
 

 

RWE npower 

 

2 Princes Way 

Solihull 

West Midlands 

B91 3ES 

 

T +44(0)121 336 5100 

I www.rwenpower.com 

 

Registered office: 

RWE Npower Group plc 

Windmill Hill Business Park 

Whitehill Way 

Swindon 

Wiltshire SN5 6PB 

 

Registered in England 

and Wales no. 8241182 

 

 

Bethany Hanna 
Ofgem 
9 Millbank 
London 
SW1P 3GE 

 
Our ref DCP178 
Name  Jonathan Wisdom 
Phone 07584 491508 
E-Mail jonathan.wisdom@npower.com 
 

 
 
16th September 2014 
  
 
 
RWE npower’s support for a proposal to increase significantly the notification period for  
changes to distribution use of system charges 
 
Dear Bethany 
 
 
As Ofgem will be aware, npower have been supportive of improved transparency and 
predictability of Network Charges for a number of years now.  Regulated charges should, by their 
very nature, be more predictable, particularly since the revenue that Network Operators can 
collect through tariffs is known for an 8 year period.   Yet Distribution Use of System (DUoS) 
Charges are probably one of the least predictable charges that suppliers and customers face.  
This therefore introduces considerable risk to market participants and many customers, given the 
size of these charges (circa 16% of a customer’s bill) and that all parties paying DUoS are “price-
takers” with no opportunity to mitigate price impacts. 
 
 
There are 3 main sources of uncertainty within DUoS charges: 
 

 The changeable nature of Revenues that DNOs need to recover 

 The changes year on year in model inputs (e.g.  usage / other inputs allocated per tariff) 

 Changes to the charging methodology itself 
 
Recently, there have been some positive decisions by Ofgem to reduce down the volatility of 
some of the charging model inputs (e.g.  many of the inputs need 15 months notice if a DNO 
wishes to change them).  In addition, the Ofgem Volatility Decision Document approved further 
lagging of incentive schemes and k-factors in order to give market participants more notice of 
revenue changes.   While these improvements will give suppliers better insight into those 
particular data item changes, they do not go far enough to provide certainty for suppliers and 
customers around the charges they will need to pay. Changes in other model inputs (e.g. 
demand), changes in revenues and charging model algorithms which are not covered by the 
above still leave considerable uncertainty around charges.  Customers and suppliers are 
therefore having to manage the resulting risk associated with volatility and  
unpredictability of DUoS charges.  This results in an overall cost to consumers. 
 
 
 
 



 

 

Benefits of this Change 
 

 Customers on pass through DUoS contracts (often, but not restricted to larger customers) 
bear the risk around DUoS charging volatility.  Currently they do not have certainty of 
tariffs until circa 20th February for the charging year April – March (40 days notice).   Over 
the last 4 years, since the implementation of CDCM and EDCM, many customers have 
seen large changes in the prices they pay. While DCP178 does not remove the volatility 
between tariff changes, it does provide consumers much more notice of what their prices 
will be.  This additional forecast and budgetary certainty clearly assists customers in 
planning, expenditure and financing decisions 

 

 Many customers agree ‘fixed price’ or ‘non-pass through’ contracts where the DUoS 
charge component is incorporated into the overall rates that the customer sees on their 
invoice.  At a time of increased pressure on suppliers to reduce costs going into customer 
bills, this modification has very clear benefits through the reduction of the need to apply a 
risk premium for long periods of the contract.   

 

 When pricing a non-pass through DUoS contract, Suppliers must forecast DUoS tariffs for 
when published tariffs are not yet known.   

 
o Under the current arrangements, if a supplier is pricing a customer in late Feb 

2015 for an April15–March17 contract, indicative DUoS prices for April15-March 
16 will be known, but suppliers will need to use their own forecast for April16-
March17 (12 months of forecast data required).  Under DCP178, DUoS prices 
would be known for the whole period (no forecast data required). 

 
o Under the current arrangements, if a supplier is pricing a customer in October 

2015 for an October15 – September17 contract, final DUoS prices for October15-
March16 will be known, but suppliers will need to use their own forecast for April 
16-September17 (18 months of forecast data required).  Under DCP178 the 
situation is improved as DUoS prices would be known for October 15-March 17 
(only 6months of forecast data required) reducing the uncertainty and potential 
volatility of industry costs to the supplier and therefore the overall risk premia 
charged within the contract.  

 

 Suppliers, faced with uncertainty of having to use DUoS forecasts, will apply risk to cover 
for uncertainty in out-turn DUoS costs.  Irrespective of whether suppliers over or under 
forecast DUoS charges, this need for risk premium means that the DUoS cost stack is 
likely to be larger than it would have been were tariffs known.  Under DCP178, the 
requirement to apply risk premia to DUoS costs is removed over that period since prices 
are known.  This will result in a benefit to customers and prices will be more cost reflective 
of the actual DUoS costs that will be incurred. 

