ofgem
Making a positive difference

D e C I S I O n for energy consumers

RIIO -ED2 Final Determinations Core Methodology
Document

Publication date: 30 November 2022

Contact : RIIO -ED2 Team

Team: Onshore Networks T Price Control Setting

Telephone : 020 7901 7000

Email: RIIOED2@ofgem.gov.uk

The next electricity distribution price control (RIIO -ED2) will cover the five  -year
period to 31 March 2028. In December 2021 the Distribution Network Operators

(DNOs) submitted their Business Plans to Ofgem setting out proposed

expenditure for RIIO  -ED2. We assessed these plans and published our
consultation on Draft Determinations in June 2022.

This document and others published alongside it, set out our Final
Determinations for companies unde r the RIIO -ED2 price control, which will
commence on 1 April 2023.

OFG1163


mailto:RIIOED2@ofgem.gov.uk

Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

© Crown copyright 2022

The text of this document may be reproduced (excluding logos) under and in
accordance with the terms of the Open Government Licence

Without prejudice to the generality of the terms of the Open Government

Licence the material that is reproduced must be acknowledged as Crown

copyright and the document title of this document mu st be specified in that
acknowledgement.

Any enquiries related to the text of this publication should be sent to Ofgem at:
10 South Colonnade, Canary Wharf, London, E14 4PU.

This publication is available at www.ofgem.gov.uk . Any enquiries regarding the
use and re -use of this information resource should be sent to:
psi@nationalarchives.gsi.gov.uk



http://www.nationalarchives.gov.uk/doc/open-government-licence/version/3/
http://www.ofgem.gov.uk/
mailto:psi@nationalarchives.gsi.gov.uk

Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

1. RIHO -ED2 OVEIVIEBW it aveeeeese s aeveeeaeeens 5
Purpose of this document  ..........cis e, 5
Background to the RIIO  -ED2 Price CONtrol  ....ccoiiiiiiiiiiiies e, 5
What we expect RIIO  -ED2 to deliver for consumers — ....ccocoevveeeiieeeiiieeeennn. .. 6
Navigating the RIIO  -ED2 Final Determinations documents — ..........cccccvveeeeeen. 7

2. Embedding the consumer voice in RIIO SED2 e, 8
The RIIO -ED2 enhanced engagement timeline  ......cccooiiiiiiiieeees e, 9
The consumer voice in Final Determinations ... e, 11
Enduring role of the CEGS oo i e 11

3. Networks for Net ZEro s eee———— aaaaas 14
OVEIVIEW  oiiiiiiiiiiie et eeeeeee e siiiirreene e e e es aeevaaasssereereeeaaae s 14
Load Related Expendi ture and Strategic Investment — ........ccooiiiiiiiiiienneenn. .15
INNOVALION  coiiiiiciiiiis it eeeeeee e ————— 37
Delivering an environmentally sustainable network ... .. 44

4. Supporting a smarter, more flexible, digitally enabled energy system

..................................................................................................... 69
Data and DigitaliSation  .....ccccccciiiiiiiiiiiiiiiiies s eeeeee 70
Regulating Distribution System Operation functions ... 77
Changing roles and responsibilities ..o e, 89
Smart Optimisation OUIPUL .o e .. 91
WHhOIE SYSIEM  cooiiiicciiiis e rrreeeee e 97

5. Meeting the needs of consumers and network users . 100
OVEIVIEW oot e e 100
Deliver high quality CUStOmMEr SErviCe .. e 101
Support for consumers in vulnerable situations ... L 114
Annual Vulnerability Report (ODI “R) s 137
Providing a quality service to consumers seeking a connection ... 140
=Yoo 1Yo 10 o 1 145

6. Maintaining a safe, resilient and reliable network .. 158
OVEIVIEW oot e e 158
Maintaining world  class levels of reliability ... 159
Environmental resilience ...t s ... 202
Information and other resilience i 205

7. Delivering at lowest cost to energy CONSUMErIS .ooovvvvvveiiiiiiinieeeeens 216
01 oo 11X (o o 216
Ex ante totex allowanCes ... e e 216
Details of our approach to COSt aSSeSSMENt  iivicciiiiiiiieee s 220
Normalisations and adjustments  ..iiiiiiiiiii s 222
Totex benchmarking  ....cccoiiiiies e 235
Disaggregated benchmarking — ............cccccccn e, 250
Post modelling adjusStments ... 338
Combining models and efficiency challenge  ........ccooiiiiiicceeees 345



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

Real Price Effects and Ongoing Efficiency  ..ccccoiiiiiiiiiiis s 351
Disaggregation of allowances  .......ccccccciiiiicccis e, 357
Appendix 1 Econometric model results i s 361
Appendix 2 Disaggregated regression models results . 364




Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

1. RIIO -ED2 Overview

Purpose of this document

1.1 The next electricity distribution price control (known as RIIO -ED2) will
cover the five -year period from 1 April 2023 to 31 March 2028. This
document sets out  our Final Determinations on our core methodology and
how these have been applied to the cost and output proposals common to
all Distribution Network Operators (DNOSs)

Background to the RIIO -ED?2 Price Control

1.2 The electricity distribution network carries electricity from the high voltage
transmission network to industrial, commercial, and domestic users across
the country , as well as distributing an increasing quantity of power from
generation sources that are connected directly to the distribution
networks. There are fourteen electricity DNOs operating in Great Britain

(GB), which are managed by six companies. These are shown below:

Figure 1: Map showing the current ownership arrangements for the Electricity
Distribution Networks
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1.3 We use the RIIO model of economic regulation to set price controls for
energy network companies, including the DNOs. RIIO stands for settin g
Revenues using Incentives to deliver Innovation and Outputs.
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1.4 RIIO is a performance  -based framework that seeks to put consumers at
the heart of network companies' plans for the future and to encourage
longer term thinking, greater innovation and more eff icient delivery.

1.5  As monopoly providers of an essential service, DNOs are regulated
through these price controls to ensure they deliver value for money
network services to their customers. This includes the significant
investments that are needed to renew their assets, connect new
generation, and keep the system safe and reli

1.6 Price controls are a method of setting the amount of money (allowance)
that can be earned by the DNOs over the length of a price control. DNOs
recover their allowance from char ges to energy suppliers, who in turn

pass these costs on to customers through their energy bills. Allowances

are set at a |l evel which covers the DNOsd® coc¢s

reasonable return subject to them delivering value for consumers,

operating ef ficiently, and achieving their targe
What we expect RIIO -ED?2 to deliver for consumers

1.7 Great Britainbdbs energy system is already unde
needs to accelerate over the next decade if the UK is to be on track for
net zero in 2050. The unprecedented rise in gas prices over the last
eighteen months only reinforces the need to accelerate the shift away
from fossil fuels, strengthening the case for decarbonisation.

1.8 As set out in our Draft Determinations , RIIO -ED2 will p lay a pivotal role in
shaping the local electricity distribution networks to deliver net zero at
lowest cost to consumers.

1.9 In October 2021 the UK government pledged to decarbonise electricity
generation by 2035 1!, subject to security of supply, andfollow i ng Russi abs
invasion of Ukraine set even more ambitious targets to reduce reliance on
expensive gas imports  within the British energy security strategy
published in A pril 2022 2,

1.10 The electricity distribution network i the wires that bring increasingly low
carbon power to consumers and businesses i is fundamental to enabling
these changes and ensuring the energy sector is fit for the longer term,
supporting growing sources of demand, particularly for heat and transport
purposes, and making  efficient use of cleaner, greener, secure home -
grown energy.

1.11 These Final Determinations for RIIO -ED2 will ensure that the DNOs are:

i delivering the local energy d istribution networks needed for net zero,
investing efficiently to increase network capacity, strengthening
innovation, and delivering environmentally sustainable networks

1 net -zero -strateqy - beis.pdf (publishing.service.gov.uk)
2 British energy security strategy - GOV.UK (www.gov.uk)
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supporting a smarter, more flexible, and digitally enabled energy
system, maximising  the potential of flexible and other smart
technologies to provide cost effective network solutions

maintaining world class levels of network reliability, further reducing
the frequency and duration of power cuts, and ensuring long -term
safety and resilie nce

meeting the needs of customers and network users through the
delivery of high -quality services, including timely and efficient
connections and support for customers in vulnerable situations

ensuring no one is left behind in the energy transition throu gh
stronger enforceable licence obligations (LO), funding to support
delivery of vulnerability strategies and a new consumer vulnerability
incentive framework

delivering at lowest cost to consumers with downward adjustments to
ex ante funding, a  stretching efficiency challenge and a reduction to
allowed returns meaning average bills will see no increase in network
charges.

Navigating the RIIO -ED2 Final Determinations documents

1.12

1.13

This Core Methodology Document sets out our detailed Final
Determinatio ns onthe netzero, innovation, environmental, smart
optimisation, quality of service and cost of service positions common to all
DNOs.

This Core Methodology Document should be read alongside the following
Final Determinations documents:

)l

Overview Document: this sets out a high -level summary of our Final
Determinations. It provides an update on the strategic context for the

RIIO -ED2 price control and key interdependencies with wider

regulatory programmes aimed at supporting the transition to a net

zero energ y system.

Finance Annex: this sets out our Final Determinations on the

regulatory finance building blocks of RIIO -ED2. In general, these
apply across all DNOs with any company - specific considerations
identified .

Company Annexes: these set out our Final Det erminations on areas

specific to each individual DNO

Impact Assessment: this sets out our final assessment of the likely
impact of Final Determinations on consumers and the DNOs

Technical Annexes: these set out any relevant detail underpinning our
Final Determinations including, where appropriate, consultancy

reports relevant to specific topic areas. Each Technical Annex will be

cross -referenced where applicable.
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2. Embedding the consumer voice in RIIO -ED2

Section summary

In this chap ter, we set out how our enhanced stakeholder engagement process
has strengthened the voice of consumers in reaching our Final Determinations.

We explain  how the consumer groups have helped inform our decisions and
provide our view s on their continued role.

2.1 We expect companies to put consumers at the heart of the way they run
their businesses . In our RIIO -ED2 Framework Decision 2, we confirmed
that we would apply the enhanced engagement arrangements for Rl O-
ED2 that we did for other sectors.

2.2 As part of the  RIIO -ED2 enhanced engagement process, each DNO
undertook a programme of research and engagement to inform its
business planning and established an independent Customer Engagement
Group ( CEG). Ofgem established the RIIO -ED2 Challenge Group ( RIIO -
ED2 CG) (collectively we refer to the CEGs and RIIO -ED2 CG as the
0Groupsd). These Groups <chal |l busigessdplanhe DNOs
that address the needs and preferences of their stakeholders and
consumers and deliver good value for money.

2.3 Ofgem received ar eport from each CEG on its respective DNO's final
business plan,and one fromthe RIIO-ED2 CG covering all DNOs &
business plans. We also hosted six virtual open hearings, which offered an
open forum for stakeholders and Ofgem to question DNOs on the
proposals in their RIIO  -ED2 business plans.

2.4 These key stakeholder inputs, alongside the evidence we received from
DNOs on their consumers' and stakeholders' views and broader evidence
submitted by stakeholders in response to our Call for Evidence on the fi nal
DNO business plans, have all been key considerations in the development
of our Final Determinations

25 In this sect ion we provide further information describing:

1 how the enhanced engagement process for RIIO -ED2 has informed
our Final Determinations ; and

1 our views on the future role of CEG s as part of the operational phase
of the RIIO -ED2 price control.

3 https://www.ofgem.gov.uk/publications/riio -ed2 -framework -decision
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Figure 2: An Overview of Chapter 2

/

The consumer voice in

Final Determinations

Embedding the consumer voice in RIIO-ED2

An overview of how the enhanced engagement process
has contributed to our Final Determinations proposals.

~

\_

Enduring role for CEGs

An overview of our views on the enduring role for CEGs

during the RIIO-ED2 period.

The RIIO

2.6 Table 1 provides a summary of the key milest

-ED2 enhanced engagement timeline

ones on the enhanced

engagement process and links to further information.

Table 1 Enhanced engagement milestones

Date Milestone
1 July 2021 Draft RIIO -ED2 business plans submitted to Ofgem
August 2021 CEG reports on their respective DNO's Draft ED2

business plans published on DNOs' websites

17 September 2021

RIIO -ED2 CG review of draft business plans published

4

1 December 2021

Final RIIO -ED?2 business plans submitted to Ofgem and
published on the DNOs' websites

6 December 2021

Ofgem published a Call for Evidence 5> seeking views on

DNOs' final business plans

January 2022

CEG reports on their respective DNO's RIIO -ED2 final

business plans published on DNOs' websites

8 February 2022

RIIO -ED2 CG report on final DNO business plans
published ©

10 February 2022

Deadline for Ofgem's Call for Evidence on final DNO
business plans to which we receive 35 responses

4 RIIO -2 Challenge Group: DNO draft business plan response letters

5 Ofgem's call for evidence on RIIO

- 2 electricity distribution bu siness plans

6 RIIO -2 Challenge Group Independent Report to Ofgem on Electricity Distribution

Business Plans



https://www.ofgem.gov.uk/publications/riio-2-challenge-group-dno-draft-business-plan-response-letters
https://www.ofgem.gov.uk/publications/call-evidence-electricity-distribution-business-plans-riio-2
https://www.ofgem.gov.uk/publications/riio-2-challenge-group-independent-report-ofgem-electricity-distribution-business-plans
https://www.ofgem.gov.uk/publications/riio-2-challenge-group-independent-report-ofgem-electricity-distribution-business-plans
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Date Milestone

March 2022 Ofgem h olds Open Hearings where we discussed with
stakeholders and DNOs their business plan proposals
for the ED2 period ’

29 June 2022 Ofgem published its Draft Determinations for RIIO -ED2
25 August 2022 Ofgem receives 148 responses to the Draft
Determination consultation, including from the RIIO -

ED2 CG and each of the six CEGs®

Customer Engagement Groups (CEGS)

2.7 The CEGs are company -specific groups which were established by each
DNO and independently ch  aired. Their membership is diverse and varies
across the different DNOs but includes energy sector experts, consumer
research specialists, network users, and consumer advocates.

2.8 Their role, as set out in the RIIO -ED2 Enhanced Stakeholder Engagement
Guidanc e issued in 2020 °, is to provide scrutiny of individual company
business plans through out their development. This included consideration
of the draft business plans published by the DNOs during 2021 prior to
their final submission to Ofgem in December 202 1. Their role also
included assessing the extent to which the plans would address key
stakeholder priorities, to drive culture change towards stronger and more
effective engagement within the companies, and to influence company
decisions in the interests of consumers and stakeholders. Followi ng the
publication of the DNO s' final business plans, each CEG prepare d areport
for Ofgem setting out their vi duskesoplant hei r r €

29 A 2021 evaluation of the enhanced engagement process carried out by
Ofgem found that several process changes could be implemented that
would help to enhance the outputs of the process. As a result, we
provided the CEGs with updated guidance on questions which each CEG
mi ght consi der when r ebusinesw iplangWeehceurabad O6 s
the CEGstochalle nge t he extent t lusinessiptampropdsadss 6
were grounded in consumer and stakeholder research, in particular

relating to: DNOs® ambition on efficiency anc
Distribution System Operat ion (DSO) activities; strategies and ou tputs

related to vulnerability, major connections, reliability, and resilience;

6whole systemsd; competition; and flexibilit:y

210 Each CEG provided us with a report with their
business plan for RIIO -ED2, and DNOs publishedt he CEG reports during
January 2022. Following publication of our Draft Determinations in June

7 RIIO -ED2 Open Hearings March 2022 Transcripts
8 Ofgem's RIIO -ED2 Draft Dete rminations and Consultation Responses
9 RIIO -ED2 Enhanced Stakeholder Engagement Guidance I _Version 2 | Ofgem

10
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2022, the CEGs each provided a response setting out the extent to which
they agree d our proposals aligned with consumer priorities.

The RIIO -ED2 Challenge Group

2.11

2.12

The RIIO -ED2 CG is independently chaired and comprised of energy sector
experts and consumer advocates with specialist knowledge of the

electricity distribution sector and economic regulation. In line with its

terms of reference  1°, the RIIO -ED2 CG provided an independent challenge
to, and scrutiny of, draft and final RIIO -ED2 business plans from the
perspective of current and future consumers. The group focussed on

affordability, protection of consumers in vulnerable circumstances, and
sustainability, inclu  ding but not limited to impact on the environment and

the net zero transition.

The RIIO -ED2 CG provided us with a report in February 2022 setting out

its views on each DNO's final business plan which we published on our
website. Following publication of our Draft Determinations in June 2022,

the RIIO -ED2 CG also provided a response setting out its view on the
extent to which our proposals will ensure that regulated network
companies deliver the value for money services that both e xisting and
future consumers want

The consumer voicein Final Determinations

2.13

2.14

In our Draft Determinations , we s ummarised how DNOs had sought to
evidence consumer and stakeholder engagement in building their business
plans and the important role CEGs had pl ayed in providing independent
assurance of the quality, depth and targeted nature of DNO's engagement
activities. We reviewed the CEG reports alongside the evidence submitted

by DNOs and this enabled us to consider the quality of the DNOs'

consumer engagem ent in our assessment.

Overall the CEG reports, the RIIO -ED2 CG report and the responses to our
Call for Evidence and  discussion in open hearings has helped us to better
understand consumer and stakeholder priorities. This substantial

stakeholder input was a key consideration in reaching our Draft

Determinations proposals . W e have welcomed the additional input through
the Draft Determination consultation process which has helped to inform

our Final Determinations

Enduring role of the CEGs

2.15

In our Draft Determinations, we welcome d indications from the DNOs that
they are intending to contract their independent CEGs, or a group with

similar independence, remit and expertise, to challenge thei r business
plan implementation and monitor delivery against their commitments

10 RIIO -2 Challenge Group _Terms of Reference | Ofgem

11
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2.16

2.17

2.18

2.19

2.20

2.21

2.22

12

throughout the course of RIIO -ED2. Because of this, we did not see the
need to set a formal requirement to keep such groups

In our Draft Determination swe encouraged DNOstowo rk together and
with the CEG s or successor panels to evolve the CEG's rol e and ensure
that the customer voice continues to be heard over the duration of the

price control.  We recommended CEGs focus on the following areas:

9 independent scrutiny and challeng e of the companyoés
relation to its RIIO -2 commitments, including but not limited to
commitments in their business plans which we do not monitor through
the Regulatory Reporting Packs (RRPs)

1 independent periodic reporting to the company, Ofge m and the public
on the price control commitments the CEG has been scrutinising

1 any specific arrangements needed to ensure that the consumer voice
is shaping company board level decision -making.

We also encouraged DNOs to design terms of reference for the ir CEGs or
successor groups such that CEGs could work together to define their
methodology and scope of their monitoring and reporting.

We received 20 responses to our Draft Determinations proposals in this

area . All respondents agreed that there should be an enduring role for
CEGs, particularly with the number of uncertainty mechanisms (UM) and
re-openers proposed during the price control and the majority of DNOs

said that each firm should shape its respective CEG according to its own
needs .

The majority of stakeholders disagreed with our proposal notto mandat e
the continuation of CEGs. The overriding view presented in their

consultation responses  was that, without a formal requirement for their
continuation, the independence of the CEGs/successo r groups would be
undermined, and they would be less able to hold DNOs to account.

The majority of stakeholders agreed that it would be useful for the CEGs

to collaborate and coordinate i both with each other and with Ofgem and
other stakeholders - in ord er to share best practice. However, there was
concern that, without a mandate from Ofgem, DNOs would take their
CEGs/successor groups in different directions, which could lead to
inconsistent outputs and make any collaboration and coordination

between grou ps more difficult.

Stakeholders did not think it would be appropriate for the CEGs to produce
comparative reports on DNO performance. All said that this should be the
role of Ofgem as the regulator.

Having considered the stakeholder feedback, we maintain thatitis
important that all DNOs enable enduring consumer input to decision
making during the price control from their CEG ora  successor panel
Notwithstanding the concerns set out above , we remain of the view that it
would not be appropriate to mandate the specific form in which that
should be given effect or to impose specific terms of reference for groups

perfor
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2.23

2.24

established for that purpose . That is because individual DNOs have
indicated the need to adapt the form consumer input will take to the

specifics of the ir particular  business model . For instance, SPEN intend s to
put in place a single consumer panel covering both their transmission and
distribution networks. Given the different scope that co nsumer pan els will
cover, we do not thinkit is appropriate for Ofgem to impose common
terms of reference. We do, however, encourage DNOs to share proposed

terms of reference with a view to sharing best practice.

We wil | also expect DNOs to submitthe terms of reference for their
enduring consumer engagem  ent panels to Ofgem ahead of the start of the
price control to confirm arrangements have been put in place.

Arrangements for enhanced en gagement for future price controls will be
addressed through our consultation on Future Systems and Network
Regulation 1.

11 Open Letter FINAL 20220929.pdf

13
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3. Networks for Net Zero

Section summary

In this chapter we describe the methods we will use to ensure RIIO -ED2
supports the transition to net zero , supporting the connection of new clean
sources of energy to homes and businesses and meeting e xpected increases in
electricity demand . This covers our approach to setting ex ante allowances for
network upgrades and the arrangements for additional investment in period to
respond to changing demands

We set out our approach to network innovation , ai med at identifying and funding
ambitious projects that are focused on the most pressing, strategic challenges

facing the energy sector. We also set out our package of outputs to ensure DNOs
deliver an environmentally sustainable network.

Overview

3.1 To achiev e net zero we need local electricity networks that can support
increases in demand, particularly for transport and heating, and connect
more dispersed sources of low carbon generation. Networks must be
efficient and maximise the opportunities from innovati on and smart
technologies, with new investment providing value for money for
consumers who will meet the costs through their energy bills. The
networks must also take steps to reduce the environmental impact of
their own activities and support the transiti on to a sustainable low
carbon energy system.

3.2 While Government legislative targets for net zero remain clear, the pace
of change we will see over the next few years is uncertain. The outlook
for the UK economy has deteriorated in recent months, and the depth
and duration of any contraction in economic activity is unclear, as is the
impact that this may have on consumers and network users seeking to
move to low carbon technologies (LCTSs).

3.3 The economic and decarbonisation landscape will evolve within the R 1o -
ED2 period , and it is vital that the price control can accommodate this,
ensuring the networks can invest to avoid becoming a blocker to
achieving national and local decarbonisation targets whilst also ensuring
that we do not commit consumers to paying more than is necessary at
such an economically challenging time.

34 There are four strands to how we intend for RIIO -ED2 to prepare the
networks to deliver net zero:

14



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

1 up-front investment of £3. 2bn*2 in network upgrades to support the
rollout of electric vehic  les (EVs), heat pumps (HPs) and the
connection of more local, low carbon generation including solar, wind
and batteries.

1 an agile package of UMs that will allow investment to increase quicky
to support higher volumes of LCTs if networks are faced with shar per
uptakes than expected.

9 significant commitments to research and development of green
energy through an extension of the Strategic Innovation Fund (SIF) to
cover the electricity distribution companies and £68.4m of additional
allowances to support smalle  r scale innovation projects through the
Network Innovation Allowance (NIA).

1 funding the DNOs to undertake activities to decarbonise the electricity
distribution networks and to reduce the wider impact of network
activity on the environment. This includes, among other things,
efforts to reduce their business carbon footprint, mitigate
environmental damage from fluid -filled cables and polychlorinated
biphenyls, and gain a further understanding of embodied carbon and
supply chain emissions.

Load Related Expend iture and Strategic Investment

3.5 A key objective of RIIO  -ED2 is to help deliver net zero at lowest cost to
consumer s, while maintaining world  -class levels of system reliability.

3.6 Load Related Expenditure (LRE) is the investment in electricity networks
that responds to increases in demand to upgrade the capacity of
network, for example to connect LCTs or new generation.

