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D

DCUSA Change Report

DCP 203 - The Rationalisation of Discount Factors used
to Determine LDNO Use of System Tariffs Relating to
UMS Connections on Embedded Distribution Networks
and the Associated LDNO Tariffs

Executive Summary
DCP 203 seeks tomake the required amendments to the DCUSA that will reduce the

numberof LDNO discount factors for UMS connectionsto EDNO networks.

This document presentsthe Change Reportfor DCP 203 and invites respondents to vote

on the proposed change.
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PURPOSE

Thisdocumentisissuedinaccordance with Clause 11.20 of the Distribution
Connection Use of System Agreement (DCUSA) and details DCP 203 ‘The
Rationalisation of Discount Factors used to Determine LDNO Use of System Tariffs
Relatingto UMS Connections on Embedded Distribution Networks and the Associated

LDNO Tariffs’.

The voting process for the proposed variation and the timetable of the progression of
the Change Proposal (CP) through the DCUSA Change Control Processis setout inthis

document.

Parties are invited to considerthe proposed amendments provided as Attachment 2

and submitvotes using the form provided as Attachment 1to dcusa@electralink.co.uk

by 15 January 2016.

BACKGROUND AND SUMMARY OF DCP 203

DCP 203 was raised by ESP Electricity Limited and the intentis to make the required
amendments to the DCUSA that will reduce the number of Licensed Distribution
Network Operator (LDNO) discount factors for UMS connections to LDNO networks. If
this CP wasto be implemented, it would reduce the number of UMS Customer MPANs
required for LDNO Portfolio Billing purposes,and reduce Customeradministration

costs and tariff charges costs as a result.

The Proposer explains that underthe current arrangements, Schedule 19 of the
DCUSA, entitled Portfolio Billing, sets out the rules forinter-distributor Use of System
(UoS) billingwherean LDNOis connected to the host DNO and subsequently connects
end usersto that LDNO’s distribution system. This process requires thatend user’s

MPANSs be linked to a Line Loss Factor Class (LLFC) identifier.

The LLFC shows the voltage of connection of the LDNO’s distribution systemto the
DNO network (i.e. DNO/LDNO boundary network level) and the network voltage of
the LDNO’send user Customer. Thisinformationis used by the host DNO to allocate

the relevant discountfactorto the “All The Way” UoS tariff, to calculate the
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2.4

2.5

2.6

associated LDNO tariff that will be applied to the LDNO when the DNO billsthe LDNO

for the use of its distribution system.

The Proposerfurther explains that this process works effectively for metered
Customers as such Customerstendto have a single, ora small number of exit points
per MPAN, typically confined toasingle LDNO network. Inthe case of UMS
connections provided to UMS Customers that have multiple exit points, often
distributed amongstawide geographicarea containinganumber of different LDNO

distribution systems, the process becomes more complex.

UMS Customers are more often than not Local Authorities (LAs) thatare responsible
for publicstreetlighting. Such ascenariorequiresthateach UMS Customer must
trade an additional separate MPAN foreach LDNO operatinginitsarea. Furthermore,
to accommodate inter-distributor billing, the LDNO must also ensure thatitcan
differentiate between the connected voltages. Sothe inventory thata Customer
providestoan LDNO has to be splitby the LDNO across the various voltagesand an
MPAN appliedtoeach. Potentiallya LA Customer with connections to multiple
embedded networks connected at multiple voltages could have approximately 215
different MPANs and as a consequence 215 invoices forthe streetlighting. Whilstitis
appreciated that some Suppliers combine UMS MPANs on to one invoice, others do
not and additional invoices are received by the UMS customeras a result. Itis
explained thatthe reason behind the figure of 215+ MPANs is that there are currently
sevendifferent LDNO boundary network level interface connection arrangements,
namely LV, HV, HV Plus, EHV, 132kV/EHV, 132kV, and GSP. There are currently five
active IDNOs plus one DNO working ‘out of area’. Each Distributoroperatinginthe
Customer’sarea, could be required to provide asuite of MPANs foreach network
level and then foreach different energy profile e.g. dusk till dawn, continuous etc. 7
network levelsx 5 MPANs (4 UMS NHH operational tariffs +1 HH) x 6 LDNOs" (5 x
IDNOsand 1 x DNO working out of area) + 5 DNO MPANs = potentially 215 MPANs.
While some Suppliers place multiple unmetered MPANs underone bill, itis possible

that otherSuppliers do not which may lead to additional bills.

Whilst this number of MPANs is technically possible, realistically this level would

unlikely be reachedforasingle Customerwith the vast majority of DNO to LDNO

! At the time this report was written there was 6 active LDNOs, thisis subjectto change
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connections being ateither HV or LV; howeveras competitionin connections on new
housing developments grows the number of MPANs that a UMS Customer requires
may substantially increase. The implementation of DCP 203 would meanthatonly 1
network level would be required in the above calculation and this would reduce the
maximum number of MPANs from 215 down to 35, i.e. 1 networklevel x 5MPANs (4
UMS NHH operational tariffs +1 HH) x 6 LDNOs” (5 x IDNOs and 1 x DNO working out
of area) +5 DNO MPANs = potentially 35 MPANSs.

2.7 TheProposerconfirmedthat Suppliers may be levying administration chargesto UMS
Customersona per MPAN basis. Furthermore, there is evidence thatadministration
charges are also levied against UMS Customers by their nominated Meter
Administrators (MAs) in respect of each additional MPAN that the MA processes for
them. The evidence of additional MPAN and MA charges have been documentedin

the UMS customer responses to Elexon CP1414 consultation®.

2.8 The practice of requiring multiple MPANs for LDNO UMS connections (not something
the host DNO has to do) has led to LAs refusing to complete highway adoption
agreements with developers who optto make connectionstoan LDNO network on
the grounds of the increased administration costs that the LA could be exposedto due
to the unmetered supply administrationissues. This distorts competition as
developers face additional obstacles in achieving highway adoption when connecting

to an LDNO ratherthan a DNO network.

2.9 The proposedchanges under DCP 203 will deliverimproved service to UMS Customers
by simplifying the current administration process for unmetered connections. The
resultforend Customerswill be areductioninthe numberof MPANs required (and
the associated administration costs for additional MPANSs) to support the varying

Point of Connection voltage levels.

2.10 The Proposerfeelsthatthe simplification of this process willallow developers to
award contracts to LDNOs without the fear of highway adoptionissues, thisinturn
will benefit competition in provision of connections and distribution services to

distribution networks.

? At the time this report was written there was 6 active LDNOs, thisis subjectto change
3 https://www.elexon.co.uk/change-proposal/cp1414/
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It should be noted that, as far as the CDCM is concerned, each additional MPAN would
recoverthe same unitrate for UoS charges. These additional MPANs are required
solely forinter-distributor billing purposes. The LDNO will continue to have full legal

and regulatory responsibility for connections made to its distribution system.

Giventhe low volumes of unmetered connections to LDNO networks (when
consideredrelative to DNO connections) and the associated low UoS revenues, the
reduction in administration cost would appearto outweigh the loss of cost reflectivity
resulting from combining the UoS revenue between the LDNO and the DNO for each

networklevel.

A single LDNO discount will benefitthe LDNO as it will reduce the administration of
inter-distributor billing costs and also the UMS Customerasit would reduce the

numberof MPANs required. This change will be cost neutral for DNOs.

The impact inreal terms on cost reflectivity of asingle discountis that such a change
will have a negligible impact (pleaserefertothe Impact Assessmentin Section 9)
given the low volumes of unmetered connections to LDNO networks (when
consideredrelative to DNO connections) and the associated low UoS revenues. The
reduction in administration will benefitthe LDNO and UMS Customers. Please see the

impactassessmentin Section 9for furtherdetail.

PROPOSED LEGAL DRAFTING

The draft legal textfor DCP 203 has beenreviewed by the DCUSA legal advisors andis

provided as Attachment 2.

