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Important notice
This report was prepared by CEPA' and TNEI? for the exclusive use of the recipient(s) named herein.

The information contained in this document has been compiled by CEPA and TNEI and may include material from
other sources, which is believed to be reliable but has not been verified or audited. Public information, industry and
statistical data are from sources we deem to be reliable; however, no reliance may be placed for any purposes
whatsoever on the contents of this document or on its completeness. No representation or warranty, express or
implied, is given and no responsibility or liability is or will be accepted by or on behalf of CEPA and TNEI or by any
of their directors, members, employees, agents or any other person as to the accuracy, completeness or
correctness of the information contained in this document and any such liability is expressly disclaimed.

The findings enclosed in this report may contain predictions based on current data and historical trends. Any such
predictions are subject to inherent risks and uncertainties.

The opinions expressed in this document are valid only for the purpose stated herein and as of the date stated. No
obligation is assumed to revise this report to reflect changes, events or conditions, which occur subsequent to the
date hereof.

CEPA and TNEI do not accept or assume any responsibility in respect of the document to any readers of it (third
parties), other than the recipient(s) named therein. To the fullest extent permitted by law, CEPA and TNEI will
accept no liability in respect of the report to any third parties. Should any third parties choose to rely on the report,
then they do so at their own risk.

T *CEPA” is the trading name of Cambridge Economic Policy Associates Ltd (Registered: England & Wales, 04077684), CEPA LLP
(A Limited Liability Partnership. Registered: England & Wales, OC326074) and Cambridge Economic Policy Associates Pty Ltd (ABN
16 606 266 602).

© 2021 CEPA.
2 “TNEI” is the trading name of TNEI Services Ltd (Registered: England & Wales, 03891836)

2



= CEPA

economics matters

Contents

I 11500 TU o

72~ 1 =T |03
P2 R © V=T V= OSSPSR
2.2, REFEIENCE fIlES.... et n e n e n e nenne e
P2 T 1= 1= OSSR
2.4. Assumptions and ClarifiCations ..........ccccceeeieeiiecie e e
2.5. Outstanding legal tEXt ISSUES .....c.eevereiiriieeie et

3. IVIODEL REVISIONS ....ciiuuussssssssssnsssssssssssssssassssssassssssssssssssss s assssssns s sssssnnnssinsssnnnssssssnnnnssnsssnnnnsnnss
3.1. Additional or modified information SECHIONS..........coeeierieee e
3.2. Additional or modified iINPUt SECLIONS.........ccceeieriereeeceeee e
3.3. Additional or modified calculation SECLIONS..........cccerirrirree e
3.4. Planned changes tO USEr QUIAES ......cicceiiiiiiieeiie et s e st sne e ne s



CEPA

1. INTRODUCTION

This document describes charging models and supporting documentation developed for DCUSA to support
DCUSA Change Proposal (DCP) 379. The following sections set out the:

e specification for the new files, including the identity of the reference files for the revisions noted here within
and the new file names; and

e revisions to the models.

DCUSA has confirmed that an impact assessment is not required for this change.
2. SPECIFICATION

2.1. OVERVIEW

Changes have been proposed to the electricity distribution licence in light of changes to regulatory arrangements
due to the COVID-19 pandemic. Suppliers may take part in the Network Charge Deferred (NCD) scheme (run by
the Energy Networks Association (ENA)) if COVID-19 has had an impact on their cash flow. Failure of these
suppliers will result in bad debt costs for the DNO. This will be introduced into the licence as a new pass-through
item through a proposed change to Charge Restriction Condition 2B “Calculation of Allowed Pass-Through ltems”
(CRC2B).

If this licence change is implemented, then Schedule 15 of DCUSA will also need to be updated. In addition, the
DCUSA Change Proposal (DCP) for 379 specifies that:

“the combined allowed revenue from both the existing Pass-through ‘Eligible Bad Debt Adjustment’
row, and the proposed Pass-through ‘COVID-19 Bad Debt Adjustment’ row, should be treated in the
same way as the existing Pass-through ‘Eligible Bad Debt Adjustment’ in the charging models.”

Therefore, implementation of this DCP requires changes to be made to the charging models to account for the
new pass-through cost (particularly within the CDCM and ARP, which directly reproduce Schedule 15 within their
inputs) and then to ensure that it is treated consistently with the other pass-through costs. This means including
this pass-through cost within the fixed charge adder that is added to demand tariffs after the application of LDNO
discounts.

2.2. REFERENCE FILES

The following table sets out the reference versions of the charging models used as the starting point for the
revisions described in this document.

Table 2.1: Reference files

Model Model file name Date sent

2022/23 CDCM CDCM_v7_20201106 06/11/2020
ARP ARP_v7_20201106 06/11/2020
EDCM (LRIC) EDCM-LRIC_v9_20201211 11/12/2020
EDCM (FCP)  EDCM-FCP_v9_20201211 11/12/2020

2021/22 CDCM CDCM_v6_20200130 30/01/2020
EDCM (LRIC) EDCM-LRIC_v7_20200130 30/01/2020
EDCM (FCP)  EDCM-FCP_v7_20200130 30/01/2020
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2.3. NEW FILES

The following table sets out the versions of the charging models provided to the DCP 379 Working Group in
response to the request described above.

