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The Voice of the Networks
ENERGY NETWORKS ASSOCIATION RESPONSE 
TO ACER DISCUSSION PAPER ON GAS REGULATION 2014 - 2025
Energy Networks Association

Energy Networks Association (ENA) represents the ‘wires and pipes’ transmission and distribution network operators for gas and electricity in the UK and Ireland. Our members control and maintain the critical national infrastructure that delivers these vital services into our homes and businesses.

ENA's overriding goals are to promote the UK and Ireland energy networks ensuring our networks are the safest, most reliable, most efficient and sustainable in the world. We influence decision-makers on issues that are important to our members. These include:

· Regulation and the wider representation in UK, Ireland and the rest of Europe.
· Cost-efficient engineering services and related businesses for the benefit of members.

· Safety, health and environment across the gas and electricity industries.

· The development and deployment of smart technology.

As the voice of the energy networks sector ENA acts as a strategic focus and channel of communication for the industry. We promote the interests and good standing of the industry, and provide a forum of discussion among company members.
ACER regulatory consultation
ENA welcomes this public consultation from the European regulators and its timely review of the current regulatory framework underpinning the EU’s gas target model and what will be needed to meet future challenges out to 2025. 
In our view, one important omission in the gas discussion paper is recognition of the changing role of the gas distribution network operators (GDNs). Changes for the Transmission System Operators, the traditional focus for EU policy makers, can and do impact on distribution, for example, the changes to the EU gas day introduced under the Capacity Allocation Management network code, and yet the GDNs are usually ignored when the EU institutions review gas policy.    

It is our view that the regulators in ACER and CEER should actively engage with both the gas transmission and distribution networks, in order to develop the most effective regulatory framework 2025. 
Gas in Great Britain
One important aspect for ACER to consider is the unique role that gas plays for heating and cooking in Great Britain (GB). GB arguably has arguably the most developed and integrated gas network in the world.

· Around 70% of all heat used in GB (in homes, commercial buildings and industrial processes) comes from natural gas.

· The overwhelming majority of GB’s 27 million households get their hot water and space heating through a mains-gas central heating system - 80% of GB homes (23 million) are on the gas network.

· 50% of final energy use in GB comes from heat, with 30% of GB carbon emissions. 

· On an average winter day in the UK, electricity demand is a 1/5 (1000 gigawatts) of the gas demand (4000 gigawatts). 

· In DECC’s “The Future of Heating: Meeting the Challenge” document published in March 2013, the modelling used highlighted that the role of gas use in GB is unlikely to change much from the current status quo, until well in to the 2030’s i.e. beyond the 2025 timeframe of this consultation, and indeed that there could still be a limited role for natural gas in 2050 to help meet the peaks in heat demand on the coldest days of the year.

· Until GB sees full decarbonisation of the grid, gas remains a lower carbon form of heating in domestic premises that the alternatives.

ENA’s Gas Studies
ENA and its members have carried out several studies in the past two years looking at the future of energy use in GB to meet the UK Government’s challenging 2020 and 2050 targets and to ensure that the route to decarbonisation, in which 2025 will be the mid way point, is economically manageable.

Both the ENA Redpoint study
 and National Grid’s “UK Energy Futures
” scenarios present pathways that meet the UK’s 2050 targets, utilising a balance of technologies and fuels that include making best use of what is arguably the most developed and integrated gas network in the world. These scenarios utilise new and emerging technologies that can make the GB gas grid “greener”, including Carbon Capture and Storage (CCS), hydrogen and biomethane injection, as well as demand side response and efficiency measures.

Most recently the ENA/Delta Energy and Environment study focusing on 2050 Pathways for Domestic Heat published in November 2012 and National Grid/Redpoint’s Heat Economics Report highlight the importance of keeping a variety of options open when addressing the issue of Heat.