The draft legal text proposed the following changes to:

e Schedule 16: Clause 147, has been amended to reflect that UMS LDNO tariffs
LLFCs are notdependent on the voltage of connection tothe DNO.

e Schedule 17:Clause 26.2 and Schedule 18: Clause 26.2 beenamended to reflect
that UMS LDNO tariffs LLFCs are notdependent on the voltage of connection to
the DNO.

e Schedule 19 ‘Portfolio Billing’ to be amended to:

o Clause4.1- clarified to state that the reportincludes Pseudo HH UMS
MPANs.

18 December 2015 Page 5of 34 v1.0



DCP 203 Change Report

o Clause 5.2 - auditscope to include LLFCId application verification.

o Clause 6.1— 6.3 added to provide detail on UMS LDNO LLFC allocation.

4 WORKING GROUP ASSESSMENT OF DCP 203

4.1

4.2

4.3

5

51

5.2

5.3

The DCP 203 Working Group meton 13 occasions. The Working Group was comprised
of Distribution Network Operators (DNOs), Independent Distribution Network
Operators (IDNOs), as well as Ofgem representation. Itis noted that all DCUSA Parties
were invited to join the Working Group. Meetings were heldin opensession and the

documents of each meeting are available on the DCUSA website —www.dcusa.co.uk.

The Working Group issued one Request for Information (RFI) and three consultations.

These documents are included as Attachments 3, 4, 5, and 6 respectively.

The Working Group notes that the use of terms ‘Portfolio Billing’ and ‘Inter-Distributor
Billing’ are used interchangeably throughout this document. These terms have the

same meaningas defined in DCUSA Schedule 19 ‘Portfolio Billing’.

REQUEST FOR INFORMATION — MARCH 2014

The RFl was issued on 26 March 2014 and requested additional information from DNO
and LDNO Parties, along with unmetered supply (UMS) Customers, to furtherassess

the impacts and feasibility of DCP 203.

The RFI soughtinformation on the following:

For DNOs: Provide information about the number of LDNO UMS MPANSs (available
from Portfolio Billing data) they have for their distribution area, across how many

LDNOs;

For LDNOs: Provide information about the number of UMS MPANs they have for

each Customer, and how many are within each DNO License area; and

For Local Authorities (LA): Provide information regarding how many LDNOs are

operating in their area, and how many MPANs they have per LDNO.

There were sevenresponses received from DNOs and IDNOs, and 44 responses from

Local Authorities. The complete set of collated responses and the RFl documents are
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included as Attachment 3.

The main conclusions fromthe RFl were that there was an obvious misalignment
betweenthe DNO and IDNO responses tothe questions on numbers of UMS MPANSs
(there were approximately 2,400 MPANs inthe IDNO responsesand only 750 MPANs
inthe DNOresponses). The Working Group believes that this difference is associated
with portfolio billing and the issues of the energisation status for UMS MPANs on
LDNO networks not being correctly updated in the Meter Point Administration Service
(MPAS). DNOsreceive anindustry flow (D0314 — Non Half Hourly Embedded Network
DUoS Report) fromthe BSC. This flow records all the ‘energised’ MPANsinthe DNO’s
distribution areathatare connected tothe LDNO’s network and updated in MPAS to
‘energised’ by the Supplier. Due tothe fact that some UMS Customers do not
contract with Suppliers - eitherthrough choicei.e. to reduce UMS administration costs
for additional MPANSs, or by default when their preferred Supplier (with whom they
have negotiated competitive tariffrates) is unable to registeragainst the LDNO’s
MPAN for commercial reasons e.g. below theirrequired EACs consumption threshold.
Thisis believed by the Working Group to be evidence of the problems for UMS

Customers and the additional MPAN costs.

WORKING GROUP CONSULTATION ONE —-JUNE 2014

The Working Group issued a consultation on 20 June 2014 in order to give parties an
opportunity toreview and commenton DCP 203. This consultationfocussedona
proposed solution which created 5new “LDNO Any: Unmetered” discount tariffs

rather thanreplacingthe existing LDNO UMS discount tariffs.

There were six responses received to the consultation. The Working Group discussed
each response and its comments are summarised alongside the collated consultation
responsesin Attachment 4. A summary of the responses received, and the Working

Group’s conclusions are set out below:

Question 1 - Do you agree with the intent of DCP 203?

6.3

6.4

The Working Group noted that the majority of respondents agreed with the intent of
DCP 203.

An IDNOrespondentagreed with the intentand explained that the problems
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6.5

6.6

Change Report

highlighted by the Change Proposerare a major concernfor all LDNOs. They believe
that if these issues go un-checked thatthey have the potential to completelystifle
the development of LDNO networks which will in-turn have a majorimpact on
Competitionin Connections. Furthermore they believethatthe current
arrangements do not serve the interest of Customers. They claim UMS Customers
are beingexposed to additionaladministration costs purely to enable the DNO and
LDNO to trade a very small amount of inter-distribution DUOS revenue in respect of
UMS connections. The intent of DCP 203 will go some way to helpingaddressthese

issues.

A DNOrespondent, the only respondent to not agree with the intent, noted that
they do not agree with the intent due to the reductionin cost reflectivity of Use of
System tariffs and the consequences of this. The Working Group noted that whilst
this may be true, the reductionin cost reflectivity is negligible due to the low

numbers of UMS connectionson LDNO MPANs relative tothe DNOs.

The Working Group agreed to provide animpact assessment on the existingand

new LDNO discount tariffs and include this within the Change Report.

Question 2 - Do you agree with the principles of DCP 203?

6.7

6.8

6.9

The Working Group noted that the majority of respondents agreed with the

principles, buttwo DNOrespondentsdid not agree.

A DNOrespondent explained that they do notagree with the principlesand are also
aware that thereisan industryissue if unnecessary costs to Customers are coming
from potentially unnecessary administrative costs, but they do not believe thisisan
issue which should be addressed by the DCUSA. They understand that costs applied
by Meter Administrators (MAs) can be high (although asa DNO they do not have
visibility of such costs) especially for pseudo half hourly UMS Customers, but thisisa
commercial arrangement between the UMS Customers and MAs, and hence if these
costs are deemed to be unjustifiably high thenthe MA should be challenged directly.
They stated that this proposal proposes achange to the charging methodology
which may make a small improvement but will not affect the underlyingissue of

allegedly high MA charges which should be tackled head-on.

The Working Group noted the comments but noted that Meter Administratorsincur
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6.12

Change Report

additional costs through having to administer multiple MPANs within a GSP area
rather than a single MPAN thatincludes all of the customer’s unmetered
connections. Itisnot unreasonableforaMeter Administratortofactorinthese
additional costs when setting its charges to an individual customer. The Working
Group recognisesthat DCP 203 will not resolve the situation completely; however, it

will make progress to solve portions of the problem.

Another DNO did not agree with the principles and noted thatin theirview this
Change Proposal will produce less cost reflective tariffs by effectively taking a
weighted average of the UMS tariffs across voltage levels forall IDNOs. This means
that the discountfactorapplied to the UMS tariffs will be the same forall IDNOs,
regardless of the boundary of connection. Thiswill lead to IDNOs with more
networks connected at EHV/HV cross subsidising those IDNOs with a greater number
of LV connected networks. Aknockonimpact isthat this will distort competitionin
connections by providing an additional financial incentive to connectata higher

voltage leveland an additional cost at lowervoltages.

The Working Group disagreed with this responseas the adoption of networks is
solely based on LDNO metered connections and not on UMS connections. Giventhe
relative revenue generated by the UMS connections versus domestic connections
thereis no financial incentiveforthe LDNO to connect at highervoltage level.
LDNOs have the same license conditions as DNOs and have a ‘duty to develop and
maintain an efficient, co-ordinated, and economical system of electricity
distribution’. Furthermore, the Point of Connection (POC) voltage is governed by the
load requirements and the availability by the DNO. An LDNO would not ‘opt’ for a
HV connectionoveran LV POC, and goon to install a substation (in most cases) with
the associated costs, in an attempt to benefitfromthe LDNO UMS tariff. Please

referto the Impact Assessmentin Section 9 of this Change Report.

