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Purpose of the Change Proposal

The purpose of this Change Proposal (CP) is to include within DCUSA Schedule 17
solutions, previously approved by Ofgem through derogation, which can be applied by
affected DNOs in instances of excessive surplus residual revenue within the Forward
Cost Pricing (FCP) Extra High Voltage Distribution Charging Methodology (EDCM)
model at a tariff set case.

This document is issued in accordance with Clause 11.20 of the DCUSA and
details the final solutions developed by the DCP 477 Working Group.

Parties are invited to consider the proposed amendment (Attachment 1) and
submit their votes using the voting form by completing the document provided as
o Attachment 2 and sending it to dcusa@electralink.co.uk.

Votes are to be submitted by close of play on 04 November 2026. Votes
received after this date cannot be counted.

The voting process for the proposed variation and the timetable of the
progression of the CP through the DCUSA Change Control Process is set out in
this document.

Impacted Parties
0 Suppliers, DNOs, IDNOs and CVA Registrants

Impacted Clauses
o Schedule 17 Paragraphs 18, 22 and 5 of Annex 1, Clause 19 in Section 2A and
Schedule 16
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Activity Date
Initial Assessment Report 17 June 2026
Consultation Issued to Parties 17 July 2026

Second Consultation Issued to Parties 04 September 2026

Change Report Approved by Panel 21 October 2026
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Code Administrator
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dcusa@electralink.co.uk

)

0207 432 3011
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What?

1.1 To include within the DCUSA legal text Schedule 17, solutions (previously approved by Ofgem) which
can be applied by affected DNOs in instances of excessive surplus residual revenue within the Forward
Cost Pricing (FCP) Extra High Voltage Distribution Charging Methodology (EDCM) model at a tariff set
case. This is intended to be an interim solution to avoid the need for annual derogation requests until
such time the DUoS SCR (or another project/Change Proposal) has progressed a more robust and

enduring solution.

Why?

1.2 Since late 2023 (2025-26 tariff set case), two out of three DNOs who apply the FCP charging
methodology have experienced at some point excessive surplus residual revenue'. This is
demonstrated through credit fixed charge rates (p/MPAN/day) for Final Demand customers which Ofgem

agreed is not cost-reflective.

How?

1.3 DCP 477 is progressing two solutions for Parties to vote on and ultimately for Ofgem to make a decision
on. Both would add to Schedule 17 a defined process that an FCP DNO can use where its tariff-setting
model produces excessive surplus residual revenue, resulting in negative fixed charges for Final
Demand customers, or where the model fails to produce a valid set of charges for each EDCM customer.
The solution formalises interventions that Ofgem has previously approved through derogations, so that
the affected DNO would not need to seek a new methodology derogation each time the same issue

occurs.

1.4  The proposed intervention options that will be available in Schedule 17, include allowing the affected
DNO to:

o move the value of negative fixed charges onto the capacity charges (i.e., reducing the value of the

capacity charges);

o reuse specific elements (locational components that are used in order to derive the final tariffs)

from the previous Charging Year; or

e use the previous Charging Year’s demand forecast in its power/load-flow modelling while

continuing to use the latest Authorised Network Model.

1.5 Consequential changes would also ensure that the approach used to set tariffs is reflected when

calculating charges for new Connectees during the Charging Year.

1.6  The differences between the two solutions (known as Solution A and Solution B) are set out below:

1 Surplus residual revenue occurs when the revenue collected from forward-looking network charges exceeds the revenue permitted
under the price control. ‘Excessive’ is demonstrated by negative fixed charges or the failure to produce a set of tariffs.
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e Solution A: Amends Schedule 17 so that the intervention options, the circumstances in which each
may be used and the practical steps for applying them form part of the EDCM methodology. The
DNO would identify whether the issue is mainly caused by a reduction in allowed revenue or an
increase in forward-looking charges, use the intervention that addresses that cause and, where the
same underlying issue continues, ordinarily keep using the intervention applied previously. The DNO

would also identify in its tariff information which intervention it has used.

e Solution B: Incorporates all of the Schedule 17 methodology changes included in Solution A and
also provides for a reduction to the standard 15-months’ notice period where that deadline cannot
be met as a result of any additional work required to implement one or more of the intervention
options. It should be noted that any such reduced notice period would apply to all DNO charges (i.e.
both CDCM and EDCM charges). As part of this solution the DNO would be required to publish its
charges as soon as reasonably practicable and no later than 13 months before the start of the
Charging Year and would directly notify affected parties that publication will be delayed and provide
an indicative timetable for the publication of their charges. IDNOs and DNOs operating outside their
own Distribution Services Area whose charges depend on the host DNO’s charges would then

publish as soon as reasonably practicable and no later than one month after the relevant host DNO.

Who?
1.7 As this proposal relates to EDCM DUoS charges, it may impact DNOs (specifically those that utilise the

FCP variant of the EDCM), Suppliers, IDNOs, CVA registrants and end consumers.

2 Governance

Justification for Part 1 Matter

2.1 This CP is a Part 1 Matter as it may have a significant impact on the interests of electricity consumers
and may discriminate in its effects between one Party (or class of Parties) and another Party (or class
of Parties).

Next Steps
2.2 The DCUSA Panel considered that the Working Group has carried out the level of analysis required to

enable Parties to understand the impact of the proposed amendment and to vote on DCP 477.

2.3 The DCUSA Panel recommends that this CP be issued to Parties for Voting.

3 Why Change?

3.1 This change is required to prevent the need for repeated future derogation requests, which will improve

efficiency and prevent unnecessary delays in setting charges.

3.2 It is intended that this solution be temporary and should be replaced following a review of these

arrangements, through the DUoS SCR or another Ofgem-led initiative.
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4 Working Group Initial Assessment

DCP 477 Working Group Assessment
4.1 The DCUSA Panel established a Working Group to assess and develop DCP 477: Managing the effects

of excessive surplus residual revenue in the EDCM.

4.2 In total, the Working Group has 11 active members representing a cross-section of DNO, IDNO,
Supplier and Generator categories as well as a consultancy, supported by the Code Administrator and

Technical Secretariat.