3.7 In funding LRE in RIIO  -ED2, we have two main objectives:

1 Ensuring the networks  enable net zero by having sufficient funding to

invest in network capacity and to ensure that LCTs and the connection
of new clean energy sources do not face installation or operational
delays ; and

9 protecting consumers by keeping costs as low as possible, avoiding

investment in network upgrades that are not required.

3.8 Balancing these objectives has been our priority in setting the LRE
package for RIIO -ED2. The wider economic situation that has developed
since business plans were received in December 2021 made this
additionally challenging. RIIO -ED2 will be a key part of ensuring that we
overcome the current energy crisis , and put ourselves in a better
position in the years to come , driving the investment needed to make

12 This value includes £ 439 m of Access SCR related costs, that were not included in our
Draft Determinations. Our approach to Access SCR costs is described in Chapter 12 of
the Overvi ew Document.

15
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sure we can connect new forms of local generation, EVs and electric

heating. To help achieve that, we are providing annual LRE allowances

that are 40% higher thanin RIIO  -ED1. But we also want to ensure  that
investment can track the changes in the demand picture that we are

like ly to see, avoiding unnecessary increased network charges on bills

from mistargeted expenditure. Our o verall LRE approach will ensure the
right investment at the right place at the right time while also helping to

unlock the full potential of a smarter, mo re flexible energy system

3.9 We are confident that we have got this balance right in our Final
Determinations for RIIO  -ED2:

1 We have reduced LRE allowances from those proposed in our Draft
Determinations by £ 188 m to reflect consultation feedback on our cost
assessment methodology. This ex ante allowance is calibrated using
various parameters, including adjustments of some elements to
match a net zero compliant Future Energy Scenario (FES), System
Transformation, for LCT uptake. However, we have implemented a
package of UMs that will enable networks to invest immediately and
without administrative burden if LCT uptake exceeds this scenario.

I The ex ante reduction better reflects the changed economic climate in
Great Britain since RIIO  -ED?2 business plans were rece  ived. Itis
possible that LCT uptake will be slower than previously expected,
which would reduce the urgency with which DNOs need to reinforce
the network. This lower allowance, coupled with the monitoring
framework we have in place for our LRE UMs, will e nsure that
consumers do not pay more than necessary on LRE over the next five
years. The UMs will ensure that the networks can be responsive to the
changes needed to enable net zero.

1 We have also provided £439m of allowances to account for the
additional ¢ osts that DNOs will face as a result of our Access and
Forward -Looking Charges Significant Code Review decision (Access
SCR). This is detailed in Chapter 12 of the Overview Document.

3.10 Our LRE package will also enable Strategic Investment 13 in distribution
networks, where the DNOs demonstrate that the is a strong case to
invest ahead of immediate need:

1 We have funded £ 71.5 m?* of Strategic Investment ex ante

allowances, primarily through UKPN's off -gas grid PCD.
T We will allow additional Strategic Investment pr oposals for discreet
projects to be brought forward under the LRE re -opener at least twice

during the price control.

13 Strategic Investment refers to investment which enables enhanced capacity on the
Distribution System to be deployed in the short term in anticipation of expected longer

term need.

14 Assessed value, net before non price control allocations a nd efficiency challenge
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1 Ex ante allowances will also enable a degree of Strategic Investment
because the metrics that govern the operation of the LRE Secondary
Reinforcement Volume Driver include tolerance s that will enable DNOs
to invest strategically, where they see it as efficient to do so.

3.11 The sections below describe our approach to setting ex ante LRE
allowances and set out the UM package that will enable these allowances
to increase, if necessary. This package is summarised in Figure 3 .

Figure 3: An overview of Chapter 3

Networks for Net Zero

Baseline investment and agile uncertainty mechanisms to
ensure the DNOs can invest to support net zero, whilst
protecting consumers from higher costs than necessary.

Funding Load Related
Expenditure

A re-opener to ensure the price control can adapt in
Net Zero Re-opener response to major changes related to the delivery of net
zero.

Innovation stimulus aimed at identifying and funding
projects focussing on the most strategic challenges facing
the energy sector.

Funding, including uncertainty mechanisms, for the DNOs
to undertake activities to deliver an environmentally
sustainable network with annual reporting to track
progress.

Delivering an
environmentally
sustainable network

LRE ex ante allowances

Purpose To enable up-front investment to support net zero where
there is high  confidence in its needs case and to allow

DNOs to respond quickly to future changes in demand.

Benefits Ensure networks have sufficient funding to enable net
zero and protect consumers from paying higher costs

than necessary

Final Determination summary

3.12 The table below provides a summary of our Final Determination position.

Parameter Final Determination Draft Determination

CV1 i Primary reinforcement £721m £649m

17



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

Parameter Final Determination Draft Determination
CV2 - Secondary £1,095m?® £1,253m
Reinforcement

CV3 i Fault level £190m £207m
reinforcement

CV4 i New Transmission £78m £71m

Capacity Charges

C2 i Connections £555m £646m 16

Total LRE (excl uding £2,638 m £2 ,826m

Access SCR) T Net Before
Non - Price Control
Allocations (  NPCA)

Total LRE (excluding £2 755 m £2 ,950m
Access SCR) i1 Net After

NPCA

Additional costs resulting £439m Y/ £0m
from Access SCR - Net After

NPCA

Total LRE (including £3,194m £2 ,950m
Access SCR) - Net After

NPCA

Final Determination rationale and Draft Determination responses

3.13 We have decided to set ex ante allowances of £2.6 4bn for LRE, before
taking into account the impact of the Access SCR. This is £ 206 m lower
than proposed at Draft Determinations. This reduction is driven by
changes to our cost assessment approach, following feedback on our
Draft Determinations. This represents a 40 % increase on annual LRE
allowances relative to RIIO  -ED1,andac. 95% in crease on actual load
related spend in RIIO  -EDL1.

Policy treatment of ex ante LRE allowances

3.14 More than half of the 58 responses received that covered LRE disagreed
with our proposal to adjust DNO LCT forecasts, and resulting allowances,
using the levels identified in the ESO's System Transformation FES.

1 This includes £ 637m of activities that will be subject to the Secondary Reinforcement
Volume Driver,and £ 260 m of activities that will be subject to the LV Services Volume
Driver.

16 Draft Determinations modelled allowances included LV Service reinforcement reported
in C2 in the Connections allowances. For Final Determinations we have reallocated the

LV Service reinforcement reported in C2 into CV2 - Secondary Reinforcement.

7 This inc ludes £61m of indirect operational capex funding.

18
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The main reasons cited for this were that t he scenario was too
conservative and would hinder the investment needed to match national
and local net zero ambitions, particularly in relation to the speed of LCT
uptake. We do not agree with this concern because our LRE UM package
will enable allowances to increase, without delay or onerous
administrative burden, if necessary. We do not consider that it would be
in consumers' interests to set ex ante allowances based on more
ambitious scenarios because doing so would risk consumers paying for
work that i sn't yet needed; an especially pertinent concern given the
current economic climate. As such, we have decided to maintain the use
of the System Transformation FES to adjust certain parameters,
including DNO forecasts for LCTSs.

Most DNOs agreed with the pri nciple of adjusting LCT forecasts to a
common scenario across all DNOs. However, all DNOs raised concerns

with the methodology used to adjust LCT forecasts, and this has resulted
in adjustments to our costs assessment process, detailed in Chapter 7.

We rec eived three responses which suggested that our proposed LRE
allowances were too high. In part this was because it was felt that we

hadn't adjusted allowances to a level which reflected the potentially

reduced spending power of consumers, resulting in a slo wer uptake of
LCTs, as a result of the current economic climate. Concerns were also

raised regarding the possibility of windfall gains for the DNOs, if they
underspent these allowances. We consider that our Final Determinations

of LRE allowances, including  the reduction compared to Draft
Determinations (excluding the impacts of Access SCR), are a fair

reflection of the level of expenditure that will be required to facilitate the

net zero transition, without leaving the networks with too much catching

up to dointhe future . In addition, we have included an ex ante

allowance of £439m to reflect the potential impact of the Access SCR on

LRE, but this is relative to a total DNO request exceeding £1bn. As

detailed in Chapter 12 of the Overview Document, this has been set to
reflect the significant uncertainty in this area and the fact that it can be
revisited through the LRE Re  -opener, if necessary.

However, we are conscious that a very large portion of LRE allowances,
c.£2.16bn, are not funded through our LRE vo lume drivers and are
therefore not  subject to any form of control i f assets do not get built. As

such, and in response to the concerns raised by stakeholders regarding

high allowances and the risk of windfall gains, we have decided that we

will revisit DNO s' LRE allowances during RIIO  -ED2 closeout if DNOs have
not spent more than 80% of their non -volume driver LRE allowances.
This assessment will include a consideration of how much of the

underspend is due to cost efficiency (which we would not seek to claw

back) and how much is due to works not being completed, which could

lead to undeserved windfall gains. This review may result in an ex post
reduction to RIIO -ED2 allowances, to better reflect the work that has
actually been undertaken. We consider that th is approach will provide an
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appropriate control on LRE spend that is consistent with the operation of

the LRE volume drivers (where DNOs will not receive allowances for work
that isn't done), and follows the precedent set in RIIO -ED1, where an
underspend o f more than 20% on LRE could be clawed back.

Cost adjustments to setting LRE allowances

3.19

3.20

20

This section summarises the key changes that have been made in our
approach to setting LRE allowances between Draft Determinations and
Final Determinations. We have ma de the changes in response to
consultation feedback received. Full details on this, including how
consultation responses have affected our Final Determination in this
area, is contained in Chapter 7.

The general approach to setting LRE allowances is large ly unchanged
from Draft Determinations, though there are a few adjustments we've
made, the most material of which are:

1 For the demand adjustment, we apply a different approach to the LRE

components of the disagg regated model, relative to how totex is

treat ed. We now apply a demand adjustment within modelling to the
secondary reinforcement categories of transformers, circuits and

reactive service reinforcement . We then normalise DNO's volumes of
activity by benchmarking to industry median ratios of reinforce ment
relative to forecast LCT demand. Modelled allowances are then re -
calibrated based on a FES 2022 System Transformation view of LCT

uptake. This approach aims to set a consistent level of ex ante
allowances across industry and is aligned with the volume driver
funding package.

1 On primary reinforcement, we've incorporated an  engineering
assessment adjustment in response to DNO feedback

1 On secondary reinforcement, we have:

3 Calculated the volume adjustment for transformers  using net
megavolt amperes ( MVA) for all DNOs , as this dataset was more
accurate than gross MVA;

3 assigned a percentage of LCT growth to each transformer type

using the approximate share of customers served by P ole Mounted
Transformers (  PMTs) and Ground Mounted Transformers (GMTSs);
and

3 implemented a separate unit cost and volumes assessment for the
four circuit reinforcement categories

1 For LV Services,t o0 ensure that unit costs were comparable in the LV
Service asset categories , we adjusted ENWL and NGED volumes so
that their ratio of a sset interventions to properties unlooped was on a
consistent basis to other DNOs. With this adjustment, we determined
a common unit cost for proactive and reactive service reinforcement
in each asset category and modelled costs using these. Our approach
to setting the baseline intervention rate for proactive service
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also changed in response to DNO feedback. We

assess DNOs on the basis of their forecast properties unlooped in

RIIO -ED2 relative to their total population of looped properties
ante allowances to the industry upper quartile ratio.

benchmark ex

 We have included an 'Indirects Scal

, and

er', following feedback from all

DNOs that this would be required given the volume of LRE costs that

are subject to UMs. This is detailed in

Chapter 6 of the Overview

Document and Chapter 7 of this document

LRE Re -opener

Purpose To enable additional investment in DNOs primary
networks, if required.

Benefits Ensure networks have sufficient funding to enable net

zero and protect consumers from paying

than necessary

higher costs

Final Determination summary

3.21 The table below provides a summary of our Final Determination position.
Output Final Determination Draft Determination
Parameter
UM type Re-opener Same as FD
Re-opener Window January 2025 and  January 2027 April 2025
Trigger Licensee and authority triggered Same as FD
Materiality RIIO -ED2 common materiality RIIO -ED2 common
threshold threshold of 0.5%. materiality threshold
of 1%.

Additional DNOs must comply with the LRE Same as FD
requirements Re-opener Guidance.

PCDs may be set for proposed

works that the Authority

considers are Strategic

Investments.
Licence condition Special Condition 3.2, Part K New to FD

Final Determination rationale and Draft Det

ermination responses

3.22 We have decided not to alter the scope of the LRE Re

21

cover the following cost categories:

1 CV1i Primary reinforcement

-opener, which will
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1 CV2 i Secondary reinforcement, excluding the areas covered by the
LRE volume drivers

T CV3 1 Faultl evel reinforcement

T CV4 i New Transmission Capacity Charges
f C2 i1 Connections

1 Load related Strategic Investment

3.23 As set out at Draft Determinations, additional costs arising as a result of
Access SCR will also be assessed through the LRE Re -opener, where
these were not funded in ex ante allowances. We expect that these costs
will be captured under the cost categories identified above at paragraph
3.22 . The treatment of Access SCR costs is discussed further in Chapter
12 of the Overview  Document.

3.24  Strategic Investment can also be assessed under the LRE Re -opener,
and where we decide to fund Strategic Investment, we will consider
setting a PCD for its delivery to ensure that DNOs are held to account for
delivery on these ore anticipatory types of work . UKPN's Off -Gas Grid
PCD is a good example of the type of coordinated, discreet and
anticipat ory project that we might look to fund as Strategic Investment
through the LRE Re -opener. We would also welcome projects that look to
resolve potential constraints on the network related to the interface
between the transmission and distribution networks, before they become
significant issues.

3.25 Inachange from our Draft Determinations position, we consider that an
LRE Re-opener window in Year 2 and then subsequently in Year 4 will
provide appropriate flexibility for DNOs to react quickly to changing
network demands if ex ante allowances are insufficient to do so.

3.26 The LRE Re -opener Guidance will set out the detailed assessment
process and submission requirements for the DNOs under the LRE Re -
opener.

Scope of the LRE Re -opener

3.27 Five DNOs and nine industry stak eholders that provided comment on the
LRE Re-opener supported its existence and general design

3.28 The consultation responses received largely did not cover in any detalil
the scope of the re  -opener, with only ENWL requesting clarity on the
areas that fall wi  thin the scope of the Re  -opener, specifically LV
monitoring and flexibility procurement at all voltage levels.and UKPN also
requested clarity on whether flexibility will fall within the scope of the re
opener. Our decision for RIIO  -ED2 is that flexibility = on secondary
networks will be funded via a specific unit rate under the Secondary
Reinforcement Volume Driver (see paragraphs 3.44 - 3.49), and
additional flexibility on primary networks can be funded under cost
category CV1 through the LRE Re  -opener.

22
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3.29 NGED was the only DNO that did not support the LRE Re -opener, stating
that it does not consider the LRE Re -opener provides the agility needed
to support their customers " ambitions . Inste ad NGED set forward its 'best
view' of future demand which it says meets the capacity and timescales
required by its customers, and how this sho uld translate into higher ex
ante allowances. We do not agree with this approach because, as
described in our Draft Determinations, we retain concerns regarding
insufficient justification for the DNOs scenarios . We consider that using a
combination of exa nte allowances and UMs  ensures we only provide
funding for investment we have confidence is justified, thereby
protecting consumers from higher costs than necessary

3.30 There were very limited responses on the treatment of Access SCR and
Strategic Investment under the LRE Re -opener. Of the responses that
did cover these areas, concerns were limited to the restrictions a single
re-opener window may cause, the preference be ing to have an additional
earlier re -opener window to allow for the impacts of Access SCR to be
considered at an earlier stage of the price control. Our views on the
timing of the LRE Re -opener window are set out below.

Re-opener window

3.31 Mostrespondentsto  our questions about the LRE Re  -opener argued that
more frequent re-opener window s should be provided due to concerns
regarding the lack of agility and flexibility that just one  re-opener
window provided . All DNOs agreed that there are not enough
opportuni ties forthe LRE Re-opener to be triggered, and that this may
delay the investment needed to meet net zero targets. ENWL suggested

a re -opener window in years 2, 3 and 4 whilst UKPN queried whether a
year 1 and 3re -opener would be more appropriate, arguin g that a year 4
window may end up funding RIIO -ED3 works.

3.32 We consider that an additional window in Year 1 would be too early as ex
ante allowances will be sufficient to meetdemand by thatpoint,a nd it
would be unlikely that network conditions would have change d enough to
see clear trends in  such a shorttime. We  do not agree with UKPN 's
concerns regardingare -opener window in Year 4. Although a Year 4
window could result in funding some projects that run into RIIO -ED3,
they would still be part of the RI I0-ED2 allowance. We want to ensure
that DNOs can develop and build projects as and when they are required,
regardless of regulatory periods.

LRE Secondary Reinforcement Volume Driver

Purpose To enable additional investment in DNOs ' secondary

networks, if required.
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Benefits

Ensure networks have sufficient funding to enable net

zero and protect consumers from paying higher costs

than necessary

Final Determinati

on summary

3.33 The table below provides a summary of our Final Determination position.

vary allowances:

Substation: MVA gross additions for
pole and ground mounted
transformers (PMTs and GMTS).

Circuits: Km additions with separate
unit costs by voltage level.

Flexibility: Deferred secondary
reinforcement in substations (MVA)
and/or circuits (km)

Ex ante a llowance s will adjust
down) to the sum of the volume
m etrics multiplied by the relevant unit
rates.

(up or

Parameter Final Determination Draft Determination
UM type Volume Driver Same as FD
Volume Capacity -based mechanism to set Same as FD, except
measure volumes, and associated unit costs, to Flexibility was not

included as a volume
measure at Draft
Determinations.

Unit rates 18

PMT: £89.5k / MVA
GMT: £63. 3k/MVA

LV cable: £141.3k / km
LV OHL: £49.8k / km

HV cable: £1 27. 3k / km
HV OHL: £39.6k / km

Flexibility: ~See formula set out at
Table 2.

PMT: £103,900 / MVA
GMT: £70,800 / MVA

LV Circuit: £120,400 /
km

HV Circuit: £102,600 /
km

Controls

Five metrics to flag potential sub -
optimal investment:

Four metrics to flag
potential sub -optimal

8 These are the industry median unit rates. The unit rates of certain DNOs have been
adjusted to account for the reversal of regional labour and company specific factor

adjustments. DNO

24
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Parameter Final Determination Draft Determination

investment, three of
which are the same as
FDs. 'LCT forecast ratio'
was proposed at Draft
Det erminations but has
now been removed. The
't ransformer capacity
released ratio 'and the
‘flexibility procured
transformer utilisation
metric ' were not
proposed at Draft
Determinations.

1. Transformer utilisation

2. Transforme r capacity released ratio

3. Circuits length added ratio

4. Peak Demand Growth and Energy
Growth Indices

5. Flexibility Procured Transformer
Utilisation metric

An overall cap on how much
expenditure can be incurred under the
volume driver, set out in each DNOs
licence condition.

A review of all the LRE volume drivers Otherwise same as FD.

will be started in September 2025, or
earlier if necessary.

TIM TIM will apply to over or Same as FD
application underperformance against unit costs.

Licence Special Condition 3.9 New in FD
condition

Final Determination rationale and Draft Determination responses

3.34 We have decided to introduce the Secondary Reinforcement Volume
Driver to  fund work related to capacity constraints affecting substation
and circuit s on the secondary network (LV and HV).

3.35 As proposed at Draft Determinations, the volume driver will fund
tran sformer and circuit reinforcements that are required to meet
increased demand. In a change from our Draft Determination position,
we will also provide a unit rate through the volume driver for the
procurement of flexibility services on the secondary networ K.

3.36 The overall allowance for secondary reinforcement will adjust up or down
depending on the volume of works delivered under this volume driver.

3.37 We have decided to implement a monitoring framework comprised of:

1 Five metrics, which will have clear parameter s to justify the needs
case for investment. These w  ill be reported on annually and will
require DNOs to provide us with information that will enable us to
check that investment is not outside an appropriate range. This will
enable a direct but proportionat e monitoring of the volume driver use
with Ofgem retaining  an ability to withhold inefficiently incurred
allowances above ex ante allowances that are outside the metric
tolerances.
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1 An overall expenditure cap on secondary reinforcement for each DNO,
which DNOs cannot spend more than, unless the cap is adjusted by

Ofgem.

1 A-review of the LRE UM package in Year 3 of RIIO -ED2 to ensure that
the mechanisms are fit for purpose and being used as intended, and
that the cap is at an appropriate level given changes i n demand.

3.38 We set out below how the responses to our Draft Determinations have
informed our design of the Secondary Reinforcement Volume Driver. Full
details on the design and operation of the Secondary Reinforcement
Volume Driver can be found in our LRE Vo lume Drivers Governance
Document, which will be consulted on in December 2022 and be in
operation for the start of RIIO -ED2.

Transformer and circuit unit rates

3.39 There were limited responses on this particular area, with respondents
generally stressing that they are supportive of the existence of the
volume drivers, but that support naturally relies on fair and accurate unit
rates being established . Please see paragraphs 7.177 -7.202 for detail on
how we considered consultation responses on transformer and circuit
unit rates and reached our Final Determination in this area

3.40 SSEN raised concerns that the unit rates for SSE Hydro (in the north of
Scotland) may be too low, because of the challenging terrain and longer
distances between population centres. We disagree with this concern
because :

1 On primary reinforcement, we divided the £k/MVA unit costs for all
circuit constraint reinforcement by the total length of circuit being
reinforced (total km added from CV1 asset register). We found that
this significantly increased the range of unit costs and the coefficient
of variance. We also  observed that for this sub  -category, SSEH
£k/MVA unit cost did not appear to be the only outlier. We therefore
decided to maintain our position  as it did not improve the
benchmarking.

1 On secondary reinforcement, we disagree with this concern due to a
lack of evidence. SSE Hydro6s wunit costs for transfor me
reinforcement compare favourably to the industry median. In fact,
their unit cost is only higher than the median in one of those Six
categories and does not appear as a clear outlier.

3.41 Following feedback in most DNO responses, we have decided to split out
cable and overhead line (OHL) unit rates for circuits at high and low
voltages, to provide better cost reflectivity in the unit rates.

Scope

3.42 There was general agreement with the scope of t he Secondary
Reinforcement Volume Driver, except in relation to the treatment of
flexibility services. This is covered in paragraphs 3.44 -3.50 below.
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3.43

Otherwise, the main concern with scope was raised by SSEN. It said that

the Secondary Reinforcement Volume Driver should be extended to cover

Fault Level Reinforcement works bu t provided very limited detail or
evidence to support this. We therefore remain of the view that Fault Level
Reinforcement works should not be included within the scope of the

Secondary Reinforcement Volume Driver. We consider that unlike circuits

and tran sformers on the secondary network, there is unlikely to be a need

to rapidly increase investment in Fault Level Reinforcement in a manner

that would require a volume driver, and that the LRE Re -opener in years 2
and 4 of RIIO -ED2 will be sufficient to prov ide any increase in expenditure
required to meet the need for increased investment in this area.

Flexibility services

3.44 Ten responses from a variety of stakeholders raised material concerns
with our Draft Determinations position regarding the procurement of
flexibility services on secondary networks ("secondary flex").
3.45 Nine of these responses argued that by not providing funding for
secondary flex through the volume driver we would significantly weaken
the incentive on DNOs to procure secondary flex, and tha t by relying
solely on ex ante allowances we risked significantly underfunding DNOs
for the costs that DNOs may need to incur in this area during RIIO -ED2.
3.46 ENWL shared concerns that secondary flex may be underfunded, but it
argued that this should be addre ssed through the LRE Re -opener.
3.47 Following this feedback, we considered three broad options for funding
secondary flex. These are set out in the t able below, along with our
views of the benefits and drawbacks of each option.
Table 2: Options for funding secondary flex in RIIO -ED2
Option Benefits Drawbacks
Provides very little incentive
1 - Retain Draft Least potential for for DNOs to procure
Determinations gaming by DNOs of the secondary flex, because the
position and three options. Secondary Reinforcement
allowances reduces overall totex aIIowanges downwards 'f
requested by DNOs spending by offsetting conv_entlonal network bu_lld
for secondary flex need for investment, solutions were not delivered.
only, relyingonthe | penefit will be shared Risks underfunding DNOs if
. . g
TIM to incentivise with consumer though use of secondary flex
Its use. TIM. increases beyond current
expectations during RIIO  -ED2.
2 - Provide an Provides addltlonal_ Difficult to set appropriate
. : secondary flex funding, :
additional u se-it- reducing underfundin level of funding under UIOLI
or-lose-it (UIOLI) risk g 9 that would address
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Option

Benefits

Drawbacks

allowance for
secondary flex.

