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DCUSA Change Report
DCP 183 - To Convert the Super Red KWH to KVA when Calculating the EDCM Tariffs

1 PURPOSE
1.1 This document is issued in accordance with Clause 11.20 of the DCUSA and details DCP 183 ‘To Convert the Super Red KWH to KVA when Calculating the EDCM Tariffs’. 
1.2 The voting process for the proposed variation and the timetable of the progression of the Change Proposal (CP) through the DCUSA Change Control Process is set out in this document. 
1.3 Parties are invited to consider the proposed legal drafting amendments (Attachment 1) and submit their votes using the form attached as Attachment 2 to dcusa@electralink.co.uk no later than 13 March 2014.14 April 2015.
2 BACKGROUND
2.1 The current EHV Distribution Charging Methodology (EDCM) uses kVA (capacity) to determine the allocation of 20% scaling plus indirect costs, and notional assets at the level of connection of a customer and kWh (super red demand) to determine the allocation of 20% scaling plus indirect costs, and notional assets upstream of the level of connection of a customer.  This methodology is inconsistent as kVA is applied at the level of connection and kWh is applied upstream. Consequently, a development issue was raised by Ofgem asking that this be reviewed. 
2.2 Following discussions at the Distribution Charging Methodologies Forum (DCMF) Methodologies Issues Group (MIG), DCP 183 has been raised by WPD seeking to amend the calculation to replace the KWh element of the calculation with kVA and thereby take account of reactive power in a consistent manner. Additional information on the proposed change can be found in the CP form provided as Attachment 3. 
2.3 DCP 138 183 seeks to amend the EDCM methodology such that the allocation of indirect costs and 20% of the residual revenue fully takes into account the reactive power consumed by each customer.  This requires amending of the super-red consumption which is currently measured in kWh to take account of the reactive power used by the customer in the super-red time period, before using it to allocate the indirect costs and 20% of the residual revenue.
2.4 This amendment will be applied to all customers except where a site is generation dominated.  For any sites that are generation dominated, it will be assumed that the reactive power is zero and therefore the kW equals the kVA.  The reason for this is to cater for conditions where the generator is connected to the DNO’s distribution system but there is very little or no generation export, or at times of transient running (i.e. generator start-up).  The DNO will determine whether a site is generation dominated by examination of the Connectee's Maximum Import Capacity and Maximum Export Capacity or kWh consumption as appropriate.
3 DCP 183 WORKING GROUP
3.1 The DCUSA Panel established a Working Group to assess DCP 183. This Working Group consists of DNO and Ofgem representatives. Meetings were held in open session and the minutes and papers of each meeting are available on the DCUSA website – www.dcusa.co.uk.
3.2 The Working Group developed a consultation document (Attachment 4) to gather information and feedback from market participants. This consultation was issued to all DCUSA Parties and the Distribution Charging Methodology Forum (DCMF) distribution list. 
4 DCP 183 CONSULTATION
4.1 The DCP 183 consultation was issued on 23 September 2014 and there were 8 responses received. One of these responses was marked as confidential and has therefore been shared only with the Working Group and Ofgem. 
4.2 A summary of the non-confidential responses received, and the Working Group’s conclusions are set out below. The full set of non-confidential responses and the Working Group’s comments are provided in Attachment 4.
Question 1 - Do you understand the intent of the CP?
4.3 The Working Group noted that all consultation respondents understood the intent of the CP.
Question 2 - Are you supportive of the principles established by this proposal?
4.4 The Working Group noted that of the seven non confidential respondents, six of the respondents were supportive of the principles established by the CP. 
4.5 One respondent  explained that they were not supportive. This respondent expressed concerns that customer’s charges would be based on reactive power flows recorded two years prior, so customers installing power factor improvement equipment will not realise the benefits until at least 2 years later. The Working Group discussed this comment and noted that this issue exists in numerous other areas of the methodology. The benefit of the CP will be seen, just not immediately.
4.6 The respondent also expressed a concerns  that:
 (1) Customers would pay for reactive flows but due to diversity do not use any capacity on the DNO’s network;
(2) Customer’s charges would be based on reactive power flows recorded two years prior, so customers installing power factor improvement equipment will not realise the benefits until at least 2 years later; and
(3) It is not clear why the charge per kVArh between customers with low active power (kW) consumption and customers with high active power (kW) consumption may be different. 
4.7 that Customers would pay for reactive flows but due to diversity do not use any capacity on the DNO’s network. And it is not clear why the charge per kVArh between customers with low active power (kW) consumption and customers with high active power (kW) consumption may be differentThe Working Group discussed this comment and noted that it was not clear why the respondent states that the charge per kVArh between customers with low active power (kW) consumption and customers with high active power (kW) consumption may be different. The working group is seeking clarity on this assumption.
4.8 

