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E DS OspensaoACER public consultation Bnergy
regulation: a bridge to 2025

The European Distribution System Operators for Smart GridgEDSOWwelcomesthe ACER public
consultation on “Energy regulation: a bsestodge t o
to think ahead and reflect on how to set up a stable, but flexible, regulatory framework for the ten
years to come.

The European policies aiming at liberalising, integrating, and decarbonising the electricity market are
encouraging utilities to inngate and rethink their roles and responsibilities. Distribution System
Operators (DSOs) are particulaalfyected by some of thtundamental changethat have occurred as

a resultover the lasttwo decadesderegulation and integration of the Eysean energy markets,
unbundling between competition and regulated busingsstrong growth in distributed energy
resources connected to the grid, deployment of smart metargl more

Future new market players arepreparing their entryinto the electriéty business Energy Service
Companiesaggregators, et, and new technologies are expected to take off (electric vehicles) or are
being researched (energy storage). DSOs are directly impacted by these changes as most new users
and devices will be conntsl to distribution grid.

Moreover, energy infrastructurasbuilt to lastdecades and redson longterm investment plansCost
efficient planningcan be put at risk fpolicy objectivesthe regulatory framework and theules forcost
recovery change too oftenA longterm perspective orthe current challenges and how to solve them
in a sustainable way is thus vemyportant.

In this paper, EDS@flects onA C E R’ papem, &vith a particular focus on five topics: infrastructure
investment, casumers.the retail energymarket, the role of DSQsandthe governance ohetwork
codes



Infrastructure investment

ACER’ s paper rightmgl pyodeaelisvemumy aofhaitnfrastructur
Statesis critical to achieingt he f ul | benefits of an ialthoeggr at ed
transmission networkare almost solely focusemh, with little reference todistribution networks.

Interconnectionbetween Member States isindeniablyimportant for the creation of a internal
energy market,however, regulators are asked tokeep in mind thatnew variable generdon is
overwhelminglyconnected to distribution networkdyut alsothat distribution lines represent 97% of
the total electricity lines in Europe.

Investments at distributionlevel are as urgent as investment at transmission leiel2011, he

European CommissidiECestimateal that to reach the 2020 targetsnd complete the internal energy

market, investmens in distributiongridswould have toreach€400 billion c o mp ar e€00t o “ on |
billion for transmission grids

The paperalsorefers to projects of common interest (POlas a potentiahelp for interconnecting
Europe and completing the internal energy mark®C€Is appedp providepromising opportunitiesfor
network operators, however, thefocus issolelyon transmissiodevel Smart gridsare identified as
one of thepriorities for PClIs buthe criteriafor selecingthe projectsdo not take into account smart
grids at distribution levethe voltage limit is too higla TSas to be includedhe project must cover
more than one member statestc?. Thisexplainswhy onlytwo of 250 PClshosenby the Eiropean
Commissiorso far are focused osmart grids To make the most of this new instnent, both at
transmission and distribution leveEDSCGencourages ACERo work together with the ECon future
revisions oftriteriain a way that would allovemart griddeploymentto be eligiblefor PCistatus

Finally,smartening distributiongrids to keep costsunder control is rarely incentiviseth Europe

Further discussions between DSOs and regulategarding and adaptation of the regulatory

framework are needed at National level in order tiacilitate and encouragénvesiment in smart

solutions beyond investments in physical infrastructuBCER s fcoarl la “ smart” regul a
positive step

Consumers, retail market and the role of DSOs

Consumer concerns

In thecomingyears, hoseholdamay startto become moreanvolved h demandresponse programmes

with a viewto redudéngtheir energy billsin many countries, this means an increased reliancenoart
meteringandmore data generaibn driven bythe amplifiedneed tounderstanchow flexible resources

are usedIn such a systempasumers will need a trustable entity to manage their data. As presented
intheupcomingE DSO paplkre moml & of Distribution System Op
market- Data Managemerit to be releasedn June 2014DSOsre weltplaced tocarry out this role

1 Both figures includelectricity and gas networks
2EDSO response to European Commission consultation on the draft Communication: State aid to promote
important projects of common European interest (IPGHebruary 28 2014
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as regulated and neutral market facilitators, providing défathe customer agreesin a non
discriminatory way to thirgparties who may offer innovative services

DSOs in this way,can also playa role in encouraging and promotingnergy efficiencyservices
Depending on the national context, the D&&hcontribute toraisingawarenesgor new servicewia,
for exampletargeted communicationo customers.

Empowering ana@ngaging astomers willalsorequire incentivesvhich can take different forms, for
example,dynamic grid tariffs or incentive based demand resposisgemes enabling the consumer
to save money by offering controllable loaldiftsto market and network operators.

Technological advances
EDSartiallyagreesvi t h  t he A GhEoRtheDSG s s meahsigalehallengesiamely

1 Smart grids which need to be depl@din order to maintain security of supply and quality of
serviceand wi | | help to *“

me et consumer requiremel

through better network management and to accc

 Smart meters

1 Smartload control- which represent a real challenge for tigearsto come,asmatching the
technical capabilities of appliances and designing a market to use them will require further
research

These three topicare very closely linkedtoDSOs but it shoul d baenathe ar
driving force behind the new role of the DSthe actual driver ishie ever increasingapacity of

di stributed energy resources ¢ o0 niqnteeotlyeadechnical t h e
answer to thechallengesthat RES represenRegading smart meters their role @n go beyond
fostering consumer involvement, they will also be used by DSOs to improve the security of supply and
guality of service, penabling DSOs to monitor the status of the extremities of the grid

In addition it is regrettable not to se¢hese technological advances baectly linked topotential
actions for regulatorsAs expressed in theecentDSCDeclaratior?, implementing smart solutions will

be instrumentalto keeping network costseasonablein the longrun. Electricity tariffswill need to
reflect these network investmenieedsand national regulatorare strongly encouraged twork on

this issueWithout regulatory change, and without further support, smarter grids will not be deployed
and DSOs ivbe lockedin to the traditional approach ahvesting in only physical infrastructynghich

will be considerablycostler for the customerand for society.