4.3  Prior to issuing the consultation, the Working Group held three formal meetings between June and
July 2026 and developed a consultation document to gather information and feedback from market
participants on this CP. During its development of DCP 477, it was agreed by the Working Group that

the items under the headings below should be addressed in the consultation.

An assessment of the reasons for including the three solutions previously approved
through derogations, to the DCUSA

4.4 The Working Group noted that the three solutions contained within DCP 477 have previously been
approved by Ofgem through the derogation process and have been used by DNOs to resolve instances

of excessive surplus residual revenue within the EDCM.

4.5 The Working Group's initial view was that there may be benefit in incorporating these solutions directly
into the DCUSA, providing greater certainty, consistency and efficiency by removing or reducing the

need for future derogation requests where similar circumstances arise.

4.6 The Working Group sought views from Parties on whether these previously approved solutions should
now be formalised within the DCUSA.

An assessment of criteria for when each solution, or multiple solutions, can be used by the
DNOs.

4.7 The Working Group developed draft legal text which sets out the circumstances in which each solution

may be applied, based on the primary driver of the excessive residual.

4.8 The Working Group's initial view was that the selection of a solution should be linked to the underlying
cause of the excessive surplus residual revenue and the behaviour of the EDCM model in the relevant

year.

4.9 The Working Group sought views on whether the proposed criteria are appropriate, sufficiently clear

and capable of supporting consistent application across affected DNOs.

An assessment of whether there were any other options to deal with issue of excessive
negative residual charges produced by the FCP variant of the EDCM.

4,10 The Working Group recognised that the three solutions included within this CP have been developed to

address an immediate and known issue that has previously required derogations.
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4,11 The Working Group's initial view was that this change proposal should remain narrowly focused on
codifying those existing, previously approved solutions within the DCUSA, thereby providing a practical

and timely mechanism that can be utilised where similar circumstances arise in future.

4,12 The Working Group did not consider the proposal to be the appropriate vehicle for the development,
assessment or implementation of entirely new approaches, particularly given the accelerated timetable

being pursued and the temporary nature of the solutions being formalised.

4.13 However, the Working Group acknowledged that stakeholders may identify alternative approaches
which could provide a more enduring or efficient solution to the underlying issue of excessive surplus
residual revenue within the EDCM. Whilst such alternatives are not currently being considered within
the scope of this CP, the Working Group considered it helpful to capture stakeholder views on any
potential future developments.

4.14 The Working Group therefore invited stakeholders to identify any alternative solutions that they believed
should be explored through a future Change Proposal or be considered by the Authority as part of any
wider review of distribution charging arrangements. These suggestions will not form part of the
assessment of DCP 477 itself but are recorded in this Change Report for future consideration by Parties

(one of which would need to raise a new Change Proposal) and the Authority.

5 An Overview of the First Consultation

Summary of responses to the DCP 477 Consultation
5.1  The DCP 477 Working Group issued a consultation on 14 July 2026 with a response deadline of 31 July

2026 which sought views from industry on the proposed solution and legal text for DCP 477.

5.2  There were 5 respondents to the consultation comprising of 4 DNOs and 1 IDNO. Set out below are the
questions that the Working Group sought views on, and a summary of the responses received. A copy
of the consultation document alongside the Party responses and Working Group conclusions can be

found in Attachment 3.

1. Do you agree with the proposal to add the three solutions, previously approved through

derogations, to the DCUSA? Please provide your rationale.

5.3  The Working Group noted that all five respondents agreed with the proposal to add the three solutions,
previously approved through derogations, to the DCUSA and in doing so, they provided rationale that
the proposal:

e should be an interim measure and that some respondents would like to see a long-term solution
developed under the DUoS SCR;

e covers all of the required solutions to known issues;

e provides increased certainty, with respect to when tariffs will be published.

e was built based on solutions that have been reviewed and approved by Ofgem before; and

e avoids the need for repeated derogation requests which would otherwise result in delays.
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2. Do you agree with the Working Group’s assessment of criteria for when each solution, or multiple

solutions, can be used by the DNO? Please provide your rationale.

5.4

5.5

5.6

5.7

5.8

5.9

The Working Group noted that respondents broadly supported the proposed criteria but that there were

two additional items raised, being:

e Arequest for additional guidance to be developed to supplement the legal text and provide DNOs
with clearer, step-by-step direction where the issue is caused by a reduction in allowed revenue as

the text doesn’t provide the level of granular instruction on how this is to be completed in practice.

o Arequest that the legal text include clearer wording regarding the circumstances when each option
should be used.

In considering this feedback, the Working Group agreed that additional guidance should be developed
to supplement the legal text and provide DNOs with clearer, step-by-step direction in terms of
implementing the solution to be used where the issue is caused by a reduction in allowed revenue as

the text doesn’t provide the level of granular instruction on how this is to be completed in practice.

Members discussed the suggestion that supplementary guidance should be developed to support
implementation of the proposed intervention to be used where the issue is caused by a reduction in
allowed revenue. It was noted that guidance material had previously been developed as part of
discussions between impacted DNOs and Ofgem and that this information could provide the basis for
additional implementation guidance. Members discussed whether such material should form part of the
legal text, be included as an appendix, or be maintained separately as supporting guidance. Whilst no
final decision was reached regarding format, the Working Group agreed that development of
supplementary guidance would assist future users of the methodology and should be progressed

separately without delaying implementation of DCP 477.

Members also discussed whether a hierarchy should apply between the available options, taking
account of previous practice, consistency of approach and the technical challenges associated with

forecasting new customers and operating the EDCM model.

The Working Group recognised that different DNOs may adopt different approaches because of their
individual circumstances. However, members considered that a DNO should ordinarily continue to use
the intervention approach previously approved by Ofgem unless a material change in circumstances

justified an alternative.

The Working Group agreed that the legal text should be amended to clarify the circumstances in which
each option may be used which is captured within documents previously issued by Ofgem on this topic,
including where the model fails to run entirely, and to reinforce consistency with previously applied

approaches.

3. Are there any alternative solutions that should be developed through a future Change Proposal

or by the Authority as part of a future SCR? Please provide your rationale.

5.10 The Working Group noted, that three respondents did not identify any immediate alternatives, one

respondent suggested that those DNOs currently using the FCP variant of the EDCM could consider
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moving to the LRIC variant of the EDCM and the remaining respondent indicated that they planned to

submit a future change proposal to address the issue in the mid-term.