Question 3 - Do you agree that the input value for generation dominated sites should be set to zero?  
4.9 The Working Group noted that five respondents agreed that the input value for generation dominated sites should be set to zero, with several noting the benefits of this approach, including:
· the majority of the reactive power flow is caused by the export rather than the import, which can lead to substantial amounts of reactive power becoming incorrectly assigned to an import MPAN
· it will allow DNOs to identify and account for site activity which is outside normal operating parameters and which could lead to erroneous and incorrect values being calculated
· this will introduce a consistent approach for DNOs, as it is also used elsewhere in the EDCM model (e.g. NUFs)
4.10 One respondent did not feel that enough information was provided within the consultation document to enable them to comment. 
4.11 Another respondent explained that they did not agree because, whilst the proposed solution is simple and pragmatic, sufficient evidence is not provided to support the proposal. This respondent noted that generation dominated sites appear to benefit under this proposal. 
4.12 The Working Group discussed this comment and carried out analysis on whether generation dominated sites are benefiting from the proposal. This analysis is discussed in section 5 below. 
Question 4 – Are there any unintended consequences of this proposal?
4.13 No respondents identified any unintended consequences of the proposal. 

Question 5 - Do you consider that the proposal better facilitates the DCUSA objectives? 
4.14 The Working Group noted that six of the seven non-confidential respondents  agreed that the proposal better facilitates the DCUSA objectives. The following table outlines the respondents’ views on which DCUSA Objectives are better facilitated by the CP:
	DCUSA General Objectives
	No. Of Respondents that agree it is better facilitated
	DCUSA Charging Objectives
	No. Of Respondents that agree it is better facilitated