Will only pay for
tendered flex costs,
removing the risk of
DNOs benefitting from a
high unit rate.

uncertainty but not risk
inefficient procurement of flex

No cost efficiency signal so
could be very high risk of
pump priming and use of
secondary flex where sub -
optimal.

Provides limited incentive for
DNOs to procure secondary
flex, because the  Secondary
Reinforcement Volume Driver
would adjust allowances

downw ards if conventional
network build solutions were

not delivered.

3 - Provide au nit
rate in the volume
driver for
secondary flex,
using the formula
set out below:

Reinforcement
deferred (MVA) *
£/MVA unit cost for
GMT *
WACC"contract
length

Consistent tre atment
with conventional
reinforcement (ie a unit
rate in the volume
driver) , keeping
incentive to use
secondary flex strong.

Formula accounts for
deferral length and NPV,
adding confidence that
flex is only procured
when optimal over
reinforcement.

Diffic ult to calculate value of
deferral, creating a gaming
risk.

Possible that unit rate is
higher than actual cost of
secondary flex.

Doesnét alrtymcal t
principles for use of volume
drivers, ie stable and known
unit cost.

o

3.48 As shown in the table, eac

h of these options carry potential drawbacks.

Given the strength of consultation responses in this area, and the
importance that flexibility markets could play in the long term with
regards to reducing the need to invest in upgrading the network, we
agree that we need to ensure that secondary flex is properly funded. As
such, we further developed our thinking on options 2 and 3, in
conjunction with DNOs at working groups.

3.49

We have decided to pursue Option 3, instead of Option 2, for the reasons
set out below

T We feel it is important to treat secondary flex on the same basis as
conventional reinforcement (ie a unit rate in the volume driver) to

keep the incentive to use secondary flex

as strong as possible . This

incentive would have been weaker under Option 2.

1 Although we have concerns over the potential for perverse incentive
properties for Option 3, ie by DNOs procuring secondary flex when it's
not needed or overstating the deferral value, we feel this risk is
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3.50

Metrics

3.51

3.52

3.53

mitigated because the formula accounts for deferr  al length and NPV,
adding confidence that flex is only procured when optimal over
reinforcement.  In addition, we will require secondary flex to be

procured in accordance with Standard Licence Condition (SLC) 31E,
which require s that flexibility is only use d where economically
advantageous and procurement is transparent and competitive

Finally, with the TIM applying to the unit rate, consumers will share

any cost savings if the actual cost of secondary flex is lower than the

unit rate.

1 Itwould be difficul  tto set an appropriate value under Option 2. Given
the nascent state of the secondary flex market and the uncertainty
regarding how quickly it will grow, Option 2 would risk either setting
an allowance that is too high, artificially pump -priming the marke t, or
too low, leaving DNOs underfunded in this important area.

The secondary reinforcement volume driver (S RVD) is intended to enable
funding of secondary flex over and above the ex ante secondary flex
allowances that have been set for RIIO -ED2. As such, during RIIO -ED2
closeout, we will  undertake a reconciliation of secondary flex spend
across both ex ante allowances and the volume driver. If all ex ante
secondary flex allowances  haven't been used, we will adjust secondary

flex allowances funded through the volume driver down by the total of

the unused ex ante allowance

Responses on this area were limited in detailed comment but were
generally supportive of the metrics an d what we intend for them to
achieve. Responses from the DNOs sought clarity on the detail of how
the performance metrics will operate, which we have provided below,
and further information will be provided in the LRE Volume Driver
Governance Document, whi  ch will be consulted on in December 2022
and be in operation for the start of RIIO -ED2.

The performance metrics described below are designed to protect
customers against unjustified costs arising from sub -optimal investment
in the network. This is achieved by each metric identifying whether DNOs

are exhibiting unexpected behaviour, eg increasing investment when LCT
demand is less than expected, or reinforcing a high proportion of low

utilised assets.

The five metrics that we will use to monitor DNO investment under the
Secondary Reinforcement Volume Drivers are:

1

1 The 'transformer utilisation metric is designed to control against
sub-optimal reinforcement in transformers. The metric checks that
wor ks are occurring within areas®nf
tolerance of 10% of capacity addit.i

19 By this we mean 100% year -ahead forecast utilisation.
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permitted under the metric to account for situat ions where it is
justified, or necessary for safety reasons, to invest in transformers
with a utilisation below 100%.

1 The 'transformer capacity released ratio " checks that transformer
capacity additions  (broken down by PMTs and GMTS) are proportional
to ch anges in LCT demand, by measuring the ratio of net transformer
capacity additions to the increase in peak load capacity for
transformers caused by new LCT demand . Each DNO is compared to
an industry benchmark, which is fixed at the beginning of RIIO -ED2.
A tolerance of 10% above the industry benchmark is permitted

9 The 'circuits length added ratio ' checks that the addition of circuit
length (broken down by OHL and cables) is proportiona te to changes
in LCT demand, by measuring the ratio of additi ons to the increase in
peak load capacity caused by new LCT demand. Each DNO is
compared to an industry benchmark. A tolerance of 10% above the
industry benchmark is permitted, with any deviation above that
meaning that the check will no t be passed.

i The 'peak demand growthand energy growth indices ' measure
the change over time in the peak load and energy volume measured
at the discrete points where LV monitoring equipment has been
installed on the network. The metric monitors whether year on year
growth i s positive, with an error being produced if it is negative. It is
intended to provide visibility of the change in demand on the low
voltage (LV) network as opposed to check whether DNO expenditure
is sub -optimal.

1 The ‘flexibilty  procured transformer utili sation metric ' is

designed to control against sub -optimal procurement of flexibility for

deferring investment in PMTs and GMTs. The metric checks that

flexibility is being procured for PMTs and
utilisation. 2° No tolerance forfle xi bi |l ity procured in 06l owbd

bands will be permitted , because DNOSs should only report flexibility
procured to defer transformer reinforcement.

3.54 DNOs will annually provide information which we will use to track  their
performance against  these metri c¢s. Whil e DNO expenditure is  within ex
ante allowances for secondary reinforcement , the results from the
metrics will not lead to withholding of allowances . If, having exceeded its
ex ante allowance, a DNO does not pass all the metrics, we will initiate a
review of costs, volumes, and additional information submitted by the
DNOs. This review could lead to allowances incurred above the ex ante
allowance being disallowed , on the basis they are inefficient , unless we
see strong justification asto why the expenditure  was required . More

20 By this we mean 100% year -ahead forecast utilisation.
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detail on this process will be contained in
Governance Document.

3.55 We did consider , following feedback from U
consumer group, whether to extend the clawback of allowances under the
Secondary Reinforcement Volume Driver to
our automatic checks to flag unjustified investment under ex ante
allowances as well as over ex ante allowances
concerned that this approach may create a reluctance amongst DNOs to
invest, hindering the long term net zero transition by leaving networks
with significant catching up to do in RIIO -3
flagged in Draft Determination responses may

Cap and Year 3 review

3.56 Paragraphs 3.57 -3.59 are relevant to both

3.57

3.58

3.59

Volume Driver, and the

Methodology Document

the LRE Volume Driver

KPN, the RIIO-ED2 CG and a
all relevant allowances, using

. However, we are

, Which the supply chain
be challenging.

the Secondary Reinforcement

LV Services Volume Driver

Six respondents, including three DNOs, specifically raised concerns with
our proposed volume driver caps, and three respondents, including two
DNOs, supported them.

Those that were opposed to the caps were concerned that they may

prevent necessary investm

ent in the network. We do not agree because ,

taken in combination with the volume driver metrics and the Year 3
review, we are confident that we will have sufficient information and
time to adjust the cap upwards (and indeed downwards) if at that stage,
based on network demand to -date, there is

a clear reason to do so.

Respondents supported the Year 3 review, with DNOs requesting clarity
regarding its scope, which will include, but
restricted to:

1
1
1

will not necessarily be

the efficacy of the unit costs set ou t in the volume drivers

a review of whether the volume driver caps are set at the right level

a review of the flexibility services element of the Secondary

Reinforcement Volume Driver  , including

consideration of the nature of

DNO activity under this part of the volume driver.

consideration of whether the volume driver  metrics are functioning
effectively, ie whether they are identifying unjustified investment and

not incorrectly identifying justified investmen

t

review of the method statements required und er the Secondary

Reinforcement Volume Driver metrics.

an assessment of progress against the expectations of granular

utilisation data to be available for RIIO

LRE Low Voltage Services Volume Driver

-ED3 (or equivalent)

Purpose
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Benefits

Ensure networks have sufficient funding to enable net

zero and protect consumers from paying higher costs

than necessary

Final Determination summary

3.60 The table below provides a summary of our Final Determination position.

Parameter Final Determination Draft Determination
UM type Volume Driver Same as FD
Volume measure £ per asset reinforced. Same as FD

Ex ante allowances will adjust

(up or down) to the sum of the
volume metrics multiplied by

the relevant unit rates.

Unit rates %

LV Service (OHL): £0.35k
LV Service (UG): £1.60k
Cut out (metered): £0.30k
Fuse upgrades: £0.13k

LV Service (OHL): £ 0.47k
LV Service ( UG): £1.42k

Cut out (metered):
£0.25k

Fuse upgrades: not in
Draft Determinations

Controls

An overall cap on how much
expenditure can be incurred
under the volume driver, set
out in each DNOs licence
condition.

A metric to ensure that no
more than 20% of proactive
work undertaken under this
volume driver does not relate
to 'unlooping'. This matches
the policy intent behind
introducing the volume driver.

A review of all the LRE volume
drivers will be undertaken in
September 2025 , or earlier if
determined by the Authority

Same as FD, except no
metric was proposed.

21 These are the industry median unit rates. The unit rates of certain DNOs have been
adjusted to account for the reversal of regional labour and company specific factor

adjustments.
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Parameter Final Determination Draft Determination
TIM application TIM will apply to over or Same as FD
underperformance against unit
costs.
Licence condition Special Condition 3.9 New to FD
Final Determination rationale and Draft Determination responses
3.61 We have decided to introduce the LV Services Volume Driver to fund

work related to  the reinforcement of LV services, in particular the
6unl oopingdéd of the LV service cabl es.

3.62 The overall allowance for LV Services will adjust up or down depending
on the volume of works delivered under this volume driver.

3.63 We have decided to implement a monitoring framework comprised of:

T One metric, which is an addition since our Draft Determinations .This
will be reported on annually and will flag if investment in pro active
non -unlooping related work is outside a tolerable range (described
above) . We will retain  an ability to withhold inefficiently incurred
allowances above ex ante allowances that are outside the metric
tolerance.

1 An overall expenditure cap on LV Servi ces investment for each DNO,
which DNOs cannot spend more than, unless the cap is adjusted.

1 Areview of the LRE UM package in Year 3 of RIIO -ED2, or earlier if
necessary , to ensure that the mechanisms and metrics are fit for
purpose and being used as inten ded, and that the cap is at an
appropriate level given changes in demand.

3.64 Here we describe how the responses to our Draft Determinations have
informed our design of the LV Services Volume Driver . Full details on the

volume driver can be found in our LRE Vo lume Drivers Governance
Document, which will be consulted on in December 2022 and be in
operation for the start of RIIO -ED2.

Unit rates and scope

3.65 Please see paragraphs 7.177 -7.202 for information on how we
considered consultation responses on LV Services unit rates and reached
our Final Determination in this area.

3.66 We proposed to include funding for the replacement of cut outs as part
of our LV Service s Volume Driver at Draft Determinations. Some DNOs
advised us that they might only replace fuses during a service upgrade,

rather than the whole cut out, and requested tha t this activity be

included separately. We have therefore decid
upgradesd as a separate asVoluwmdDriver,ton the LV S
allow for the situation where only the fuse is upgraded. Otherwise the

scope of the volume driver is unchanged from our Draft Determinations.
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No metric was proposed for this area in our Draft Determinations, and no
responses to our Draft Determinations were received which called for a
metric in this area.

However, we have further considered the design of this volume driver
and believe that as set out at Draft Determinations there is a risk that
DNOs could act inefficiently by completing proactive LV service works

that were not required. The policy intent of this volume driver is to

facilitate unl oopings, so we have decided to introduce a metric that will
ensure that a suitable proportion of the proactive work undertaken under
the LV Services Volume Driver relate to unlooping.

The LV Services Unlooping metric is designed to control against sup -
opti mal proactive reinforcement of LV Services assets. The metric checks
that LV Service cables (overhead pole lines and cables), fuse upgrades

and cut outs (metered) are only being proactively reinforced when a

property is unlooped. A tolerance of 20% is perm itted, with any
deviation above that meaning that the check will no t be passed .

DNOs will annually provide information which we will use to track their
performance againstth  is metric. Whil e DNO proactive expenditure is
with in ex ante allowances for LV Ser vices, the results of the metric  will
not lead to withholding of allowances. If, having exceeded its ex ante

allowance for LV Services , a DNO does not pass the metric, we will

initiate a review of costs, volumes, and additional information submitted

by the DNOs. This review could lead to allowances relating to proactive
LV Services activities  incurred above the ex ante allowance being
disallowed , on the basis they are inefficient, unless we see strong

justification asto why the expenditure  was required . More detail on this
process will be contained in the LRE Volume Driver Governance
Document.

Year 3 review

Paragraphs 3.57 -3.59 discuss responses to the volume driver caps and
Year 3 review for  both the Secondary Reinforcement Volume Driver, and
the LV Services Volume Driver.

Net Zero R e-opener

Purpose

34

To introduce an increased level of adaptability into the
RIIO -ED?2 price control by providing a means to amend
the price control in response to changes relating to the
meeting of the net zero carbon targets, which affect the

costs and outpu ts of network licensees.
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Benefits To allow for necessary amendments within the RIIO -ED2
period, as opposed to waiting until the settlement of the

price control

Background

3.72  In our Decarbonisation Action Plan, 22 we said that we would seek to
introduce a syst em-wide Net Zero Re-opener spanning the gas and
electricity sectors . Inthe RIIO ED2  Sector Specific Methodology Decision
(SSMD), we decided t o introduce a Net Zero Re-opener that will facilitate
adjustments to allowances and outputs within RIIO -ED2 to ali gnthe
price control with Net Zero targets.

3.73 In our Draft Determinations, we set out our proposal for the parameters
of a Net Zero Re-opener in RIIO -ED2, after its introduction in the other
sectors in April 2021. This would be used to reflect changes conne cted to
the achievement of net zero carbon targets not otherwise captured by
any other RIIO -ED2 mechanism , especially where those changes are
driven by external factors such as changes in Government policy

Final Determination summary

3.74 The table below provides a summary of our Final Determination position.

Output Parameter Final Determination Draft Determination
UM type Re-opener Same as FD
Re-opener Window Any time during RIIO - Same as FD
ED2
Trigger Authority triggered only Same as FD
Materiality threshold RIIO -ED2 common RIIO -ED2 common
materiality threshold of materiality threshold of
0.5 %. 1%.
Additional requirements n/a n/a
Licence condition Special Condition 3.6, New to FD
Part C
Final Determination rationale and Draft Determination responses

3.75 We have decided that Ofgem should retainthe sole ability to trigger  the
Net Zero Re -opener . This will ensure thatthe  Re-opener is only used
where Ofgem is satisfied that there is a sufficient level of certainty over
the chan ge in question and its impact.

22 hitps://www.ofgem.gov.uk/publications/ofgems -decarbonisation _-action -plan
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3.76  We have kept the materiality threshold for the Net Zero Re -opener
consistent with the common RIIO -ED2 materiality threshold, which has
been reduced in Final Determinations to 0.5%.

3.77 The scope of the Net Zero Re  -opener is uncha nged from our Draft
Determinations.

3.78 Six DNOs and nine industry stakeholders responded. All agreed with
need for Net Zero reopener, however there was consistent concern
regarding the Authority only trigger.

Trigger
3.79  Four out of six DNOs disagreed with the authority only trigger. Reasons
given by DNOs include that DNO's will have a greater insight into events
which will require the Net Zero Re-opener to be triggered ,anda n
Authority only  trigger will  likely cause delay in additional allowance s
needed to deliver justified network capacity requi rements .
3.80 Four industry stakeholders disagree with an authority only trigger, with

suggestions such as DNOs, the Net Zero Advisory Group (NZAG) and
other energy industry bodies having the ability  to trigger the Net Zero
Re-opener.

3.81 We considered responses on which parties should have the ability to
trigger the Net Zero Re-opener and our view remains that we alone
should retain the ability to trigger this mechanism. This is because this
approach will ensure that the Re -opener is only used where:

1 Iltisthe mos tappropriate mechanism to deal with a given change

1 We are satisfied that the impact of the change in question should be
funded via consumer s and otherwise reflected within the price control.

1 We are satisfied that there is a sufficient level of certainty over the
change in question and its impact.

3.82 To make ongoing funding decisions on major strategic investments in a
cohesive way, we are committed to improve coordination with the UK
and devolved gove rnments and other key stakeholders . To do this, we
have established NZAG, alongside other relevant considerations, to help
inform the circumstances where triggering the Net Zero Re-opener may
be necessary. 2 We consider that this will provide the insight n ecessary
for us to know if and when the Net Zero Re -opener should be triggered.
Two stakeholders queried whether the membership of the NZAG could be
expanded. Given the relative infancy of the NZAG, we do not consider it
appropriate to explore that current ly.

Materiality threshold

23 https://www.ofgem.gov.uk/energy -policy -and -regulation/engagement/forums -and -
working -groups/net -zero -advisory -group -nzag
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3.83 Inresponseto our Draft Determinations, all six DNOs agreed with the
need for the Net Zero Re -opener but disagreed with the proposed
Materiality Threshold. DNOs preferred a materiality threshold of 0.5%.

The common RIIO -ED2 mate riality threshold has been reduced from 1%
at Draft Determinations to 0.5% at Final Determinations. Our decision on
the common Materiality Threshold and the reasons behind it are

discussed further in Chapter 6 of the Overview Document.

Scope

3.84 Allsix DNO's agreed with the need for the Net Zero Re -opener, however
views on the scope of there  -opener were mixed.  NPg and NGED
supported a well calibrated scope, avoiding overlap and addressing only
expenditure associated with a change in legislation or policy. ENW L
raised concerns that the scope was too similar to RIIO -GD2/RIIO -ET2,
and that the scope should be reviewed in light of additional UMs in the
ED2 framework that are not in RIIO -GD2/RIIO -ET2.

3.85 Nine industry stakeholders responded generally agreeing with the
proposed scope of the Net Zero Re -opener. One consumer body agreed
that it was sufficient to manage unexpected large -scale net zero changes
affecting DNOs, while one energy industry body stated that they would
prefer a clearer view of how the Sixth Carbon Budget would be met.
Another stakeholder generally supported the scope but questioned how
the NZAG would consider a London specific plan.

3.86 We have decided thatthe scope of the Net Zero Re -opener, when
considered alongside our suite of LRE and legislative UMSs, is suitable for
RIIO -ED2. The Net Zero Re -opener ensures the price control is adaptable
to a wide range of net zero developments, such as changes in national
(eg Sixth Carbon Budget) or local government policy or changes in the
pace or nature of the  connection of new low carbon generation and the
uptake of low carbon technologies.

Innovation

Strategic Innovation Fund (SIF)

Purpose To support network innovation that contributes to the
achievement of net zero, while delivering real net benefits
to netwo rk companies and consumers; and to work with
other public funders of innovation so that activities
appropriately funded by network consumers are

coordinated with activities funded by Government.

Benefits Supports strategic network innovation projects that would

not otherwise be supported by the price control or other
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sources of funding and contributes to the energy system

transition

Background

3.87

In our SSMD?* we decided to introduce the SIF, in line with our decisions
in the other RIIO -2 sectors.

Final D etermination __summary

3.88 The table below provides a summary of our F inal Determination position.
Parameter Final Determination Draft Determination
Value of the | Make available a level of total funding Same as FD

SIF equivalent to that provided via the

RIIO -1 Network Innovation Competition
(NIC), which was  an initial £450m, and
increase this if necessary.

Final Determination R ationale and Draft Determination r _esponses

3.89

3.90

3.91

3.92

3.93

We made an initial  £450m available through the SIF for the RIIO -ET2,
RIIO -GT2, RIIO -GD2 and ESO price controls. We have decided not to
increase the SIF  funding pot atthistimeto reflect DNO participation in
the SIF, but we will keep the funding pot under review during the price
control period.

We received eleven responses to our consulta tion question on the value

of the SIF, ten of which supported our proposal. Only NGE D did not
agree with the proposal, stating that the value should be increased in the
light of the challenges facing the sector in transitioning to a net zero

energy system.

Seve n of the eleven responses received criticised the governance
arrangements for the SIF, as established through the SIF licence

condition and Governance docum ent. 2> Respondents highlighted that the
structure and timings of the SIF may create barriers to small businesses

and universities participating.

We recently made changes to the SIF Governance Document and will
consider whether further changes are needed and ach ievable within
applicable regulatory parameters, ahead of consulting on and directing

any changes at the earliest available opportunity.

We disagree with NGE D's view that the SIF funding provided is too little
to meet the net zero challenge because we can increase the funding
available at a later date if necessary.

24 RIIO -ED2 SSMD Overview Document, Paragraph 4.86 - 4.89 RIIO -ED2 Sector Specific
Methodology Decision | Ofgem

25 Version 2 of the SIF Governance Document
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Network Innovation Allowance (NIA)

Purpose To fund innovation relating to support for consumers in
vulnerable situations and/or the energy system transition.
Benefits The NIA will enable DNOst o take forward innovation

projects that have the potential to address consumer
vulnerability and/or deliver longer T term financial and
environmental benefits for consumers, which DNOs would

not otherwise undertake within the price control.

Final Determinati__on summary

3.94 The table below provides a summary of our Final Determination position.

Parameter

Final Determination

Draft Determination

Provision of NIA funding

£68.4m NIA funding.

£62.4m 25 NIA funding

Reviewing NIA funding
by 2025

By 2025, we will review
whether more NIA
funding is needed.

Same as FD

Flexibility to allocate
funds

DNOs would have a 'use
it or lose it' allowance
defined in £, with
flexibility to allocate
funds across RIIO -ED2,
as long as projects are
registered within the

first three regulatory
years, ie before 1 April
2026. The projects may
be scheduled to start
after this date.

Change: we proposed
that the allowance can

be used flexibly across 5
years, as long as

projects are registered
and start work within

the first three  regulatory
years , ie before 1 April
2026

Final Determination rationale and Draft Determination responses

3.95 We have decided to confirm our approachto setting NIAbut are
providing more NIA funding to two DNOs, increasing NIA overall by £6m.
We will review at the latest by 2025 whether more NIA is required for
the final two regulatory years of RIIO -ED2. However, we have decided to
extend the flexibility for DNOs on when projects funded through NIA
must begin work.

3.96 We received 1 5 responses to our consultati  onon the RIIO -ED2 NIA.

26 In our Draft Determinations publication, this was stated erroneously as £66.9m due to
a transposition error proposBlBNEANO6 s and NGEDO s
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Provision of NIA funding

3.97 Of eight respondents who commented on our methodology to assess
DNOsd® business plan requests and to setting
ED2 CG and a consumer group agreed with our approach.

3.98 ENWL, SPEN, NPg and NGED disagreed with our approach, arguing that
our proposal resulted in lower allowances than they require and had
provided justification for in their business plans.