With respect to the suggestion that affected DNOs consider moving to the LRIC variant of the EDCM, it
was noted that the rationale for this is because it didn’t have any known issues with excessive surplus
residual revenue and that in doing so, it would remove the need for an additional schedule within the
DCUSA and would ensure all DNOs are using the same processes. In response, members of the
Working Group who utilise the FCP variant explained that, whilst this might sound good in theory, it
would be a decision that each individual DNO would need to make for themselves, and aside from that,
there were a few things to consider, being:

e that moving to alternative methodologies would require significant time and resources to implement

and thus would not necessarily be a quick fix;

e that the LRIC variant of the EDCM potentially has other issues which would warrant further
investigation and discussion (e.g., whether its use of a 40 year time horizon and flat 1% load growth

scenarios remain appropriate); and

o that it would likely result in substantially different tariffs for EHV end users, and that this volatility

would likely be an issue for end customers.

4. Do you believe the proposed solution better facilitates the DCUSA Charging Objectives? Please

provide your rationale.

5.12

5.13

The Working Group noted that all five respondents agreed that the proposal better facilitates DCUSA
Charging Objectives, particularly Charging Objectives 1, 2, 3, and 6. The supporting rationale set out in
the responses included that DNOs compliance with their licence conditions would be improved as the
proposal provides mechanisms for valid tariff production, and that it would also reduce regulatory
uncertainty and improve efficiency because DNOs would be able to produce tariffs without the need to
rely on Ofgem derogations which results in the delayed publication of tariffs which has knock on impacts
across both IDNOs and Suppliers.

It was additionally noted that one respondent considered that Charging Objective 4 may also be better

facilitated by the proposal, although no other respondents explicitly commented on this point.

5. Are there any consumer impacts, benefits or risks arising from the proposal that should be

considered as part of the assessment of this CP?

5.14

5.15

The Working Group noted that respondents generally considered the proposal to formalise
arrangements already applied through approved derogations and did not identify any fundamentally new

charging approaches or material consumer risks.

The Working Group also noted that the proposed solutions would provide greater stability and certainty
in the short term. However, one respondent cautioned that prolonged reliance on these interim
arrangements could lead to significant tariff volatility for affected end users when a longer-term solution
is introduced.
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5.16 Members further noted that the complexity of the charging methodologies and associated models means

that affected customers may have limited visibility of the factors driving future charging changes. The
Working Group recognised that this could make any future transition to a longer-term solution more
challenging for impacted customers and that this consideration should be acknowledged as part of the

overall assessment of the proposal.

6. Aside from the DUoS SCR, are you aware of any other wider industry projects or initiatives that

this CP may impact upon?

5.17 The Working Group noted that no respondents identified any other wider industry projects or initiatives

that DCP 477 may impact upon.

7. Do you agree with the Working Group’s view that this CP should be implemented by no later than
5 November 20267

5.18 The Working Group noted that all five respondents supported implementing the solution by no later than
5 November 2026. Three respondents highlighted that implementing the solution by that date would
provide certainty/guidance for DNOs for 2028/29 tariff setting processes. Two respondents noted that

implementing the solution by that date would remove the need for derogations in the future.

8. Do you think paragraphs 18.22 to 18.24 should reside under the Demand Scaling header, as

currently drafted, or somewhere else (e.g., under a new heading)? If somewhere else, please provide
suggestions.

5.19 It was noted that one respondent expressed a preference for a new section heading, while others were
comfortable with the current placement of the text (i.e., under the ‘Demand Scaling’ heading) or had no
strong views on the matter. It was noted that one respondent had suggested that, given the main body
of Schedules 17 and 18 are essentially aligned in terms of their paragraph numbering and text, that
there may be reason to amend Schedule 18 to include the proposed 18.22 — 18.24 and 22.5 new

numbering with ‘Not Used’ to maintain alignment between the schedules.

5.20 Whilst members acknowledged the rationale behind maintaining alignment between Schedules 17 and
18, the Working Group did not reach a definitive view regarding whether additional "Not Used" provisions
should be introduced solely for drafting consistency purposes. It was agreed that this point would be
referred to the legal advisors when the updated legal text is submitted for review, allowing specialist

drafting advice to be obtained before any decision is taken.

9. Do you have any comments on the legal text?

5.21 The Working Group reviewed the responses to question 9, which asked whether respondents had any
comments on the proposed legal text. Members noted that two respondents supported the legal drafting
as provided with the consultation and two others reiterated feedback they had provided in response to

question 2 which covered:
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e Arequest for additional guidance to be developed to supplement the legal text and provide DNOs

with clearer, step-by-step direction where the issue is caused by a reduction in allowed revenue as

the text doesn’t provide the level of granular instruction on how this is to be completed in practice.

o Arequest that the legal text include clearer wording regarding the circumstances when each option

should be used.

5.22 One respondent highlighted that the legal text appears to include the addition of a new paragraph 5.4 in
Annex 1, but that that there is an existing paragraph 5.4. in Annex 1 and asked if the proposed text is
supposed to read as a replacement of the existing text in that paragraph, or an addition to those existing
paragraphs under the same heading. The Working Group confirmed that the text should be read as an
additional paragraph being included, and not a replacement, and noted that its placement needs to be
reviewed and that either an update needs to be made to the paragraph number or its placement changed

with the legal text as necessary.

6 Conclusions Following First Consultation

6.1  Following its review of the five consultation responses, the Working Group noted unanimous support for
adding the three solutions previously approved through derogations to the DCUSA. Respondents
considered that the proposal covered the known circumstances requiring intervention, was founded on
approaches already reviewed and approved by Ofgem, would increase certainty over tariff publication
and would avoid repeated derogation requests and the consequential delays for DNOs, IDNOs and
Suppliers. The Working Group also noted the consistent view that these arrangements should remain
an interim measure pending a more robust and enduring solution through the DUoS SCR or another

appropriate initiative.

6.2 The Working Group agreed to address four particular points raised by respondents and these are set

out under the headings below.

