meter reading data which affects
the issuing of ROCs. The onerous administration burden of collecting and
submitting data from individual microgeneration stations could potentially
outweigh the benefits of the schemes.

Our proposed solutions

41. We believe there are three steps that could resolve these issues:

a) An automatic right to use estimation, determined by specific rules, where the
generator fails to meet the time window. This should be set to include a
minimum threshold of all small generators and domestic customers which
have a likely error in estimation that is smaller than the ROC rounding rules.
In order to protect the integrity of the ROC scheme, the use of estimations

10



would need to be subject to alimit on the number of times this can be done, as
well as being produced using a prescribed method. The benefit of this change
would reduce the requirement to apply to Ofgem to use an estimate during the
narrow time window when the data is being collected and submitted to Ofgem,
and thus reduce the risk of ROCs not being issued. Thiswould not need to
change the requirement of meter data or primary legislation, only a change to
the RO Order.

The main advantage to implementing this approach to streamlining the data
requirements is by reducing the administration burdens, thus benefiting Ofgem
as well as operators/suppliers. The risks of suppliers not receiving ROCs for a
proportion of microgenerators is also reduced, along with the subsequent
decrease in participating in the scheme, passing risk over to customers or
discounting the price they offer for electricity generated. There are other
reasons for this approach to be considered fully. The method allows the
advantage of the use of a prescribed estimation, over a possible estimation
made by a customer not wishing to miss the time window, but claiming that
their figure is atrue reading. And with consideration to the rounding rule of
ROCs the estimations are likely not to have a significant impact.

b) Type-certification We believe there is a strong case for a type-certification
scheme for the smallest of microgeneration technologies, properly
underpinned by appropriate product and installation standards. This would
remove all of the administrative considerations associated with metering and
meter reads. Some who do not favour this suggestion argue that it is essential
to meter the generator output to ensure there is an accurate record of
renewable energy generated. We do not accept this —such a scheme based on
large numbers of identical smaller generators with output variability less than
the rounding errors of the ROC scheme would lead to an improvement in the
system compared to the current situation. We would, however accept that
some form of check is performed to ensure that the microgeneration
equipment continues to produce the assumed amount of power over its
lifetime, perhaps by building thisinto the equipment’ s maintenance cycle as a
product / installation / servicing standard. This approach would allow for
average annual values for certain microgenerators to be used, and would offer
the greatest simplification to the ROC issuing process

This alternative approach offers the advantages of the relatively quick and
easy implementation, and perhaps more importantly, time to test the approach
and progress work on the annual average option. We therefore recommend
that further urgent work is carried out to collect additional field trial data for
wind and solar, to identify legislative changes and required detailed rules for
these options, and to assess the possibility of using simulation data.

Micropower Council, July 2005
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