An IDNOrespondentagreed with the principles and explained that removing the
multiple discount factors for UMS connectionsis a sensibleapproach to thisindustry
issue. Itreduces costs for customers by removing the requirement for multiple
MPANs to facilitate LDNO charging. They alsostate that itreducesthe costs of
administration forthe IDNOs when carrying out LDNO charging (and cost neutral for

DNOs).
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Questions 3 - Do you have any comments on the proposed legal text? Provide supporting

comments

6.13 A DNO respondent noted that they believe there is an issue with the legal text
allowingan LDNO party to actively reduce their DUoS charges from the host DNO by
choosing the lowest tariff possible for each Customer. For example an LDNO could
easily benefit from using the new ‘LDNO Any’ UMS tariffs for their UMS Customers
with LV DNO boundaries, thus receiving a higher discount than the ‘LDNO LV’ UMS
tariff, whilst using the voltage specifictariffs for UMS Customers with higher voltage
DNO boundaries, thus receiving a higher discount than the ‘LDNO Any’ tariff. They
do not think the legal text is clear enough that this should be prohibited. They are

also concerned about the policing of this matter.

6.14 The Working Group highlighted thatthe driver for these decisions will be to reduce
the number of MPANs. The Working Group agreed to modify the legal text to
mandate the LDNO Any tariff can only be used when the LDNO has networks

connected to the host DNO at more than one interface boundary level.

6.15 A different DNO respondent highlighted that in Section 124 they believe that the
words ‘forecast for the charging year’ should be added instead of ‘determine’ and
that the word ‘made’ should be removed. This change will ensure that the

calculation reflects the number of MPANSs in the charging year.

6.16 The DNO Parties will forecast for the charging year, determine the total number of
Domestic connections made to LDNO networks, split by LDNO discount category
(relating to each of the LDNO boundary network levels), within the DNO Party’s

Distribution Services Area.

6.17 IntheequationinSection 124, the top part concerns energised MPANs whereas the
bottom part does not. They do not believethisisthe intent of DCP 203, and propose

adding “energised” before the second “Domestic”.

6.18 Total No. of LDNO Domestic connections in DNO DSA = the total number of
energised Domestic MPANs registered against LDNO networks within the DNO

Party’s Distribution Services Area.

6.19 The Working Group agreed to amend the legal text in line with the comments
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received from this respondent.

Questions 4 - Do you have any comments on the model specification documents?

Provide supporting comments.

6.20 A DNOrespondentnotedthattheydid nothave any comments specifically but
highlighted that this change is introducing severalnew tariffs, asare DCP 179 and DCP

137, which may lead toindustry issues with the number of available LLFCidentifiers.

6.21 The Working Group noted the response but felt that this was out of scope for this
particular CP.

6.22 A different DNOrespondentnotedthatintheirviewthe modelspecification should

include the removal of the existing LDNO tariffs.

6.23 The Working Group noted that they are keepingall the existing tariffs as removing
them would be anti-competitive for new market entrants who only wanted to connect

at onevoltage level.

Question 5 - Do you agree with the proposals to address the potential error in inter-

distributor billing as a result of customers employing CMS?

6.24 The Working Group agreed with the commentsreceivedinregardtoQuestion5, as
thiswas a questionthat was related tothe previous DCP 168 consultation, which has

subsequently been withdrawn.

Question 6 - The Working Group considers that DCUSA General Objective 1 and 2, along

with Charging Objective 2 are better facilitated by DCP 203; do you agree with this

opinion? Please provide supporting comments on this and any other DCUSA General or

Charging Objective you feel isimpacted by DCP 203.

6.25 AnIDNOrespondentexplained thatthe currentarrangements are a majorissue for
IDNOs/LDNOs. Some UMS Customers are complaining of additional
MPAN/administration charges for multiple MPANSs. This causes delaysin highway
adoption—an issue thatthe host DNOs do notexperience. Asaresultitseriously
impacts competitionin connections —forwhat inreality is a very small amount of

revenue (if revenueisrecoverable in the first place —making reference to the MWh
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fieldin DO030 billing flows where much of the low LDNO consumptionis not recorded

inthe 3-decimal place field of the flow).

6.26 Therefore they believe DCUSA General Objective 2and CDCM Charging Objective 2
are betterfacilitated. Asthis CPintroducesamore efficientand economical billing
processthey believe it could be argued that General Objective 1is also better

facilitated.

6.27 A DNOrespondentnotedthattheyagree withthe Working Group that General
Objectives 1and 2 and Charging Objective 2 are betterfacilitated. Howeverthere is
potential foradetrimental impactto Charging Objective 3 as the averaged discount
factors lead toa loss in cost reflectivity. They would like the Working Group to
consider whether the benefits of the change will make this loss in cost reflectivity

justifiable.

6.28 The Working Group acknowledged that cost reflectivity is reduced to some extent, but

not significantly.

Question 7 - Do you agree with the implementation date of DCP 203?

6.29 The Working Group noted that the majority of respondents agreed with the

implementation date.

Question 8 - Are there any alternative solutions or matters that should be considered by

the Working Group?

6.30 The Working Group noted that a few issues were highlighted in this question forthe

Working Group to consider.

6.31 A DNOrespondentfeltthatitmaybe useful forthe Change Reportto highlightthe
necessity forstrikingan appropriate balance between the administration costs caused
by multipletariffs and the potentialfor some loss of cost reflectivity from having

fewertariffs.

6.32 The Working Group noted the response, and agreed to provide additional clarity

within the Change Report.

6.33 A different DNOrespondent noted that DCP 203, which will resultin an average use of

system charge irrespective of the embedded network thatis provided, could restrict

18 December 2015 Page 12 of 34 v1.0



DCP 203 Change Report

or overstate the operating margin available to embedded networks. Thiswould be
especially relevantif anetwork operatorfocusses on aniche area of network types.
For example larger EHV schemes orsmaller LV connected schemes. They appreciate
that thislinks with the issue discussed in question 9and acknowledge that thisisa

complex areatoresolve.

6.34 Animpactanalysis comparingthe average discount percentage foreach LDNO against
the average discount percentage forall LDNOs should be undertakento ensure that

the proposal will not unfairly restrict the margins foranetwork operator.

6.35 The Working Group explained thatanimpact analysis will be provided within the

Change Report that will address the points raised within this response.

Question 9 - The Working Group have decided to create 5 new “LDNO Any: Unmetered”

discount tariffs rather than replacing the existing LDNO UMS discount tariffs. This means

that an LDNO would have the option to choose to be billed on the “LDNO Any:

Unmetered” discount forits UMS Connectees only or to opt for the relevant LDNO

discount to be applied for all its UMS Connectees connected toits distribution systems at

each applicable networklevel. The Working Group anticipates that all established LDNOs

will opt for the new “LDNO Any: Unmetered” discount although future new market

entrants that only adopt distribution systems connected to HV or EHV networks may wish

to opt for the higher discount that would be available if they were to raise an MPAN for

each of their UMS connected at each of the applicable boundary network levels. The

Working Group believes that thisis the best approach to avoid unfair discrimination to any

future LDNO market entrant. Do you agree with this assertion?

6.36 The Working Group noted that there were some concerns raised by DNO respondents

to this question.

6.37 One DNO respondent noted thatalthough they understand why the Working Group
have made the decision which they have, they believed that thisintroduces the
possibility of ‘cherry picking’ of tariffs taking place between the new ‘ANY’ discount

and the one relevantfortheirconnected voltage.