	Objective 1
	6
	Objective 1
	6

	Objective 2
	0
	Objective 2
	0

	Objective 3
	6
	Objective 3
	6

	Objective 4
	0
	Objective 4
	0

	Objective 5
	0
	Objective 5
	0



4.15 One respondent did not agree that the proposal better facilitates any of the DCUSA Objectives.  The stated that, whilst the proposed solution is simple and pragmatic, sufficient evidence is not provided to support the proposal. Generation dominated sites appear to benefit under this proposal.  The respondent explained that the reason for this is outlined in their response to earlier consultation questions. 
4.16 
Question 6 - Do you have any comments on the proposed legal text?
4.17 It was noted by the Working Group that no respondents had any comments on the DCP 183 legal text.
Question 7 - Are there any alternative solutions or matters that should be considered?
4.18 Five respondents did not suggest any alternative solutions or matters for the Working Group’s consideration.
4.19 One respondent highlighted that the consultation mentions that the impact to customers ranges from -5.8% to 76.7% in their annual charge. The respondent suggested that for the outlier customers every effort should be made to help them before the revised charges are implemented. The Working Group observed that with an April 2016 or later implementation date there will be time to assist these customers.	Comment by Ong, Chris: These do not match those referred to in paragraph 6.4. Should they do? Or do we require additional wording to explain the differences?
4.20 Another respondent suggested alternative solutions should be considered to address the concerns that they had raised against earlier consultation questions; however no alternative approach was proposed for   consideration. The Working Group agreed that the current approach met the intent of the change proposal and was appropriate to be taken forward. 
Question 8 - Are you supportive of the proposed implementation date of 1 April 2016?
4.21 One respondent disagreed with the proposed implementation date, explaining that this is because they do not support the proposal. Another respondent did not specify whether or not they support the date but instead stated that customers need to have enough notice to enable them to change aspects of the site in order to reduce the impact of this change.
4.22 The remaining five respondents all supported the proposed implementation date. 
Question 9 - Please state any other comments or views on the Change Proposal
4.23 The Working Group noted that no respondents had any further comments on the CP.
5 WORKING GROUP ASSESSMENT OF DCP 183
5.1 The DCP 183 Working Group discussed the proposal over a number of meetings, taking into account the responses received to the DCP 183 industry consultation.  The topics discussed by the Working Group and the group’s conclusions are detailed below.
Correcting Power Factor
5.2 The Working Group noted that DCP 183 will have the effect of increasing the Distribution Use of System (DUoS) tariffs for customers with a poor power factor.  Loads that have a poor power factor increase the electric current flowing in the local distribution network to which they are connected and this increases losses and the ratings required for distribution assets which deliver useful real power from the transmission system to that load.  Hence, those customers with a poor power factor could be creating additional costs on the network; the Working Group, therefore, believes it is more cost reflective for reactive energy to be taken account of. 
5.3 Customers can install power factor correction equipment such as Static VAR Compensators (an automated impedance matching device, designed to bring the system closer to unity power factor). However, the nature of the EDCM model means that the impact of this equipment may not be reflected in DUoS tariffs for a period of two years (as there is a lag in the data used to calculate charges). Despite this delay, the Working Group agrees that cost reflectivity will be ultimately improved  by DCP 183.
Setting the Input Value For Generation Dominated Sites to Zero
5.4 The Working Group noted that under the DCP 183 proposed solution, when calculating tariffs,  the reactive flows within the super red timebands for generation dominated sites will be set to zero . One consultation respondent raised concerns that under DCP 183 generation dominated sites may get a benefit that they would not be entitled to, i.e. their reactive flows would not be counted in the calculation of tariffs.
5.5 In response to this concern the Working Group carried out a Request for Information (RFI) seeking data to aid the group in determining whether it needed to revise its approach towards generation dominated customers. The RFI compared the total charges for customers if the generation dominated sites’ reactive input was set to zero against the charges if they were not and were calculated as per the current user manual for all.  The following table provides a summary of the number of customers impacted by the two approaches:
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5.6 Based on the RFI data, the Working Group noted that there may be  occasions where certain sites get a  benefit, however, the proposed solution remains  appropriate for the vast majority. 
5.7 The group noted that any benefit only occurs where the import and export is reasonably evenly balanced. For sites that are 50/50 import and export, the Maximum Import Capacity (MIC) and Maximum Export Capacity (MEC) will be the same and the volumes imported and exported may be similar. If this site is defined as generation dominated then the reactive flow associated with the import will be ignored in calculations. In an extreme example, if a site imported all through the winter and exported all through the summer then the entirety of the import reactive flow could potentially be ignored in calculations. 
5.8 It was observed that the number of generation dominated sites is expected to grow over time. The Working Group agreed that whilst the solution is not perfect it is still an improvement upon the baseline.
6 MODELLING CHANGES REQUIRED TO IMPLEMENT DCP183
6.1 With the support of a consultant, the Working Group updated the EDCM model to implement the DCP 183 solution. The updated Long Run Incremental Cost (LRIC) and Forward Cost Pricing (FCP) EDCM models are provided as Attachment 5, along with a description of the changes made and a set of illustrative tariffs.
