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	00:08
	Hi there and welcome back to another edition of the Energy Transition Shorts. I’m joined today by Gareth Miller, energy markets and regulatory guru and Chair of our Energy Markets Risk Committee. This session we were thinking about talking about some of the reform that’s going on in the energy markets and specifically grid reform. So, Gareth, talk to us about the grid reform in the UK. Talk to us about what Gate 2 is and how we got here. 

	00:42
	Yeah, so the best place to start probably is what pre-empted this decision to reform the grid queue. We found ourselves in a rather surprising position where we had something like 600 to 800 gigawatts of planned projects in the grid connection queue in the UK.

	01:04
	Of course, with that number of projects in the queue there were frustrations in the length of time that people were being given connection offers and to be able to energise and start delivering green electricity to the network. So there’s been pressure for some time to reform that queue and find ways in which you could strip out the so-called zombie projects, projects that have been there for many years but really didn’t have a huge chance of being delivered. So you could accelerate the connection dates for the projects that do have a chance of being delivered. And of course, there’s benefits for network companies in taking that approach because the network companies are having to make investment plans and plan on the basis of the queue. So the greater visibility - of the applications. Yes, the greater visibility NESO has and distribution network operators have over how real these projects are or not is also vital. It’s vital from a consumer cost perspective. So you don’t end up building a bunch of wires you may never use or you, on the flip side, you don’t build enough wires in the right places to connect the projects you want. So that’s how we’ve ended up where we were. 

	02:13
	As simple terms, what the grid connection reform process is doing is it’s taking that existing queue and it’s asking fundamental questions like preparedness and strategic fit. So, what determines whether you get a Gate 2 notification, which essentially means you could get an accelerated connection date in order to be on the bars for CP2030, is things around land rights. So, do you have a panning application in and accepted by a local planning authority? Have you bought the land? Do you have a land option? So that’s about preparedness. And then strategic fit is more of a top-down process that NESO have engaged in with other network companies to see whether your project could actually contribute towards the headline goals that we’re trying to deliver to decarbonise the power system. So, there’s been a lot of evidence being submitted around preparedness from the industry. And then there’s been a lot of work by the network companies, more top-down central planning of the networks on a regional basis to work out whether the project you have is strategically relevant. And that is now reaching a conclusion. It’s been a pretty bumpy road, there’s been some practical and system challenges around the gathering of evidence, I actually – one of my other roles, I do some work with the distribution network operation and I can tell you that it’s been quite an ask from a resourcing and time perspective, for them to work through the information that has been coming the other way from the industry.

	03:45
	But we’re now nearing the end of that process, which I think is obviously a very positive step. 

	03:52
	Well, it’s been quite an undertaking. I mean, it is an enormous task to go from the system that we had to a full system design, and then sorting through then what you want, what you need, where it’s meant to be, how it’s meant to connect, and then do all of this in the context of the kind of short time period and the demands of trying to meet policy targets in 2030. So, you know, it felt at times during the course of this year, like we were getting ten years’ worth of reform into the space of about six months. 

	04:28
	I think that is such a good point because you talk about my long history in the energy sector, I could go back to conferences that I was chairing in 2006, and people were talking about the big constraint will be network. We’ve had various different goes at this problem over at least the last decade, probably longer. And it hasn’t been resolved. The other point is when you’re trying to make – when you’re then condensing ten years worth of change into a short window, it’s very obviously not going to please everyone. And at a really high level there are certain technologies that are lively to see less losers than others. So, you know, if you look at the queue of projects for solar versus say batteries, it’s probably way more solar projects we need to be compatible with CP2030 from the existing queue than there is batteries. In other words, there’s loads of batteries in the queue. We don’t need all of them. There’s more likely to be disappointment for batteries than solar. So, it’s not been without its friction and not all parts of the industry have necessarily responded with equal levels of positivity. I do think though that the sector as a whole is very positive about the fact it’s now being gripped because it’s long overdue. The other thing to say is this isn’t the end of planning.

	05:48
	So, this really is the starting gun in a much more proactive and muscular set of network plans that are being developed. So you’ve got the strategic spatial energy plan, which is around the transmission system, that’s being worked on right now which is all bout being much more prescriptive about where we should build wires to connect up all these large – particularly offshore wind projects and others, and then, at a regional level you’ve got something called the regional energy strategic plans (RESPs). Which is NESO working in partnership with DNOs and other local stakeholders, like local authorities, to develop much more granular regional energy plans that will be more prescriptive about where we should be investing in wires and to bring on generation. 

