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REA & ADBA response to consultation on proposed change to gas distribution entry charging arrangements

If you are responding on behalf of an organisation, please confirm the name and type of organisation you represent?
The Association for Renewable Energy & Clean Technology (REA) and the UK Anaerobic Digestion and Bioresources Association (ADBA) are pleased to submit this response to the above consultation. 
The REA represents industry stakeholders from across the whole renewable energy and bioenergy sectors and includes dedicated member forums focused on green gases including clean hydrogen, biogas and biomethane, biomass heat, biomass power, renewable transport fuels and energy from waste (including advanced conversion technologies). Our members include generators, project developers, fuel and power suppliers, investors, equipment producers and service providers. Members range in size from major multinationals to sole traders. There are over 500 corporate members of the REA, making it the largest renewable energy trade association in the UK. 
ADBA is the trade association that represents the anaerobic digestion sector, supporting the development of new and existing AD projects across the UK. ADBA is at the forefront of the AD sector, demonstrating the potential of AD to cut GHG emissions and in the hardest to decarbonise sectors of heat, transport, waste management and agriculture. ADBA has around 300 members from across the AD industry, including plant operators and developers, farmers, local authorities, waste management companies, supermarkets, food processors, energy and water companies, equipment manufacturers and suppliers, consultants, financiers and supporting service companies.
Together the two associations represent the large majority of the green gas developers and operators in the UK.  

Summary of response:
Both associations strongly support the need for change and the changes proposed by the gas distribution networks to the charging regime. We urge Ofgem to take these proposals forward as a matter of some urgency, to reduce the cost of biomethane connections especially when existing entry capacity is not available. 
However, we support these changes only on condition they can be implemented and delivered swiftly, at the pace required to support the scale of biomethane growth required to meet net zero and improve our energy security. 

Furthermore, changes need to apply to and benefit existing sites as well new sites. 
The above is supported by the results from a joint REA/ADBA survey which was sent out to all two trade associations’ green gas members to inform this response as well as additional feedback provided by members. 
We believe that the proposed changes would support more biomethane connections by reducing the costs of solutions to address capacity constraints, including ‘Reverse compression’, and allowing these costs to be socialised. 
Some existing sites are constrained, notably at times of low demand - which can be expected to become a more significant issue in the short-medium term due to high gas prices causing loads to reduce consumption and to switch back to oil or LPG. This can lead to flaring of biomethane, which is clearly unacceptable. In addition, some existing sites are looking to expand their output but face the same constraints as new plants. At the same time, options for injecting hydrogen to the gas network are also being developed and will put further pressure on the available network capacity, as would development of syngas and other innovations.
We recommend that changing the connections charging methodology apply to and benefit new projects, as well as address these wider examples where capacity constraints are also a barrier to entry for existing sites. 

Clear and swift implementation/delivery plan required 
Ofgem and the GDNs must also establish clear timelines for project delivery and the proposed changes must be delivered swiftly. In particular, plants applying for the Green Gas Support Scheme have strict deadlines to start injecting biomethane into the grid. Significant delays to grid reinforcement could potentially risk accreditation under the Green Gas Support scheme, potentially slowing or stalling project’s development. 
If changes cannot be made swiftly, then other, more time efficient options to support solutions such as reverse compression should be considered. 
We believe that more than a tenfold increase in biomethane connections is needed to reach 10% of UK gas demand quoted by the Climate Change Committee, which is the equivalent of 1,000 injection points compared to the present 100. 
For this growth to happen, it is crucial that local gas networks are dynamic in terms of balancing supply and demand, allowing for the flow of gas in different directions, including potentially from GDNs to the NTS rather than gas always flowing from the NTS. This cannot wait for the next price control review and be implemented gradually but should be happening now. The current energy crisis and security of supply concerns add to the urgency of the situation and any steps that increase energy supply should be welcomed and encouraged. 
Alternative solution 
An alternative, swifter option would be for the developer to be given an allowance equal to the value of the socialised costs which they could then use to fund investment by a third party specialist with a view to delivering the required capacity on a shorter timeframe. This would ensure that competitive forces are relied on to ensure efficient and timely delivery of developer’s requirements rather than all investment necessarily sitting with the regulated networks. We believe this is consistent with GDNs Licence obligations and is in the interest of consumers. This is substantially a hybrid approach with socialising costs where only the GDN can do the work (eg adjusting system pressures) and an allowance system to facilitate capacity via 3rd party investment.
This option would support a competitive market which may be more effective in delivering the changes required at a faster pace. 
Survey results
We had a total of 17 responses to the joint survey. The respondents’ involvement in the biomethane supply chain is shown on the chart below. Most of the respondents are biomethane producers and developers. The remainder of respondents represent companies that are biomethane offtakers, consultants or gas monitoring equipment suppliers. Some respondents are also hydrogen producers or looking to inject hydrogen as well as biomethane.  