6.38 A different DNOrespondent explained thatthey agree that by maintainingthe old
tariffs as well as introducing more allows flexibility for new market entrants. However,

as per theirresponse to question 3, they are concerned about appropriate tariff
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6.39

6.40

6.41

selection and whether additional flexibility could lead to tariff miss-selection. LDNOs

will need to make a decision up-frontabout which set of UMS tariffs they wish to use.

They also believe that the process orideally the legaltext should clearly define that
the choice referred above isaonce-only optioninorderto preventunnecessary

changesto tariffsyearonyear.

Another DNO respondent noted that they strongly believethat there should not be
two sets of tariffs that Customers can choose between. Thishasbeenanissue for
NHH and HH tariffsfor Customersthatcan electto be settled half hourly asthereisa
price impact when each Customer moves between the tariffs. Thishasalsobeena
historical issue for UMS Customers where inone DNO’s area a substantial number of
UMS Customers moved to non-half hourly settlementin one yearand then back to
half hourly settlementthe following year. They urge the Working Group to consider

only making one set of tariffs available to overcome potentialissuesin the future.

The Working Group discounted the response in 6.40 as the change does not impact
UMS Customers ‘All The Way’ tariffs. The change only affectsthose termsintroduced
into inter-distributor billing. The customercan electfor HH or NHH but cannot

‘choose’ between two separate UMS tariffs.

Question 10 - The working group discussed the migration of UMS connections from the

current discount tariffs to the new arrangement should this DCP be successful. It was

agreed that the impact should be negligible as most IDNO networks are still waiting for

Local Authorities to complete the highways adoption. This tariff is likely to only be used for

LA customers so there is not expected to be any migrationissues. Do you agree with this

assertion?

6.42

6.43

An IDNO respondent noted that they agree with the Working Group’s assertion. ENC
and IPNLmostlikely have some of the longest established LDNO network servicing
domesticdevelopments. Due tothe normal time lag between completion of a
developmentand the adoption of the highways by the local authority, the vast
majority of adoptable highways served by their networks are not yet adopted by Local
Authorities. Theytherefore cannot foresee there beingany problem with migrating

existinginventoriesif this CP is successful.

A DNOrespondent did not agree and refuted the suggestion that “This tariff is likely to
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6.44

6.45

7

7.1

7.2

only be used for LA Customers...” Theirunderstandingfromthe DCP 203 legal textis
thatitintroduces a replacementtariff forthe LDNO to use for their complete UMS
Portfolio. The creation of MPANs s linked to the factthat a UMS supply exists —the
‘adoption by LA’ status isirrelevanttothe need for multiple MPANs at each network

connectionleveland energy profile option.

The DNO furtherresponded that MPANs should have been orneedto be created for
Developersinthe firstinstance before ‘transferring’ them onto the LA ‘equivalent’
MPAN(s) following adoption. In addition, the situation being addressed appliesto all
UMS Customers, and not just Local Authorities. There are many Developersand
Commercial Enterprises operating across several network boundaries and ALLmust be
included inthis CP. Thiswasaddressedinthe responsestothe previous DCP 168 and
amended before ultimate withdrawal. Otherwise whatisactually being proposedisa
‘Any’ tariff for LA UMS and the remaining LDNO UMS portfolio continues asitis, which

as stated in theirresponse to Q9 above would be unacceptable to them.

The Working Group noted the response but stated that change would not be

restricted to and benefit LA Customers but would be a benefit forall UMS Customers.

WORKING GROUP CONSULTATION TWO - OCTOBER 2014

The Working Group issued its second consultationin October 2014 (included as
Attachment 5) in orderto gatherfurtherindustry views on the proposed approach
being putforward. The draft legal text proposed changesto Schedule 19 ‘Portfolio

Billing’ to be amended to:

e Provide clarity for MPAN Report (Clause 4.1) to include Pseudo HH UMS MPANSs;

e Add reference to Clause 5.2 to allow auditing for determining the LLFC Id

requested by the Embedded LDNO; and

e AddClause 6.1to describe the method of applyingthe correct LLFCId i.e. based on

the majority of connections for a particular DNO/LDNO boundary network level.

There were seven responses received to the consultation. The Working Group
discussed eachresponse and its comments are summarised alongside the collated

Consultation responsesin Attachment 5.
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7.3

A summary of the responses received, and the Working Group’s conclusions are set

out below:

Question1 — Do you agree with the intent of DCP 203?

7.4

7.5

7.6

The Working Group noted that the majority of respondents agreed with the intent of
the CP.

A DNOrespondent explained that they do not agree with the intent of DCP 203 as

theybelieveitwill resultinareductioninthe cost reflectivity of Use of System tariffs.

The Working Group reviewed and noted the comment. It was explained thatany
reductionin costreflectivity would be offset by an improvement in administration of
inter-distributor billing, which in turnreduces Customer costs. It was highlighted that
the response received from an IDNO respondent to this question explains the

situationindetail, the responseiis:

“We believe DCP 203 will go some way to reducing the additional burden that LDNO
UMS customers, (Street Lighting Authorities (SLA) customers in particular) face as a
result of having their inventory items connected to an LDNO network. This additional
administration exists only to enable the host DNO to bill the LDNO for the use of its
distribution system (i.e. inter-distributor billing), a bill which often, for the LDNO’s
largest UMS Customers, amounts to no more than a few hundred pounds per
Customer per annum. Currently for most LDNO UMS customers the annual inter-

distributor charge is less than £100”.

Question 2 — Do you agree with the principles of DCP 203?

7.7

7.8

The Working Group noted that the majority of respondents agreed with the principles
of the CP.

A DNO respondent noted thatthey are aware that there is an industry issue of
unnecessary costs to Customers and potential barriers to competition arising from
potentially unnecessary administrative costs. Reducing the number of tariffs needs to
be carefully considered together with the inevitablereductionin cost-reflectivity.
They understand from the Change Proposal form that costs applied by Meter
Administrators (MAs) and Suppliers can be high; reducing the number of MPANs

requiredis one way to go about dealing with thisand may make a small improvement.

18 December 2015 Page 16 of 34 v1.0



DCP 203 Change Report

7.9

7.10

However, they feelthis will not affect the underlyingissue of allegedly high MA

and/orSuppliercharges.

The Working Group agreed with the response and noted that the implementation of
this CP would reduce the charges but not remove the underlyingissue entirelyi.e.

adoption of highways on LDNO networks by LA Customers.

The Working Group agreed to attempt to quantify the charges/impacts of these
changes;ifit can be successfully accomplished it was agreed toinclude this
information within the Change Report; Section 9 of this document details the Impact

Analysis undertaken by the Working Group.

Question 3 —Do you have any comments on the proposed legal text? Provide supporting

comments.

7.11

7.12

7.13

7.14

The Working Group noted that some DNO respondents provided suggestions to

improve the legal text from the responses received to this question.

A DNO respondent notes that the legal text does not align with the consultation
documentin paragraph 6.1. Itisstatedin the consultation documentthat “the
determiningfactorforthe LDNO discount will be based onthe upstream LDNO/DNO
boundary connection level of the majority of all NHH domesticLDNO connections”
whilstthe legal text states “the LDNO shall apply a Line Loss Factor Class Id that
reflects the voltage of connection of the LDNQO’s Distribution Systems that provides the
majority (i.e. more than 50%) of non-half hourly connections made to the LDNO’s
Distribution Systems.” They believed thatif this solutionis taken forward the
approach outlined in the consultation document of using domestic Customer countsis
more appropriate than that in the legal text, subject to theirresponse to question

nine.

Furthermore, they are uncomfortable with the legaltext stating that “unless the LDNO
notifies the DNO Party otherwise” a single discount will be applied. They would like to
see thisamendedto ensure thatthe dialogue between LDNO and DNO takes place
regardless of which option the LDNO choosesi.e. to provide clarity of the

arrangements for both parties.