  

 This reduced risk around DUoS charges may also allow suppliers to provide customers 
with a wider range of tariffs over longer timeframes (subject to other market factors) as it 
will reduce the risk to both the supplier and the customer. 

 



 

 

Quantification of Benefits 
 
To demonstrate the potential variability between forecast DUoS costs and actuals – and therefore 
the underlying variability in the DUoS cost stack used for pricing purposes – we would like to 
illustrate, using published industry data, how the information available to suppliers at the time of 
forecasting DUoS tariffs for pricing can vary to outturn. This will help to illustrate the issues faced 
by suppliers when forecasting tariffs and give an overview of the range of underlying risks using 
historical data. 
 
 
Example 
 
A supplier is forecasting DUoS tariffs in early Feb 2012 for a 2 year contract – April12 to 
March14. 
 

 Indicative DUoS tariffs are available to suppliers for April12 to March13 (Note: these may or 
may not change at final tariff publication circa 20th February). 

 

 The supplier must therefore forecast April 2013 – March 2014 DUoS charges.  For 
illustration, we have taken the published DNO tariffs in the annual review packs.  At 
that point in time, this could be assumed to be the best available market forecast. 

 

 For ease of comparison, we have assumed volumes / capacity (if applicable) for each tariff 
based on average CDCM model inputs in the ENWL area in order to calculate an average 
forecast cost for each tariff (£/average customer) over the contract period  

 

 We have excluded some LV Sub Medium Non-Domestic and HV Medium Non-Domestic 
tariffs which did not have 2012/13 indicatives and also UMS from the analysis. 

 

 These forecast costs were then compared to the actual final data that came through in Feb 
2012 and Feb 2013 respectively. 

 
 
The Results 
 
The results are shown in Appendix 1. 
 
Using indicative tariffs for 2012/13 and the DNO forecast data from the annual review pack as 
their forecast for 13/14, suppliers would have forecast less than outturn on 111 of the 162 tariffs 
shown here.  51 tariffs would have been forecasting higher than outturn.  
 
The range of error is shown in the below - 16% over-forecast of the DUoS cost stack to 28% 
under-forecast by using this methodology). 
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Conclusion 
 
At the time of forecasting DUoS tariffs, if a supplier had simply used the Indicative Tariffs for 
2012/13 and DNOs Annual Review Pack Forecasts, they would have under-forecast DUoS costs 
going into the cost stack on two thirds of the tariffs.  However, at the time of forecasting, the 
supplier is using the best information available – and knows there is a risk that they may be 
under-forecasting.  Risk premia is therefore required to cover costs should charges change 
unfavourably.   
 
If the supplier applies too much risk or outturn is lower than expected, the customer will be paying 
more for the DUoS component of their contract than is necessary; conversely, the supplier will 
lose money if they do not allow for the cost to be higher than the ARP forecast.  DCP178 avoids 
this situation since DUoS charges will be known for the entire period and can accurately be 
reflected in consumer contracts.  Clearly this reduction in risk is beneficial to both customers and 
suppliers since it provides certainty of costs and budgets. 
 
 
 
 
 
 
 
Views From Our Customers 
 
We have engaged with our customers to seek their views on the benefits (or otherwise) of 
DCP178.  The vast majority have been very positive regarding the need to have the certainty of 
DUoS charges provided by DCP178. 
 
On 6th March, we held a webinar, in conjunction with Andy Jenkins from Northern Powergrid, to 
discuss how DUoS charges were derived.  This also provided a discussion of DCP178.  The 
webinar was well represented with 111 attendees – including customers, consultants and 
industry experts.  We asked attendees to provide their views on DCP178 (see Appendix 2).   
 

Supplier forecast lower than actual (supplier 
charges too little) 

Supplier forecast higher than actual (supplier 
charges too much) 



 

 

The results of the webinar voting were as follows: 
 

 89% (80/90) respondees said they would see a benefit from DCP178 (split reasonably 
equally between increased budgetary certainty, more predictability of tariffs and more 
transparency of costs  

 3% (3/90) respondees said they would see no benefit 

 8% (7/90) respondees were not sure 
 
 
Next Steps 
 
Given the above benefits to customers and suppliers and the wide support from consumers of the 
change we would urge Ofgem to implement DCP178.  Please feel free to contact me if you 
require any further clarification on the analysis contained within this document. 
 
 
Kind regards. 
 
 
 
Jonathan Wisdom 
(sent via email so unsigned) 
 



 

 

 APPENDIX 1 
FORECASTING DUOS TARIFFS IN EARLY FEB 2012 FOR A 2 YEAR CONTRACT – APR12 TO MAR14 USING ARP DATA 

 



 

 

 

 

 
 



 

 

 
APPENDIX 2 
 
RESULTS FROM THE NPOWER / NORTHERN POWERGRID WEBINAR SURVEY 
 

 
 
 
 