6.2 The updated EDCM model for DNOs that use LRIC requires that a new column to be populated for each customer which is entitled “Super red kVAr import divided by kVA capacity”.  For DNOs that use FCP this column is already populated and is used within the model in the calculation of Charge 1.  The implication of this is that the decision by the Working Group to set the values within this column to zero for generation dominated sites will have an impact on their charge before the DCP183 solution is implemented.  Given the rationale for setting the reactive flows to zero for generation dominated sites, the Working Group believes that this should also apply to the calculation of Charge 1 for generation dominated sites and therefore this consequential change is appropriate.  The DNOs that use FCP have also confirmed that the impact of setting this value to zero for generation dominated sites before the DCP183 solution is implemented is minimal, with the highest impact being 2%.
6.3 The updated models have been used to calculate the impact of DCP 183. The populated models contain confidential customer data and therefore cannot be published.  However, the impact on EDCM customers end tariffs is provided as Attachment 6.  EDCM customers can identify their sites using the Line Loss Factor Class (LLFC) or their MPANs.
6.4 The Working Group assessed the impact on EDCM customers’ estimated annual charges (confidentiality of individual customer charges was maintained by collating a list of charge variances with customer names/MPAN/LLFCs and DNO region removed).  This analysis showed that 8% of customers would see an increase of more than 5% in their overall annual charge.  The largest decrease was -5.8% and the largest increase was 76.7%..  The largest decrease was -4.3% and the largest increase was 32.5%.
6.5 
6.6 The majority of customers impacted were demand only customers.
7 PROPOSED LEGAL TEXT
7.1 The proposed legal drafting of DCP 183 has been considered by the Working Group, and reviewed by Wragge & Co, and is provided as Attachment 1.
7.2 The text amends the following paragraphs in DCUSA Schedule 17 and Schedule 18:
· [bookmark: _GoBack]paragraph 1.3(a)
· paragraph 13.3
· paragraph 15.11
· paragraph 18.2
· Paragraph 6.2 (Schedule 17 only) 
8 EVALUATION AGAINST THE DCUSA OBJECTIVES
8.1 The Working Group has assessed the CP against the DCUSA objectives and the Working Group members agree that the following DCUSA Objectives are better facilitated by DCP 183.
General Objective One - The development, maintenance and operation by the DNO Parties and IDNO Parties of efficient, co-ordinated, and economical Distribution Network
8.2 The Working Group agrees that General Objective One is better facilitated as DCP 183 will address an inconsistency within the current methodology. The change will improve price signals, encouraging those customers with a poor power factor to make appropriate changes resulting in more efficient use of the distribution assets. 
General Objective Three - The efficient discharge by the DNO Parties and IDNO Parties of obligations imposed upon them in their Distribution Licences
8.3 The Working Group agrees that General Objective Three is better facilitated as DCP 183 will address an inconsistency within the current methodology. The change will improve price signals, encouraging those customers with a poor power factor to make appropriate changes resulting in more efficient use of the distribution assets.
Charging Objective One - that compliance by each DNO Party with the Charging Methodologies facilitates the discharge by the DNO Party of the obligations imposed on it under the Act and by its Distribution Licence
8.4 The Working Group agrees that Charging Objective One is better facilitated as DCP 183 will address an inconsistency within the current methodology. The change will improve price signals, encouraging those customers with a poor power factor to make appropriate changes resulting in more efficient use of the distribution assets.
Charging Objective Three - that compliance by each DNO Party with the Charging Methodologies results in charges which, so far as is reasonably practicable after taking account of implementation costs, reflect the costs incurred, or reasonably expected to be incurred, by the DNO Party in its Distribution Business
8.5 The Working Group agrees that Charging Objective Three is better facilitated as DCP 183 will address an inconsistency within the current methodology. The CP will improve cost reflectivity by ensuring that those that generate the most reactive power will pay more towards use of the system. 
9 IMPLEMENTATION
9.1 The proposed implementation date for DCP 183 is 1 April 2016.
9.2 DCP 183 is classified as a Part 1 matter and therefore will go to the Authority for determination after the voting process has completed.
10 WORKING GROUP CONCLUSIONS
10.1 The DCP 183 Working Group has discussed the proposed amendment to DCUSA. The group unanimously agrees that the legal text developed better facilitates the DCUSA Objectives. The Working Group agrees that the CP should be issued for industry voting. 
11 ENGAGEMENT WITH THE AUTHORITY
11.1 Ofgem has been fully engaged throughout the development of DCP 183 as a member of the Working Group.
12 ENVIRONMENTAL IMPACT
12.1 In accordance with DCUSA clause 11.14.6, the Working Group assessed whether there would be a material impact on greenhouse gas emissions if DCP183 were implemented.  The Working Group did not identify any material impact on greenhouse gas emissions from the implementation of this Change Proposal. 
13 PANEL RECOMMENDATION
13.1 The Panel approved this Change Report on 18 February 2015. The Panel considered that the Working Group had carried out the level of analysis required to enable Parties to understand the impact of the proposed amendment and to vote on DCP 183.
13.2 The timetable for the progression of the Change Proposals is set out below:
	Activity
	Date

	Change Report approved by DCUSA Panel
	18 February March 2015

	Change Report issued for voting
	20 MarchFebruary 2015

	Voting closes
	13 March14 April 2015

	Change Declaration
	17 March16 April 2015

	Authority Decision
	21 April May 2015

	DCP 183 Implemented
	1 April 2016


14 NEXT STEPS
14.1 Parties are invited to consider the proposed amendment (Attachment 1) and submit their votes using the Voting form (Attachment 2) to DCUSA@electralink.co.uk by 14 April3 March 2015.
14.2 If you have any questions about this paper or the DCUSA Change Process please contact the DCUSA by email DCUSA@electralink.co.uk to or telephone 020 7432 2842.
ATTACHMENTS: 
· Attachment 1 - DCP 183 Legal Text
· Attachment 2 – DCP 183 Voting Form
· Attachment 3 – DCP 183 CP Form
· Attachment 4 – DCP 183 Consultation Document 
· Attachment 5 - DCP 183 Updated EDCM Models (un-populated) and Illustrative Tariffs
· Attachment 6 - Impact Assessment
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