Suggestion to develop supplementary step-by-step guidance

6.3  With respect to the request for additional guidance to be developed to supplement the legal text, the
Working Group noted that text to this effect should be in circulation as this information was shared in
documents exchanged between DNOs and Ofgem. It was agreed that this would be a good way of
achieving the desired outcome and that it need not form part of the legal text but could be a document
shared between the impacted DNOs. It was suggested that in any case, the guidance could be

developed concurrently and should not delay the progress of this change.

Applying a hierarchy between the available interventions and the approach to use where an
option has been used previously

6.4 Assetoutin paragraphs 5.4 to 5.9 above, feedback was received and discussed by the Working Group
as to whether a hierarchy should apply between the available options, taking account of previous
practice, consistency of approach and the technical challenges associated with forecasting new

customers and operating the EDCM model.
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6.5 The Working Group agreed that the legal text should be amended to clarify the circumstances in which
each option may be used which is captured within documents previously issued by Ofgem on this topic,
including where the model fails to run entirely, and to reinforce consistency with previously applied

approaches.

6.6 The Working Group amended the text as described further in Section 10 below.

The placement and numbering of the proposed additional paragraph in Annex 1, given the
existing paragraph 5.4.

6.7 As setout in Paragraph 5.22 above, a respondent highlighted that the legal text appears to include the
addition of a new paragraph 5.4 in Annex 1 of Schedule 17 but noted that there is an existing paragraph
5.4.in Annex 1 and asked if the proposed text is supposed to read as a replacement of the existing text
in that paragraph, or an addition to those existing paragraphs under the same heading. The Working
Group confirmed that the text should be read as an additional paragraph being included, and not a
replacement. The placement of the text in question was reviewed and it was determined that it should
be added as new Paragraph 5.5A in Annex 1 and will be reviewed by the legal advisors to confirm if

appropriate.

Second Consultation on Notice Period Requirements

7.1 Apotential issue was raised within the Working Group regarding the 15-month notice period applicable
to DNOs with respect to the publication of their charges which had not been explicitly considered during

the first consultation exercise.

7.2 Members discussed whether the proposal, as drafted, fully addressed the practical circumstances
experienced by DNOs when applying intervention options. Whilst the proposal would allow affected
DNOs to apply approved interventions without seeking a methodology derogation from Ofgem, some
members noted that the application of those interventions may still require additional time beyond

existing DCUSA notice period requirements.

7.3 The Working Group acknowledged that the original consultation had solely focused on removing the
requirement to seek repeated methodology derogations and had not explicitly consulted on shortening
publication notice periods. Members recognised that stakeholders may reasonably consider any
amendment to notice period requirements to be a distinct issue and one which could have implications

for suppliers and customers.

7.4 Members therefore agreed that any proposal to alter publication notice periods should be subject to
additional stakeholder consultation before being progressed. This is the core of the purpose of this
consultation and set out below is the Working Group’s thinking and rationale with respect to some
specific areas they are seeking feedback on.

Consideration of whether notice period provisions should form part of DCP 477

7.5 The Working Group considered a number of potential approaches.
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7.6

7.7

7.8

7.9

D

One option discussed was to continue progressing DCP 477 solely as a methodology change, thereby

codifying previously approved intervention options but leaving any future notice period derogations to
be dealt with separately through existing Ofgem processes. Members noted that this approach would
still represent an improvement over the current position by reducing the number of derogations required

and removing the need for repeated methodology-specific impact assessments.

However, some members also recognised that this approach would not fully address the position of
DNOs which may continue to require additional time following identification of excessive surplus residual
revenue issues. One member explained that, based upon previous experience, the application of certain
intervention options required significant engineering analysis, load flow model updates, assurance
activities and internal approvals. As a result, they considered it unlikely that the existing publication
timeline could always be achieved even where approved intervention options were already available
within the DCUSA.

The Working Group therefore considered whether the proposal should be expanded to include an
enduring notice period solution. Whilst there was broad recognition that such an approach would provide
a more complete solution, members also acknowledged that introducing notice period provisions at this
stage would necessitate a further consultation exercise and could ultimately lead to the position of the
change not being in place for the tariff setting process for the 2028/29 charging year which would

generally be undertaken during November and December this year (2026).

It was agreed by the Proposer and the Working Group that there appeared to be valid concerns relating
to progressing the change without also including provision for a reduced notice period and that views

from industry should be sought on the inclusion of such provisions within DCP 477.

Views on what level of reduced notice period would be sufficient

7.10 With respect to how long a DNO might need to carry out any additional work and thus which timeline

7.11

would potentially be appropriate, if any, form the basis of further consultation.

Members noted that previous Ofgem-approved directions relating to EDCM excessive surplus residual
revenue issues had permitted publication later than standard DCUSA timescales. The Working Group
considered whether a publication requirement based on a 14-month or 13-month notice period would
be most appropriate. It should be noted that any such reduced notice period would apply to all DNO
charges (i.e., both CDCM and EDCM charge). Ofgem make reference to both the rationale for granting
derogations against the notice period requirement and that it impacts both the CDCM and EDCM
charges in their directions to DNOs to derogate from the notice period set out within the DCUSA. Below

is an example of such text with emphasis added?:

“3. Our assessment

We have considered SSEN'’s proposal to delay publishing final charges for SHEPD and SEPD
against the process set out in our guidance for managing the effects of surplus residual
charges, which has been developed in accordance with our principal objective and wider
statutory duties.

2 nttps://www.ofgem.gov.uk/sites/default/files/2026-01/SSEN_Direction _to derogate-DCUSA Notice Period 2027-28-

20260106160138.pdf
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7.12

7.13

D

We regard SSEN’s request to be consistent with our guidance document. By receiving a
direction to derogate from the 15-month notice period, SSEN will have sufficient time to
confirm the presence of an excessive residual surplus in the EDCM, apply the relevant
intervention option and produce an impact assessment. It will then submit a request for
direction to derogate against the EDCM to us and subsequently publish final charges following
our decision.

Following this approach will allow SSEN to manage the effects of surplus residual
charges within the EDCM and therefore avoid a fixed daily credit being paid to some
sites. We do not consider that a fixed daily credit for Final Demand Sites is cost-reflective nor
conducive to competition in the generation and supply of electricity.

