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Ofgem’s Targeted Charging Review (TCR) initiative aims to modernise the electricity network and
transform the management of the National Grid.

The changes which address the way Distribution and Transmission charges are allocated are expected to
save consumers between £4-5bn over the period to 2040.

Despite the ambitious cost saving forecasts, the move isn’t without controversy. The Transmission
charges alone could see thousands added to the cost of business’ electricity bills. Critics from the
renewable energy sector argue the reforms present a major obstacle to the future of solar and wind power
deployment, and undermine the business case for solar PV and batteries.

Recently Ofgem announced that the Transmission charge reforms would enter consultation with a view to
delay their introduction until April 2023. The changes to the Distribution charges will still be
introduced from April 2022.

For many, the expected delay in the Transmission charges will be welcome. While industry waits for the
decision, for organisations that haven't already, it's time to consider the impact the initiative

will have. For many, without taking steps to mitigate the effects, the expectation is the developments
will see their associated electricity costs increase. That's why it is important to act now, as

although, the review may be delayed, the changes are still on their way.

Unavoidable change

The reforms proposed through the Targeted Charging Review while divisive, have becoming increasingly
necessary. As the journey to net zero gains momentum, more and more businesses are looking to migrate
away from heavy polluting fossil fuels and utilising technology and innovation — mostly powered by
electricity — to reduce their carbon emissions. Many organisations are implementing renewable onsite
generation, such as solar panels and wind turbines to support this. In recent years there has been a

surge in the use of electric vehicles, all of which creates a variable change in demand on the

electricity network.

To deliver an economically efficient system that keeps up with the demands of an evolving energy
landscape, there needs to be investment in the network infrastructure. The reforms make savings, and
create investment to develop the infrastructure that will underpin the delivery of a smart grid. A grid
that harnesses clean tech and software, and supports the provision of a net zero future.

With that future in mind, these changes need to happen.
Itis true though that the reforms have been criticised for their approach to decarbonisation. With
claims from the renewable sector that the changes do not go far enough to support organisations in

adopting renewable technology for on-site generation.
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The question about the effect of removing the incentives for demand reduction has also been raised.
Moving to a fixed cost charging methodology will penalise organisations with high energy consumption who
have taken steps to reduce their energy demand through energy storage or onsite generation. This it is
argued, will drive up costs for renewable generation and storage technologies, leading to a reduction in
investment, and so a slower up take in the solutions.

There is also the impact of the probable increase in the Triads, the periods of peak demand, especially
during winter, as organisations employing demand reduction tactics will no longer be able to do so. Some
large-scale businesses with high demand, utilise Triad avoidance solutions, such as load shifting or
operating on-site generation during Triad periods, in order to mitigate high consumptions costs during
these times.

While preventing Triad avoidance is one of the reasons for the TCR, the practice does help prevent surges
in those periods of peak demand. With the reduction of Triad avoidance measures, there will be new spikes
in demand, leading to tight electricity margins over winter when demand is high.

Don’t wait to take action

The most important point to note for any organisation concerned about the impact of the TCR on their
operational costs, is to know that the charging methodology in large is based on their Available Supply
Capacity (ASC).

Generally, organisations that have low Available Capacity and do not operate Triad avoidance may see a
reduction in their Distribution and Transmission costs as a result of the changes. Organisations that do
not have an ASC, and so are charged an all-inclusive unit rate will not see any direct change until their
electricity contract renewal.

However, large organisations that are utilising Triad avoidance will be most impacted as under the new
scheme they will no longer be able to reduce their costs through these measures.

If your organisation is going be affected by the upcoming changes to the network charges, you have
probably been considering solutions to offset the costs, or looking at the budget to see where you can
move around funds.

The simplest and most effective action to take to mitigate the impact of the charges, starting with the
Distribution reforms coming into April 2022, is to review your ASC
(https://www.teamenergy.com/team-energy-consultancy/available-supply-capacity/) and ensure it is
optimised for your energy demands.

In our experience, many organisations that have an Available Capacity, will not have reviewed it for many
years. This means it is set at a level that does not consider current fluctuations in their demand and
changes to their operations, such as reduced or increased infrastructure or the introduction of renewable
on-site generation.
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By optimising your ASC, you can ensure you are being correctly allocated Distribution and Transmission
charges, or you may move into a lower charging band by decreasing your Available Capacity, and so
reducing the cost to your organisation.

Although the first tranche of changes is being introduced by Ofgem in April 2022, it may be tempting to
wait for the Transmission rates to be published before taking any action. However, this will inevitably

be delayed by the Transmission charge consultation, pushing back any savings you could be making from
reviewing your ASC now.

Speaking to organisations affected by the TCR, we’re recommending they bring forward plans to optimise
their ASC ahead of the Distribution charges to start making cost savings, with a view to schedule a
further review before the Transmission charges are introduced.
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About TEAM

TEAM Energy is a leading supplier of carbon and energy management solutions. We specialise in energy
management software, energy bureau services and energy consultancy.

TEAM's customers come from the private sectors including retail, transport and banking, and public
sectors such as education, government, NHS and the emergency services. Public sector organisations can
also benefit from TEAM’s services under various pre-tendered government frameworks.
www.teamenergy.com
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