A ‘one size fits all’ approach won’t work
The ENA believes that an energy policy that takes account of each country’s’ existing infrastructure and available resources can make an effective contribution to decarbonisation.  An approach that adopts one solution across Europe is likely to lead to non optimal paths for many countries and is likely to reduce economic growth by imposing higher costs of decarbonisation than necessary
GB has one of the most integrated and complex gas network system in the world with over 80% of the population connected to it, therefore while common approaches have merit we need to allow each country to set its own policies based on their individual existing infrastructure mix.  In particular GB should maximise the use of assets that have already been paid for rather than abandoning ‘fit for purpose’ assets and installing new assets to provide energy from a different energy source.

Any approach adopted will also need to consider what is the optimum solution for each member state, and will need to take in to consideration: 
· The availability of natural resources.

· The existing infrastructure (transmission, distribution, generation, production and storage).

· Current social patterns of energy demand and existing technologies.

· Weather related demand profiles, for example Spain is different to UK, which is different to Denmark.

· Population densities.

· Nature of the building stock in the member state.

Therefore a common approach is potentially too simplistic or else needs to be very high level.

Highly developed gas distribution network assets in GB mean that we need to keep gas in the mix to ensure an economically viable transformation to a low carbon economy.

Costs
ENA’s Redpoint Report
 demonstrates that pathways with ongoing gas use can offer a cost-effective solution for a low carbon transition relative to scenarios with higher levels of electrification. The baseline assumptions in the report indicate potential savings of more than £700bn over the 2010 to 2050 period – around £20,000 per household or £10,000 per person – with consequential benefits for consumers, the economy, and the competitiveness of GB industry. 

ENA/Delta EE’s 2050 Pathways to Domestic Heat study has demonstrated that consumers will not choose high cost low carbon options unless the government intervenes and polices change.  Historically, all changes in the GB heating appliance mix have required either government intervention (Clean Air Acts, Town Gas to Natural Gas and Condensing Boilers) or Customer “pull” (the rapid growth in central heating in the past 25 years).  Furthermore this study demonstrates that consumers are concerned by capital costs more than commodity costs, and this impacts their choice of heating appliance, the future commodity benefits appear to be heavily discounted.

The National Grid/Redpoint Report also demonstrates that it is important that the whole system view is taken when looking at costs, not just cost to the consumer. For example moving to the electric heat pumps, customers will see the appliance cost but there may be significant additional generation and electricity distribution infrastructure required. This is why the hybrid gas/electric heat pumps appear to be so effective in the study. 

ENA’s Delta study suggested that domestic customers will be primarily driven by capital costs when making choices for heat.  Decarbonisation will not be popular unless it is also affordable and provides energy security.  To most people and organisations the order of importance of the energy "trilemma" is affordability first, followed by security of supply and the environmental issues.  
Therefore if fossil fuel prices fall consumers will require further government interventions to move away from fossil fuels, however, as the Delta study shows, most of the targets can be achieved with gas remaining in the energy mix.

A long term future for gas
ACER and CEER ask if we can agree with the Commission that “Gas will be critical for the transformation of the energy system”, until at least 2030 or 2035? What mechanisms are required to boost the role of gas, securing appropriate investments, but on the proposed interim basis? Does an active renewables policy require gas in support of it? Should the EU encourage the development of unconventional gas? 

There are credible and robust scenarios in which gas can play a major ongoing role in the GB and European energy mix while meeting both the 2050 carbon targets and the 2020 renewable energy targets. Managing CO2 emissions under these scenarios would require the successful development and roll-out of Carbon Capture and Storage (CCS) technology, supported by the deployment of biomethane injection into the gas distribution network, roll-out of district heating, and / or the use of combined electricity and gas, dual fuel systems for domestic heating.

In DECC’s “The Future of Heating: Meeting the Challenge” document published in March 2013, the modelling used highlighted that the role of gas use in GB is unlikely to change much from the current status quo, until well into the 2030’s i.e. beyond the 2025 timeframe of this consultation, and indeed that there could still be a limited role for natural gas in 2050 to help meet the peaks in heat demand on the coldest days of the year.