We therefore consider that a delay to publication of charges, that will enable a potential
subsequent request to derogate from the charging methodologies, would better facilitate the
achievement of our principal objective and wider statutory duties. The derogation covers both
the CDCM and EDCM owing to the interactions between the two.”

During a discussion on this topic, it was highlighted that the most recent precedent had allowed
publication as late as the end of February 2026 (for charges relating to the 2027/28 charging year),
equating to approximately a 13-month notice period. However, members noted that this approval related
to a specific set of circumstances and reflected an intervention option which had not previously been
available through existing guidance. The Working Group therefore acknowledged that it was not possible
to conclude with certainty that 13 months would always be required or that 14 months would always be
sufficient, whilst also acknowledging that differing DNO circumstances may affect implementation

timescales.

The Working Group agreed that views from industry should be sought on whether a minimum of 13
months’ notice (i.e., a reduction of 2 months) period be included for DNOs to complete the work required
to ensure their charges are correct and that the intervention used has solved the issue and with the

expectation that impact DNOs would keep the period as short as possible.

Whether affected DNOs should be required to issue advance notification where publication
of charges will be delayed

7.14

7.15

7.16

The Working Group considered whether the legal text should require affected DNOs to provide direct
notification to impacted parties when an intervention option is applied and publication of charges will be

delayed.

Members observed that under the existing derogation process, affected parties would usually become
aware of delays to DNOs publishing their charges within the 15-month notice period through Ofgem
correspondence and published directions with respect to requested derogations. It was noted that if an
enduring DCUSA mechanism were introduced that allowed for a reduced noticed period, then that

external trigger would no longer necessarily exist.

The Working Group therefore expressed support for introducing a notification requirement to ensure that
affected parties, including Suppliers, IDNOs, CVA Registrants and DNOs operating outside their own
distribution services areas, received sufficient advance notice where a DNO was going to apply one of
the intervention options and that doing so would cause a delay to them publishing their charges.

Members considered that this would help maintain transparency and support forward planning activities.
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7.17 Adate of 20 December was chosen on the basis that this was the latest point at which the request for a

derogation against the notice period was to be requested by a DNO Party in accordance with Ofgem’s
published guidance and that it would be expected that all DNOs would be in a position to know whether
or not they have been impacted by the excessive negative residual issue and will need to use one of

the intervention options available. An extract from Ofgem’s guidance is set out below:

2.10 We outline the process that we ask DNOs to follow, alongside indicative dates, below:

o 14 November 2024 — Our Guidance for managing the effects of excessive surplus
residual charges (this document) is published.

o 14 November 2024 to 20 December 2024 — DNOs to conduct ongoing assessment
of the likelihood of an excessive surplus residual within their tariffs. If there is a risk
of excessive surplus residual, the DNO submits a request to derogate against the
15-month notice period. Ofgem publishes directions in response to DNO requests.

o Up to 10 January 2025 — DNOs finalise their 2026/27 charging figures and confirm
whether excessive surplus residual charges occur in their tariffs. If so, the DNO
submits a request to derogate against the affected Charging Methodology, alongside
their impact assessment of the applied intervention option as set out in this guidance
document.

o 10 January 2025 onwards — Ofgem assesses the submitted derogation requests
and publishes directions in response to DNOs requests.

o Before 31 January 2025 — Affected DNOs with directions from Ofgem publish
2026/27 charging tariffs by 31 January 2025.
Discussion on LDNO Linked Notice Period Requirements
7.18 Working Group members discussed the follow-on impacts in terms of the notice period requirements for
LDNOs when publishing their charges, which it was noted that, as it stands today, is 14 months ahead

of publication (i.e., one month following the DNO 15-month requirement).

7.19 Members discussed whether a fixed notice period adjustment (i.e., set at 12 or 13 months) or a relative
notice period adjustment (i.e., no later than one month after the host DNO has published charges) would
be more appropriate. The Working Group agreed to consult on using a relative notification requirement
on the basis that this was what was set out in Ofgem’s derogation direction to LDNOs in January 20263.

It was noted that within the direction Ofgem stated:

“The period of notice by which the LDNOs must publish their DUoS charges for these
areas is reduced to forty days, however we expect the LDNOs to publish those charges
as soon as reasonably practicable but no later than one month after the respective
host distribution network operator (DNO) has published its own DUoS charges.”

8 Overview of Responses to the Second Consultation

8.1  The DCP 477 Working Group issued a consultation on 04 September 2026 with a response deadline of

18 September 2026 which sought views from industry on the proposal to include a reduced notice period
obligation for impacted DNOs and updated legal text for DCP 477.

3 https://www.ofgem.gov.uk/sites/default/files/2026-01/LDNOs_Direction to_derogate - DCUSA Notice Period 2027-28-
20260121101511.pdf
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8.2 There were 8 respondents to the consultation comprising of 5 DNOs, 1 IDNO and 2 Suppliers. Set out
below are the questions that the Working Group sought views on, and a summary of the responses
received. A copy of the consultation document alongside the Party responses and Working Group

conclusions can be found in Attachment 4.

Question 1: Do you agree with the proposal to include the provision for a reduced notice period

where a DNO needs to utilise an intervention option to ensure their EDCM charges don’t contain
negative fixed charges? Please provide your rationale for agreeing or disagreeing.

8.3 Five respondents clearly supported including a reduced notice period. Their principal rationale was that
applying an intervention option may require additional analysis, assurance, governance and internal
approval after the allowed-revenue position has become sufficiently certain. Respondents also saw

codification as providing greater certainty and avoiding repeated derogation applications.
8.4  Two further respondents supported flexibility only subject to qualifications, as outlined below:

o Accepting of the fact that additional time may sometimes be required but arguing that the reduced
period must be an exception rather than a routine alternative publication timetable. It proposed a
requirement for the DNO to demonstrate that it acted reasonably and promptly but could not

complete and validate the intervention within the standard period.

e Accepting that a short reduction may be appropriate while FCP continues to be used but questioned
the consistency of different publication dates and raised interactions with DCP469. It also invited

consideration of whether all DNOs should ultimately use LRIC rather than FCP.

8.5 One respondent opposed the proposal. Its objections related to the scope and governance of DCP 477,
the transfer of discretion from Ofgem to DNOs, the absence of sufficient analysis of how the 15-month
deadline could still be achieved, and the potential effects on competition and customers. It suggested
that, if a reduced period is required, the issue should be progressed through a separate change

proposal.