In addition to supportive policies at national leveipre research and innovation fundirgpssibilities
are needed fodemonstration projectsThisquestionis not addresseih the ACER consultation

SEDSO, Eurelectric, CEDEC, Geode, DSO Declaration: Power Distribution: Contributing to the European Energy
Transition May 22 2014
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Enabling demand response

Earlier this year, EDSO published apaperhe r ol e of Di stri bution Syste
electricity market— Flexibility* , describing the potential benefits of flexibility and giving a series of
recommendations to help demarsilde response develop in a way thatedmot put grid stabilityat

risk In theory demandesponsecould beprovided by anyctive user who hathe capabiliy to modify

their injection/consumption patterns, i.e. small industrial and commercial yseggregéed

household customers andistributed energy resources (DERhis last type of users should be
emphasi sedeypdmdseefansddhoul d not only be regarded as
but also to small electricity generators.

In practice, the way aggregation cactually workwith a multitude of small service providessstill an
unchartedterritory that will require further investigation and demonstratiaon the role ofsystem
operators(DS@ and TSQgeneratorssuppliersas well apossiblynew entrants such as aggregators
Amongthe questionsstill need to be answered before designing a sugaystemare:

- How to prevent actionfrom aggregatorand/or supplierscreatinggrid congestions

- How to check if aggregatorand/or suppliers are actually delivering a consumption/
generation decrease or increasire estimates enough or is additional metering needed?

- If different from suppliers, araggregators linked to a balance responsible party or not?

- Who is responsible if the services cannot be provided due to a fault on the grid?

We thus welcome ACER’s <calll to “explore the ne:
c 0 n s u me thesiritentiamtali d e nintérdctions ‘with wholesale markets and transmission and
distribution operation” .

Future role of DSOs

As recognised bxCER, new grid users and technological developsrsrtchanging the distribution

grid landscape and leading tbe rethinking ofthe role of DSOs. EDSO agrees WE@ER that DSOs

should not influence the operation of competitive market®wever, they wil need to be able to
accuratelymoni t or the status of the grid. The senten
operator s, it is in the interest of al/ consume
aggregators, ESCOs) to supply the mamwices including load contralsage monitoring and the
provision of vehi clizmnfusing andgn corgradictord with the techgical ...”
challenges mentioned before.

For efficient network operations, which translate into reasonablks fidr consumers and high quality

of servicesit will be paramount thaDSOs can nmator how the grid is used, ascreased information

is core to the transition from traditional distribution networks to smart grid®SO s af or ement i o
upcomingpaper o data management illustrates how DSOs use data today and how they could use it
tomorrow. In most member states, amitoring usage will be integral tthe DSO gole, given the

volatile consumption and generation patternesulting from RESintegration and actions from
aggregatorsDSOs will need this type of information to maintain security of supply.

Regarding data management, tReCERb a p e r st ahere BSO¢$ rhaadge tHisadata flow, they
have potentially a competitive edge through the

“EDSO paper The role of Distribution -SlexdbiligMay®per ator s
2014
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sentence seemito imply that DSOs argrovidingservices to consumeis a competitive marketDSOs
are neutral marke facilitators and need data for system management purpostsday, DSOs are
increasinglyusingsmart metersto facilitate billing, switching, allocation and settlement. All of these
are market processes, enabled by the D&©Omentioned previously rpvidedthat the consumer gives
its explicit consent the DSOwill provide consumption data to any service providar a non
discriminatory way

In order to facilitatethe mar ket |, ACER’ s paper st ateensmotiehtat “t he
deliversucham ut come i s ownership unbundling”. This se
possible way for developing the role of DSOs, is in contradiction with the previous paragraph (p.26)

statingthat* i t i s most useful to deadawayofdascribbiegrihe precise ( ¢ o n

role DSOs might play in order to respect the different contexts of the distribution network across the
EU” .

The enforcement of the thirdenergy package which requiredlegal and functional unbundling,

provides a sounddsis for the futuréandshould beensuredbefore anyfurther stepsare taken EDSO

would also | ike-stt@ehifghlsi qaHtl "t h &t n‘odne ecommendal
particularities

Network codes governance

With regards to network code&NTSEE has a supporing role to play during the implementation

phase while regulaors, through ACER and NRAs, shouldifethe driving seat. During the
implementation phase, flaws or loopholes in the code migbtne to ligh. In the caseof this

happening amendments should be proposed and processed in a transparent and neutral way, and
regulators should be the oldo guidet he amendment process, as sugage
published on Septembex4™ 2013.

Conclusion and Priorities
Europe will not be able to reach its energy and climate objectines cost efficient wayvithout
significant longerm investments in distribution networkdn addition, DSOs will need new tedb
manage the variable generatiarapacity connected to their networks, and monitor the electricity
consumption and generation habits that will emerge with the development of new energy seisces.
presented in the DSO Declaration, EDSO bedinat:
1 Networkregulation should be revised to incentivise DSOs to make the necessary efficient long
term investments
1 Research and innovation funding opportunitiésr distribution networksshould be further
developed at National and European level
9 Network tariffs should be fair and costflective.

SCEDEC, EDSO for Smart Grids, FtrieleGeode, DSO DeclaratipMay 22 2014
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EDSO &

for smart grids

EDSO for Smart Grids is a European association
gathering leading Electricity Distribution System
Operators, cooperating to bring Smart Grids from
vision to reality.

www.edsoforsmartgrids.eu