Reverse compression
Businesses operating AD sites want to produce biomethane throughout year and if injecting into the MP/IP network they can have capacity issues during summer periods of low seasonal demand. Lack of capacity causes approximately 30 – 50% of potential new biomethane projects to be prevented from going ahead. In addition, many existing projects have to flare gas in summer due to capacity constraints and this could become worse going forward due to gas loads switching off or changing to oil. 
One of the potential solutions is to install ‘Reverse Compression project to extract gas out of the MP/IP and inject into higher pressure tiers. 
Market intelligence suggests that there are at least 20 biomethane projects that could connect to the network in areas with capacity constraints in the lower tier distribution network, if reverse compression technology could be adopted. Taken together these projects would be able to inject 1.6 TWh/annum into the grid and deliver just below 280,000 tonnes per annum of CO2 savings (or 500,000 tonnes if the bio-CO2 is captured and sent to CCS). However, the cost of adopting reverse compression would fall entirely on the producer and are significant (estimated at typically 7% of the total project capex), and this creates a barrier to the adoption of this innovative solution. 
Note that reverse compression is already wide spread in Europe with a GB pilot project due to be operational in 2023. Reverse compression is being carried out in the Netherlands (Gas Unie), France (GRTgaz) and Denmark (Energienet) and is being explored and tested in the UK by some gas distribution networks under a NIC funded project at a site near Doncaster. Based on this project, the GDNs have produced a specification for GDN owned and operated compressors. A member of the REA, CSL, estimates that 50% of potential projects now require Reverse Compression, a technology that is widespread in Europe with a GB pilot project due to be operational in 2023.  The key point on the GDN specification is that it would not allow standard compressors to be used of which around 20 already inject gas into the transmission system. Adopting a non standard approach is likely to add significant time to project delivery. 

1. Do you recognise the need for changes to current connections charging methodology to support greater entry gas? a. Explain your reasoning b. Supporting evidence 2. 
Yes.
All our members who provided feedback to this question strongly recognise the need for changes to the current connection charging methodology, as long as these can be made and adopted swiftly. The reasons mentioned in their survey responses are listed below:
· The current methodology basis puts undue burden on developers and will restrict the growth of the market
· The capacity for biomethane is currently limited / the evidence is that biomethane plants are struggling to find low-pressure connections and over the years have had to apply to further higher pressures due to lack of availability. 
· The cost of connection for green gas is often too expensive or it is not available.
· There is a clear barrier to entry for connections on a country-wide basis
· It is now extremely difficult to find locations where it is economically viable to connect, planning and permitting are realistically achievable, and where there is sufficient waste derived feedstock. 
· We need to help smaller plants enter the grid but we also need to provide support for off-grid biomethane for use on-site and as HGV fuel 
· The gas grid is too high carbon, it needs to further incentivise the injection of green gases at multiple locations if it is to be part of the net zero energy system.
· It should be the responsibility of the network provider to ensure they can accept biomethane and this should be set out in their overall funding/cap-ex arrangements. Prioritising green gas should be part of the gas networks future commitment. Any costs associated with this should be shared or funded to an extent that it enables green gas to be accepted anywhere within the network unless in very extreme circumstances.  
· The current basis puts undue burden on developers and will restrict the growth of the market
A member of both trade associations, Future Biogas, noted that many of the methodologies and regulations across the UK gas sector are outdated, designed when gas demand could be fulfilled by 100% fossil natural gas injected into a small number of grid entry connections. As a result, gas now accounts for a third of all UK emissions and is deeply embedded within the UK’s energy network, making it very difficult to decarbonise. The Net Zero target requires immediate decarbonisation across all sectors. At present, around 4 TWh of biomethane is injected into the grid each year, representing the only process in place to cut the grid’s current carbon intensity. This green gas is injected by 122 anaerobic digestion (AD) plants distributed across the UK, decentralising the provision of gas nationwide.  The Government’s Net Zero Strategy indicates that biomethane injection must be scaled up five-fold (~20 TWh) to successfully deliver its legally-binding target. Moreover, this represents a fraction of the industry’s full potential of 54-76 TWh. The location of a new biomethane plant is determined by several constraints, primarily proximity to feedstock and energy infrastructure. To generate sufficient biomethane for Net Zero, AD plants must be constructed in new areas, accessing untapped sources of feedstock, and potentially connecting to less favourable portions of the gas grid. As presented within the consultation document, around 40% of prospective new plants are being prevented by grid capacity concerns. Connecting to the gas grid accounts for a significant proportion of a plant’s capital expenditure. It is critical that, if the local grid requires reinforcement, additional costs do not stop the development of a project altogether. To deliver Net Zero, it is critical that the GDNs actively support the injection of green gas whenever and wherever possible.

