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NESO Actions
Martin Cahill - NESO
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NESO Actions
• From the Second Send back letter, Ofgem outlined the below NESO 

actions:
• Explain how the IAE process currently works and reference how this 

follows CUSC
• Identify “equivalent process” for onshore
• Explain how this equivalent process works,
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What is in the licence?
• The relevant licence condition is E12-J3 from OFTO licence, which 

describes allowed pass-through items, as well as further details of what 
constitutes an IAE.
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What is in the CUSC?
• CUSC 14.15.80 Offshore circuit expansion factors details the allowed revenue for 

OFTOs for each circuit, and these are recalculated at the start of each price 
control.

• Due to these only being recalculated at the start of a price control, an IAE would 
initially be recovered through the TDR, but then adjusted at the start of the price 
control.

The local circuit tariff is updated with a new local expansion factor via 14.15.121
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What is in the CUSC?
• In between price controls, the yearly amount is collected via TDR:
•  Offshore local circuit tariffs cannot be updated
• This means there is an increase in TNUoS Revenue Recovery Target, with TDR 

increasing to ensure that the TOs recover their total allowed revenues

•
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Process followed
• The allowed revenue is updated by TOs to NESO and because revenue 

has increased (the difference between allowed revenues and locational 
charges increase), TDR must increase.

• Before the next price control, TOs will provide any information such as 
IAEs alongside multiple other parameters to NESO which will be used to 
recalculate local circuit charges. 

• Any fluctuations in the OFTOs revenue that occurred within the previous 
price control are incorporated into the calculations for the new tariff. This 
means that the appropriate quantity is recouped from the offshore 
generator. 

• Any additional collection in turn reduces the demand residual tariff and 
balances out where they had previously paid extra (or vice versa).
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Equivalent Onshore Process
• The closest equivalent process for onshore would be a Cost and Output 

Adjusting Event and although does not work in the same way as an IAE it 
could lead to an increase in revenue through adjustment to the baseline 
through force majeure.

• As onshore local circuit charges do not target specific costs in the same 
way as offshore local circuit charges, there would be no update to 
onshore local circuit charges at the following price control following a 
Cost and Output Adjusting Event. 

• Instead, any increase in allowed revenue would be collected via TDR, 
with no later adjustment. 

•
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Comparing Onshore and Offshore Charges

Tom Steward,

RWE Offshore



9

Public
Page 921.02.2025

Onshore       Offshore

Onshore link to MITs fails

TO Undertakes Repair

Costs associated with failure of 
onshore network assets absorbed 
under Maximum Allowed Revenue 

(MAR) or drive uplift through reopener*

No change to local circuit charges,  
additional MAR recovered through 

demand residual

Cost of repairs recovered from 
demand users

Offshore link to MITs 
fails

OFTO undertakes 
repair & applies for 

IAE

OFGEM approves 
IAE

OFTO increases 
charges to NESO

NESO temporarily 
increases TDR

Offshore local circuit 
tariffs increased for 
subsequent price 

control period (and 
TDR reduced to “pay 
back” demand users)

Costs of repair 
recovered from 
generator user* E.g. SHET Subsea Cable 

Re-opener
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