All potential pathways to a low-carbon future will involve significant investment in new technology, with its associated risks. Given the level of uncertainty regarding these issues, there appears to be significant value in retaining the option for a ‘high gas’ future. The costs of maintaining the existing gas transmission and distribution networks are relatively small in comparison to the other system costs associated with a low carbon transition. Together these findings suggest a compelling economic rationale for maintaining the operation of GB gas transmission and distribution networks for the foreseeable future.
GB’s gas networks currently provide the bulk of existing heat demand and if, as proposed in the recent DECC Heat Strategy, a large proportion of this load is moved to other networks (namely electricity and district heating), then the UK Government must take into account the seasonality of heat demand and the instantaneous peaks on the electricity systems. 

There is also the issue of the significant levels of capital investment required in the electricity networks to meet these peak demands. In the case of district heating networks, under current arrangements, our members see few incentives to invest or become involved in this market. The potential emergence of electric vehicles may further compound these issues in the case of the electricity networks.

Gas and electricity networks interaction
ENA is in a unique position to address the needs for a balanced solution as it represents both electricity and gas network operators. Through our various work streams our members are considering the different scenarios needed to meet the 2020 and 2050 targets, and how the electricity and gas networks could be transformed as a result. For example, ENA are coordinating Low Carbon Network Fund projects for our members that are addressing the challenge of an all electric future whilst at the same time our Gas Futures Group have undertaken a study to look at the future of domestic heating.

ENA, as part of addressing the challenge of potential increased electrification, are considering how smarter management of the distribution network can mitigate these costs. Our members are working with electricity suppliers to better understand how demand side management, coupled with a smarter network, can reduce the need for large scale distribution network investment that would otherwise be needed.

Gas has a continued albeit changing role in building heat, migrating from a base load to seasonal and peak supply by 2050. Gas with CCS could play a significant role in both decarbonisation of GB electricity generation and conversion to hydrogen (2040 onwards) for industry and transport as emission targets start to tighten.

Gas distribution networks are seeing interest in building small scale gas fired generation.  The promoters of these schemes are responding to market opportunities in providing Short Term Operating Reserve to support the electricity system and provide fast response to requirements for short term generation capacity. These connections are typically to the lower pressure tiers of distribution networks and will therefore be deeply embedded in the system.  If this generation capacity is required to support the electricity system as an increasing amount of wind is connected then the gas distribution system will need to be maintained for the foreseeable future.

With gas included in the future energy mix then the development of indigenous sources of gas makes sense.  It will benefit the balance of trade by reducing imports, it may result in reduced prices and it may also reduce environmental emissions by reducing the energy consuming in importing the gas.

Research and innovation
All of our ENA members are actively involved in research and innovation both through the Low Carbon Network Fund in electricity, and the current Innovation Funding Incentive and the new Network Innovation Competition/Allowance in Gas.
Our gas members are actively occupied in the development of non-conventional gas (predominantly biomethane) injection in to the grid and are working with various trade bodies, industry, Government and Regulators to develop this market. There are also studies focussing on the addition of Hydrogen to natural gas and the development of standalone hydrogen networks using electrolysis to store hydrogen from wind generation when there is no demand.

BioSNG is another technology that offers decarbonisation options that are potentially more cost effective than full electrification, and over time offer the possibility to decarbonise some or all of the gas network which would be complementary to electricity decarbonisation. 

Conclusion

There are credible and robust scenarios in which gas can play a major ongoing role in the GB and European energy mix while meeting both the 2050 carbon targets and the 2020 renewable energy targets. Managing CO2 emissions under these scenarios would require the successful development and roll-out of Carbon Capture and Storage (CCS) technology, supported by the deployment of biomethane injection into the gas distribution network, roll-out of district heating, and / or the usage of combined electricity and gas, and dual fuel systems for domestic heating.

The future for gas is very exciting, and ENA’s gas transmission and gas distribution networks are keen to engage with the European Regulators in CEER and ACER as you now consider the right regulatory framework to 2025 and beyond.      
For further information please contact: 
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