2. Do you agree that the preferred option better achieves the relevant objectives as set out in Standard Licence Condition 4B compared to the current framework or other options? a. Explain your reasoning b. Supporting evidence 
Yes, we agree, on condition this change can be made swiftly. 
82% of members who responded to the above survey indicated that they strongly prefer the option recommended by the gas distribution networks (the High Cost Cap). The reasons mentioned by the respondents are summarised below:  
· The High Cost Cap presents a fair and equitable option to the socialisation of grid reinforcement costs. Setting a nationally-consistent cap promotes competition in gas supply, while supporting the increased injection of green gas into the grid. The cap further protects customers from excessive connection costs.
· It is reasonably simple to understand and transparent calculation process. It will not incentivise connection requests that are clearly uneconomic.
· It is a good balance between socialising a sensible level of costs and making developers pay if the costs are excessive
· This option would not affect existing customers
· A member noted that it needs to be flexible to accommodate smaller plants and this needs to be built into the system 
· Another member suggested that it should be subject to a 18–24 month review. 
· A member asked how this is handled on the electricity network and whether the cost is socialised if National Grid has to reinforce the network to allow more renewables. If so, then this is how we should follow for biomethane plants. 

Reasons highlighted by respondents that do not support this option: 
· This option does not really resolve the issue of high reinforcement cost put onto potential projects, and also encourages the GDN to produce the cheapest solution for a potential injection rate with no contractual guarantee. We have plants which are severely constrained in injection rates because of the GDN's operational parameters, meaning that injection rates rarely achieve the GDN's predicted injection potential.  

3. [bookmark: _Int_g3vxNSuU]Are there any alternative approaches to the High Cost Cap that address the barrier and achieve our relevant objectives that we have not considered? 
18% of respondents did not support the GDNs preferred option, supporting the following three options in order of preference (as illustrated in the chart below). 
1. Reinforcement prices and Entry test (ranked equally) 
2. All or Nothing Cap


As previously highlighted, changes need to be made at the pace required to achieve the scale of growth required to meet net zero and address energy security. 
An alternative, swifter option would be for the developer to be given an allowance equal to the value of the socialised costs which they could then use to fund investment by a third party specialist with a view to delivering the required capacity on a shorter timeframe. This would ensure that competitive forces are relied on to ensure efficient and timely delivery of developer’s requirements rather than all investment necessarily sitting with the regulated networks. We believe this is consistent with GDNs Licence obligations and is in the interest of consumers. This is substantially a hybrid approach with socialising costs where only the GDN can do the work (eg adjusting system pressures) and an allowance system to facilitate capacity via 3rd party investment.
This option would support a competitive market which may be more effective in delivering the changes required at a faster pace. 

[bookmark: _Int_J0f3S8gF]4. Do you think the High Cost Cap level that we are proposing to set initially is the right level? a. Explain your reasoning b. Supporting evidence that can help inform the cap 
Yes. 
69% of respondents have said it is set at the right level. They said it seems like a reasonable approach, incentivising connections but protecting customers from bearing socialised costs of very high-cost connections. A member suggested that an alternative to mitigate these costs on existing users would be to set it at a lower level e.g. 80th percentile.
However, some members noted that there isn’t sufficient information in the consultation on the cost of providing capacity or reinforcements to make a decision on whether the cap is appropriate. 
It is also crucial that the High Cost Cap level consider recent market trends for increasingly larger plants. 
A member of both associations, Future Biogas, highlighted that more data on reinforcement costs for larger biomethane plants (>1,000m3/h) is required. Current market trends indicate that biomethane plants have, and continue, to grow in size. Under the RHI, biomethane plants were typically developed with a capacity greater than 500 m3/h, in line with tier 1 limits. Under the Green Gas Support Scheme (GGSS), however, biomethane plants are being constructed with a capacity greater than 750 m3/h, in response to the Scheme’s higher tier 1 limit compared to the RHI. For the next generation of biomethane plants, Future Biogas is aiming to develop around 25 new plants with a capacity of either 1,000 or 1,500 m3/h. These plants will deliver BECCS producing unsubsidised biomethane and capturing bio-CO2 for storage. The High-Cost Cap level must consider this market trend for increasingly large plants. Within the consultation, the proposed cap is set at 200/kW based on 21 recent applications to connect to Cadent’s grid. However, it is not clear when these applications were submitted, nor the installed capacity of these connections. As Cadent’s data demonstrates, reinforcement costs increase exponentially with capacity. This reinforcement cost often depends on the relative difference between the local grid capacity and the biomethane injection capacity; for example, the difference is more likely to be smaller at connections with a lower injection capacity, thus reducing the relative cost of reinforcement. Consequently, if the consultation’s analysis is derived from older RHI-based applications, data may be skewed to smaller biomethane connections, and thus fail to represent the reinforcement costs of today’s larger plants. As plants scale up in size and the optimal connection sites are taken, greater levels of grid reinforcement could be required. Consequently, the £200/kW cap proposed may not be sufficient to overcome the financial barrier to grid connections risking the development of new biomethane production.  Internal analysis from Future Biogas suggests that additional costs exceeding £4.5m would likely prevent the development of 1,100 m3/h biomethane plant. Based on the proposed cap, the first £2.2m would be socialised by the GDNs and the remaining would be covered by Future Biogas. In this example, if the total reinforcement costs exceeded £6.7m, the development would be stopped. Consequently, analysis must consider the average cost of reinforcements for projects of this capacity. Based on Cadent’s two applications costing more than the £200/kW cap (£427 and 1,203/kW), reinforcement costs could add an additional £2-10 million to a 1,000 m3/h capacity plant capex (accounting for costs covered by the GDNs). Under these conditions, the development of Future Biogas’ new plants could be blocked.     Again, this proposed methodology will be redundant if it fails to address connection barriers specific to large-scale biomethane plants.  