Question 2: Do you agree the proposed notice period of 13 months (reduced from 15 months) is

appropriate? Please provide your rationale for agreeing or disagreeing.

8.6  Seven respondents supported or accepted the use of a reduced notice period of 13-months, although
some did so conditionally. The reasons given were that two-month reduction (from 15-months to 13-
months) reflected previous notice period reductions allowed by way of an Ofgem derogation and which
also represented the maximum delay experienced previously, giving impacted DNOs sufficient time to

undertake the necessary work while preserving substantial advance notice.

8.7 Of those seven, two linked their support of the reduced notice period of 13-months to the proposition
that it only be used as a backstop in exceptional circumstances where it is genuinely required and that

the standard 15-months’ notice period should continue to be seen as the default.

8.8 One respondent proposed wording requiring affected DNOs to publish “as soon as reasonably

practicable” and no later than 13 months before the relevant Charging Year.
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8.9 Onerespondent considered 13 months inappropriate for the reasons set out in its response to Question
1.

Question 3: Do you agree with the proposal to require affected DNOs to provide direct email
notification to impacted parties when an intervention option is applied and publication of charges

will be delayed? If not, why not? If so, then do you believe that the latest date that this should
occur on is 20 December in a given year? If not, please suggest an alternative date and reasons for
that date.

8.10 Seven respondents supported direct notification where publication will be delayed. Respondents
regarded notification as necessary to preserve transparency and enable IDNOs, Suppliers and other
affected parties to plan their own activities accordingly. One respondent opposed changing the existing
arrangements because it considered that DNOs should continue to seek derogations and that Ofgem

should continue to publish the resulting decisions.

8.11 Five respondents expressly supported 20 December as the latest notification date. They cited
consistency with existing Ofgem guidance and the expectation that the 14-day PCFM notice process

would be complete, allowing DNOs to know (in absolute terms) whether they were affected.

8.12 One respondent supported notification but proposed a different trigger, being that parties should be
notified no later than immediately before the date on which the charges would otherwise have been

expected.

Question 4: Do you agree with the proposal to include a relative notice period adjustment (i.e., no
later than one month after the host DNO has published charges) for LDNOs? If not, please suggest

an alternative approach. And in either case, please provide your rationale for agreeing or
disagreeing.

8.13 Seven respondents supported the LDNO deadline of no later than one month after the host DNO
publishes its charges. The common rationale was that LDNO charges depend on host DNO charges

and that a one-month relative period aligns with current arrangements and practice.

8.14 One respondent opposed the proposal by reference to its wider objection to changing the existing

derogation and notice-period arrangements.

Question 5: Do you believe that any additional consumer, supplier or operational impacts should

be considered?

8.15 Six respondents identified no additional impacts or offered no further comment.

8.16 One respondent identified a geographic timing difference for customers in affected DNO regions,

although it considered that the short delay was unlikely to cause a significant or material issue.

8.17 One respondent listed several impacts that it believed ought to be considered, being that a reduced

notice period would:

e create unnecessary costs for customers at the time when both domestic and non-domestic
customers are already facing significant cost pressures (because of the potential inclusion of risk

premia in energy contracts).

o likely reduce competition for fixed-price energy contracts for non-domestic customers
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e risk making the retail market even further uninvestable.

Question 6: Do you have any comments on the proposed legal text?

8.18

8.19

8.20

8.21

8.22

Three respondents broadly supported the legal text as drafted, with one of those reinforcing the point
that the text could be “strengthened to make clear that the standard notice period remains the default
expectation”. Two respondents provided no comments on the legal text as drafted. Three respondents

put forward several specific changes, including:

1) One respondent who had suggested the inclusion of wording to the effect of “as soon as reasonably
practicable” with respect to the notice period requirements, which the same respondent had

proposed in their response to Question 2.

2) One respondent who had suggested a that paragraph 18.24(a) in Schedule 17 should say “previous
Charging Year” rather than “previous Charging” and that they considered paragraph 18.26 as

confusing or bulky.

3) One respondent who argued that the Schedule 17 drafting should not label the solution “interim”,
because it could become enduring if no replacement is developed and that Section 2A clause 19.1
is also affected by DCP469 and that the two sets of legal text may require reconciliation depending

on implementation timing.

With respect to the first of the above suggestions, the Working Group agreed to take forward the

suggested drafting inclusion of wording to the effect of “as soon as reasonably practicable”.

With respect to the second of the above suggestions, the Working Group agreed to correct the error
identified and at the same time to ensure all references to ‘Charging Year’ were appropriately capitalised.
On the second part of the second point above, the Working Group agreed to some minor adjustments
to improve readability but believed that further suggestions for refinement could be sought from the legal

advisors.

With respect to the third point above, the Working Group disagreed that the wording of the solution being
an interim solution be removed as it is in fact expected that a further change will be raised to enact a
medium-term solution. It was noted that the drafting also mirrors that which will be implemented by DCP
450.

With respect to the second part of the third item above and the interaction with DCP 469, the Working
Group acknowledged this concern but noted that as it stands, DCP 469 slightly lags behind the
development of DCP 477 and will likely be decided upon by Ofgem later than DCP 477 that it will be for
the DCP 469 Working Group to ensure that any amendments impacting the same text are accounted

for in their legal drafting.
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Working Group Conclusions & Final Solution

9.1  Following review of the consultation responses, the Working Group discussed whether the methodology
components and notice period provisions should continue to be progressed as a single solution.

9.2 Members noted that consultation support for the methodology intervention options remained strong and
largely uncontested. By contrast, consultation responses demonstrated that the notice period provisions
had attracted greater scrutiny and concern, particularly from supplier representatives. Members also
recognised that there remained uncertainty regarding potential interactions with DCP 469 and

forthcoming Ofgem decisions relating to DUoS notice periods for the first two years of RIIO-ED3.
9.3 The Working Group therefore discussed creating two solutions for submission to Ofgem:

o Solution A: Codification of the intervention options and associated methodology changes to

Schedule 17 only.

