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	Q1. The principle that the group started with was to maintain the pre-scaled absolute differential between tariffs elements, do you agree that this is the principle that the group should take forward?

	
No.  The consultation does not provide any reasoning to back up this proposed principle.  Some adverse effects of this misguided objective are covered in my answer to Q6.

The logic of the working group’s principle is that the only choices that should not be distorted are between consumption at different times or at different voltage levels within the same DNO area.  The working group’s principle would allow revenue matching to distort choices between consuming in different DNO areas, between an all-the-way supply and a supply involving a LDNO, or between consuming electricity (e.g. to recharge a fleet of electric vehicles) and not consuming electricity (e.g. by opting for diesel vehicles).

The working group is trying to preserve cost signals that affect hypothetical choices of customers between using different products from the same distributor, but does not seem to care whether it distorts the choices that the customer makes between using products from that incumbent distributor and using substitutable products from other people (such as LDNOs or diesel suppliers).

I find it worrying to see an industry working group which is mostly made up of members employed by large incumbent companies is developing the industry charging arrangements by using a framework under which the only customer choices that warrant consideration are choices between different ways of receiving services from the same incumbent company.

It might be wise for the working group to seek guidance on this point, perhaps from the competition law enforcement function of the European Commission, the Competition and Markets Authority or Ofgem.




	Q2. With regards to the floor price in the CDCM, should:
· the existing floor price of zero p/KWh be kept in place?
· the floor price be removed, such that negative unit rates can occur where scaling is negative? Or;
· the floor price be changed to an alternative value (either positive or negative)?
Please provide your rationale.  

	
Keep as is.  No case for change in this respect has been made.




	Q3. The hybrid solution applies scaling to the fixed charge, the reactive charge and the capacity charge. As the current methodology calculates these from a bottom up approach, is it appropriate to apply scaling to these charges?

	
It is appropriate to include these charging components in the consideration of any revenue matching.

It is not true that the current methodology calculates these charging components from a bottom up approach — a significant part of the charge is a top-down allocation of direct and indirect costs.




	Q4. Do you agree with the Working Group’s proposal that the fixed and reactive elements of the Generation tariffs should be subject to scaling whilst the unit rates should not? Please provide your rationale.


	





	Q5. Do you agreed with the proposed implementation date of 1 April 2015?

	





	Q6. Do you believe that DCP 123 better facilitates the DCUSA General and Charging Objectives? Please provide your rationale.

	
No.  The current DCP 123 solution would worsen the discrepancies between costs and prices.  For example, for WPD East Midlands, DCP 123 would charge HV half hourly metered users £3.65/MWh for consumption in the green time band, when the corresponding distribution costs according to WPD’s model are only £0.04/MWh (because almost none of the relevant parts of WPD’s network peak during the green time band).

An unjustified surcharge of £3.6/MWh on off-peak consumption would be material to facilities built (in response to CDCM price signals) to take advantage of spare capacity on distribution networks in the green time band; for example, a battery electric vehicle recharging facility.

The consultation document does not explain how the proposed solution would better meet the objectives.  The one sentence on the subject, paragraph 6.1, is manifest nonsense: charging a price of 90 times cost (my WPD East Midland example above) clearly does not reflect the underlying cost message.  The working group’s error here might have been caused by the error mentioned in my answer to Q1.

As the consultation document says at paragraph 2.3, it has not been identified that revenue matching charges mainly relate to peak time band consumption, or indeed to anything else.  In the absence of information about what the revenue matching charges are for, the complex scheme invented by the DCP 123 working group is devoid of any justification, particularly as it significantly and unreasonably penalises users who have invested in technologies (such as battery electric vehicles) which involve high levels of consumption in periods (e.g. the green time band) where relevant distribution costs are very small.




	Q7. Do you have any comments on the proposed legal text?

	





	Q8. Are there any alternative solutions or matters that should be considered by the Working Group?

	
The fact that there is a large discrepancy between the results of costing (where costs include a reasonable return on assets) and allowed revenues suggest that there is a mistake somewhere.  For example, the allowed revenues might be too high.  This might be resolved in some DNO areas when the new price control comes into effect in 2015.

[bookmark: _GoBack]To cover any discrepancy between costs and allowed revenues, an equiproportionate mark-up approach (i.e. he previous option 1) should be considered as a way of reconciling the two amounts with the least possible distortion: this amounts to attaching the unexplained additional charges to existing costs.

I could find no good reason to dismiss option 1 entirely in either the body of the consultation document or its attachment B.




	Q9. Do you have any further comments?

	






Please complete and return to dcusa@electralink.co.uk no later than Wednesday, 2 April 2014.
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