5. Are there any other unintended consequences that you foresee with this approach that we have not already considered? 
See our response to Q4 – risk of only supporting the connection of smaller biomethane plants, which doesn’t reflect the current market trends showing increasingly larger biomethane sites. 
We would also recommend that the cost socialisation is applied to existing plants so that they can inject all summer and not flare gas. Members who are operating existing plants have said they have restricted flow issues at some of these plants and alleviating these would help drive biomethane injection.

6. Are there any significant implications of the proposed changes that we have not identified? What impact do you think these could have and how could they impact our preferred option? a. Explain your reasoning b. Supporting evidence 
There is also a risk of extra delays to grid reinforcement and grid connection work. If the proposal is approved, there must be an efficient process in place so that reinforcement work can be assessed, costed and then approved rapidly. Inefficiencies and slow response could significantly delay a project and have knock-on impacts on meeting GGSS (or other) deadlines. 
Similarly, once reinforcement work has been approved, the GDNs must be able to complete the work without delay. We suggest that the GDNs, where possible, should standardise the process so that work can be completed quickly and not hold up new biomethane projects. This may include a dedicated delivery team and standard design and infrastructure. 

7. Do you agree with the proposed implementation approach, or have you identified any additional steps that would need to be undertaken to implement the preferred option? a. Supporting evidence 
Connection agreements must prioritise the production and use of biomethane. While grid reinforcements can address concerns over maintaining flow rates and pressure, the GDN’s should reassess their approach to connection agreements, increasing the minimum guaranteed injection rates and accepting some liability for extensive periods preventing injection. The latter would help share operational risk, demonstrating to developers than both parties are motivated to maximise biomethane production.  
8. Do you think there is value in initiating a broader review across industry at this time into distribution charges that could address both entry and exit? 
We would recommend that the focus of the review is kept narrow. The broader the review the more time it takes longer and the less likely we are to get a swift change. 

9. Do you have any other information relevant to the subject matter of this consultation that we should consider in developing our proposal for Ofgem?
As highlighted above, the consultation proposal must establish timelines for project delivery. Plants applying for the GGSS are set strict deadlines to start injecting biomethane into the grid. As highlighted above, significant delays to grid reinforcement could potentially risk accreditation under the Green Gas Support scheme, potentially slowing or stalling the project’s development. 
It is also not clear from the consultation proposal when money will become available during a connection application. For Future Biogas’ experience, engineering designs for grid reinforcement can cost upwards of £100,000. By transitioning to a shallower connection boundary, this cost should fall within the socialised support. However, the work must be completed prior to the finalisation of a contract agreement, as the engineering plans will determine the total reinforcement costs and final connection offer. Only if both aspects are agreeable the project will continue its development. 
The GDNs must account for costs incurred from connection proposals. Note that the engineering work or consultancy can provide GDN’s with valuable cost-benefit analysis on network modernisation. Therefore, the costs incurred from this preliminary work are not wasted if a new biomethane plant does not progress. 
GDNs and connectees must agree on completion date and this timeline is fed into construction costs. The development of new biomethane capacity should not be unfairly impacted by avoidable delays, indecision, and overzealous cost-saving measures from the GDNs or other external parties. 
Unavoidable delays to grid reinforcement should be communicated to Ofgem from the GDNs, ensuring that GGSS deadlines are appropriately extended. 
Some members commented that they have a number of plants which are routinely kicked out of the grid due to either high grid CV or high grid pressure.  There is little point in supporting low carbon options such as biomethane, unless the GDNs are actively required to facilitate the connection and injection of biomethane.  Otherwise, the GDNs will always do what is more operationally convenient to facilitate the flow of fossil gas from Norway or LNG.  
Finally, members have said they would be happy to provide case studies of smaller on site biomethane plants to support the proposed changes. Even for a smaller upgrade plant grid access is still an issue.
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