	06:40
	The final angle I would also just add is people thought generation was the start and end of this story. In the last week Ofgem have issued a missive saying we probably need to do something about demand queues as well because the new economy that we’re seeing emerging around data centres and digital is seeing an awful lot of applications. Oh, by the way, the original plan didn’t quite anticipate demand growth from digital infrastructure that is – correct. It’s very apparently coming through. Correct. And that’s the one cautionary note I’d have around all this. I think more sense, more alignment of strategic network planning with the natural resources we have in this country and what we need to connect up is obviously a good thing. But what we need to build into this system is agility to cope with innovations and emerging trends that happen, are likely to happen over the next 10-20 years in the same way that they’ve happened in the previous 10 to 20. So more central planning – good. More transparency and clarity – excellent, but we just need to inbuild that agility so this process remains resilient for the future.

	07:47
	And also, I suppose what people don’t really realise about all of this is all the excitement is about, returning to our topic, is about Gate 2. Do you get a kind of pre-2030 offer? Do you get a 2030 to 2035 offer? Or do you go back into Gate 1 post 2035, right? But that only takes you to 2035. If you think about getting to net zero, not just Clean Power 2030, you know, Clean Power 2030 gets us to something like 19% of total energy demand being electricity. There is another 81% or so to go. Okay, we’re not going to get to 100% obviously. So this – all the excitement, all the vast amounts of money that we’re talking about – yes, it’s nudging, it is making a dent in it but it’s only a dent. And so, after that you need something that is fit for the future, fit for delivering many more years of something that looks not dissimilar to what we’re talking about today. 

	09:01
	That’s right. I mean this won’t be the last time we go through this sort of process. I think the hope is the expectation is that we won’t be dealing with such a large backlog of applications in the queue. But this idea of allocating network capacity based on readiness and strategic fit is definitely – they’re principles I think we’re going to roll into the future. And to your point around sort of what’s called cross-vector planning between power, gas, industry, transport. That really is at the heart of the RESPs – the regional energy strategic plans that I was talking about. The idea there is that you consider power as part of an integrated energy ecosystem at a really granular level regionally. So, I mean, these are fundamental shifts, very meaningful shifts in the way we’ve gone about thinking about networks. Previously it’s been sort of connect and manage, even though we haven’t done that perfectly. You build a wind farm, we’ll work out a way of connecting you and if we can’t, we might constrain you a bit, which was fine when we weren’t trying to deliver another 50-60 gigawatts of green power. It's clearly not going to work in the new environment. So I think it’s been a good learning process going through the current process of allocating Gate 1, Gate 2 offers, because it’s introduced new concepts and new ways of working into how we allocate network which are going to be needed in the future, for sure.

	10:22
	So that’s all the background to it, right, which is absolutely fascinating and critical for everything going forward. Coming back then to our original question, ten years worth of connection gets released in, you know, maybe a week in early December. And then, in the space of Q1/Q2 next year, all the detailed offers come out. What kind of impact do you think that’s going to have on the broader market and this is, just – I mean, this is something that’s never happened before, right?

	10:58
	Never happened. I think, you know, when you see instances like this you can liken it to a CfD auction. There’s going to be a bunch of financing activity that will take place off the back of particularly Gate 2. Offers being issued, developers who are probably predicating their plans on whether to sell or hold those assets will, to a large part, depend on where they end up. So we’ll see a lot of financing activity which is good. We should also see a lot more certainty around physical delivery of fairly granular assets onto the network which will help planning. And that will play really well into price controls and network companies are going through at the moment. So we should see more value for money in terms of investment in networks off the back of this too. I would, however, just make the point, I mean I’ve been involved in the sector for a long time and I have live conversations with people, and a connection offer is one thing. But the network companies actually delivering the connection in line with that offer is something else. And yes, it’s great if you have a date on a piece of paper with the capacity alongside it. It allows you to do some of the things I’ve just alluded to – go out and raise finance or sell your project. But I think we really do need to raise the standards of delivery at a network company level to make sure that those connection offers are actually honoured. It doesn’t happen extensively but there are several instances where there’s been fairly cataclysmic failures of delivery and the real world implications of that for investors are profound. You can’t get your project to market, can’t sell your power, can’t make a return. So the onus now it’s going to transition from being around an administrative exercise to allocate capacity, to a physical exercise to deliver it. And that is no mean feat in terms of supply chain, in terms of skills and expertise on the ground, the engineering expertise, to get this done. It’s going to be fascinating to see how that plays out. 

	13:02
	Yeah, well look. I think that side of things, what’s to come, supply chain in particular – well maybe, that might be a different discussion. But look, thanks ever so much for joining me today. Pleasure. Fascinating as always. Thanks everybody for listening and hope you enjoy another edition of Energy Transition Shorts in the future. Thank you.
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