Table 2.2: New files

Model Model file name Date sent
2022/23 CDCM CDCM_v7_DCP379 20210129 29/01/2021
ARP ARP_v7_DCP379 20210129

EDCM (LRIC) EDCM-LRIC_v9_DCP379_20210129
EDCM (FCP) EDCM-FCP_v9_DCP379_20210129
2021/22 CDCM CDCM_v6_DCP379_20210129
EDCM (LRIC) EDCM-LRIC_v7_DCP379_20210129
EDCM (FCP) EDCM-FCP_v7_DCP379_20210129

We understand that the new files listed in Table 2.2 will be considered by the DCP 379 Working Group and may be
shared for consultation.

2.4. ASSUMPTIONS AND CLARIFICATIONS

2.4.1. Treatment of new pass-through costs

While the intent to treat the new pass-through cost is clear in the Change Proposal form (as quoted above), this is
not actually set out in the legal text in Schedules 16, 17 and 18. We understand that this is the result of a deliberate
decision to minimise the extent of legal text changes necessary to accommodate change to CRC2B.

Currently, the fixed charge adder calculations specifically reference by name the pass-through costs which are to
be used from Schedule 15. These are Pass-through Supplier of Last Resort Adjustment (applied to all domestic
tariffs) and Pass-through Eligible Bad Debt Adjustment (applied to all demand tariffs).

For consistency with the Change Proposal form, we therefore assume that, where Schedule 16, Schedule 17 and
Schedule 18 refer to “Pass-through Eligible Bad Debt Adjustment”, the exact same calculations should be repeated
for “Pass-through COVID-19 Bad Debt Adjustment” (in Paragraphs 100 and 103 of Schedule 16 and in Paragraphs
13.2, 16.6 and 24.1 of Schedule 17 and Schedule 18). These assumptions will be added to our assumption logs in
our updated user-guides if and when models reflecting this change are prepared for publication following the
approval of the modification by Parties.

Note that we have assumed that the new pass-through cost should be carried through the model separately to the
other pass-through costs, but with the exact same calculations applied. This is equivalent to aggregating both types
of bad debt together at the input stage but is more consistent with our general modelling principles which aim to
maximise transparency and traceability of the models.

2.5. OUTSTANDING LEGAL TEXT ISSUES

We have not identified any further legal text issues (subject to the assumption described above).
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3. MODEL REVISIONS

3.1. ADDITIONAL OR MODIFIED INFORMATION SECTIONS

In the CDCM, EDCM and ARP, changes were made in the following sheets:
e ‘Cover’. The model title was changed to reflect its status as a pre-release for the DCP379 working group.

e ‘Version control’. A new entry in the version control log was added for these updates.
3.2. ADDITIONAL OR MODIFIED INPUT SECTIONS

In the CDCM and ARP, changes were made in the following sheet:

e ‘Fixed inputs’. A new row was added to the Map of Applicable MPANs section to account for COVID-19
Bad Debt Adjustment. This was set up to apply this pass-through cost to all demand tariffs.

In the CDCM, further changes were made in the following sheet:

e General inputs’. A new row was added to the CDCM Target Revenue section to account for the COVID-19
Bad Debt Adjustment, as set out in the proposed changes to Schedule 15.

In the ARP, further changes were made in the following sheet:

e ‘ARP_General inputs’. A new row was added to the CDCM Target Revenue section to account for the
COVID-19 Bad Debt Adjustment, as set out in the proposed changes to Schedule 15.

In the EDCM, changes were made in the following sheets:

e ‘General inputs’. A new row was to the Revenue Pass-through Cost for fixed cost adders input (Input 202-
G/302-G) to account for the COVID-19 Bad Debt Adjustment pass through cost.

3.3. ADDITIONAL OR MODIFIED CALCULATION SECTIONS

In the CDCM and ARP, changes were made in the following sheets:

e ‘Revenue matching’. A new row was added in the Inputs to Revenue Matching section to include the
“Pass-through COVID-19 Bad Debt Adjustment” term from General Inputs. The “Target CDCM net
revenue” was updated to include this value.

¢ ‘Fixed Charge Adder’ (2021/22 model)/ ‘SoLR & Bad Debt Adders’ (2022/23 model). New rows were
added in this section for COVID-19 bad debt, in every table where the existing pass-through costs were
already present. Calculations were updated to include the new pass-through cost within the fixed charge
adder. This includes updates to the checks on this sheet.

In the ARP, further changes were made in the following sheets:

e ‘General inputs’. A new row was added to the CDCM Target Revenue section to account for the COVID-
19 Bad Debt Adjustment, as set out in the proposed changes to Schedule 15.

In the EDCM, changes were made in the following sheets:

e ‘Import Capacity’. A new row was added to the Calculation of DNO revenues section (Section 208-G/308-
G) to include the “Pass-through COVID-19 Bad Debt Adjustment” cost. This was then included in the
allowed revenue calculation.
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3.4. PLANNED CHANGES TO USER GUIDES

The user guides could be updated to ensure that, wherever there was a reference to the pass-through costs for
supplier of last resort costs and bad debt, this was extended to also reference COVID-19 bad debt.

A specific additional change would be to include a new assumptions log within the user guide(s) reflecting the
assumption set out in Section 2.4.1.

It may also be prudent to include some explanation of the fact that, following this change, there are two parallel sets
of models (2021-22 and 2022-23) into which this DCP has been implemented.
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