The Working Group, inregard to the pointsraisedin paragraph 7.12, agreed withit,
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7.15

7.16

7.17

7.18

7.19

7.20

7.21

and willamend the legal text accordingly before being submitted to the DCUSA legal

advisors.

The Working Group, inregard to the pointsraisedin paragraph 7.13, discussed the
pointand agreed to examine ways to improve/clarify the legal text regarding moving

away fromthe status quo arrangements, or staying with them.

Another DNO respondent explains that they do not believe that changing Schedule 19

achievesthe desired outcome.

They state that Schedule 19 merely describes a process (whichitself is not changing).
They believethat changesare required to the methodologies (Schedules 16-18). At
presentthese state thatthe LDNO DUoS charges are based on the voltage of
connection. To apply these changesto Schedule 19in isolation would resultin
inconsistency andindeed conflict with Schedules 16-18. This could ultimately resultin

chargingthat is not compliant with the methodology.

They further stated that by way of example, it may be preferableto open Paragraph
147 of Schedule 16 with “unless otherwise specified below” and then to asterisk each
of the UMS categoriesin para 147 and theninsertunderneaththe tablesin Paragraph
147 the text proposed by the Working Group at their Paragraph 6.1 of Schedule 19 as
the reference to which the asterisks refer. Notethat the text proposed by the Working
Group needstoinclude reference to this being NHHUMS only and that the counts
should be based on energised NHHnon-UMS customers (in orderto provide the

validation under Q10).

The respondent further notesthatan alternative would be to carve out the UMS lines
fromTables 8 and 9in Paragraph 147 of Schedule 16 and insertinto an additional

Table — with associated changes to the wording of any impacted paragraphs.

The Working Group reviewed and noted the comments within this responseand
agreedto amendthe legal textaccordingly, fromthe suggestions within Paragraphs 2

and 3 of thisresponse, before being submitted to the DCUSA legal advisors.

It was also noted thatinstead of energised MPANs it should read energised domestic

MPANSs; this will need to be reflected throughout the legal text.

Question4 — The Working Group considers that DCUSA General Objective 1 and 2 are
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betterfacilitated by DCP 203; do you agree with this opinion? Please provide supporting

comments on this and any other DCUSA General or Charging Objective youfeelis

impacted by DCP 203.

7.22

7.23

7.24

7.25

An IDNOrespondent note thatthey feel that General Objective 1is better facilitated
as the additional admin burdenimposed on LDNOs tofacilitate inter-distributor billing
would be greatly reduced - reducing the number of MPANs required for said billing
leadstoa more efficientand co-ordinated distribution network. They feelthat
General Objective2is also better metas reducingthe number of MPANs required of
the LDNO alsoreduces the additional admin costs borne by the Customer. This has
led to difficulties with adoption of LDNO networks in the past. Asthisissueis
exclusiveto LDNOs they agree with the Working Group’s assessment that this change

promotes competition by reducing a potential barrierto competition.

A DNOrespondent noted thatthey do not agree that DCUSA General Objectives 1and
2 would be better met as a result of this change proposal. This Change Proposal will
distort competition between Distributors and place perverse incentives on IDNOs to
increase the number of UMS connected Customers where the boundary voltage with

the DNO is higherto reduce their DUoS bill.

The Working Group reviewed this response and noted that the impact assessment
provided within the consultation documents demonstrated that this CP would be very
unlikely to place a perverse incentive on the IDNO; furthermore the connectionis led
by the IDNQO’s Customer (Local Authority or street-lighting authority) and not the
IDNO itself.

Another DNO respondent disagrees that this DCP will better facilitate General

Objective 1, asthe proposal requires that the current arrangementto be keptalong

with the introduction of the proposed solution. They considerthis would add to rather

than reduce the administrative burden and also add complexity to the current

situation, forthe reasons below:

a) In caseswhere different departments of the same local authority choose to adopt
differentapproaches underthis proposal (currentand new arrangement), it would
be difficulttosplitthe databetween the departments due to havingasingle

inventory.
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b) In cases where the customerrequests datafromthe Meter Administrator, this
would require manual processes to splitthe dataand this isan additional

administrative burden.

c) There will be cost consequencesin terms of the administration burdenand IT
systems changes, in terms of identifying, delinking and reassigning datafrom the

D0314 flow tothe new LLFCsin orderto bill correctlyinthe new arrangement.

7.26 The Working Group disagreed with the items raised within these points as the solution
proposed does not attemptto combine the DNO and LDNO inventories underasingle
MPAN. It was noted that this was previously a considered solution within DCP 168"
and is beingactively pursued within the Balancing and Settlement Code (BSC);

howeveritis highlighted thatthe two CPs are independent of one another.

Question 5 — As the CP does not affect the Charging Methodologies, the change could be

implemented in the next DCUSA release following Authority consent. Do you agree with

the implementation approach of DCP 203?

7.27 The Working Group noted that there was a split response on this question.

7.28 A DNOrespondentnotedthatifthisisconsideredto be the bestsolutionthenthereis

no reasonto delay.

7.29 A different DNO explained thatthey donotagree that the CP does not affectthe
Charging Methodologies. They believe there is adetrimental effect to Charging
Objective 3as IDNOs will be charged based on the typical voltage of connection for
UMS Customers. Thiswill resultinacostincrease or reduction tothe DNO which will

be paidfor/credited to all Customers.

7.30 The Working Group reviewed and noted the comments within this response. Itwas
highlighted that the costincrease/reduction thatisreferred to within the response is
minimal, and thisis demonstrated within the impact analysis which was included with

the consultation documents.

7.31 AfurtherDNO respondentbelieves this change directlyimpacts the methodologies.

Therefore itmust be made on 1 April, which at the earliestwould now be 1 April 2016.

* The Administration of Use of System charges relating to connections from Embedded Distribution Network
Operator (EDNO) systems to Unmetered Su pplies (UMS) for LA customers
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Question 6 - Do you agree that amending Schedule 19 only would avoid introducing the

additional complexity that the first solution would have done?

7.32

7.33

7.34

7.35

7.36

The Working Group noted that there was a mixed response to this question fromthe

respondents.

An IDNOrespondentagrees and notes that whilstthe original solution initially
appeared to be more cost reflective it onlyissoif all LDNOs have a similar mix of DNO
boundary network level connections and associated end user Customer connections.
They know that thisis currently not the case so this proposal appearsto be a more
pragmaticsolution without any price disturbance given the relatively small scale of

inter-distributors billing now and in the foreseeable future.

A DNOrespondent explains thatthey agree thatthe proposal to amend Schedule 19
only avoidsintroducing extracomplexity into the tariff structure but doesintroducea

similarlevel of greater complexityinto the inter-distributor billing arrangements.

A further DNO respondent did not agree and note that they believe that changes are

requiredtothe Charging Methodologies but thatthey need not be complicated.

The Working Group noted the responses, and has modified the legal text accordingly.

Question 7 — Do you agree that new LDNO entrants to the market should have the choice

to opt for the current arrangements or choose to adopt the new approach?

7.37

7.38

7.39

7.40

The Working Group noted that there was a splitresponse to this question.

A DNOrespondent notes thatthey do not agree with the principle asitallows LDNOs
to cherry pick the most advantageoustrading arrangements ratherthan being

allocated the most appropriate tariff.

The Working Group discussed the comments raised within this response and noted
that the impact assessment provided within the consultation documents
demonstrated that this CP would be very unlikely to place a perverse incentive on the
IDNO; furthermore the connectionisled by the IDNO’s Customer and not the IDNO

itself.

A different DNO did not agree and explained they believe this would introduce
additional administrative burden to LDNOs to operate both approaches at the same

time. If one approachis considered to better facilitate DCUSA objectives then it
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7.41

7.42

should be adopted toreplace the other.

The Working Group highlighted that the only change that will be introduced if DCP
203 isimplemented would be the Line Loss Factor Class (LLFC) to reflect whatis
agreed, i.e.one MPAN (one LLFC) pernetwork boundary level oran agreed LLFC to

represent the singlediscount of the agreed boundary network level.