3.99 We disagree with ENWL and NPg that all DNOs with business plan
submissions of similar qu  ality, regardless of their size, should receive the
same amount of innovation funding. As set out in Draft Determinations,
we don't believe that consumers in smaller DNOSs' licence areas should
be paying substantially more proportionally for innovation than
consumers in larger DNO groups' areas. The evidence shows that in
RIIO -ED1 smaller DNOs who received substantially less NIA than larger
DNO groups were able to run successful innovation programmes which
delivered benefits for consumers. Furthermore, netwo rk companies can
and should cooperate to realise the best innovation projects. Smaller
DNO groups do not need to rely only on their own NIA funds to realise
promising ideas but should be able to benefit from larger DNOs' NIA, if
the industry collaborates a  nd shares learnings.

3.100 We therefore confirm our approach to setting RIIO -ED2 NIA allowances
as set out in Draft Determinations. z

3.101 ENWL and SPEN stated that our approach to setting NIA with reference
to RIIO -ED1 allowances was inconsistent with our SSMD. We disagree
and maintain that our approach is consistent with SSMD because the
allowances are directly informed by our assessment of DNOs'
performance against the five NIA criteria, first set out in our SSMD

1 they have identified areas in which to target NIA funding that are
high -risk and in need of ring  -fenced innovation stimulus

1 they are proposing to undertake other innovation as BAU activities
during RIIO -ED2

1 their proposals incorporate the application of best practices

9 there are clear processes  to rollout proven innovation into BAU and
they are already doing so

27 We calculated DNOs' proposed NIA as an annual figure initially , and then multiplied
this by three to arrive at the RIIO -ED2 allowance. We scored DNOs against five criteria
as setoutin SSMD. DNOs who presented satisfactory evidence again st all five criteria
receive an allowance either based on what they were allowed in RIIO -ED1 or based on
their annual requested RIIO -ED2 allowance , if this was lower. For each criterion not met,
the figure would reduce. Criteria were weighted equally . We f inally assessed whether
DNOs made a strong, evidence  -based case for why they needed to spend more NIA than

in RIIO -EDL1.
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9 there are processes in place to monitor, report and track innovation
spending, submitting evidence that they are already doing so.

3.102 In SSMD we also stated that we d o notintend to raise  the NIA funding
level above RIIO -EDL1 levels without  clear justification from the DNO. In
accordance with SSMD, we assessed the evidence submitted by the three
DNOs who requested an increase to arrive at the allowances proposed at
Draft Determinations.

3.103 Inits Draft Determinations response, ENWL set out that it would be
unable to deliver material portions of its innovation programme with the
significantly reduced proposed RIIO -ED2 NIA, relative to RIIO  -ED1.
ENWL has satisfied us that the NIA proposed at Draft D eterminations
would result in a materially reduced innovation offering both relative to
RIIO -ED1 and its RIIO -ED2 business plan submission. We consider that
this would be detrimental to consumers so have decided to adjust our
approach to benchmarking in EN WL's case and provide it with an annual
figure equivalent to what it had access to in RIIO -ED1 (see ENWL
Annex).

3.104 NGED and NPg in response to our Draft Determinations submitted
additional evidence to challenge our assessment that each had only met
four out of five NIA criteria. We have decided to revise NGED's
assessment on the basis of its submission and are therefore adjusting its
NIA award (see NGED Annex). We have decided to confirm NPg's NIA

award as set out at Draft Determinations (see NPg Annex).
3105 Wedi sagreed with DNOs® responses that their
justified awarding more NIA than was available in RIIO -ED1. ENWL,
SPEN and NPg requested more compared to RIIO -ED1 but did not submit
new evidence as part of their Draft Determination resp onses to justify
why more NIA is needed to meet challenges in RIIO -ED2.
3.106 Thet able below shows the NIA we are awarding to each DNO . Further

detail can be found in the Company Annexes.

Table 3: Network Innovation Allowance Final Determination
DNO NIA funding requested for Final Draft
group RIIO -ED2 (annual equivalent) Determination Determination
ENWL | £25m (£5m) £8.4m £6m
SSEN | £17.5m (£3.5m) £8.4m £8.4m 8
SPEN | £35m (E7m) £11.1m £11.1m
UKPN | £25m (E5m) £15m £15m

28 |n Draft Determinations, this number was stated erroneouslyas £ 9.6 mduetoa

transposition error
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DNO NIA funding requested for Final Draft

group RIIO -ED2 (annual equivalent) Determination Determination
NPg £25m (£5m) £7.5m £7.5m
NGED | £30m (£6m) £18m £14.4m 2°
Total £156.5m £68.4 m £62.4m

Ofgem to review whether more NIA is necessary during ED2

3.107 Ten respondents commented on our proposal to reduce the NIA to an
overall value equivalent to three years of the price control as compared
to RIIO -EDL1 levels, and to later review whether more NIA is necessary in
light of development of the SIF and the wider innovation stimulus
package across all RIIO sectors.

3.108 UKPN,theRIIO -ED2 CGand Citi zenbés Adviedouwere suppol
proposal.

3.109 The other five DNOs, an academic institution and a representative of
third -party innovators argued that providing less NIA than in RIIO -ED1
and reviewing the amount available by 2025 would have detrimental
effects on the pace and ambitio n of innovation activities as well as on the
wider supply chain. Respondents suggested that the uncertainty would
disincentivise long term thinking, to the detriment of small and medium
enterprises and to academic research into electricity network challeng es.
These respondents argued that DNOs would focus on projects with
higher technology readiness level (TRL) at the expense of earlier phase
exploratory research, and that shorter, less effective projects would be
prioritised.

3.110 In a change from the position stated in Draft Determinations, reflecting
the concerns raised regarding flexibility, we have decided that projects
will only need to be registered by the end of Y ear 3, but can start work
later.

3.111 We disagree with the responses claiming that our review wil | be
detrimental. The RIIO  -ED2 NIA can be spent flexibly by DNOs
throughout the price control, as long as projects are registered by 31

March 2026.
3.112 DNOs could plan to spread NIA spend across the entire RIIO -ED2 period,
should they wish to avoid a complete stop to NIA funding, in the event

that the Authority decides not to award additional NIA for the final two

years of RIIO -ED2. Some projects could start in the final two years of

RIIO -ED2 and run until the end of RIIO -ED?2 if necessary. Our proposal

therefor e avoids the detstioménnalt uéet aot funding
respondents claimed we are creating, if DNOs plan accordingly.

2% In Draft Determinations, this num ber was stated erroneously as £ 17.7mdueto a
transposition error.
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3.113 If we decide later that more NIA is necessary, we will amend licences
and the NIA Governance Document to allow later project regi stration.

3.114 We will endeavour to conduct the review of whether more NIA is
required during RIIO  -ED2 early in the price control, and at the latest, by
the end of 2025.

Tracking the benefits of innovation

3.115 In our Draft Determinations, we requested that DNOs pr ovide evidence
to satisfy us that the | nnovation Measurement Framework (IM P,
recently developed by network companies and the Energy Network
Association (ENA), is robustly quantifying the benefits created by
innovation on a consistent basis across DNOs.

3.116 Following our request, DNOs provided us with examples of how they

intend to report the benefits of innovation projects during RIIO -ED2,
using this framework. They also submitted a joint report setting out
opportunities for improvements to the IMF, including the incorporation of

whole system benefits through reporting of Social Return on Investment
(SROI) from innovation projects. On consistency, networks agreed that
standardisation of how benefits are reported would be beneficial but
argued that there are lim its to standardising methodologies and
assumptions that underlie the calculations presented in the reports.

3.117 We consider that further joint work between network companies is
required in this area and that consistency in how benefits are measured
across net work companies and sectors can improve. We plan to work
with network companies on this during RIIO -ED2.

3.118 Furthermore, we will consult on adding arequirementto  NIA governance
for network companies to publish benefit statements including cost -
benefit calcul ations alongside project progress information, to increase
transparency.

Carry -over RIIO -1 Network Innovation Allowance

Purpose To prevent the abrupt ending of some RIIO -1 NIA

projects, and potential reductions in innovation activity.

Benefits To enable project delivery and completion, and resulting
lessons learned to be shared across industry, with

potential consumer  benefits.

Final Determination summary

3.119 The table below provides a summary of our Final Determination position.
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Parameter Final De termination Draft Determination

End date for

Allow companies to carry over any
unspent NIA funds from the final

E%??\:{EE::SS "~ | year of RIIO -ED1 into the first Same as FD.
year of RIIO -ED2.
Final Determination rationale and Draft Determination responses

3.120 We received ten responses that all agreed with our proposal to allow

3.121

DNOs to carry forward  unspent 2022/23 RIIO  -ED1 NIA funds into
2023/24 (the first year of RIIO -ED2).

We have decided to maintain our Draft Determination proposal.

Delivering an environmentally sustainable network

3.122

3.123

3.124

3.125

3.126

3.127
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DNOs have made good progress in RIIO -ED1 in reducing the
environmental impact of network activity. This has been largely achieved
through reputational incentives, in the form of a requirement on DNOs to

publ ish annual reports outlining progress in the reduction of their

Business Carbon Footprint (BCF), the management of leakages of

Sulphur Hexafluoride (SF ) and of oil from fluid filled cables and to record
noise complaints. For some areas, such as SFs, DNOs set company
specific targets for RIIO  -ED1 which are included in annual reporting.

However, at a company level, performance in some areas is mixed and
in multiple areas there have been changes in the reporting or recording
of indicators. This has made it di fficult to assess performance on a
consistent basis both over time and between companies.

Furthermore, while the Losses Discretionary Reward incentivised DNOs
to focus on activities that manage d losses effectively and to try to lower
these as much as possi  ble on their networks , there remain significant
challenges in accurate measurement  and the administrative burden of

this incentive  was not matched by the benefits it has brought

In this section , we outline our RIIO -ED2 approach to  ensuring DNOs take
actions towards delivering an environmentally sustainable network. In

particular to decarbonise their own network, reduce the wider

environmental impact of network activity and support the transition to a
sustainable low carbon energy s ystem.

Ofgem and stakeholders expect DNOs to take appropriate steps to
mitigate their environmental impacts, such as pollution to the local
environment, loss of visual amenity and a reduction in biodiversity.

These also include arrangements which will enco urage DNOs to minimise
their own carbon and greenhouse gas (GHG) emissions such as SFe.
We will drive performance improvements in the se areas by using
reputational incentives where we are confident in the measures of
performance.
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3.128 DNOs should, through a new LO, develop Annual Environment al Reports
(AERSs) detailing their progress in activities outlined in their business
plans and against their targets, using the agreed metrics from their
Environmental Action Plans (EAPS).

3.129 We setout below our Final Determina tions on the environmental
elements of DNOs' RIIO  -ED2 Business Plans. This includes:

1 the AER reputational Output Delivery Incentive ( ODI-R)
common elements of the EAPs

1

1 the Environmental Re -opener

9 visual amenity in designated areas provision
1

the environmen tal financial Output Delivery Incentive (ODI-F), the
AEnvironmental Scorecardo

1 polychlorinated biphenyl (PCB) volume driver

3.130 Our decisions on DNOs' bespoke environmental proposals can be found
in the company -specific annexes.

Annual Environment al Report (ODI  -R)

Purpose To ensure the DNOs are reporting transparently on the
environmental impacts arising from their networks and

demonstrate what they are doing to mitigate these.

Benefits To bring greater awareness on the environmental impacts
that ari se from network activities and increase
transparency on their actions and plans to decarbonise in

line with net zero.

Background

3.131 Inour RIIO -ED2 SSMD, we decided that DNOs should be required
through a reputational ODI to develop and publish an AER detailin g their
progress in activities outlined in their Business Plans and against their
targets, using the agreed metrics from their EAPs.

3.132 Our RIIO -ED2 Draft Determinations set out that an annual report would
drive the DNOs to consistently improve their environ mental performance
throughout RIIO  -ED2 and hold them accountable to their respective EAP
commitments and targets on a yearly basis. We set out that a public
report will increase the transparency of the DNOs ' environmental impact
and enable comparability of performance between DNOs.

3.133 We also considered a review of progress made in the first half of the
RIIO -ED2 price control may be beneficial to consumers as it would
illustrate if DNOs are on track to meet their targets or where
performance might be lacking.
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Final Determination summary

3.134 The table below provides a summary of our Final Determination position.
Output Final Determination Draft
Parameter Determination
ODI Type ODI-R Same as FD
Incentive type Reputational Same as FD
Performance DNOs shall: Same as FD
measure Track, measure and report annually

against targets and activities as set out

in their EAPs using methodologies

approved by Ofgem. This will include key

performance indicators as well as efforts

towards a longer -term plan to net zero

by 2050.

Report on bespoke commitments as it

relates to their EAPSs.

Submit their AER to Ofgem annually as

well as publish on their respective

websites .
Mid - period We will implement a mid -period review Same as FD
review that looks at the performance to date of

all DNOs on a comparative basis where

possible .
Licence condition SpCoa.l New to FD

Final Determination rationale and Draft Determination responses

3.135

3.136

We will introduce the requirement for an AER to help increase the
accountability of the DNOs in relation to their environmental
responsibilities. We consider the annual report to be an effective
safeguard against the risk that a licensee does not deliver on
commitments, as it is a public facing report that will be visible to
stakeholders keen to see progress.

We will further strengthen the AER within RIIO -ED2 by including a mid -

period review . We will continue to work with stakeholders to define what
this looks like in practice. We will further e xplore t he potential for Ofgem
to publish or commission areportduring RIIO -ED2, drawing upon the

AER submissions from the companies and which looks at the

performance of all DNOs  to date on a comparative basis, where possible

Annual Environment al Report (AER)

3.137
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We received 15 responses on the AER. Ten respondents supported our
Draft Determination position, stating that the AER should help ensure
transparent and regular updates on progress in a structured and
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comparable way and would enable stakeholders to be kept informed of
progress and commitments.

3.138 However, five industry stakeholders were concerned with DNOs having
the responsibility to report on their own progress. The NP g CEG stated
thatif the DNOs are required to report their own performance without an
independent assessment and comparative reporting by Ofgem , it would
be unlikely to meet the stated objective to pursue transparent and
robust environmental reporting. The RIIO -ED2 CG suggested a more
appropriate approach would be for Ofgem to publish annual comparative
data, in the form of RAG ratings or league tables, to enhance the impact
of the reputational incentive of the AERSs.

3.139 There were three additional concerns which were raised on the AER
which we will co nsider when developing the environmental reporting
guidance:

1 the need to determine a common report format
9 the difficulty in comparing EAPs across the sector.

 stakeholders such as the DNO CEGs have neither the resources nor
the expertise to provide challen ge on technically complex issues such
as SFe and losses or carry out comparative reporting.

3.140 We disagree that the AER is unlikely to meet the stated objective if DNOs
are left to self -report on their own performance. We are confident the
AER will help to in  crease transparency and awareness of the impact the
DNOs' activities will have on the environment and wider decarbonisation
targets.

3.141 We agree that common formats can lead to increased transparency
across the sector, as well as making it easier for stakeho Iders to
understand the issues and compare DNO performance (where it is
appropriate to do so). We will continue to work with stakeholders
through out the development of the environmental reporting guidance
and template to ensure targets  such as BCF reductio n are clearly set out
in the AERs. DNOs will be required to list all their EAP commitments in
their AER including any relevant bespoke proposals . We aim to consult
on the AER template and reporting guidance in early 2023 so that it can
be implemented inti  me for the start of RIIO  -ED2.

Mid period review

3.142 We received twelve responses on the mid -period review. Six  responses
agree d with the need foramid - period review, with many stakeholders
wanting to hold the companies to account for their environmental
comm itments to provide comparative information and be able to
scrutinis e the evidence provided. ENWL's CEG strongly support ed the use
of amid -termreview and state d thatitwill cover, as a minimum, the full
scope of the EAP that will show customers and stakeholders what
measures and resources will be deployed to mitigate the
underperformance. The RIIO -ED2 CG stated that a mid -period review
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could play a particularly useful role in providing a focus for development
of targets and progress in those areas where DNOs will not have set

targets before the start of the price control , hotably reducing embedded
carbon.

3.143 ENWL disagree d with the need for a mid -period review , stating that they
do not feelamid -period review is necessary as the intent of this review
should be covered by the yearly review. They also said it could be
affected by short -term issues outside their control, such as supply chain
issues seen during the COVID  -19 pandemic or Ukraine conflict.  They
raised concerns regarding  several activities  still being in their infancy and
stated that initial years will be spent increasing understanding and
baselining associated metrics, so a mid -period review may not fully
reflect this.

3.144 NPg do not agree thatamid  -period review on environmental
performance and progress to targets is necessary. They believe annual
reviews are sufficient and the proposal for an ODI -R allows for increased
transparency and awareness of the impact their activit ies have on the
environment and their actions and plans to manage risks, improve
performance and decarbonise.

3.145 NGED advised that in their opinion , the requirement of a mid - period
review would provide no greater detail on performance and progress
against tar gets than what would already be provided for in the AER. They
further stated thati  t was unclear how mid -period targets would be
established as progress against commitments may differ throughout
RIIO -ED2.

3.146 Following consideration of the consultation respons es, w e have decided
toimplementa mid -period review that will give more exposure to the
AER ODI -R performance. A review of the progress made will illustrate if
DNOs are on track to meet their targets or where performance may be
lacking . We will also use this to assess progress made in measuring and
reporting upon  SFs and losses and set out any further changes we think
may be required (this is discussed further in paragraphs 3.160 -3.170).
We believe that the design of such a review can include sufficient
narrative to highlight where external factors may have i mpacted a DNO's
performance and therefore disagree that issues such as COVID -19 are
sufficient reason to not proceed with such a proposal. We note the
concerns raised regarding a lack of resource and expertise by
stakeholders, such as CEGs, to provide chal lenge on technically complex
issues. As part of the mid period review, we will look at the performance
of all DNOs to date on a comparative basis, where possible. We will
continue to  engage with stakeholders on the details of the review

Environmental Acti on Plan commitments and targets

Purpose The purpose of the EAP is to ensure network companies

take responsibility for their impacts on the environment,
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contribute to decarbonising the energy system and

support GBO&6ds environment al objective

Benefits The r eduction of adverse environmental impacts of
operating electrical networks, and protection and
enhancement of the natural environment for existing and

future consumers

Background

3.147 Inour RIIO -ED2 SSMD, we decided to adopt the common environmental
framework , as applied in the RIIO -2 price controls for other sectors. This
required DNOs to outline the activities they will undertake to work
towards the realisation of an environmentally sustainable network in
their RIIO -ED2 Business Plans in the form of an EAP.

3.148 In our RIIO -ED2 Draft Determination s, we proposed to accept the
majority of DNOs ' EAP commitments, subject to certain conditions or
amendments in specific areas. This was because we considered that the
EAP commitments should lead to a significant improvement in the
environmental performance of the distribution networks by the end of
RIIO-ED2.

Final Determination summary

3.149 The table below provides a summary of our Final Determination position.

Output Parameter Final Determination Draft Determination

Business Carbon We accept all the DNOs' We proposed to accept

Footprint (BCF) proposals submitted  through all DNOs proposals
their respective Business subject to further
Plans. information on:

Science based targets

Reducing building
energy usage

EVs and charging
infrastructure

Carbon offsetting or

removal
Sulphur hexafluoride We accept the DNOs' proposals Same as FD except for
(SFs) for activities regarding SFe SSEN's bespoke PCD
without amendment. proposal.

Our decision on SSEN's

bespoke PCD proposal for  SFg
asset replacement is set out in
the SSEN Annex.
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Output Parameter

Final Determination

Draft Determination

Electricity We accept the DNOs' proposals Same as FD

distribution losses without amendment.

Embodied carbon We accept the DNOs' proposals Same as FD
without amendment.

Supply chain We accept the DNOs' proposals Same as FD

management without amendment.

Resource use and We accept the DNOs' proposals Same as FD

waste without amendment.

Biodiversity and/or We accept the proposals Same as FD

natural capital

submitted by ENWL, UKPN,
NGED, and NPg without
amendment.

Our decisions on SPEN's and
SSEN's bespoke outputs are
set out in the respective
Company Annexes.

Fluid -filled cables
(FFC)

We accept the DNOs proposals
for activ ities regarding FFCs
without amendment.

Our decision on SSEN's
bespoke PCD proposal for FFC
asset replacement is set out in

the SSEN Annex.

Same as FD except for
SSEN's bespoke PCD
proposal.

Noise pollution

We accept the DNOs proposals
without amendment.

Same as FD

PCBs

We will implement a common
volume driver to address the
uncertainty around PMTs so
that DNOs can meet their
compliance obligations while
protecting consumers.

Same as FD

Final Determination rationale and Draft Determination re

Sponses

3.150 We have decided to accept all DNO's EAP commitments on BCF, losses,
embodied carbon, supply chain management, resource use and waste,
and noise pollution without amendment. Where DNOs proposed plans for

SFe, biodiversity and/or natural capital, and

FFC in their EAPs, we have

decided to accept these proposals. Where SPEN and SSEN put forward a
bespoke proposal in these areas, these are discussed in the relevant
Company Annexes. Our decision to introduce a volume driver for the

removal of PMTs

in orde r to comply with PCB regulations

paragraphs 3.216 to 3.232 of this document.
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3.151 We received thirteen responses on E AP commitments and targets

3.152 Responses generally agreed with our approach to adopt the common
environmental framework as an effective and transparent way for DNOs
to improve and protect the environme nt. The RIIO-ED2 CG support ed
our position on the EAPs  as they reinforce the challenge of making
sensible comparisons between plans and targets and increas ing standard
expression of targets. However, several concerns were raised by = ENWL's
CEG stating that there has been limited critical challenge across multiple
areas within DNOs ' EAPs with no identification of current or proposed
best practice.

3.153 We remain confident that the EAP commitments should lead to a
significant improvement in the environmental performance of the
distribution networks ~ and the AER will allow us to track DNO's
performance against their commitment S.

3.154 Although there was general agreement with the adoption of the common
environmental framework, nine responses had concerns with our position
on specific commitments within the EAPs. We have provided more detalil
on these below and included the rationale for our decisions.

Business Carbon Footprint (BCF)

3.155 As per our Draft Determination position, we have decided to accept the
science -based targets presented by NPg, SSEN, SPEN and NGED to
reduce their scope 1 and 2 emissions, as they are, in our view, robust
and validated by the science  -based target (SBT) initiative. Prior to the
submission of the RIIO  -ED2 Business Plan, UKPN had its SBT of below 2
degrees validated by the SBT  , however it has not provided any further
evidence to validate their commitment of a 1.5 degree pathway. ENWL
submitted its SBT application for validation by the SBT i, committing to
the 1.5 degree pathway . Thi s validation is due to start on 16 January
2023 and will take at least 30 days to complete. This application was
delayed due to the SBT not accepting new applications for part of 2022.

3.156 Interms of reducing emissions from building energy use, we proposed at
Draft Determinations  to approve the ex ante funding requests for

renewable generation at DNO sites provided the companies submit ted
evidence that they satisfy the requirements set forth in SLC 43B

(Prohibition of Generation) and the supporting guidance do cument. 3 We
have received adequate information from all DNOs except for UKPN who

did not comment on this point. However, on balance, as energy used to
control the building environment in substations contributes to overall
emissions, we have decided to approve all proposals for substation and
building refurbishment aimed at reducin g energy consumption. We
remind all licensees though that they must adhere to the requirements
set in the licence

30 Prohibition on Generating Guidance (POGG): decision | Ofgem
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With regards to the reduction of emissions from operational and business
transport , as per our Draft Determination position, we accept the EA P
commitments for fleet replacement activities made by ENWL, NPg, SSEN,
SPEN and UKPN. We have set out our decision for NGED's bespoke PCD

in its company -specific annex.