¢ Solution B: Codification of the intervention options together with the proposed reduced notice
period provisions and associated notification requirements (i.e., the proposed amendments to
Clause 19 and Schedule 16).

9.4 Members considered that this approach would preserve the significant work undertaken on the
methodology solution whilst providing Ofgem with flexibility regarding the notice period arrangements.

The Working Group unanimously supported taking this approach forward.

10 Relevant Objectives

Assessment Against the DCUSA Objectives

10.1 Fora DCUSA CP to be approved it must be demonstrated that it better facilitates the DCUSA Objectives.
For this CP and the two solutions being presented, Solution A is being assessed against the DCUSA
Charging Objectives and Solution B can be assessed against both the DCUSA General Objectives and
the DCUSA Charging Objectives.

DCUSA Charging Objectives Identified

impact

M 1. That compliance by each DNO Party with the Charging Methodologies facilitates

Positive
the discharge by the DNO Party of the obligations imposed on it under the Act and
by its Distribution Licence
M 2. That compliance by each DNO Party with the Charging Methodologies facilitates
competition in the generation and supply of electricity and will not restrict, distort, Positive
itiv

or prevent competition in the transmission or distribution of electricity or in
participation in the operation of an Interconnector (as defined in the Distribution
Licences)
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Work
10.2

10.3

10.4

10.5

10.6

Work

D

3. That compliance by each DNO Party with the Charging Methodologies results in
charges which, so far as is reasonably practicable after taking account of Positive
implementation costs, reflect the costs incurred, or reasonably expected to be
incurred, by the DNO Party in its Distribution Business

4. That, so far as is consistent with Clauses 3.2.1 to 3.2.3, the Charging
Methodologies, so far as is reasonably practicable, properly take account of
developments in each DNO Party’s Distribution Business

Neutral

5. That compliance by each DNO Party with the Charging Methodologies facilitates
compliance with the EU Internal Market Regulation and any relevant legally binding Neutral
decisions of the European Commission and/or the Agency for the Co-operation of
Energy Regulators; and

6. That compliance with the Charging Methodologies promotes efficiency in its own Positive
implementation and administration.

ing Group’s view on Charging Objectives for Solution A

All Working Group members believe that, relative to the status quo, DCUSA Charging Objectives 1, 2,
3 and 6 are better facilitated by this Solution A. It should be noted that Solution A can only be assessed
against the DCUSA Charging Objectives.

With respect to DCUSA Charging Obijective 1, as the intervention options ensure DNOs will be able to
calculate a set of EDCM tariffs in instances where the model fails to run and/or ensure that end

customers are not be no negative fixed charges which are not cost-reflective.

With respect to DCUSA Charging Objective 2, negative fixed charges for demand could lead to distortive
incentives for customers to hold or increase agreed capacity where it is not needed, which will not lead
to efficient system use and could be harmful for competition if it prevents the efficient allocation of

capacity to other users. By addressing this issue, the solution better facilitates this objective.

With respect to DCUSA Charging Objective 3, the solution results in the removal of negative fixed
charges, which Ofgem have stated are not cost reflective. While not all intervention options contained
in the solution will perform as strongly as others against this objective, it is believed that the specific
solution which will be used by an affected DNO will ultimately be the most appropriate option given the
scale of the EDCM negative residual and the underlying cause and will therefore be more cost reflective

than that status quo would have been without the use of one of the intervention options.

With respect to DCUSA Charging Objective 6, Solution A results in the removal of the need for affected
DNOs to request for a derogation against the methodology which takes both additional time a resource
for both the affected DNO as well as Ofgem. It is clearly more efficient for DNOs to use the agreed upon
measures to mitigate the need to go through the derogation process than it is to go through the end to

end derogation process.

ing Group’s view on Charging Objectives for Solution B
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10.7 All Working Group members believe that, relative to the status quo, DCUSA Charging Objectives 1, 2,
3 and 6 are better facilitated by this Solution B and for the same reasons as described for Solution A

above.

10.8 However, it should be noted that Solution B can also be assessed against the DCUSA General

Objectives

DCUSA General Objectives |dentified
impact
1. The development, maintenance and operation by the DNO Parties and IDNO N
one

Parties of efficient, co-ordinated, and economical Distribution Networks

2. The facilitation of effective competition in the generation and supply of electricity
and (so far as is consistent therewith) the promotion of such competition in the None
sale, distribution and purchase of electricity

3. The efficient discharge by the DNO Parties and IDNO Parties of obligations

imposed upon them in their Distribution Licences None

Z 4. The promotion of efficiency in the implementation and administration of the

DCUSA Positive

5. Compliance with the EU Internal Market Regulation and any relevant legally
binding decisions of the European Commission and/or the Agency for the Co- None
operation of Energy Regulators.

10.9 With respect to Solution B and the General Objectives the Working Group believe that General Objective
4 is better facilitated as it results in the removal of the need for affected DNOs to request for a derogation
against the notice period set out within Clause 19 of Section 2A which takes both additional time a

resource for both the affected DNO as well as Ofgem.

10.10 The Working considers that the remaining General Objectives are not impacted by Solution B.

11 Impacts & Other Considerations

Impacts on any Significant Code Review (SCR) or other significant industry change projects
11.1  The Working Group believes that this CP has impacts on the DUoS SCR and is aligned to the Strategic

Direction Statement in that it deals with near term improvements to the methodology.

Impacts on other Codes

11.2 The Working Group does not believe this CP impacts upon any other codes.

Consumer Impacts

11.3 The Working Group considered whether an impact assessment should be undertaken, noting that the
proposal does not introduce a new charging methodology or new intervention mechanisms. Rather, the

proposal seeks to formalise, within the DCUSA, a number of solutions that have previously been
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reviewed and approved by the Authority through the derogation process and subsequently implemented

by affected DNOs. The Working Group's initial view was therefore that this CP primarily codifies existing

arrangements rather than creating new consumer impacts.

11.4 The Working Group further noted that the applicability of the proposed solutions is dependent upon
specific circumstances arising within an individual DNO's EDCM model and that the most appropriate
intervention is determined by the underlying driver of the excessive surplus residual revenue. As a result,
the Working Group considered it difficult to undertake a meaningful quantitative assessment of
consumer impacts that would be representative of all future applications of the proposal. The Working
Group also noted that, in the absence of the solution, affected DNOs would likely continue to rely on

derogation requests in similar circumstances.