An IDNOrespondentagreed to the consultation question asked and noted that by
forcinga new entrantto opt fora particular arrangement could affect their business
model and therefore be considered anti-competitive. Providing a choice removesthat

risk.

Question 8 — Do you agree that that there should be no adverse impact on Suppliers or

Customers as a result of the migration to the new arrangements?

7.43

7.44

An IDNOrespondentexplained thatdue tothe fact that the change affects only the
portfolio billingarrangements between DNO and IDNO Parties and does notimpacton
the CDCM/EDCM UMS all the way tariffs —neitherSuppliers nor Customers will see
any changesto the tariffs as part of the migration exercise. Customers willbe
positively impacted in that the number of MPANs required forsettlement purposes

will be reduced —and as result their costs (both DUoS and admin) will also be reduced.

A DNOrespondent notes that they agree that this change proposal should have no

adverse impact upon either Suppliers or Customers.

Question 9 — Do you agree that the basis for determining the applicable LLFC to be applied

by the LDNO for the LDNO discount will be based on the upstream LDNO/DNO boundary

connection level of the majority of all NHH domesticLDNO connections?

7.45

7.46

An IDNO respondent explains that they believe using NHH customer numbers makes a
reasonable proxy for UMS connections as they believe that the ratio of street lighting
columns (which make up the vast majority of UMS connections) to domestic
Customersis broadly the same across all the DNO areas. They cannot think of any
othereasy way of tracking the boundary network level of connection for LDNO UMS
connections as following the implementation of this CP then all UMS connections will
have an LLFC linked to the boundary network level of the majority of the portfolio not

the actual network that the UMS connectionis made to.

A DNOrespondentdid notagree onthe basis that the DCP would dilute the principle

of cost reflectivity signalsin DUoS charges and they do not believe that this basic
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7.47

7.48

7.49

principle is adequately justified. Also they do not agree with the conclusions of the
‘cost analysis’ submitted by the Working Group to take an ‘average’ overseveral

scenarios.

The Working Group agreed to attempt to quantify the charges/impacts of these
charges;ifit can be successfully accomplished it was agreed toinclude this

information withinthe Change Report.

A further DNO respondent believes thatit should be based on energised
upstream/boundary NHH connections. They also believe this should be subjectto
periodicreview, say annually. Such review could be undertaken based on a snapshot
of say 31 March in any calendaryear forimplementation on 1 April, any changesto

the LLFC to be made within 5days of 31 March.

The Working Group noted the response and will incorporate changesinto the legal
textto addresstheissue. Inregardto the review, it may be easierto state “periodic”

rather than a fixed time frame.

Question 10 — Do you agree that the Portfolio Billing data already received by the DNO (in

the D0314 flow) will be able to be assessed by the DNO to confirmthe LLFC requested by

the LDNO is correct?

7.50

7.51

7.52

A DNOrespondentexplained thatintheirview, there is a potential issue with
reviewing the dataflow to ensure the correct LLFC has been requested. These
dataflows are in standard dataflow formatand aren’t easy to read and the data

containedinthemis not easily manipulated.

The Working Group reviewed this comment and noted that the response froman

IDNO respondent to this question addresses this point, it states:

“Yes — the D0314 flow holds MPAN counts for all NHH connections and this
information is broken down into profile class and LLFC (that will identify the POC
voltage forthe NHH MPANSs) which can be easily interrogated to determine the POC

voltage with the majority of connections”.

AnotherIDNO respondent agreed with the consultation question and noted that it
should be a simple comparisonandis likely to only need to be done very infrequently.
For example if the split of NHH connections for a particular LDNO with 40,000
Customersis30% LV , 70% HV, itisa safe assumption that this will not change to 51%

LV to 49% HV withinsaya 12 or even 24 month period.
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7.53 A different DNOrespondentagreed with the consultation question and explained that

the D0314 can be usedto validate which connection voltagethe LDNO has defaulted

to for UMS and can be used to determine the connection voltages of all other

Customers. Thisshould enablethe DNO to validate the application of the LLFC if they

choose to.

Question 11 — The Working Group believes that the current wording defined in Schedule

19 will support the proposed new UMS LLFC assignment and associated billing

arrangements and there should be no impact on Parties IT systems as a result. Do you

agree with this assertion? Please provide yourrationale if you disagree with this view.

7.54 The Working Group noted that the majority of respondents agreed with this view.

7.55 A DNOrespondent stated thattheydonot agree. They believe thatthe Working
Group should furtherclarify what the requirements of the data are for the new

arrangement.

7.56 The Working Group reviewed the response and, contacted this DNO in order to clarify

how the solution will work under DCP 203 if implemented.

Question 12 — Are there any alternative solutions or matters that should be considered by

the Working Group?

7.57 AnIDNOrespondentexplainsthatthe change seemsasimple and effective solution

that onlyimpacts DNO and IDNO Parties (and does not affect their respective business

systems).

7.58 A DNOrespondentnotedthatthe Change Proposal suggests “Suppliers may be levying

administration charges to UMS Customers on a per MPANs basis” and that “there is

evidence that administration charges are also levied against UMS Customers by their

nominated Meter Administrators (MAs)in respect of each additional MPAN that the

MA processes forthem”. They would suggest that these charges are challenged and

properly investigated to determine whether they are unjustifiably high. If these costs

can be reduced without amendinginter-distributor billing then the aims of the
proposal toreduce administration costs can be achieved without the loss in cost

reflectivity broughtabout by areductioninthe number of tariffs.

7.59 The Working Group noted the comments withinthisresponse. Itwas highlighted that

this type of analysis would be difficult to quantify as it deals with commercial

arrangements between the customer/Supplierand the MAs and is outside the scope
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of DCP 203.

7.60 It was noted thatthe Working Group will make best endeavoursto provide as much
analysis as possible within the Change Report; the impact analysis and associated

information can be locatedin Section 9 of this document.
8 CONSULTATION THREE — MARCH 2015

8.1 The Working Group issued its third consultation on 25 March 2015.

8.2 Asidentified fromthe responsestothe second consultation, in ordertoimplement
the solutionas now proposed, changes would be required to the Charging
Methodology Schedules 16, 17 and 18 in addition to those in Schedule 19 ‘Portfolio
Billing'.

8.3 Thisconsultation primarilylooked to garnerviews on the proposed legal draftingand

whetherthese changes meetthe intent of the change proposal.

8.4 There were eightresponsesreceivedtothe consultation. The Working Group
discussed eachresponse and its comments are summarised alongside the collated

Consultation responses in Attachment6.

8.5 A summaryofthe responsesreceived, and the Working Group’s conclusions are set

out below:

Question 1 — Do you agree with the intent of DCP 203?

8.6 The Working Group noted that the majority of respondents agreed with the intent of
DCP 203.

8.7 A DNOrespondentexplainsthatthey understand the perceived reductionin
administration burden for UMS Customers that connectto LDNOs should the CP be
approved. Howeveritis not clear whetherthe potential benefit to Customers would
outweigh the complexity and loss of cost reflectivity that would result from

implementation of it.

8.8 Thesame DNOstated that although the impact analysis shows little effects to
revenues, the figuresin the analysis do not seemto be robustand they do not feel

that they can rely on the information provided toinform theirview.
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8.9

8.10

8.11

8.12

The Working Group contacted the DNO for furtherinformation regarding their
response. Inparticular, asking what was theirreasoning about the analysis which they
perceive notto be robust. Thisinformation can be located in Section 9 of this

document.

A different DNO respondent explained that they agree with the original intent of this
change to rationalise LDNO UMS chargesin so far as it seeks to reduce potentially
unnecessary administrative costs. However the current proposed solution has a

detrimental impact on cost-reflectivity which needs to be carefully justified.