In respect to carbon offsetting or removal , SPEN, UKPN and NGED all
provided the requi red information thatwas requested at Draft
Determinations . We therefore accept their proposals. ENWL and NPg will
not use carbon offsetting to achieve their targets in the 2023 -28 period .
We have set our decision for SSEN's proposed bespoke PCD for nature -
based carbon removal in its company - specific annex.

In terms of reducing emissions from temporary generation, we have
decided to accept, without amendment, the DNOs commitments to
reduce the environmental impact and carbon emissions associated with
their mobile generator fleet as it will reduce noise, greenhouse gas
emissions, and contribute to their commitment to net zero. In addition,
replacing generators with low carbon fuel alternatives will have reduced
running costs compared to diesel generators.

Sulphur Hexafluoride ( SFe)

3.160

3.161

3.162
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We have accepted all DNOs' proposals on SFs, but we expect DNOs to
implement our recommendations set out in paragraphs 3.162 and 3.163 .
We received six responses in relation to SFs. NGED stated in its

consultation response that it agreed with our Draft Determination

position on SFes but recommendedt hat a collaborative common
methodology on  SFs reporting should be established to ensure
comparability and transparency amongst all DNOs. One industry
stakeholder raised concerns that a failure by Ofgem to properly
incentivise the network companies to plan long -term, including active
engagement with the supply chain, will only increase costs for future
consumers when environmental regulations require phase -out and
ultimately prohibit use of SFs equipment. A further response from an
industry stakeholder recom mended that SFs targets and baselines are
standardised to identify and incentivise best practice, compare

proposals, and facilitate reporting. They further suggest that SFs be
subject to a financial incentive regime to encourage appropriate

behaviours.

We are satisfied that by setting their respective targets and

implementing strategies to achieve these, DNOs will make a positive
contribution to the reduction of SFs leakage rates in RIIO  -ED2. In our
view, this would lead to a reduction in SFes emissions w hich is in the
interest of current and future consumers. However, we have further
considered the feedback on sufficiently incentivising the DNOs to do

more. We encourage all network companies to propose a methodology
for measuring and reporting the invento ry and leakage of SFs on their
networks, with a view to potentially incentivising its removal in the
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future price controls or sooner . We think that the AER would appear to
be the logical place to report this information but acknowledge that any
methodology may take some time to develop. DNOs should therefore
consider what can be reported from 1 April 2023, but also consider how

this can evolve over time to enhance visibility of this issue. While not
introducing any further licence conditions on DNOs in this area at this
stage, we will keep this under review if we consider that a more explicit
obligation is required.

3.163 We have decided not to financially incentivise the removal of SFe without

a better understanding of the extent of SFs on the DNOSs' networks, and
due to concerns we have with like -for - like replacements. We consider
that it is neither economic nor efficient if DNOs simply replace SFe-
contanimated assets on a like  -for -like basis, especially as  these may
need to be replaced before the end of theirass et life should legislation
around the removal of ~ SFe be introduced in the future. DNOs have

committed to exploring SFs alternatives and procuring non - SFs emitting

alternatives where commercially available. All DNOs have committed to
working with suppliers and manufacturers to develop and deploy
alternativesto  SFs where possible. We note that commercial SFs
alternatives are available at higher voltages but there are differing levels

of readiness at lower voltages. We encourage DNOs to continue their

collab orative work on the development of alternative approaches to

replace SFs assets with alternative equipment that is free of greenhouse
gases and environmentally sustainable. This includes reporting on

progress in terms of removing SFs inventory and reducing leakage as
described above.

Electricity distribution losses

3.164 As per our Draft Determination position, we have decided to accept all
DNOs' proposals on  electricity distribution losses. All DNOs indicated in

their losses strategy that despite efforts to redu ce losses, total losses on

their networks are expected to increase during RIIO -ED2, primarily due
to the growth in distributed generation. However, we still aim to target

losses in an effective way to make a positive contribution to an efficient

level of d istribution losses, especially at a time when there is a rise in

energy bills and the cost - of-living crisis that consumers are currently
experiencing.

3.165 We received six responses on network | osses as part of our consultation
response. Three industry stakeholders raised concerns with our Draft

Determination position with one stating that DNOs are not empower e
challenge d sufficiently through financial incentives or in the face of a
tougher regulatory regime to take stronger action to reduc e losses.

3.166 A second industry stakeholder  stated that relying on reputational
regulation for this key area fails to give appropriate weight within

Of gemds principal objective to the
consumers and future consumers, incl uding their interest in the
reduction of greenhouse gas emissions. The response also states that
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the lack of any financial incentive in this area represents a backward

step comparedto  RIIO -ED1 at a time when more focus is needed on the
issue. They continu e by saying that with distribution losses at 7% and
projected to rise over RIIO  -ED2, this represents significant additional
network and generation capacity needed on the system to meet net

zero.

3.167 SSEN's CEG voiced concern s about the apparently very low leve | of
spend on addressing losses and that in part this was because some of
the spend was included where investment was primarily driven by other
factors . They highlighted the  importance of much clearer reporting of
losses and the impacts of different action s that companies are taking.

3.168 We disagree with the suggestion to introduce a financial incentive on
losses. W e decided to remove the Losses Discretionary Reward for RIIO
ED2 in Annex 1 paragraph 9.88 of our SSMD as we considered effective
losses management  would be more appropriately driven by embedding
the management of losses within the overarching environment al
framework .

3.169 We acknowledge that this is a complex area with strong stakeholder
support for action.  Losses cannot be fully eradicated from the net work
and it is therefore very difficult to set an accurate baseline to implement
a financial incentive. Measuring losses realistically without intervention is
an extremely difficult task . Whilst we agree that any reduction in energy
wasted will have positi  ve economic and environmental benefits, it would
be hugely expensive to mitigate the losses that DNOs are in direct
control of. We note that losses are transient in nature which limits our
ability to predict where and when losses occur at present. We recog nise
in our F inal Determination s that licensees have proposed investments to
minimise losses where practicable and we have determined these works
to be justified.  However, as we move to a scenario with more flexible
resources connecting to the network, losses are likely to increase as a
by -product. We think  though that this is offset by the benefits flexible
resources provide in  deferr ing traditional  reinforcement.

3.170 We expect DNOs to act and continue to improve upon their distribution
Losses Strategies to increase transparency to stakeholders on their
direct actions to manage distribution losses. We therefore:

1 Encourage DNOsto share best practice across the DNOs to establish
and develop an improved framework for assessing and reporting
losses during RIIO  -ED2

1 Encourage DNOs to consider losses when replacing assets (ie with the
use of low loss equipment for example or considering larger cables
where the incremental cost is small relative to the long term saving in
losses).

Embodied carbon
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3.171 We received three consultation responses on embodied carbon, all in

agreement that this is an essential step for DNOs to manage their

emissions. As we have not identified any reason to depart from our Draft
Determination position we have decided to accept, without amendment,

the DNOs' commitments to baseline, measure and report on embodied

carbon of new projects. Physical infrastructure assets are a significant

source of the UKs ' carbon emissions and if the UK is to achieve its net

zero ambition, it is critical that the carbon lifecycle of infrastructure

assets, including construction, maintenance, decommissioning and

disposal, is significantly decarbonised. We welcome ENWL 's and NPg's
proposals to establish baseline for embodied carbon in the first year of

RIIO -ED2 and encourage all DNOs to collaborate and share best practice
across the sector when measuring embodied carbon.

Supply chain management

3.172 We received three  consultation responses on supply chain management.

While they agreed with our approach, one industry stakeholder

recommend ed that best practice is identified by Ofgem to ensure that all

DNOs are brought up to the highest standards in this field .We haveno t
identified any reason to depart from our Draft Determination position

and therefore have decided to accept, without amendment, the DNOs'

proposals on supply chain management. While we do not consider it
appropriate to apply a uniform approach in this are a, the DNOs should
ensure they are transparently reporting on actions taken and how they
benefit the consumer.

Sustainable resource use and waste

3.173 We received three consultation responses on resource use and waste.

NGED and SSEN agreed with our approach and one industry stakeholder
raised concerns that the DNOs had differing targets and deadlines . They
recommend that it would be better to have comparable proposals and to

set target s using those proposals which represent best practice to bring

all DNOs up to the highest standard. = We have decided to accept, without

amendment, the EAP commitments made by the DNOs. However, while
we agree that there are different targets for DNOs, we believe that all of
these activities should reduce the environmental impact of n etwork

company activities at minimal additional cost to consumers.

Biodiversity and/or natural capital

3.174 We received four consultation responses in relation to biodiversity and/or
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natural capital. One industry stakeholder recognise s that biodiversity
efforts by companies will be different in their respective areas due to
geographical and environmental differences . They stated they would

encourage Ofgem to ensure that the learnings from these consumer -
funded activities are communicate d widely to ensure that DNOs and
other bodies can benefit from this information and make relevant

changes. NGED agreed with our consultation position but stated a

common methodology should be established to ensure comparability and
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transparency. W e have no tidentified any reason to depart from our

Draft Determination position and have decided to accept the DNOs '
proposals submitted by ENWL, UKPN, NGED, and NPg without
amendment as there is strong evidence that stakeholders and consumers
strongly support the  se. Our decisions on SPEN's and SSEN's bespoke
outputs are set out in the respective Company Annexes.

Fluid filled cables (FFC)

3.175 As part of the consultation responses, all DNOs provided a leakage
reduction target (in both percentage and litres) and the numb er of km of
cable expected to be replaced during RIIO -ED2. We remain supportive of
DNOs reducing leakage from FFCs where there is clear value for money
and environmental benefits. Following detailed analysis of the
information provided to us as part of the consultation response, we have
decided to accept the DNOSs' proposals for activities regarding FFCs. Our
decision on SSEN's bespoke PCD proposal for FFC asset replacement is
setoutinthe company -specific Annex .

Noise Pollution

3.176 We received three consultat  ion responses in relation to noise pollution,

all in agreement with our Draft Determination position. W e have
therefore not identified any reason to depart from our Draft
Determination position and have decided to accept the DNOs ' proposals

without amendme  nt.
Polychlorinated Biphenyls

3.177 We received seven consultation responses in relation to the PCB volume
driver, all in support of using a common approach to address the
uncertainty in the volume of PCB contaminated PMTs on the network.
Consistent with our Dra  ft Determination position, we have decided to
implement a common volume driver to address the uncertainty around
PMTs so that DNOs can meet their compliance obligations while
protecting consumers. For further details on the PCB volume driver, see
paragraph s 3.220 to 3.232 .

Environmental Re -opener

Purpose To accommodate environmental legislative changes within
period that require a material change in the approach to
DNOs & EAPs.

Benefits To ensure the environmental framework retains flexibility
to respond to legislative changes to support the timely

compliance of the electricity distribution sector.
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Background
3.178

RIIO -ED2 Final Determinations Core

In our RIIO -ED2 SSMD we decided to introduce a re

Methodology Document

-opener to ensure

the framework retains flexibility to respond to legislative change, such as

changes regarding the use of SF

6 In switchgear. The Environmen

tal Re -

opener is intended to cater for distinct changes in environment
legislation that require DNOs to take specific material action to ensure
compliance. This is in addition to the Net Zero Re

on net zero developments such as chang

3.179

to initiate the

Our Draft Determinations proposed that
Environmental Re

-opener because we consider

-opener, which focusses
es in Government policy.

we should have the sole ability

ed that

additional flexibility may be required to decide when a significant issue
needs to be address ed.

Final Determination summary

3.180 The table below provides a summary of our Final Determination position.

Output Parameter

Final Determination

Draft Determination

January 2027

UM type Re-opener Same as FD

Re-opener Window January 2024 Any time during RIIO -
January 2025 ED2.
January 2026

Trigger

DNO trigger only.

Authority trigger only.

Materiality threshold

Zero materiality threshold

RIIO -ED2 common
materiality threshold
of 19%.

Scope

The scope of the reopener has
been updated to  be used
where the licensee has
incurred or expects to incur
costs caused by new or
amended legislative
requirements that relate to the
Il icenseeds i mpact
environment that are
contained within or could have
been contained within the

l i cen&lPebs

Updated at FDs

The scope of the
Environmental Re -
opener captures
changes to legislation
which impact the
baseline expectations
undertaken by DNOs
as part of their EAPs.

Licence condition

Special Condition 3.2, Part E

N/A
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Final Determination rationale and Draft Determination responses

3.181 In a change from our Draft Determination position, we have decided that
the DNOs should have the sole ability to trigger the Environmental Re-
opener by applying to the Authority during the annual re -opener window

3.182 In terms of the materiality threshold, w e have decided to change from a
common materiality threshold that was set at 1% at Draft Determination
and move to a zero materiality threshold

3.183 We have decided to adjust the scope of the Environmental Re -opener to
include circumstances where the DNO has incurred or expects to incur
costs caused by new or amended legislative requirements that relate to
the DNO's impact on the environment that are contained within or could
have been contained within its EAP.

3.184 We rece ived 13 responses to our consultation on the Environmental Re -
opener . Four industry stakeholders  agreed with the proposed approach
to all aspects of there  -opener. All six DNOs agreed with the need for an
Environmental Re -opener but strongly disagree  d with our proposals on
certain aspects of it. A small number of industry stakeholder s had mixed
views believing that DNOs should have the ability to trigger the Re-
opener and a right to appeal if one is not granted.

Trigger

3.185 Inrespo nseto our Draft Determinations, all six DNOs disagreed  with the
Authority -only trigger. DNOs  felt that only they would be able to assess
this impact to the required level of detail to determine if a re -opener will
need to be triggered. ENWL stated that as DNOs regularly work with the
Environment Agency and other enforcement bodies , they will almost
always be aware of such new changes before Ofgem is. NPg propose d
that Ofgem consider that the trigger mechanism is extended from
Authority triggered onl  y to DN O and Authority t riggered. Th ey stated this

is to account for any materi al changes that
specific region or changes the DNOs consider to be material and
significant.

3.186 Having considered the consultation responses, we have decided to
remove the Authority trigger and provide DNOs with the sole ability to
trigger the Environmental Re -opener. We believe this approach is most
prudentas we agree DNOs are be tter positioned to carry out impact
assessments to the required level of detail to de termine if the  re-opener
will need to be triggered. We will assess and approve application s if we
are satisfied that there is a sufficient level of certainty over the request
and the required level of information has been provided on the impact
the activity will have on the decarbonisation of the networks as well as
the impact of DNOhdendranmeantyvi ti es

Re-opener window

3.187 We did not receive any feedback from the consultation responses on the
re-opener window. However, we have decided to change our Draft
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Determination position by applying an annual interval in which

applications can be submitted. This will enable expectations to be
managed as well as reduc ing administrative bu rdens for both Ofgem and
the Licensee.

Materiality Threshold

3.188

3.189

Scope

3.190

3.191

3.192
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In terms of the materiality threshold, the RIIO -ED2 CG stated they
supported the design of the environment re -opener including the
materiality threshold. Four DNOs disagreed with the materiality threshold
with ENWL claiming that mandated compliance related activities should

have a zero -materiality threshold , in line with the equivalent

arrangements for Cyber and Physical Site Security. NGED specified that
the materiality threshold of 1% above base revenue post the application
of the TIM is a variation from the materiality threshold level of 0.5% post

TIM for the GD&T price control. SPEN believe that the materiality

threshold should be removed from the environment reopener in line with
other complia nce related reopeners . SSEN state that Ofgem should

revise the materiality threshold to ensure that this reopener is able to

respond to any developments in RIIO -ED2.

Following consideration of the consultation responses, we have decided

to move to azero materiality threshold for the Environmental Re-opener .
This aligns with other compliance  -based UMs where revenues required to
fund these activities are associated with a change to legislation or

compliance -based circumstances . We do, however, require that ¢ osts
being sought cannot and have not already been addressed in ex ante

allowances and do not fall within the scope of any other UM.

We received three responses from industry stakeholders who agreed

with our position on the scope of the Environmental Re-opener, with one
respondent claiming it would provide an opportunity for DNOs to receive
additional funding for policy -driven environmental impact changes
Furthermore, the RIIO  -ED2 CG stated they supported the proposed

design of the Environment al Re-opener, including its broad scope.

We received four responses from DNOs in relation to the scope of the re -

opener. NPG agreed with the scope of the Environmental Re-opener and
would emphasise that it should only be instigated to accommodat e
legislative changes that require a material change in their EAP .

ENWL disagreed with our proposal and claimed this re-opener should
cover changes to enforcement practices, removal of derogations, and

changes which are imposed by other external bodies. They state thatt he
requirement to remove PCB contaminated equipment, and the possible

introduction ofa  change to SFe legislation are just two examples that

have reiterated the need for such are -opener, neither of which are new
legislation. ENWL further st ate thatif the re -opener was limited to only
consider EAPs, it would preclude any new requirement that is not already

in place and therefore not in the current scope of the EAP. For example,
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there were concerns that if there were a ban on the use of creos ote on
wood poles in the way there has been for PCBs in transformers, then this
would be a brand new activity that is outside of the current EAP scope.

3.193 SPEN state that changesrelat ing to EAPs is too narrow for the scope of
the re -opener as new requirement s may be unrelated to current EAP
commitments.  They further advise that as the content of each EAP is
DNO specific, the current proposal would mean that the eligibility to use
this reopener would vary across DNOs, even when they are required to
comply with  the same legislation. NGED state that environmental and
biodiversity legislation is changing and evolving rapidly and by
broadening the scope of the re-opener to incorporate legislative changes
in all areas of baseline requirements allows DNOs to address changes in
environmental legislation that would require specific material action to
ensure compliance.

3.194 We have decided to amend the wording of the scope to better capture
the areas that the companies could request funding for. T he
Environmental Re-opener may be used where the DNO has incurred or
expects to incur costs caused by new or amended legislative
requirements that relate to the licensee's impact on the environment
that are contained within or could have been contained within its EAP .
We do not agree that the scope needs to cover changes to enforcement
practices or removal of derogations as these are not sufficiently clear
and would widen the scope much more than its intended use.

Visual Amenity

Purpose To fund projects that mitigate the impact of existing
infrastructure on visual amenity in National Parks, Areas

of Outstanding Natural Beauty and National Scenic Areas.

Benefits To protect the quality of visual amenity in National Parks,
Areas of Outstand ing Natural Beauty and National Scenic

Areas for the enjoyment of current and future consumers.

Background

3.195 The RIIO -ED1 visual amenity scheme allows for the undergrounding of
existing overhead lines in Areas of Outstanding Natural Beauty (AONBS)
and Nation al Parks (NPs). The primary objective is the protection of
visual amenity in line with specific statutory requirements.

3.196 In our SSMD we decided to retain the undergrounding scheme and
maintain the RIIO  -ED1 methodology for calculating the funding pot.
Regar ding the Willingness -to-Pay (WTP) value used to set the funding
pot, we decided to uplift the WTP value to consider inflation to £3.14 per
customer over RIIO  -ED2. We also decided to allow DNOs to spend up to
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10% of their allowance on undergrounding overhea d lines that are
located outside the boundaries of designated areas.

3.197 Our Draft Determinations proposed to set the cap at £46.8m following
the WTP value and using updated customer numbers and adjusted for a
5-year price control. Due to the inclusion of Visu al Amenity in both our
totex and disaggregated assessments and our method of disaggregating
allowances, this number was lower than that produced by the visual
amenity disaggregated model but is in line with the costs DNOs
submitted in their business plans.

Final Determination summary

3.198 The table below provides a summary of our Final Determination position.

Output Parameter Final Determination Draft Determination
UM type UIOLI Same as FD

Value of UIOLI Total value of the funding pot Same as FD
allowance is £68. Omin 2020 -21 prices.

To retain methodology from
RIIO -EDL1 for calculating the
funding pot for RIIO  -ED2
through a UIOLI and allow for
no ex ante funding for RIIO -
ED2 projects.

Licence condition SpC 3.4 N/A
Final Determination rationale and Dra ft Determination responses
3.199 Our Final Determination position is to maintain our Draft Determination

position for visual amenity. Five stakeholders provided feedback on our
Draft Determination position.

3.200 These stakeholders were  pleased we have uplifted the WTP value to
consider inflation  and glad that we continue to allow DNOs to spend up
to 10% of their allowance on undergrounding OHLSs located outside the
boundaries of designated areas

3.201 However, they did not support our decision on the size of th e allowance
stating that there was limited justification due to the WTP data being
derived from a methodology that already includes a n umber of measures
to avoid overstating the amount people are prepared to pay for visual
amenity improvements . They also state additi  onal reasons to keep the
allowance at its current level such as maintaining momentum, increased
demand for the allowance, supporting post -Covid green recovery and
increasing resilience.

3.202 We set out the rationale for maintaining the RIIO -ED1 methodology for
calculating the funding pot for RIIO -ED in our Annex 1, paragraph 9.73
of our RIIO -ED2 SSMD. We considered Willingness to Accept (WTA) as
an alternative to the WTP methodology but ruled this out as it may suffer
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from an upward bias  where people are asked to state the amount of
compensation they would require to accept permanent loss of visual
amenity without considering who bears the direct financial consequence
of any such compensation . Mindful of the increasing pressures on
household budgets, we maintain that the value of the expenditure cap
for mitigation projects should be informed by the ability and inclination

of customers to pay. We have not seen evidence that convinces us of a
more appropriate alternative at this time.

One non -DNO respondent request  ed clarity that these funds can be used
for project development and delivery costs, including survey work to

assess the impact of lines and inform the priority of projects taken

forward .

We will set the UIOLI cap at £68. Om following the WTP value and usin
updated customer numbers and adjusted for a 5 -year price control. We
calculate individual DNO allowances by dividing the total pot between

DNOs first by number of customers and second by the length of lines to

be undergrounded in each licensed region. Th e undergrounding
allowance for each DNO is the average of these two values. Our Visual
Amenity allowance does not include ongoing efficiency given the cost

activity is subject to UIOLI funding.

We agree that an increase in the number and size of designated

landscapes during RIIO  -ED1, while building upon the progress already
made, could lead to an increase in the demand for this allowance in

RIIO -ED2. Our Final Determinations are an increase from the £47m
proposed at Draft Determinations and 28% more than th e £53m
submitted by DNOs in their business plans. We consider that this is
consistent with our expectations that DNOs adapt to the increased risks

from climate change, minimise the impact their activities have on the
environment, while also recognising the likely increased demand for the
allowance.

Individual DNO allowances are listed in the table below. The change in
modelled costs from Draft Determinations is as a result of a change in

our method of disaggregating allowances, not due to any amendment to

the calculation of the funding pot. For information on the disaggregation

of allowances, please see Chapter 7.

Table 4: Visual Amenity modelled costs (Em, 2020/21 prices)

DNO RIIO -ED2 DD modelled FD modelled Difference Difference
submitted
£m £m £m £m %

ENWL 6 5 7 0 5%

NPgN 5 4 5 0 0%

NPgY 5 5 5 0 -10%
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DNO RIIO -ED2 DD modelled FD modelled Difference Difference
submitted

WMID 2 2 5 3 127%
EMID 1 1 3 2 136%
SWALES |1 1 2 1 126%
SWEST 2 2 5 3 114%
LPN - - - 0 0%
SPN 7 7 8 1 10%
EPN 7 6 7 0 4%
SPD 2 2 3 1 40%
SPMW 3 3 4 1 36%
SSEH 4 3 4 1 13%
SSES 7 6 11 4 51%
Total 53 47 68 15 28%

Environmental Financial Incentive (ODI -F)

Background

3.207 In our SSMD, we decided to develop a financial incentive for areas of the
EAP which were controllable and measurable and where there is
sufficient data to enable robust targets to be set. This was to take the

shape of an Environmental Scorecard, as included in RIIO

3.208 In our Draft Determinations
Scorecard for RIIO
the AER , was a better means of encouraging

-ED2 as we considered that

action in RIIO -ED2.

Final Determination summary

3.209 The table below provides

-ET2.

, We proposed to withdraw the Environmental
a reputational incentive,
environmental ambition and

a summary of our Final Determination position.

incentivise improvements in environmental
impacts through the Annual Environmental
Report (AER ) and a mid -period review.