11.5 The Working Group sought stakeholder views on whether there were any consumer impacts, benefits
or risks arising from the proposal that should be considered as part of the assessment of this change.

The views of respondents are on this topic are set out in Paragraphs 5.14 to 5.16 above.

11.6 The Working Group's view continues to be that a formal impact assessment is unlikely to provide

additional value in assessing this CP.

Impacts due to the inclusion of provisions allowing for a reduced notice period to be used
11.7 The Working Group identified that any potential legal text amendments which would permit affected
DNOs to publish their charges on a reduced notice period arrangement should be subject to industry

review, particularly as this also crosses over into other ongoing work set out below:

e DCP 469 'Cross Code Standardisation of Charging Arrangement Notice Periods' is progressing

through the DCUSA change process concurrently with DCP 477. It proposed to look at the wider
issues around notice periods and to seek to identify the most appropriate notice period in order to
minimise annual volatility and if possible, seek alignment to other existing arrangements. The DCP

469 Working Group are consulting on moving to a 2-month notice period.

e Separately, the issue was also recently subject to an Ofgem Consultation on the approach DNOs

should take with their DCUSA notice period requirements in light of the setting of their Allowed
Revenue for the first two years of RIIO-ED3, which even if addressed for ED3 through a derogation,

will also be an issue in 2033 for the first two years of ED4 and so on.

Environmental Impacts
11.8 In accordance with DCUSA Clause 11.14.6, the Working Group assessed whether there would be a
material impact on greenhouse gas emissions if DCP 477 were implemented. The Working Group did

not identify any material impact on greenhouse gas emissions from the implementation of this CP.

Consideration of wider industry impacts
11.9 The Working Group does not believe DCP 477 impacts on any wider industry developments that have

not already been covered in this document.
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12 Implementation

121

It was originally intended that this CP was to be implemented as soon as possible in advance of 2028/29
tariff setting, by no later than 5 November 2026. However, with the inclusion of the reduced notice period
arrangements necessitating an additional consultation, the original date is no longer possible and as

such, the intent is for implementation to be 5 Working Days following Authority approval.

13 Legal Text

DCP 477 Proposed Legal Text

13.1 The legal text for this CP has been developed and refined by the Working Group and has been reviewed

13.2

by the DCUSA legal advisors and which the Proposer has confirmed as satisfying the intent of the CP.
The legal text for this CP is provided as Attachment 1 to this Change Report.

Please note that the Working Group decided to move forward with two solutions (known as Solution A
and Solution B) which are described in more detail in Section 9 above and also in the commentary
below. Both solutions are set out in the same document and where footnotes against each instruction

have been added within the document that confirms which part is applicable to each of the solutions

Legal Text Commentary (Solution A)

13.3

The legal text associated with Solution A contains three principal components:

New Paragraphs 18.22 to 18.31 of Schedule 17 (EDCM Methodology)

13.4

These provisions introduce the intervention options previously approved by Ofgem into the DCUSA and

establish the circumstances in which each option should be applied. The drafting seeks to:

o distinguish between situations caused primarily by reductions in allowed revenue and those

caused primarily by increases in forward-looking charges;
e set out the available intervention options;

e provide a process for selecting the appropriate intervention where a DNO encounters the issue for

the first time;

e establish continuity by requiring a DNO to continue using a previously applied intervention where

the underlying issue remains unchanged,;
e require transparency regarding which intervention option has been used when setting tariffs; and

e explanatory text on how two of the intervention options should be implemented in practice (with

the third option being considered under the text in Annex 1).

Amendments to Paragraph 22.3 of Schedule 17
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13.5 These amendments are consequential in nature and are intended to ensure that where intervention
options have been applied when setting tariffs for a Charging Year, the same approach is reflected when

calculating charges for new connectees during that year.

New Paragraph 5.5A of Annex 1 to Schedule 17

13.6 This provision reflects a further intervention mechanism previously considered by Ofgem whereby, in
specific circumstances, a DNO may utilise the demand forecast applied when setting charges for the
previous year within their power/load flow modelling processes whilst continuing to use the latest
Authorised Network Model. The Working Group considered that this drafting provides additional clarity
regarding how this intervention should be implemented.

Legal Text Commentary (Solution B)

13.7 The legal text associated with Solution B incorporates all of the components under Solution A and

contains two additional components:

Proposed Notice Period Provisions (Clause 19 in Section 2A)

13.8 The notice period drafting for Clause 19 in Section 2A:
e Permits publication later than the standard notice period where intervention options are required;

e Requires publication as soon as reasonably practicable and no later than the defined backstop of

13 months’ notice;
¢ Requires notification to affected parties where the reduced notice period is being utilised;
e Requires an indicative publication timetable within that notification; and

o Establishes equivalent consequential arrangements for IDNOs and DNOs operating outside of

their own Distribution Services Area.

Proposed Notice Period Provisions (Schedule 16)

13.9 The notice period drafting for Schedule 16:

¢ Makes consequential amendments to the notice period requirements for changes to time bands as
set out in Paragraphs 41A to 41C in Schedule 16.

14 Code Specific Matters

Reference Documents

14.1 There are no additional reference documents included with this document.

©2026 All Rights Reserved Page 23 of 24 Version 1.0



15 Recommendations

15.1 The Panel approved this Change Report on 21 October 2026. The Panel considered that the Working

Group has carried out the level of analysis required to enable Parties to understand the impact of the
proposed amendment and to vote on this CP.

15.2 The Panel has recommended that this report is issued for voting and DCUSA Parties should consider

whether they wish to submit views regarding this CP. The Voting Form can be found in Attachment 2.
15.3 With respect to how Parties can vote on the solutions put forward by the Working Group, you can:
¢ Vote to accept both solutions and in doing so, state which is your preferred solution;

e vote to accept one solution and reject the other solution; or

¢ vote to reject both solutions

16 Attachments

e Attachment 1 — DCP 477 Legal Text

e Attachment 2 — DCP 477 Voting Response Form

e Attachment 3 — DCP 477 Consultation 1 and Responses
e Attachment 4 — DCP 477 Consultation 2 and Responses
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