The Working Group acknowledges thatthere is aloss of cost reflectivity; however, the
amount of thislossis negligible given the comparatively low value of inter-distributor

billingin respect of UMS connectionsto IDNO networks.

The Working Group agreed to include asection withinthe Change Reportto
demonstrate thatthe impact on cost reflectivity has been considered. This

information can be located in Section 9 of this document.

Question 2 — Do you agree with the principles of DCP 203?

8.13

8.14

8.15

8.16

The Working Group note that there were mixed responses to this question.

A DNOrespondent explained that they agree with the principles but they are unable
to determine whetherthe proposed solutionis the best way in which to ap proach the
underlyingissue. They believethat the issue this change seekstoresolvehasnotbeen
quantified soitis difficult to justify the negative impact on cost-reflectivity. The
proposed solution will not directly tackle the perceived underlyingissue of allegedly

high MA and/or Suppliercharges.

The Working Group acknowledges thatthere is aloss of cost reflectivity; however, the
amount of thislossis negligible given the comparatively low value of inter-distributor

billinginrespect of UMS connectionsto IDNO networks.

The Working Group acknowledges that this CP will not fully address the issues
identified for Customers; however, the number of instances where Customers are
faced with additional MA and/or Suppliercharges will be significantly reduced with
the implementation of this CP. It will only be fully addressed by achange to the

Balancing and Settlement Code (BSC) that will allow Customers to trade theirentire
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8.17

8.18

8.19

inventory underthe host MPAN(s). However, thisis outside the scope of this CP.

A different DNO respondent does not agree with the principles and explain that they
believethatallowingthe Customerto ‘pickand choose’ between optionsis not
appropriate and creates additional complexity. As the CP currently stands, it would be
difficultin future toreadily determinethe network levelto which each UMS

connectionis connected.

The Working Group note that there is no change on the status quo as far as the
Customeris concerned, otherthanitwould not be mandatory to have separate
MPANs for their sites connected at different voltage levels; however, they could still
requestto have them separate if they chose to. Therefore, the Customerbeingable
to pick and choose is not an option and the Customer’s all the way DUoS tariff will not

be affected.

The Working Group acknowledges thatit will be difficultinthe future to determine
the boundary network levelbetween DNOs and IDNOs foreach UMS connection.
However, this has noimpact on the all the way tariff that isapplied, even underthe

currentarrangements.

Question 3 — Do you have any comments on the proposed legal text? Provide supporting

comments.

8.20

8.21

The Working Group notesthat only one respondent had acommenton the proposed
legal text. ADNOrespondentnoted thattheyare not convinced thatthe textis
prescriptive enoughinhow the IDNO UMS should be treated;itseemstoreferto

what not to do but nothow to do the calculation.

The Working Group contacted the DNO and asked if they could provide more
clarification on whatissues they perceive with the legal text so they may be addressed
withinthe Change Report. Unfortunately aresponse has not been receivedin time for

this change report.

Question 4 — Are there any alternative solutions or matters that should be considered by

the Working Group?

8.22

An IDNOrespondent notes that whilst the CP does address the problem that UMS

Customers experience with additional costs incurred for UMS MPANSs (particularly
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8.23

8.24

8.25

8.26

9

9.1

with regards to Pseudo-HH UMS) it does not remove the issue entirely. UMS
Customers will appreciate Ofgem’s assistance in helping the industry agree a change

that will address the issue fully.

A DNOrespondent stated thatthey agree that this proposal is a positive step forward
and will reduce the need for superfluous MPANs to be created. Notwithstandingthis,
they confirm thatfor their distribution services area, the volume of MPANsin

practice, as evidenced in their previous responses, comes nowhere near the suggested

volume of ‘potential’ MPANSs, as described in Section 2.4and 2.5 of thisreport.

A different DNO respondent explained that although they can understand why this
change has been proposed they continueto have a concernregarding the reductionin
the cost reflective nature of the charges as a result of this Change Proposal. In that by
applying a ‘default’ voltage of connection forall UMS Customers onan LDNO’s
networkthe charge froma DNOto an LDNO will end up beingslightly higher (or
lower) than should be the case if charged underthe current arrangements, which
reducesthe cost reflective nature of the charges. Itistherefore questionable asto

whetherthe DCUSA objectives are betterfacilitated by this change.

The Working Group acknowledges thatthere is aloss of cost reflectivity; however, the
amount of thislossis negligible given the comparatively low value of inter-distributor

billinginrespect of UMS connectionsto IDNO networks.

The Working Group agreed to draft detailed text within the Change Report describing

how this CP betterfacilitates the relevant DCUSA Objectives.

IMPACT ASSESSMENT

The Working Group carried out an impact assessment on inter-distributor billing and
thisisincluded as Attachment 7. Inthis spreadsheet there are two worksheet tabs per
DNO. These are named “DNO-NAME DATA” and “DNO-NAME UMS ALL”. The “DNO
NAME DATA” worksheet contains all of the calculations used to determine value of
the inter-distributor bill for each of the scenarios considered and compares the
difference between the status quo of using multiple LDNO discount tariffs for UMS
connections, tousingasingle LDNO discount tariff and finally to using a weighted

average LDNO discount. The “DNO-NAME UMS ALL” worksheet tabs are used to
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9.2

9.3

9.4

determine an average weighted LDNO discount, weighted by the total numbers of
Domesticconnections made to LDNO networks, split by LDNO discount category,
withinthe DNO Party’s Distribution Services Area. This calculated weighted average

discountisthenusedinthe “DNO NAME DATA” worksheet as described above.

To determine the impact of DCP 203, the Portfolio Bill in respect of UMS connections
made to an imaginary LDNO network was calculated using the current discounts
based on a numberof different scenarios where the LDNO had differing asize and
make up of its portfolio of UMS connections toits network. These scenarios are

showninthe table below:

No of Domestic Connections

Seenario to the LDNO Network

LDNO A 5,000
LDNO B 10,000
LDNO C 15,000
LDNOD 20,000
LDNOE 30,000
LDNOF 40,000
LDNO G 50,000
LDNOH 100,000

A ratio of UMS streetlighting connections to domestic connections of 1:3 was used to
help determinea proxy forthe numberof connections made to streetlights on all
LDNO networks within each DNO Distribution Service Areas (DSA). This ratio was

considered to be a reasonable estimate of the average number of street lighting

columnsto domesticconnections.

Each scenariowas furtherdivided to considerthe impact onthe LDNO tariff where the
split of connections between network with aLV and HV boundary with the DNO
networkissetoutinthe table below. Foreach of the LDNOs A to H, a range of
scenarios was considered whereby the impact of using asingle LDNO discount tariff
was determined when the total volume of UMS connections, calculated based on the
LDNOs domesticcustomer numbers using the ratiois paragraph 9.3, were connected
to the LDNO’s networks that had the connections splits between networks with an LV
boundary point of interface (POI) and a HV boundary (POI) withthe DNO network as

shown below:
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9.5

9.6

9.7

The LDNO’s total UMS connections splitacrossits networks wherethe
connectiontothe upstream DNO networkisthrough an LV boundary POl or a
HV boundary POI. In thisscenariothe split ratio reflects to the proportion of
all Domesticconnections tothe LDNO’s networks, which are connected to the
host DNO network through an LV boundary POI, to those that are connected
viaa HV boundary POI. This is calculated usingthe MPAN volume forecasting
data publishedineach DNO's CDCM model.