Output Final Determination Draft
Parameter Determination
Financial ODI Withdraw the Environmental Scorecard and Same as FD

Final Determination rationale and Draft Determination responses

3.210 In line with our Draft Determination position, we have decided to

withdraw the Environmental Scorecard for RIIO
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mid - period review, i s best positioned to support greater environmental
ambition and action in RIIO -ED2.

3.211 We received ten responsesto our Draft Determination proposal on the
Environmental Scorecard (ODI -F), six in agreement and four who
disagreed with our proposals. The RIIO -ED2 CG support the decision to
withdraw the balanced scorecard for RIIO -ED2, given the concerns about
relatively small materiality, perverse incentives and risk of undue reward
or penalty . Similarly, ENWL agree with the proposal to withdraw the
Environment al Scorecard and its associated ODI -F for RIIO -EDZ2, stating
that some of the potential items for inclusion will be in their infancy in
terms of reporting metrics

3.212 SSEN state that the removal of the Env  ironmental O DI -F erodes
environmental incentives as the ODI -F has not been replaced with
additional incentives.  UKPN state that they are disappointed with
Ofgem's reversal from its SSMD position of the introduction of an
environmental scorecard with financial incentives. An industry
stakeholde r was of the view that reputational incentives are weaker than
financial incentives and removing this leaves environment as the one key
output area of the Business Plan which is not subject to financial

incentivisation . Two additional responses express a s imilar concern that
this undermines environment as a critical area of focus and is counter
intuitive to Ofgemds public commitments to d

3.213 Having considered the consultation responses, we have decided to
withdraw the Environmental S corecard. This is in the best interest of
consumers as the EAP areas considered for inclusion in the scorecard
carry a small materiality meaning that a reward or penalty are not
proportionate to drive performance over and above the ODI -R.We
believe thatt he obligations under the AER are the appropriate driver for
activities to reduce the environmental impacts arising from the networks
as well as to deliver on wider decarbonisation objectives. The AER will
encourage transparent reporting of activities to ho ld DNOs to account
while also supporting enhanced data quality, information -sharing, and
comparability.  Further details on the AER can be found earlier in this
section.

3.214 We disagree that reputational incentives are weaker than financial
incentives in all c  ases. While there is an obvious difference in terms of
financial impact, we think that the reputational impact of failing to act
amongst a DNO's stakeholders is sufficient to compel them to act. This is
particularly so in high - profile areas such as environ ment. We do think
that there may be scope for strengthening them further though. To help
achieve this, we set out proposals earlier for a "mid -period review". We
will develop this ahead of the start of RIIO -ED2, but we think this (in the
form of an Ofgem -led report or something similar) can help draw further
attention to this area, identify best practice and hold DNOs to account for
their commitments.

64



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

3.215 Finally, we note that the additional reasons as such set out in paragraph
3.153 of the RIIO -ED2 Draft Deter mination s Core Methodology
Document are still relevant to our final decision. Ensuring that DNOs
decarbonise their own networks and mitigate the wider environmental
impact of network activity continues to be a priority for Ofgem and to
ensure that DNOs del iver against these key objectives, we will pursue
transparent and robust environmental reporting.

Polychlorinated biphenyl (PCB) volume driver

Purpose To provide flexibility to accommodate uncertain volumes
of replacements  of PMTs, associated poles and  pole -
mounted switchgear  so that DNOs can meet their

compliance obligations under the PCB Regulations.

Benefits To provide flexible funding for DNOs to replace PMT
replacements, associated poles and pole -mounted
switchgear in response to uncertainty while p rotecting

consumer interests.

Background

3.216 DNOs must comply with the PCB Regulations. 31 As such, DNOs may have
transformers on their network that contain PCBs until the end of 31
December 2025 and must then remove any transformer from service as
soon as poss ible, ifitis confirmed or can be reasonably assumed that
the volume of PCBs surpasses specified thresholds. This applies both to
GMTs and PMTSs.

3.217 There is considerable uncertainty over the volumes of PMTs which need
replacing, predominantly due to the lack of visibility into PCB cross -
contamination in transformers manufactured and installed prior to 1987.

As such, the DNOs utilised a statistical mod  elling approach to
demonstrate the PMTs statistically likely to be contaminated with PCBs

3.218 At Draft Determinations we proposed to implement a volume driver for
PMTs which are confirmed to be or are statistically likely to be PCB
contaminated. Presently, G MTs can be tested for PCB concentration
levels and, where possible, be decontaminated so that they can remain
in service until the ir end of life.

31 In the case of England a  nd Wales, the Environmental Protection (Disposal of
Polychlorinated Biphenyls and other Dangerous Substances) (England and Wales)
Regulations 2000, and any amendment to it. In the case of Scotland, the Environmental
Protection (Disposal of  Polychlorinated Biphenyls and other Dangerous Substances)
(Scotland) Regulations 2000, and any amendment to it.
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Final Determination summary

3.219 The table below provides a summary of our Final Determination position.

Output Final Determination Draft Determination

Parameter

UM type Volume Driver Same as FD

Scope We will implement a Updated at FD
VOILIJme drlvi:r :co fu;ﬁ;he We proposed to seta  volume
:eplacemezt ° iated driver to fund the replacement
%Fl)easCZn de osk’eassr‘rc:gli?e q of PCB -contaminated pole
POt P -mou mounted transformers (PMTSs).
switchgear .

Methodology The volume driver will We propose d to include a
run for the duration of sunset clause where the
the RIIO -ED2. volume driver is no longer in

effect afte r 31/12/2025.
Unit cost The volume driver will be We proposed to calculate

based on a single unit
cost for all DNOs.

licensee specific unit costs for
PMTs and to include tiered
unit rates to accommodate
upsizing, where appropriate
and justified.

Licence condition

Special Condition 3.5

New to FD

Final Determination r

ationale and Draft Determination responses

3.220 In a change from our Draft Determination position,
the scope of this volume driver should extend to
-mounted switchgear. In addition,

re placements such as poles and pole
the instances where the forecast load growth exceeds the capacity for a

PMT replacement, then it

GMT.

3.221 Due to the degree of uncertainty

include associated asset

may be necessary to replace a PMT with a

around the testing of PMTs for PCB

contamination, w e have decided to remove the sunset clause that was

proposed at Draft Determination
the duration of RIIO

3.222 Following further analysis and consideration, we have decid
the volume driver on a single unit cost for all DNOs
expert view of replacement of 6.6/11kV PMTs

3.223 We received eight responses on
stakeholders tended to agree with our proposal for addressing PMTs
five support ing the approach proposed in
Determination

Scope
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-ED2.

s and allow th e mechanism to run for

ed to base
in line with our

the PCB volume driver. Overall,

our RIIO -ED2 Draft

and three strongly disagree ing.

we have decided that

with
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3.224 SPEN challenged the replacement of PMTs only as in some cases the

3.225

replacement of a PMT will require the replacement of the associated High
Voltage ( HV) pole or protection upgrades . They stated thata s these
assets are replaced consequentially to the PMT, a volume driver should

also include provision for associated asset upgrades . Iltwas also raised,
thati n some cases, DNOs may be required to replace a PMT with a GMT

if the forecast load growth exceeds the capacity that can be supplied by

a PMT.

Although this mechanism is for the replacement of PMTs that are

statistically likely to contai n PCBs, we agree that, where appropriate and
justified, there may be a need for additional assets to be replaced

because of the PMT being replaced. We have decided that the volume

driver should cover PCB Interventions that relate to any work undertaken
by the licensee on pole -mounted transformers, associated poles and

pole - mounted switchgear to comply with PCB Regulations and such work

that may involve the installation of a ground -mounted transformer in
circumstances where the forecast load growth exceeds t he capacity that
can be supplied by a pole  -mounted transformer . We request that PCB
Interventions are also reported through the annual regulatory reporting
pack.

Methodology

3.226

3.227

3.228
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We received three consultation responses dis agree ing with the need for a
sunset cl ause. NPg advised thiswas due to global uncertainties on
equipment provision and possible future changesin the interpretation of
the requirement by the Environment Agency. SPEN highlighted their
concern s about the level of uncertainty  due to the ongoing replacement
and disposal testing of PMTs that will take place throughout RIIO -ED2.
ENWL stated that Ofgem setting the sunset clause overlaps with the

legislation which comes from DEFRA and is enforced by the EA . They
argued that this would cause extra regulatory complexity due to

overlapping .

After further consideration, we have decided to remove the sunset clause
and allow this mechanism to run for the duration of RIIO -ED2.

The ENA statistical model of PCB contamination is informed by the

ongoi ng replacement and disposal testing of PMTSs. Due to the sheer
volume of PMTs that are potentially contaminated with PCBs (ie,

approximately 36,8 30 identified across GB), the a  ssets identified for
replacement are therefore likely  to be refined throughout the RIIO -ED2
period . PMTs can only be tested for PCB contamination  after the asset
has been removed from the network which means a PMT that is deemed

to be statistically negative in the modelling tool may turn out to be

contaminated when it is removed fromt he network and tested. There is
therefore a degree of uncertainty around the testing of PMTs SO we
consider it is appropriate for the PCB volume driver to run throughout

the entire ED2 price control.
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3.229 We do, however, note that the 31 December 2025 deadline , as described

in the PCB Regulations 2000 as amended, is in keeping with international
obligations on PCB removal. DNOs are legally bound to comply with this
deadline . We thus urge DNOs to continue testing their PMTs for PCBs and
remove their contaminated equipment from the network. Finally, we

expect that any uncertainties or change in the guidance and

interpretation of the requirements will be dealt with by the relevant
environmental authorities.

Unit Cost

3.230

3.231

3.232

68

SPEN support licensee -specific unit costs for PM  Ts and t he inclusion of
tiered unit rates to accommodate upsizing, where appropriate and

justified. They advise this is critical to avoid customers paying twice for

early asset upgrades on the journey to net zero and to ensure DNOs are
sufficiently funded  to deliver the required works within their areas. NP g
asked us to consider the possibility of upsizing transformers if the DNOs
provide sufficient evidence to justify the incremental costs to consumers

as this would reduce network losses and enable low -cost capacity for the
net zero transition.

Following detailed analysis of DNOs' unit costs, we have decided to use a
single unit rate. We believe this to be in the best longer -term interest of
consumers, when considering wider decarbonisation objectives. We have
decided that this should be set at £4k/unit in line with our modelled

RIIO -ED2 expert asset replacement unit cost for 6.6/11kV PMTs. We

consider that the unit cost of PMT replacements should be consistent

across the RIIO -ED2 package to drive the most efficient behaviour. We
will review the unit cost of PMT ratings before 2025.

We have decided not to include tiered unit rates. Having analysed the

data provided by DNOs, we do not consider the range of unit costs

across different PMT rating s to be sufficiently material to merit a tiered
approach. While associated asset replacements are now in the scope of

the volume driver, from the data provided by DNOs on these assets we

do not consider that the unit rates of such assets should be signific antly
higher than that for PMT replacement.
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4. Supporting a smarter, more flexible, digitally enabled
energy system

Section summary

In this chapter we set out our decisions that will support the transitionto  a
smarter, more flexible and digitally enabled | ocal energy system . These include
new LOs, an ODI, and other arrangements for Data and Digitalisation and the

regulation of Distribution System Operat ion (DSO) functions

We also set out our decisions and new arrangements that will enable changes to
roles and responsibilities, if required, and drive and enable Smart Optimisation

4.1 A smarter, more flexible and digitally enabled local energy system will
require more active management of the flows of energy across the
networks. The interconnected nature of the electricity networks , and the
wide variety of resources that are now connected at different voltage
levels , requires DNOs to maximise efficiencies across the whole energy
system. New technologies and resources can help to smooth out peaks
and minimise the  need for investment in traditional network
infrastructure. All of this will require better and more easily accessible
data than is currently available.

4.2 We have decided toi ntroduce the new arrangements that are set out in
this chapter to enable the transi tion to a smarter, more flexible and
digitally enabled local energy system . Smart Optimisation , as set out in
Chapter 7 of the Overview Document, will be delivered by investment sin
network monitoring, Data and Digitalisation processes and new DSO
functionalities. Through the installation of physical monitoring and
advanced analytics, DNOs will acquire a fuller understanding of their LV
network s and be subject to an incentive on the speed and penetration of
this rollout.

4.3 Our d ecisions in this chapter cover five strands of activity:

 We have decidedto introduce a LO to consult stakeholders and
publish Digitalisation Strategy and Action Plans , and comply with Data
Best Practice , as well as a Digitalisation re -opener to increase
adaptability relating to Data and Digitalisation roles and
responsibilities

1 We have decidedtoi ntroduce a DSO incentive to drive DNOs to more
efficiently develop and use their network, taking into account flexible
alternatives to network reinforcement

1 We recognise there is scope for DSO roles to evolve , and there are
open questions about enduring institutional arrangements, and as
such we have decided to implement a DSO re -opener to reassign
costs and outputs if need  ed within the RIIO  -ED2 period

I We have introduced a new LO, the Smart Optimisation Output (S00),
which requires DNOs to deliver a forward -looking system visualisation
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platform that will enable more effective collaboration with local and
regional stakeholder s and support whole system and net zero
planning; across the power, heat and transport sectors. 3

1 Arrangements to ensure that DNOs take into account impacts across
the whole system in the operation of distribution networks.

Figure 4. An overview of Chapter 4

A smarter, more flexible, digitally enabled energy system

Requiring Digitalisation Strategies and Action Plans, complying
Data and digitalisation with Data Best Practice guidance, and including a re-opener to
account for future policy developments.

Setting clear expectations for DSO functions and incentivising

Regulating DSO functions i
DNOs to improve performance.

Changing roles and Strategic review of existing DSO governance arrangements, with
responsibilities enablers for future change embedded in RIIO-ED2.

A new LO requiring DNOs to deliver a System Visualisation
Smart Optimisation Output Platform that will enable more effective collaboration with
local stakeholders to support whole system and net zero planning

Incentives, obligations, innovation support and a mechanism to
transfer revenues between network companies to enable
coordination and maximise benefits across the whole energy

A whole system approach

system.
Data and Digitalisation
Digitalisation Licence Obligation
Purpose This LO imposes a requirement for DNOs to consult

stakeholders and publish Digitalisation Strategy and

Action Plans, and to comply with Data Best Practice.

Bene fits Enhanced transparency to stakeholders, and the ability
for stakeholders to influence DNO plans. Increased
consistency between DNOs with regards to data sharing

and utilisation.

32 Previously named Whole System Planning Licence Obligation in our Draft
Determinations
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Background

4.4 All DNOs are currently voluntarily adopting the Digitalisation LO that
applies to transmission, gas distribution, and ESO companies regulated by
the RIIO -2 price controls. This LO requires DNOs to produce Digitalisation
Strategies and Action Plans (DSAPs) and operate using Data Best Practice
(DBP) principles. There ar e two guidance documents associated with the
RIIO -2 price controls that outline how to produce DSAPs and how to
comply with DBP 33,

4.5 In our Draft Determinations, we proposed to apply the cross -sector policy
position we adopted for the other sectors' RIIO -2 price controls.

Final Determination summary

4.6 The table below provides a summary of our Final Determination position.

Parameter Final Determination Draft Determination

LO Implement the Digitalisation Licence Same as FD
Obligation, with consultation on the
relevant guidance documents in
February 2023.

Final Determination rationale and Draft Determination responses

Digitalisation LO
4.7 We have decided to implement the Digitalisation LO into the Electricity

Distribution Licence, as set out in Draft De terminations. We have decided
to consult on the wording of the DSAP Guidance and DBP Guidance
documents before the start of the price control. We have decided not to
align publications between the other RIIO -2 sectors and RIIO  -ED2

companies, as proposed at Draft Determinations.

4.8 We received 11 responses , related to the implementation of the
Digitalisation LO. All respondents agreed that the Digitalisation LO is
necessary and should be included in the electricity distribution licences.

4.9 Three respondents sugge  sted that Ofgem should consult on the proposed
wording of the DSAP Guidance and DBP Guidance documents before the
start of the price control to ensure they are fit for purpose.

4.10 At Draft Determinations, we proposed to update these guidance
documents to poin ttowards the RIIO -ED2 price control. This requires
Ofgem to hold a public consultation on the proposed changes to the
guidance documents. We intend to use this consultation to assess whether
the wording of the guidance documents continues to be fit for pu rpose.
This consultation will be held before the start of the RIIO -ED2 price
control, in February 2023.

33 https://www.ofgem.gov.uk/publications/decision -data - best - practice -quidance -and -
digitalisation -strategy -and -action -plan - quidance
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411 Alongside development of this price control, we have been undertaking a
review of the DBP Guidance document. In September 2022, we published
a Call for Input regarding DBP guidance  34. We will utilise the findings from
this Call for Input to assist us in making our consultation proposals for
changes to the DBP Guidance document.

4,12 Most respondents also agreed with our Draft Determinations position that
there is the need for staggered publications of DSAPs between the other
RIIO -2 sectors and RIIO  -ED2 companies. SPEN noted that it would be
more convenient to align publications for companies that held both
electricity transmission and electricity distribution | icences. We have
decided not to align publications between the other RIIO -2 sectors and
RIIO -ED2 companies, as set out at Draft Determinations. We are
cognisant of the edge cases where companies hold both electricity
transmission and electricity distributi on licences . H owever, we consider it
more appropriate to have all electricity transmission companies publish
their DSAPs at the same time, and all electricity distribution companies
publish their DSAPs at the same time.

4.13 Ourdecisionisto introduce the Digitalisation LO, and to hold a
consultation on the proposed wording of the DBP Guidance and DSAP
Guidance documents before the start of the price control.

Digitalisation Re -opener
Purpose This Digitalisation Re -opener ena bles DNOs ' to apply for
additional funding where a change in their roles and

responsibilities requires the  m to establish new or

improved digital services.

Benefits An increased level of adaptability in RIIO -ED2 by
providing a means to amend the price contr ol in response
to changes relating to Data and Digitalisation roles and

responsibilities.

Background

4.14 Digitalisation is a fast -moving policy area. This requires government and
Ofgem to act flexibly in their policy development, potentially resulting in
the n eed for companies to provide additional digital products or services,
or to enhance their existing services. We consider it likely that policy
development around smart devices, the functions of an FSO, and the
retendering of the smart metering system among st other policy areas, will
create the need for additional digital products or services from the DNOs.

34 https://www.ofgem.gov.uk/publications/call -input -data -best - practice
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4.15

These uncertainties led us to propose the Digitalisation Re-openerin our
Draft Determinations.

In our Draft Determinations, we proposed to introduce the Digitalisation
Re-opener with a materiality threshold of 1%, a single -window company
trigger in 2026, and the ability for the Authority to trigger the re -opener
at any time.

Final Determination summary

4,16 The table below provides a summary of our Final Deter mination position.
Output Parameter Final Determination Draft Determination
UM type Re-opener Same as FD
Re-opener Window January 2026 Same as FD
Trigger Licensee and authority Same as FD

triggered
Materiality threshold RIIO -ED2 common materiality RIIO -ED2 common
threshold of 0.5%. materiality threshold
of 1%.
Licence condition Special Condition 3.2, Part | Same as FD

Final Determination _ rationale and Draft Determination responses

4,17 Ourdecisionisto introduce the Digitalisation Re -opener, which is both
Authority and company triggered, and has a materiality threshold of
0.5%. The Authority may trigger the re -opener at any time during the
price control, whereas the company may only trigger the re -openerin a
single window in January 2026.

4.18 We received 10 responses related to our proposal to introduce a
Digitalisation Re -opener. All respondents agreed that a re -opener in the
digitalisation policy area was necessary due to the pace of change
experienced in the secto  r over the previous five years.

4.19 Some respondents noted concerns with the proposed 1% materiality
threshold across several different re -openers. Our decision is to change
the Digitalisation Re -opener materiality threshold to 0.5% from 1%, in
line with our ¢ hange to the RIIO -ED2 common parameters for re -openers.

4.20 Some respondents noted that policy relating to the Energy Digitalisation
Taskforce recommendations % and other possible policy developments,
may take place well in advance of the 2026 re -opener window . These
respondents suggested implementing a multi -window re -opener rather
than a single -window re -opener. Our decision is to have a single -window
re-opener because we consider that the Authority's ability to trigger the

35 https://es.catapult.org.uk/news/energy -digitalisation -taskforce -publishes -

recommendations _-for -a-digitalised -net -zero -energy -system/
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re-opener at any time during the pr ice control gives sufficient flexibility for
us to utilise the re  -opener earlier than the 2026 window if necessary.

IT/OT/Data and Digitalisation Cost Taxonomy

Purpose This aims to introduce an agreed independent framework

to monitor IT/OT/Data and Digitalisation spend on DSAP

investment projects.

Benefits The implementation of a taxonomy would i ncrease

transparency in IT spend and comparability between

DNOs and cross sector organisations.

Background

4.21

4.22

4.23

During our assessment of the DNOs' business plans , we noted that it was
a challenge for the DNOs to separate IT/OT spend from Data and

Digitalisation spend. This challenge was similarly encountered by the ESO

in its RIIO -2 Business Plan 1 process .

The ESO, for its second business plan cycle submission , is required to
submit information to the Authority on IT investments in accordance with
Ofgem guidance *'. This guidance requires the ESO to comply with the
Technology Business Management (TBM) taxonomy % We see an
opportunity to utilise the TBM taxonomy to classify IT spend by the
Electricity Distribution companies.

At Draft Determinations we proposed that the DNOs adopt the TBM
taxonomy when describing their IT, OT, and Data and Digitalisation spend.

Final Determination summary

4.24  The table below provides a summary of our Final Determination position.
Parameter Final Determination Draft Determination
ODI-R DNOs, and all cross -sector network Same as FD

companies, to adopt the TBM taxonomy
when describing their IT, OT, and Data
and Digitalisation spend

We will establ ish a cross -sector project
team to determine the optimal
implementation of the TBM taxonomy,

36 https://www.nationalgrideso.com/docu ment/215876/download

37 https://www.ofgem.gov.uk/sites/default/files/2021 -
11/ESO%20Business%20P1an%201T%20Investment%20Plan%?2 OGuidance.pdf

38 The TBM Council publish the TBM taxonomy. At the time of writing, version 4.0 is the
latest version of the TBM taxonomy: https://www.tbmcouncil.org/learn -tbm/tbm -
taxonomy/
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Parameter Final Determination Draft Determination

to be used for RIG s, RRP, re -opener
submissions, and future business plan
submissions.

Final Determination rationale and Draft Determination responses

4.25

4.26

4.27

4.28

Our decision is for the DNOs, and all cross -sector network companies, to
adopt the TBM taxonomy  when describing their IT, OT, and Data and
Digitalisation spend . We will establish a cross  -sector project team to
determine the optimal implementation of the TBM taxonomy, to be used

for annual Regulatory Instructions and Guidance (RIGs) and RRPs, re -
opener submissions, and future business plan submissions.

We received nine responses on our proposal to enhance the reporting

framewo rk associated with IT spend and DSAP investment proposals.

These responses were broadly supportive of our intent to enhance the

reporting framework. Some respondents questioned the use of the TBM
taxonomy due to this not being an open standard, and all DNO s wanted
the opportunity to help shape the implementation of a reporting

framework to ensure the framework is used effectively across their

organisation.

Whilst we note that the TBM taxonomy is not an open standard, we have
decided that it is the most appr opriate choice of reporting framework for
our needs. We are unaware of an open standard that would be more

suitable, and no further options were identified by respondents. We also
consider that there is merit in having consistency in the reporting
framewor k between all network companies. Our decision is to make the
adoption of the TBM taxonomy a cross -sector position, not just limited to
DNOs.

We consider it appropriate to work with DNOs to design an optimal
implementation of the TBM taxonomy. We also consi der it appropriate to
consider implementation of the TBM taxonomy across all network

operators. Our decision is to establish a project team, utilising expertise

from across the network sectors to work with us to determine the

implementation of the TBM taxo nomy. This project team will utilise the

ESO IT investment guidance as a reference point 39 The project output will
be a guidance document setting out how network operators should utilise

TBM for RIGs and RRP processes, re  -opener submissions, and future

bu siness plan submissions.