LDNO witha 10:90 splitof LV to HY DNO Boundary POls

LDNO with a 20:80 splitof LV to HV DNO Boundary POls

LDNO with a 40:60 splitof LV to HV DNO Boundary POls

LDNO with a 45:55 split of LV to HV DNO Boundary POls

LDNO with a 48:52 splitof LV to HV DNO Boundary POls

LDNO witha 52:48 splitof LV to HVY DNO Boundary POls

LDNO with a 55:45 splitof LV to HV DNO Boundary POls

LDNO with a 60:40 splitof LV to HV DNO Boundary POls

LDNO with a 80:20 splitof LV to HVY DNO Boundary POls

LDNO with a 90:10 splitof LV to HV DNO Boundary POls

For each of the above scenarios the value of the LDNO inter-distributor bill was
determined based asingle discountand a weighted averagediscount”. The weighted
average discount comparison was only undertaken as the Working Group has at one
time considered using aweighted average discount. However, whilst the option was
laterdiscounted, the reasons forabandoning the weighted discountis described in

question 6 Working Group Consultation two - October, see paragraph 7.32.

These results were compared tothe LDNO inter-distributor bill for each scenario
based on current tariff and the difference was expressed in nominalvalue and asa

percentage of the UMS and the total Domestic Distributor Bill.

Finally, to provide context to the analysisin terms of the potential scale of the price
disturbance, foreach DNO the total value of the forecast annual inter-distributor bill

inrespect of all connectionsto all LDNOs operating withinthe DNO’s DSA was

5 The weighted average discountdetermined by average discountpercentage, weighted by the total
numbers of Domestic connections made to LDNO networks, splitby LDNO discountcategory, within
the DNO Party’s Distribution Services Area.
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9.8

9.9

9.10

9.11

determined.

Itisclear fromthe analysis that whilstthe percentage change intariff is significant,
the actual value of the price disturbance is insignificant, particularly when considered
againstthe value of the inter-distributor bill when the LDNO’s domestic connections
are included. Pleasereferto Attachment 7 Impact Assessment. Foreach DNO, the
relevantdataisin the DNO data tab (forexample ENW) cell reference 169and 170
which are the cell references for the actual value and the cell reference forthe
percentage variance. Forexampleinthe ENW data tab the percentage variance is -
15.30% but the actual variance, in the total LDNO inter-distributor billforall UMS
connectionstoembedded LDNO network within ENW’s Distribution Services Area, is

£862.17.

It is felt that when weighted against the reduction in costs for the UMS Customer °and
administration costs for both the LDNO and the LDNO’s UMS Customers, these costs
are far greaterthan the reductionininter-distributor cost reflectivity. Thiswilllead to

bothincreased competition and also lower costs tothe customer.

As the IDNO currently hasto issue MPANs to reflect the boundary voltage connection
to the upstream network, this means the customer has multiple MPANs purely for
DNO/IDNO Portfolio Billing purposes. Reducing the numberof MPANs required
reduces the additional administration work for customers (to maintain multiple UMS

MPANSs and theirassociated inventories and multiple UMS electricity bills).

In summary, the impactanalysisfor DCP 203 shows that the overall benefits of
increased competition and lower costs forthe UMS customeroutweigh the small loss

of inter-distributor cost reflectivity.

10 ASSESSMENT AGAINST THE DCUSA OBIJECTIVES

10.1

10.2

The Working Group has evaluated DCP 203 againstthe DCUSA Objectives and has

concluded that General Objectives 1and 2 are better met.

General Objective 1lis better metasthe administration on LDNO partiesisreduced

and therefore leads to a more efficient and co-ordinated distribution network. The

® These includethe reduction in the administration cost of MPANs, Supplier costs and meter
administrator charges.
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10.3

10.4

reduction tothe LDNOs administration arises from the removal of the requirement to
raise different MPANs forthe same UMS Customerthat has inventorieson LDNO
networks with differentboundary network levels. Thiswill meanthatthe
management of the Customer’sinventory by the LDNO’s UMSO will also be simplified
as it will reduce the numberof MPANs per UMS customerrequired forinter-

distributor billing.

General Objective 2is better metas the currentarrangements are leadingto
significant difficulties being encountered by LDNO’s Customers that wish to complete
Section 38 highways adoption agreement with theirrespective local authority. This
issue existsdue tothe incremental costs that the local authority isexposedtoin
administering the UMS connections associated with the adoption of the highway.
This problemis exclusive to LDNO Customers, who would not encounterthe issue if
they were toappointthe DNO to adoptthe extension assets. Itistherefore
reasonable to state that the currentarrangements could be considered a potential
barrierto competition. This problem with the current arrangements was also
recognised by Ofgeminits review of the Competition in Electricity Connections
market’ where it was acknowledged that there may be reluctance from some LA

customers to adopt assets connected toan IDNO network.

It could be argued that DCUSA Charging Objective 3%is not better met by this CP on
the basis that there could be a small impact on overall cost reflectivity in the loss of
granularity of the application of LDNO Discount tariffs to UMS connections. However
the Working Group notes that the changes are not material and do not appearto
favoureither LDNO or DNO parties. The key consideration here isthat the Objective
states that the charge should “so faras reasonably practicable after taking into

accountimplementation costs reflect the costs incurred, or reasonably expected to be

Pleasesee the followingextract from:
https://www.ofgem.gov.uk/sites/default/files/docs/2015/01/connections_competition_rev
iew findings 2.pdf - “Unmetered supplyinventories.Billingarrangements between a
supplierand a largecustomer (eg a local authority) may become more complex and cos tly if
the customer has unmetered assets (i.e.street lighting) on both a DNO and anIDNO
network. As aresult, some customers may be reluctant to adopt assets onan IDNO
network.”

that compliance by each DNO Party with the Charging Methodologies results incharges
which, sofarasis reasonably practicableafter taking accountof implementation costs,
reflect the costs incurred, or reasonably expected to be incurred, by the DNO Partyinits
Distribution Business
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incurred, by the DNO Party...”.

10.5 Theimpact assessmentundertaken by the Working Group shows that the cost
disturbance created by the Change Proposal is not significantand when weighted
againstthe reductionin DUoS costs forthe UMS Customerand administration costs
for boththe LDNO and the LDNO’s UMS Customersthese costs are far greaterthan

the reductionininter-distributor cost reflectivity.

11 IMPLEMENTATION

11.1 DCP 203 is classified asa Part 1 matterin accordance with Clause 9.4.2 (B) of the
Agreement, and therefore will go to the Authority for determination after the voting

process has completed.

11.2 Theimplementation date, subjectto Authority approval,is 1 April 2016. The Working
Group wantto highlightthat DCP 203 will not change the UoS ‘All The Way’ tariff, as it
isthe methodologyforinter-distributor billing that will be affected and not the tariffs

themselves.

12 FINAL CONCLUSIONS ON DCP 203

12.1 The Working Group’s conclusion, reflecting Party opinion as presented in the
Consultation responses, is that the proposed legal drafting meets the intent of DCP

203.

13 ENGAGEMENT WITH THE AUTHORITY

13.1 Ofgemhasbeenengaged throughoutthe progression of DCP 203 as an Observer of
the Working Group.

14 IMPACT ON GREENHOUSE GAS OMISSIONS

14.1 No material impacts on greenhouse gas emissions from the implementation of this CP

have beenidentified.

15 PANEL RECOMMENDATION
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15.1 The DCUSA Panel approved the DCP 203 Change Reportat its meetingon 16

December2015.

15.2 Thetimetable forthe progression of the Change Proposal is set out below:

Change Reportapproved by DCUSA Panel

16 December 2015

Change ReportlssuedforVoting

18 December 2015

Party Voting Closes

15 January 2016

Change Declaration Issued

19 January 2016

Authority Decision

23 February 2016

Implementation

1 April 2016

15.3 Partiesareinvitedtovote using the form provided as Attachment 1.

16 ATTACHMENTS:

e Attachment1—DCP 203 Voting Form

e Attachment 2 - DCP 203 Draft Legal Text

e Attachment3— DCP 203 RequestforInformation —March 2014

e Attachment4— DCP 203 Consultation One —June 2014

e Attachment5— DCP 203 Consultation Two—0October 2014

e Attachment6— DCP 203 Consultation Three —March 2015

e Attachment7— DCP 203 Impact Analysis
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