39 https://www.ofgem.gov.uk/publications/decision -it-guidance -eso-business -plan -

guidance
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Modernisation of the Regulatory Reporting Process

Purpose To leverage DNO investments in IT, OT, Data and
Digitalisation to design a new cost - effective regulatory

reporting process between DNOs and Ofgem.

Benefits Reduces the regul atory reporting burden of the
submission process. Provides Ofgem with information in a
timely manner and in a stable format with which to make

regulatory decisions.

Background

4.29 The regulatory reporting process is a legacy of an era where simple data
sharing utilising Microsoft Excel templates was sufficient. As network price
controls have become more complex, the associated regulatory reporting
information has become more complex. This requires a modernisation of
the existing form of submissions, to continue to provide an effective way
of reporting.

4.30 During RIIO -ED2, DNOs will develop enhanced digital tools and
capabilities that allow them to share information with the Authority in a
more appropriate format. Ofgem, through our Data and Digital Strategic
Chang e program should have the necessary digital capabilities to
implement these changes .

4.31 At Draft Determinations, we proposed to run a project to determine the
scope of a modern regulatory reporting process, with implementation of a
new methodology inyeart  hree of the RIIO -ED2 price control.

Final Determination summary

4.32 The table below provides a summary of our Final Determination position.

Parameter Final Determination Draft Determination

ODI-R Run a multi -stage project to develop a Same as FD
modern regulatory reporting process,
with discovery phase finishing by the
start of the price control and full
implementation of the new
methodology during  Year 3.

Final Determination rationale and Draft D etermination responses

4.33 Our decision is to proceed with the modernisation of regulatory reporting,
by running a multi - stage project to determine a new regulatory reporting

40 https://www.ofgem.gov.uk/publications/202223 -ofgem -forward -work -
programme#data%20and%20digitalisation

76


https://www.ofgem.gov.uk/publications/202223-ofgem-forward-work-programme#data%20and%20digitalisation
https://www.ofgem.gov.uk/publications/202223-ofgem-forward-work-programme#data%20and%20digitalisation

Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

methodology that utilises the newly developed digital capabilities of
Ofgem and all ¢ ross -sector network companies.

4.34 We received nine responses on our proposal to develop a modernised
regulatory reporting methodology for all network operators. These
responses were broadly supportive of our intent to modernise the
regulatory reporting method ology, including all DNOs echoing Ofgem's
aim to improve the effectiveness of the regulatory reporting process.

4.35 Some DNOs raised concerns over the proposed implementation timeline
and the specifics of their required contribution. We have subsequently
engag ed with the DNOs, through the ENA's Data and Digitalisation
Steering Group (DDSG), and established a cross -licence project team to
deliver a discovery phase project to modernise the regulatory reporting
methodology.

4.36 We have decided that this project will a dopt an agile process, and we will
complete a discovery phase as defined by Government Agile Service
manual and utilised in the Strategic Innovation Fund 41 In the discovery
phase we will determine if:

T therebds a vi wecbuldblckethat i worlld make it easier for
users and improve regulatory reporting ; and

1 proposed improvements are cost effective

4.37 This discovery phase project will develop a project initiation document, for
an Alpha phase. This project initiation document will set out a plan to
deliver a new regulatory reporting methodology for network licensees to
use when submitting regulatory reporting information to the Authority.
The Alpha phase will prototype the proposed services identified by the
discovery phase, and the project initi ation document will set out costs,
timelines and budgets for this work.

4.38 The discovery phase will take the form of a number of workshops to
assess key elements of the project initiation document, before full drafting
of the document takes place. The results of the discovery phase and the
project initiation document for the alpha phase will then be presented to
the ENA6s DDSG, and Ofgem for approval

Regulating Distribution System Operation functions

41 How the alpha phase works - Service Manual - GOV.UK (www.gov.uk)
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DSO strategies and baseline expectations

Purpose To ensure that DNOs provide the appropriate DSO
functions and services to customers in RIIO -ED2.
Benefits Avoided or deferred network reinforcement resulting in

lower bills for customers.

Final Determination

4.39 The table below provides a summary of our Final D etermination  position.
Output Final Determination Draft Determination
Parameter
Ex ante We have decided to  accept the majority Same as FD
funding for of the DNOs6 DSO stra
DSO without amendment, except for
activities investments where we have found a

weak justification in the associated
Engineering Justification Paper ( EJP).

Final Determination r __ationale and Draft Determination responses

4.40 We have decided to implement our Draft Determination proposal to acce
the majority of the DNOs' DSO strategy proposals without amendment.
We received four responses on this area .

4.41 One stakeholder raised concerns on the level of scrutiny that was applied
to the DSO strategies , requesting that Ofgem provide further detail on its
rationale for funding these.

4.42 We assessed each DSO strategy as part of Stage 1 of the Business Plan
Incentive ( BPI) (see Chapter 9 in the Overview Document) and against
the 23 baseline expectations for DSO on a fails / meets / exceeds basis.

In the round, w e concluded that each DSO strategy had put forward a
sufficient set of proposals to address the DSO transition issues prevalent
in the DNO's region in RIIO  -ED2. Where we continued to have concerns
with the EJP for major DSO related investme nts, we have decided to
implement bespoke outputs to provide greater control within the price

control period (see Chapter 2 in the company specific annexes).

4.43 Concerns were also expressed by a number of stakeholders around our
proposal to allow companies to pursue different approaches to DSO within
RIIO -ED2, including:

42 RIIO -ED2 Business Plan Guidance, Appendix 4 RIIO -ED2 Business Plan Guidance |
Ofgem
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1 Arrisk that there will be regional variation in DSO functions and
services , and potentially differing levels of ambition , across the
licence areas .

1 Alack of standardisation may lead to uncoor dinated DSO activities
and operational inefficiencies as network users have to interact with
six different sets of processes and systems.

1 One stakeholder also pointed to the need to ensure DSO investments
are separable fromthe r est of a DNOiashedvantoést at e
greater DNO/DSO separation.

4.44  While we recognise the benefits that greater standardisation could bring,
we are also mindful that there is value in giving DNOs the space to
innovate and tailor their approach es to reflect the DSO transition issue S
prevalent in their region  s. We are confident that our regulatory and
incentive framework will instil a level of consistency and ambition as all
DNOs will be held to account for delivery against the same set of baseline
expectations for DSO. This incentiv e will help to ensure that comparable
consumer outcomes are realised in each licence area, even if approaches
may differ, and companies will receive feedback from stakeholders and
the performance panel on best practice that in turn could lead to greater
standardisation.

4.45 We are also aware that the DNOs will be making substantial IT
investments in RIIO  -ED2. | tis important to ensure these investments are
future -proofed and do not become a barrier in the event of any future
decision on greater separation of DS O functions from the DNOs. We have
been clear in our baseline expectations for DSO that, for example,
capabilities in network operations must not be hard coded to the DNO ,
and instead developed so that they can be cost effectively assigned to

another party in the future if this is needed. 43
DSO incentive (ODI -F)
Purpose To drive DNOs to more efficiently develop and use their

network, taking into account flexible alternatives to

network reinforcement

Benefits Avoided or deferred network reinforcement result ing in

lower bills for customers.

Background

4.46 In our SSMD and Draft Determinations, we set out our proposal to
introduce a new financial DSO incentive . We considered that this would be

43 RIIO -ED2 Business Plan Guidance, Appendix 4 RIIO -ED2 Business Plan Guidance |
Ofgem
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based on an ex post review ofaDNOOGs del itsv@SO nctivitiés in line
with three evaluation criteria (stakeholder survey, performance panel
assessment and outturn performance metrics).
Final Determination summary
4.47 The table below provides a summary of our Final Determination  position.
Parameter Final Determination Draft Determination
ODl type Financial Same as FD
Financial Ex post review of DNOs ' delivery of Same as FD
incentive their DSO activities through three
framework evaluation criteria
Incentive Year1l: + 0.32 %/ - 0.16% of Return +/ - 0.2% of RORE per
value on Regulatory Equity ( RoRE)* year
Years2-5: + 0.4%/ - 0.2% of RoRE
per year
Incentive Stakeholder survey: 40% Stakeholder survey:
weighting s 40%

Performance panel assessment: 40%

Outturn performance metrics: 20%
(excluding year 1) *

Performance panel
assessment: 40%

Outturn performance
metrics: 20%

requirements

Annual DSO performance panel
assessment report

Outturn performance metrics

Regularly reported evidence (RRE)

Frequency of | Annual Same as FD
assessment
Reporting Annual stakeholder survey Same as FD

Evaluation
criteria

The reward/penalty for each

evaluation criterion is calculated
individually:
1 Stakeholder survey:

stakeholder satisfaction is
measured against a common
ex ante target

Same as FD

4 In year 1 of RIIO

-ED2, the DSO incentive value will be + 0.32% /

- 0.16% of RORE as

the incentive value that is apportioned to the outturn performance metrics will be set at

zZero.

4 Inyear 1 of RIIO
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Parameter Final Determination Draft Determination

1 Performance panel
assessment: a performance
panel undertakes an evaluative
assessment of company
performance

1 Outturn performance
metrics: outturn performa nce
is measured against ex ante
company specific targets

Final Determination r __ationale and Draft Determination responses

4.48 We have decided to implement our proposal for a new financial DSO
incentive , but with a revised incentive value of +04% [/ - 0.2% of RORE
per year . We have also decided to implement the outturn performance
metrics on a trial basis in Year 1 of RIIO -ED2, before applying financial
reward/penalty to performance from Year 2 onwards subject to company
specific targets being set. We received 27 responses on this area.

Financial incentive framework

4.49 The vast majority of respondents agreed with our proposal to introduce a
new financial DSO incentive , recognising that it should drive greater
ambition and delivery of the DSO transition. There was also strong
support for using three evaluation criteria as part of the assessment, with
respondents often citing the relative novelty of DSO as motivation for
drawing on different sources of evidence.

450 The RIIO-ED2 CG proposed thatthe TIM could apply only to LRE if it was
demonstrated that a flexibility solution had been used . However, we had
concerns that this complex approach would create a perverse incentive to
deliver ex ante LRE volumes when the need does not materialise, and that
it would also fail to drive improvements against other key outcomes for
DSO beyond flexibility procurement.

451 We have decided to implement a financial DSO incentive  that is comprised
of three evaluation criteria - stakeholder survey, performance panel
assess ment and outturn performance metrics - as we proposed in our
Draft Determinations. We maintain our view that the design strikes the
right balance between mechanistic and evaluative means of assessment,
while recognising the challenges associated with limit ed historical data on
DSO performance.

Incentive value

4.52 Some respondents (including UKPN, NGED and seven other stakeholders )
argued the incentive value was insufficient to drive the DSO transition at
the required pace. Stakeholders proposed alternative ince ntive values
ranging from +/ - 1% of RoRE, +/ - 2% of RoRE and +0.7 / -0.2 % of
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RoRE. However, other stakeholders thought the incentive value we
proposed wa s appropriate . NPg argued that it should be reduced .

453 UKPN proposed that Ofgem consider a " zero suminc entive po t". In this
scenario, the total incentive value would be fixed, eg at £50m. DNOs
would then be ranked, based on performance against the evaluation
criteria, with the top 3 ranking DNOs sharing in a reward of £50m and the
bottom 3 in a penalty of £ 50m. UKPN argued that this would enable a
higher upside for the incentive, which would drive greater improvement.
However, we had concerns that under such a mechanism a DNO could
earnareward ifit failed to meet our baseline expectations for DSO but
was deemed to have performed relatively well in comparison with the rest
of the DNOs . In addition, it would create added complexity in ensuring the
cost to customers was distributed fairly across GB and could reduce
collaboration between DNOs on issues that cu t across regional boundaries.

454 Having considered the consultation responses in detail, we have decided
to implement an  incentive value of + 0.4 % / - 0.2% of RORE per year.
We believe this is better aligned with the substantial customer benefits
that DSO ca n unlock, which include the use of flexibility as a lower cost
alternative to reinforcement and reduced costs for connecting distributed
generation. We also consider that a relatively stronger upside will
motivate outperformance and mitigate the risk that the DNOs do not
stretch themselves in this more novel area due to loss aversion bias.

Incentive weightings

4,55 All the DNOs, and some other respondents, argued that greater weight
should be placed on the outturn performance metrics, with proposals
ranging from 30% to 60% . These stakeholders thought that this would
sharpen the incentive and drive greater improvement in outcomes for
customers than more qualitative measures of assessment. However, a
number of other stakeholders supported the weight ing s that were s et out
in our Draft Determinations.

456 We have decided to implement the incentive weightings that we proposed
in our Draft Determinations. We do not believe that it would be
appropriate to apportion a greater share of the incentive value to the
outturn perfor mance metrics. Their scope is narrower and the challenges
associated with setting ambitious targets for areas with limited historical
performance data engender greater risk for consumers. We consider this

risk to be more acute in the case of specific metri cs than, for example, a
stakeholder satisfaction survey that provides a more holistic measure of
performance.

Frequency of assessment and reporting

4,57 Stakeholders generally agreed with our proposals for annual reporting and
assessment under the DSO incentive , although SSEN proposed the
incentive should be trialled in Year 1 such that it was reputational only.
SPEN also questioned the reporting burden, arguing that it was
comparable to the ESO incentive which it considered to be excessive. It

82



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

proposed that, if the framework remained unchanged, the assessment
should only be und ertaken at the mid and end point s of RIIO -ED2 to
minimise the reporting burden and acknowledge that there may be only
incremental annual progress.

4.58 We have decided to implement our Draft Determination proposals. DNOs
will be required to report annually on t he stakeholder survey , outturn
performance metrics and regularly reported evidence (RRE) . They will also
need to submit an annual DSO performance panel assessment report

459 We believe that if DNOs  receive more regular feedback on performance
throughout the p  rice control, they will be able to icour se candthate ct 0
this should drive up performance. We also think that the reporting
requirements are modest when set against the benefits that DSO can
unlock, and more streamline d than the ESO incentive  which includes five
evaluation criteria, biennial review points and monthly reporting against
18 metrics and RRE. “¢ Further information on reporting requirements will
be setoutinthe RIIO-ED2 RIG s and RRPs.

Evaluation criteria: stakeholder survey

4.60 Most stakeholder s supported the principle of the stakeholder survey, but
raised specific points , including on the design of questions and the weight
that would be accorded to each of them. ENWL proposed that individual
qguestions should be excluded from the incentive if a minimum response
rate threshold was not met . However, we had concerns regarding how we
would set such a threshold and if it could mean that stakeholder views
received differ ing treatment.

4.61 We had two responses on the proposed target parameters, with ENWL
qu estioning the use of a target defined by proxy from the ESO and
another stakeholder considering that performance of ~ 8/10 should not
merit a financial reward. S everal other stakeholders supported Ofgem
retaining the discretion to adjust targets in -period should the results point
to systematic over (or under) performance across all DNOs. In response
to our consultation on the DSO Incentive Governance Document, 47 SPEN
also proposed that the survey should be based on a relative measure
where stakeholders benc  hmark DNOs against one another, while UKPN
proposed a lower target based on its interpretation of recent ESO survey
results which asked respondents to state whether the ESO is below,
meeting or exceeding expectations

4.62 We have decided to implement our Draf t Determinations proposal, in line
with the table below. We believe that using the average (mean) ESO
survey scores as a proxy should be reflective of a level of satisfaction

expected by stakeholders involved in similar activities . We also had
concerns tha t asking stakeholders to rank DNO performance could lead to
46 Decisions on the ESO guidance documents for 2021 -23 | Ofgem

47 RIIO -ED2 DSO Incentive Governance Document Consultation | Ofgem
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companies earning a reward whil e failing to meet our baseline
expectations for DSO

4.63 Each DNO will be required to commission a single survey that will
measure stakeholder satisfaction on a scale of 1 -10 across five common
guestions designed to capture significant points of interaction between
DSO and stakeholders . Given the level of uncert  ainty , we will retain the

discretion to adjust targets in -period via the statutory modification
process .
4.64 We acknowledge stakeholder views on the survey design , methods and

response rates , which we will be considering further in line with responses
to our ¢ onsultation on the DSO Incentive Governance Document.

Table 5: DSO stakeholder survey target and parameters

Stakeholder Survey Parameter Final Determination
Target 7.7110

Deadband +/ - 0.2

Cap 9/10

Collar 6.4/10

Evaluation criteria: ~ performance panel assessment

4.65 Most stakeholders supported the inclusion of a performance panel and its
high -level design. ENWL and SPEN pointed to potential concerns that the
performance panel assessment could cross over with other eval uation

criteria in the incentive, such as the stakeholder survey, and requested
further guidance on how scores would be calculated and potential conflicts
of interest managed . Conversely, other stakeholders pointed to a desire
for the views of network user s, perhaps via the stakeholder survey, to be

included as part of the performance panel assessment process. UKPN, in
its response to our consultation on the DSO Incentive Governance
Document, proposed to shift the deadband score range to 4 -5.

4.66 We have decided to implement our Draft Determinations proposal and
include an evaluative performance panel assessment as part of the DSO
incentive. Each of the DNOs ' scoresfrom1 -10 will be calculated as a
weighted average (mean) of each panel omehHabingr redieveds c
historical performance under the Electricity Distribution Stakeholder
Engagement and Consumer Vulnerability Incentive, which is also a panel
assessment based incentive, w e would expect that performance of the
average DNO group  would fa Il within the deadband and see no strong
rationale for reducing this range. However, based on the same analysis,
we have decided to amend our maximum penalty score to 3 and
maximum reward score to 8 to sharpen the incentive under this
evaluation criterion.
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Table 6: DSO performance panel scoring reference points

Score 1-2 3-4 5-6 7-8 9-10
Description Poor Weak Average Good Excellent
Penalty/reward Maximum Penalty No Reward Maximum
implication penalty at a for reward for reward at a
Einal score of 3 scores or scores score of 8
Determination below 5 penalty above 6
4.67 In addition, we have decided to amend the weightings of the five
performance panel evaluation criteria (set out in the table below ) in
favour of DSO benefits. This reflects feedback from various stakeholders
in working group discussions and DSO Incentive Governance Document

consultation responses that the panel should be more focused on DSO
outcomes.

Table 7: DSO performance panel assessment criteria weighting

Performanc e Panel assessment criterion Weighting
Delivery of DSO benefits 30%

Data and information provision 20%
Flexibility market development 20%
Options assessment and conflict of interest mitigation 20%
Distributed Energy Resources dispatch decision making 10%
framework

4.68 We also acknowledge stakeholder views on the need for clear ex ante

expectations on scoring and the opportunity for stakeholders to provide

insights that inform the assessment process. We will be considering these

further in line with responses to our consultation on the DSO Incentive

Governance Document.

Evaluation criteria:  outturn performance metrics

4.69

85

Stakeholders had mixed views on our proposed outturn performance

metrics:

1 Only aminority of  stakeholders supported the flexibility market
testing metric , with detractors often arguing that we should instead
incentivise the volumes or outcomes associated with flexibility
procurement . UKPN proposed an alternative metric  that would
measure the MVA of assets that would have been reinforced in the
absence of flexibility services .

9 Stakeholders offered some support to the network visibility metric,
but many stressed that it needed to be more focused on outcomes
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4.70

4.71

4.72

4.73

4.74

86

(such as forec asting accuracy) and not input based measures like the
roll out of monitoring

I The vast majority of stakeholders expressed support for the
curtailment  efficiency metric, but one argued that our Access SCR
decision may mean there are relatively few customers on non -firm
connections such that the metric is no longer needed.

SPEN and SSEN proposed that the outturn performance metrics should be
piloted initially before targets are then calibrated for subsequent years.
One stakeholder pointed to the uncertainty associated with the

implementation of the Access SCR decision as a factor that would

complicate target setting for Year 1 of the price control.

We developed the outturn performance metrics further through w orking
groups. Stakeholders provided additional feedback on our proposals, and

we further iterated the development of the metrics and RRE in Chapter 5

of our consultation on the DSO Incentive Governance Document .In
response to that consultation, there was general support for our proposed
metrics, but a consensus that any metric on flexibility needed to do more

to incorporate activity on the secondary network and incentivise the
positive customer outcomes that flexibility can unlock.

We have decided to impl ement three outturn performance metrics as part
of the DSO incentive framework. These are:

1 Flexibility reinforcement deferral , which will drive DNOSs to use
flexibility to address network constraints when it is the most economic
solution. This is an evoluti  on of the flexibility market testing metric we
proposed in our Draft Determinations as few non -DNO stakeholders
thought this metric would prove effective and its penalty only design
was deemed to be inappropriate for incentivising the option value and
whol e systems benefits associated with flexibility services .

1 Secondary network visibility , which will promote visibility and
accuracy of utilisation of PMTs and GMTs. We have amended the
formula we proposed in our Draft Determinations to ensure a greater
focus on the quality of data, as this was a consistent theme in
stakeholder feedback

9 Curtailment efficiency , which will incentivise DNOs to limit ¢ urtailment
of users on curtailable connections resulting from actions taken to
restrict the conditions of a conne ction (importand  / or export
capacity) in response to a constraint on the distribution system . We
have amended the formula we proposed in our Draft Determinations
as we consider that the definition of curtailment, and the methodology
for calculating it, s hould be consistent with our Access SCR decision.

Further details for each of the outturn performance metrics are set out in
the table below.

We have decided not to implement targets for the outturn performance
metrics in Year 1 of RIIO  -ED2 and, as such, there will be no financial



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

4.75

reward / penalty associated with performance against them in Year 1 .
Instead, we will require the DNOSs to gather performance data on the
metrics before applying a financial reward / penalty to performance from
Year 2 onwards subjectto licence area specific targets being set. We
intend to set targets and specific formulae for the outturn performance
metrics within the licence condition via the statutory modification process.

We agree with stakeholders that a delayed implementation will better
allow us to baseline performance and calibrate fair targets that

appropriately incentivise DNOs. This decision was postponed until our
Final Dete rminations to afford us the best opportunity of reaching an
agreement on targets for the metrics . We acknowledge the risk that this
decision will create a perverse incentive for DNOs to underperform during

the pilot in Year 1 in order to achieve a lower ba seline for years 2 -5 of

RIIO -ED2. However, we believe this is mitigated by gaining access to
historical data to better inform target setting for future years.

Table 8: DSO outturn performance metrics

M etric Definition Parameters
Flexibility B Penalty /

) ——ZpTT
reinforcement B 2 reward
deferral Where - Deadband

$ is the MVA capacity of reinforcement under
deferral at site  i; and

2 is the MVA capacity of  reinforcement at

site .
Secondary B ww Penalty /
: p T
network B & reward
visibility Where: Deadband

w is the accuracy score in  transformer
utilisation band "Qand

w is the weight applied to utilisation band Q

Inturn, ® will be calculated as 1 T Mean
Absolute Percentage Error (MAPE):

. p 06 O
w - ~
P £ o]
Where:
¢ is the number of sites in utilisation band 0

0 isthe in-period utilisation at site "Qand

"Ois the forecast utilisation of site Q
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M etric Definition

Parameters

Curtailment
efficiency

QY O OQEQ

Where:
'Q 'Gs the duration of each period of

requirement to curtail;

the previous 12 months;

curtailable export capacity); and

previous 12 months.

curtailment (in hours) determined from the
time the user is instructed by the DNO to
curtail its maximum export capacity to the
time it is notified that there is no longer a

¢ is the number of cur tailment instructions in

& " the curtailment instruction value (ie
value by which the DNO instructs the user to
limitits maximum export capacity);

o Qiécurtailable export capacity (ie the
maximum export capacity less the non

"Q is the number of hours the user was
connected to the  distribution system in the

Reward only
Deadband

4.76

4.77

proposed in our Draft Determinations. These are:

We have also decide d to implement four RRE from the long list we had

1 Primary network forecasting accuracy , which will compare the
accuracy of the forecast maximum demand MW in the Long Term
Development Statement (LTDS) with t he outturn reported in the Load

Index (LI) reporting pack for each primary substation

1 Transformer utilisation , which will measure the extent to which
reinforcement is occurring within

(ie 100% year -ahead forecast util isation) .%®

1 Network Options Assessment outcomes , which will report the
outcomes from the Network Options Assessment for each scheme as
a % of the total against standardised categories (eg flexibility,

reinforcement + flexibility, reinforcement, no action)

1 Curtailable connections, which will report the

(MW) of users onnon -firm connections .

number and capacity

We believe that these RRE had strong support among stakeholders and
will help to inform future development of outturn performance metrics for

DSO as we gather more evidence on performance in RIIO -ED2.

48 This is the same as the transformer utilisation metric under the Secondary
Reinfor cement Volume Driver.
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4.78 We plan to hold a working group with stakeholders prior to the publication
of the final DSO Incentive Governance Document

in early 2023

4.79 We will also engage with the DNOs, and other stakeholders, in the
summer of 2023 to set company specific targets for the three outturn
performance metrics. Following these working groups, we will then consult
on the proposed targets with a view to implemen
RIIO -ED?2 via the statutory modification process.

Changing roles and responsibilities

DSO Re-opener

ting these from  Year 2 of

Purpose

To introduce an increased level of adaptability by

providing a means to amend the RIIO -ED2 price control

in response to changes to the roles, responsibilities and

governance arrangements for DSO functions, which could

have an effect on the costs and outputs of licensees.

Benefits

To allow for necessary amendments within the RIIO -ED2

period, as opposed to waitin g until the settlement of the

subsequent price control.

Background

480 In our SSMD, we set out the need for a DSO re
us to implement changes associated with any future decision on DSO
governance arrangements.

Final Determination summary

4.81 The table below provides a summary of our

-opener that would allow

Final Determination  position.

recalibrating specified outputs and
incentives

UM Final Determination Draft Determination
Parameter
Scope To capture any changes to costs, Same as FD
outputs and incentives associated with
any future decision on further
separation of DSO f unctions from DNOs
Re-opener Authority triggered at any time during Same as FD
window the RIIO -ED2 period
Funding Adjustments could include increasing or Same as FD
approach reducing cost allowances, and
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UM Final Determination Draft Determination

Parameter

Materiality Adjust allowances if the changes to Thresho Id of 1% of

threshold allowances resulting from our annual average base
assessment, multiplied by the TIM revenue s

incentive rate applicable to that
licensee, exceeds a threshold of 0.5%
of annual average base revenues

Final Determination r __ationale and _Draft Determination responses

4.82
4.83

4.84

4.85

4.86

4.87

90

We have decidedto  implement the DSO Re -opener .

We received 15 responses on this area. The majority of stakeholders
supported the inclusion of a DSO Re -opener, recognising the need to keep
the R 110 -ED2 price control adaptable to ¢ hanges in the roles,
responsibilities and governance arrangements for DSO functions

Most DNOs supported the principle of the DSO Re-opener, but raised
specific concerns on how it would work in practice. These included:
1 Arrisk that the scope was too broad , and it would be better limited to
amending only DSO costs, obligations and incentives
1 A proposal that it should also be used to fund increased DSO ambition
and demand f rom customers for DSO services in period, rather than

only to implement governance changes.

1 Aneedfor more clarity on the threshold for triggering the re -opener,
eg whether Ofgem would undertake an Impact Assessment before
proposing any changes , and wheth er DNOs could also trigger the re -
opener.

 UKPN raised concerns around the clawback of investments DNOs have
made to implement their DSO strategies.

1 NGED and SSEN argued that the materiality threshold should be 0.5%
of annual base revenues, while ENWL proposed a zero -materiality
threshold.

We recognise these general concerns and we have decided to change the
materiality threshold. However, we still consider a broadly scoped DSO
Re-opener is most approp  riate given the review of i nstitutional and
governance arrangements at a subnational leve | is still ongoing.

We do not consider that a narrowly scoped DSO Re-openerin RIIO-ED2 is
appropriate in this case. While this could outline how cost allowances

woul d be increased or decreased if we decided on, for example, legal or

full ownership  separation of DSO functions and services , it would not allow
us to implement changes to other outputs and incentives.

For these reasons, we have decided to establish a DSO Re-opener with
the scope and other parameters that are set out in the above table. This
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re-opener will be  subject to the statutory licence modification process 49
This will allow us to consult on broad changesto  LOs, cost allowances,
outpu ts and incentives  to implement any decision within the period of

RIIO -ED2 that has implications for DSO governance arrangements.

4.88 Should we decide to trigger the DSO Re -opener during RIIO  -ED2, the
statutory consultation would focus on:

1 Amendments to existi ng DNO licence conditions where they relate to
DSO roles, and the creation of any new ones as may be required.

1 The determination of any one - off costs relating to governance
changes, where relevant, as well as potential changes to RIIO -ED2
costs allowances associated with DSO roles.

9 The recalibration of any outputs and incentives relating to DSO roles,
such as the DSO incentive.

4.89 Alongside the statutory consultation mentioned above, we will undertake

an Impact Assessment if we consider that our final decision on DSO
governance is "important” within the meaning of Section 5A of the Ultilities
Act 2000.

Smart Optimisation Output

Purpose To support meaningful collaboration with stakeholders,
particularly those with a local or regional interest, by
ensuring a more  holistic approach to the open and

transparent sharing of network data and strategies.

Benefits To provide an integrated and collaborative  approach to
DNO network planning , support innovation and facilitate

the development of regional and local net zero pl ans.

Background

4.90 Achieving net zero at least cost will require a highly integrated energy
system with a greater number of market participants communicating
digitally to determine the optimal dispatch of assets on the system.

4,91 The DNOs have a fundamental role to play in enabling this future . Firstly
by sharing data about their existing networks and presenting a vision of
how they see these networks evolving in the future . Secondly, by
coll aborating with stakehol der s, to both infoc

plan ning activities and to support the creation of least cost

49 The DSO re -opener does not have a corresponding licence condition, any changes will
be made by the statutory modification process.
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decarbonisation pathways for electricity, heat and transport in partnership

with regional and local stakeholders

4,92 The DNOs have developed several digital tools and programmes that
should support mor e effective collaboration with local and regional

stakeholders, such as Heat Maps and Long -Term Development Statements

(LTDS). In addition, the publication of bi ennial Network Development
Plans (NDPs) and ongoing cross  -sector work, for example to align on

of a Common Information Model (CIM), mean that DNOs will continue to
develop their data and digital capabilities through RIIO -ED2. These
capabilities and tools should be used as a vehicle for collaboration with
local and regional stakeholders.

4,93 We consu Ited on our proposed introduction of a 'Whole system strategic
planning LO' at Draft Determinations, recognising the need to bring
together several parts of RIIO -ED2, namely the LRE strategy, the DSO
strategy and the DSAP.

Final Determination summary

4,94 Thet able below provides a summary of our Final Determination position.

Parameter Final Determination Draft Determination
LO Publication of the  Smart Whole system strategic
Optimisation Output planning licence obligation
Final Determination rationale and Draft Determination responses

4.95 We have decided to introduce the Smart Optimisation Output (SO0) LO

for RIO -ED2.

496 Since Draft Determinations, we have considered the consultation
responses and have held  multiple working groups with DNOs and wider
stakeholders. Whilst the core purpose of the LO remains the same as th
proposed at Draft Determinations , the scope has been refined and the
function of this obligation has developed. These changes have been made
to tak e into account the views of stakeholders and to better serve the
intended purpose of the obligation. We have also decided to change the
name of this LO to better reflect the refined scope. We received 17
responses on this area.

4.97 Ten respondents agreed with our proposal to introduce a LO facilitating
whole system strategic planning.  These respondents agreed that a future
system planning function that is interoperable and accessible through a

whole system lens is key to enabling net zero. Of these respondents , the

following suggestions and views were provided:

9 That the obligation designed should be a standardised mechanism
across the DNOs to enable constructive engagement.

9 That the plans should be live and digital.
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1 That the plans should reflect a regional level as well as a national
level.

1 That the plans should reflect flexibility, network capacity constraints
and long -term development of network investment.

i Thatthe LO should uphold the practice in the most recent Energy
Systems Catapult guidance *° on creating a local area energy plan
(LAEPS).

1 That the effectiveness of the output would be better incentivised and
delivered through inclusion of this as a metric within the DSO
incentive.

Purpose and scope

4,98 NPgand ENWL expressed thatthe LO is disproportionate and duplicates
existing activitie s, noting that introducing additional reporting obligations
could risk creating further inaccessibility of information and further costs
to be borne by stakeholders. NPg and ENWL also consider ed that the
electricity distribution sector alone should not hav e obligations where
other licensees need to participate, and there should be a comparable
duty to co -operate placed upon other utilities and relevant public sector
bodies ( eg local authorities) to enable whole system outcomes.

4,99 SSEN and SPEN agreed with our proposal, but noted that it has similarities
to outputs provided in the business plans including the Whole System
Register (SPEN) and Whole System Support CVP (SSEN).

4.100 The DNOs agree that digital tools are a key enabler of whole system
planning. DNOs point  ed to existing outputs within their business plans and
data and digitalisation strateg ies.

4.101 Twelve respon dent s provided comment on the digital tools that could be
used to support this output . These included five energy industry bodies
who all agreed thatd ata sharing digital infrastructures are key and
suggested that these systems should be common amongst DNOs to
enable accessibility and comparability.

4.102 Overall, the responses highlighted the need for us to provide a clearer
definition of the scope of this LO , and to explain how it is linked to, but
different from, the LRE strategy, the DSO strategy and the DSAP. We also
recognised from the responses, the need to be clearer about the DNOs
role in supporting wider whole system activities and engaging with
regio nal and local stakeholder groups throughthe SOO LO.

4.103 As we described at Draft Determinations, DNOs have traditionally engaged
with third parties  that are most closely connected to the day -to-day
operation of their networks. However, there is significant po tential for
much greater coherence in forward planning and targeted investment
through improved collaboration with wider stakeholders and across energy

50 htt ps://es.catapult.org.uk/quide/guidance -on-creating -a-local -area -energy -plan/
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networks. This must include regional and local stakeholders, as the

contributions of these parties will be critical in s upport ing the creation of
least cost decarbonisation pathways for electricity, heat and transport ,in
part through the development of ambitious LAEPSs.

4.104 We have decided that the purpose of the SOO remains as the proposed
'‘whole system strateg ic planning' was described at Draft Determinations
This to facilitate meaningful collaboration between DNOs and their local
stakeholders by structuring and packaging DNO network and strategic
development datain  a more accessible, transparent and interope rable
way . If, in the process of collaborating with local stakeholders, DNOs
decide that there is the need for additional digital products or services,

these should be incorporated into the SOO outputs .

4.105 Given the Draft Determinations responses and our sub sequent stakeholder
engagement, we have decided that the SOO LO will involve the
development and publication of a strategy that will be formed of two
parts:

1 Part 1: Collaboration Plan; A plan describing how the DNO will
collaborate with stakeholders throu gh a more transparent and user -
centric approach to the sharing of data and how the DNO will work in
partnership with stakeholders to support the development of local and
regional net zero strategies. This will be published no later than 1 May
2024, to alig n with the publication of the DNO's NDP.

1 Part 2: System Visualisation Interface ; A section of the DNOs website
and open data portal (once this portal is operational) that provides
access to a package of forward -looking, open and accessible, digital
network tools. These tools should provide detailed asset and spatial
information about t heg th®thN® &apaciyandwo r k ,
condition of assets and details of any specific system constraints. The
System Visualisation Interface will also include det ails of future
network developments, including when and where network upgrades
are likely to occur.  The SOO does not require the development of a
new digital map or platform. We consider that, as a minimum, the
digital tools contained within the System Vis ualisation Interface
should include, but are not limited to

3 A representation of the DNO&6s existing ne
associated constraints T both heat maps and raw data made
available through an Application Programming Interface (API) that
is common acr o0ss all DNOs.

3 A representation of the DNO6s network in
expected constraints 1 in a format and time horizon to be
determined collectively by DNOs and their stakeholders

4.106 The System Visualisation Interface should be accessible to stakeho Iders
no later than 1 October 2023. It is not necessary for all of the digital tools
noted above to be included in the System Visualisation Interface from 1
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October 2023 however, we do expect, as a minimum, the digital tools
above to be accessible by 1 May 2024.

4.107 We consider that this strategy will be beneficial, by delivering against

several important principles shown below.

1 Transparency and accessibility of network data: Bringing together
detailed information about operational network assets, constraints,

and future plans, through a single digital platform , making it easier
for local stakeholders to access and extract data that can be
integrated and overlaid with gas, transport, land registry, urban and

other plans, to form cohesive, granular local cross -vector, whole

systems plans.

1 Collaboration: Ensuring DNOs patrticipate fully in cross - utility planning
and the development of local and regional net zero plans, led by local
and regional authorities but supported by the communities they
serve , that will enab e least cost decarbonisation pathways for power,
heat and transport.

1 DNGOs as enablers of net zero: The SOO will enable DNOs to gather
insightful data from stakeholders about the likely location and nature
of future load on their networks, leading to more optimal decision
making and ensuring networks are enablers of net zero at least cost.

4.108 As we proposed at Draft Determinations, we consider that this approach

will help ensure that whole system thinking is reflected in a practical way

in the day -to-day decis ions of the DNOs. For wider stakeholders, access to
these plans will help support more integrated local planning, for example

by considering the need for EV charging alongside wider requirements for
housing, transport, waste and planning . This will enabl e a faster, more
cost - effective transition to a net zero future.

Format and interoperability

4.109

4.110

95

We agree with the views of stakeholders that consider the plans should be

live, digital and at a level of locational specificity to ensure they are useful
for all st akeholders. We also agree that the plans should provide data

about network constraints, show the DNO's long term development plans

and signpost situations where flexibility services are likely to be procured.

We consider thatthe  scope and requirements of  both parts 1 and 2

provide for this level of detalil.

We recognise the views from stakeholders that this LO should be

standardised across DNOs and should apply to all licensees and relevant

public bodies. However, it is important  to ensure thatthe  SOO can be
implemented as quickly as possible . Therefore , as a first step towards
longer term aims in this area, at this stage we will not be requiring a

standard format for the System Visualisation Interface, and nor will we be
introducing this obligation to oth er RIIO licensees. We will instead give
DNOs the flexibility to respond to the needs of local stakeholders. Itis not
within Ofgem'’s powers to apply a similar obligation on public bodies.
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4.111 Whilst we have decided not to require a specific format for the System
Visualisation Interface , we are specific about the type and detail of data
that we expect to be packaged and presented, and the minimum content
of the Collaboration Plan. DNOs should work with their stakeholders to
develop an overall SOO and form of System Visualisation Interface that
achieves the SOO objectives (transparency, collaboration , accessibility
and interoperability ) and draw s on data sets, digital tools , strategies and
processes that exist under their respective DSO, LRE and D&D strategies ,
including the LTDS, Heat Maps and the NDP.

4.112 On interoperability of System Visualisation Interfaces across DNOs, we
expect this to be achieved throughhOBBP. The
will standardise the format of any common data assets shared and make
the same data assets easily shareable and accessible across all DNOs. We
also expect network assets to be described using the CIM data standard,
as developed through the LTDS worki ng group. !

4.113 We will review the outputs of the SOO LO and we may look to roll this
output across to other licensees or to require consistency in the approach,
should we see value in doing so.

Monitoring impact and i nteractions with other parts of RIIO -ED2

4.114 We have acknowledged the concerns raised in the Draft Determination
responses, that this overlaps with existing LOs or best practices, and have
responded to this by deciding to refine and clarify the scope of the SOO0.
In summary, the  SOO does not duplicate  any of the existing or proposed
digital tools or initiatives and does not require the creation of a single new
platform. Rather the SOO requires the structuring, packaging and
presentation of these existing and developing initiatives in a way that
makes t hem easier to find and use and makes the underlying data more
accessible to local stakeholders.

4.115 We disagree that this output is required for inclusion as a separate metric
within the DSO ODI -F or as a standalone incentive. The SOO requires the
DNOs to pres ent the outputs, data and information from the initiatives
within their DSO, LRE and D&D strategies in a structured and accessible
format. These areas are already funded and incentivised through other
mechanisms, including the DSO ODI -F, and therefore we d o not consider
that further incentivisation is necessary. Furthermore, as we noted at
Draft Determinations , we consider that engaging with local authorities on
future investment and planning options is part of the core business of
DNOs, and consumers shoul  d not pay for additional incentives in this area.

4,116 We have decided that the effectiveness of the SOO should be monitored
by the DNOs and reported transparently in the Collaboration Plan. DNOs
will need to demonstrate how they have engaged with stakeholders in the

development of the ~ SOO and show how, on an ongoing basis, they are

51 https://www.ofgem.gov.uk/publications /common_-information -model -cim -requlatory -
approach -and-long -term -development -statement
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using stakeholder feedback to improve their Collaboration Plan and
System Visualisation Interface to maximise the value of the SOO for
stakeholders. The DNOs must evidence this engag ement and subsequent
action through engagement logs and change logs.

4,117 We will consultonthe  SOO Guidance document alongside the RIIO -ED2
Statutory licence consultation.

Whole System

Purpose To encourage greater coherence in cross -sector planning

and target ed investment through increased collaboration.

Benefits To bring down costs for consumers, reduce overlap of

activities, and identify new synergies across the energy

network.

Background

4.118 DNO investments and activities both affect, and are affected by, decis ions
and activities in other energy and social systems. There is significant
potential for much greater efficiencies to be found within the whole energy
network via increased collaboration on joint planning and investment.
Such activit ies are particularly vital in cases of joint investment across
energy networks such as  the development of heat networks and wider
regional planning.

4.119 In our SSMD and Draft Determinations we said we would introduce three

whole system elements to the price control process and settlement
1 whole system minimum requirements as part of Stage 1 of the BPI
1 anincreased focus on the whole system in the innovation stimulus

1 awhole systemre -opener called the Coordinated Adjustment
Mechanism (CAM).

4.120 We specifically acknowledged the intent to align these cross -sector items
with the new policy frameworks introduced for the electricity transmission,
gas distribution, and gas transmission price controls, in order to facilitate
cooperatio n across the regulated sectors.

Final Determination summary

4,121 The table below provides a summary of our Final Determination  position.
Parameter Final Determination Draft Determination
Whole system minimum All DNOs passed the whole Same as FD
requirements as part of system minimum
Stage 1 of the BPI requirements for BPI Stage

1
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Parameter Final Determination Draft Determination
I ncreased focus on the We will retain the focus on Same as FD

whole system in the whole system solutions in

innovation stimulus our innovation stimulus,

requiring DNOs to consider
whole sys tem approaches
when formulating their
innovation proposals.

CAM Re-opener We will introduce thisre - Same as FD
opener into the RIIO  -ED2
price control for all DNOs.

Final Determination rationale and Draft Determination responses

4,122 Six stakeholders provided additional comments on our whole system
policy in general.

Whole system approaches , and Stage 1 of the BPI

4.123 One consumer group, one local authority, and the RIIO -ED2 CG made
similar points about the wvari awholédystesns i n DNOs ¢
and the variation in approaches in working with and supporting Local
Authorities. The consumer group  recommended that Ofgem identified best
practice on whole systems thinking from the I
best practice is implemented by all DNOs in RIIO -EDZ2, including by
foll owing the most recent Energy Systems Cat e
a Local Area Energy Planbo.

4.124 We agree that DNOs are at different stages of development in their whole
systems thinking; the purpose of including whole system minimum
requirements as part of the B Pl was to encourage more systemic thinking
to be embedded into corporate planning and investment decisions.

4.125 Whilst we have not seen comparability in all areas - whole systems
thinking is a new requirement for RIIO -ED2 planning and so in relatively
early and varied stages - we do agree that the information submitted will
give Ofgem and the DNOs the opportunity to begin establishing baseline
expectations of activity. As we see which activities are most effective as
RIIO -ED2 unfolds, we will be able to make mor e informed decisions about
where those baselines lie.

4.126 In some areas, such as local area energy planning engagement with local
authorities, we also agree that there is much more history and evidence
emerging, and this will be addressed as part of the Syste m Optimisation
Output (see section above ).

4.127 UKPN's CEG stated that there were no meaningful incentives for whole
system initiatives. We disagree, as the BPI is a strong financial incentive
to engage in whole system thinking and identification of activities at the
business planning stage.
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4.128 We have assessed that all DNOs have passed Stage 1 of the whole system
minimum requirements for the BPI.

Whole system focus on the innovation stimulus

4.129 We received no comments in the consultation responses with regards to
the innovation stimulus element. We maintain our Draft Determination
position to introduce this.

CAM Re-opener

4.130 UKPN responded with a specific point about the CAM Re-opener,
questioning whether it should be linked to opportunities to receive
additional funding

4.131 The CAM was designed to ensure that the most efficient solution to a
network issue could be implemented, no matter where in the regulated
sectors the funding was originally allocated. The re -opener allows that

funding to be moved from any regulated secto r within gas and electricity,

to any other regulated gas and electricity sector.

4.132 Where the benefits of any proposed activity are uncertain across sectors,
including the wider categories of heat, or transport, we encourage all

DNOs to make greater use of th e Whole System CBA developed jointly by
gas and electricity licensees via the ENA, which addresses precisely these

issues of attributing cost, foregone revenue, and benefit.

4.133 Where funding does not already exist for an un -anticipated issue arising,
we would expect licensee s to utilise one of the other existing re -openers.

99



Decision 1 RIIO -ED2 Final Determinations Core Methodology Document

5. Meeting the needs of consumers and network users

Section summary

In this chapter, we set out our final decisions on  the output s and incentive
arrangements that we will implement in RIIO -ED2, to ensure that DNOs respond
to the needs of their customers . These arrangements cover three key service

areas: customer service, consumer vulnerability and connections.

Overview

5.1 We expect DNOs to deliver high quality services that meet the needs of
consumers and network users and enabl e the transition to netzero . For
RIIO -ED2, we expect DNOs to deliver this by continuing to improve the
level of service that customers receive when they require a new or
modified connection , experience a supply  interruption, or have a general
enquiry. We also expect DNOs to ensure that complaints are dealt with
quickly and effectively.

5.2 Additionally, while the transition to a lower carbon, lower cost energy
system is expected to bring a range of benefits overall, some consumers,
especially those in vulnerable situations, may be at risk of being excluded
Therefore, in RIIO  -ED2 we also expect DNOs to provide appropriate
support and services to consumers in vulnerable situations that address
their key priorities.

5.3 In our Draft Determinations, we set out our proposed outputs and
incentive arrangements for RIIO -ED2, that we considered would
encourage DNOs to meet these expectations. We said that we would:

1 retain the Customer Satisfaction Survey and Complaints Metric
elements of the Broad Measure of Customer Service (BMCS) Incentive
in RIIO -ED2, to drive improvements in the quality of service provided
to customers . We set out our proposals for applying rewards or
penalties to DNOs within period, based on the lev el of their
performance

1 apply a strong package of consumer vulnerability measures which will
hold DNOs accountable for ~ providing a minimum level of service and
for delivering their vulnerability strategies . We set out our proposals
for introducinga  Consu mer Vulnerability Incentive and a requirement
for DNOs to submit an annual vulnerability report

i retainthe Timeto Connect Incentive for connectionsin RIIO -ED2 to
deliver improvements in the time it takes to connect minor connection
customers . We set out our proposals for applying rewards or penalties
to DNOs within period, based on the level of their performance

i introduce a new incentive to improve the service delivery for major
connections customers to enable a flexible low carbon transition.

54 Since the publication of D raft Determination s, we have:
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I updated the scores that DNOs must achieve across the BMCS and
Time to Connect incentive s to earn rewards or incur penalties. These
scores were updated  to incorporate the latest DNO performance from
2021/22

9 lowered the score at which the maximum penalty cap is applied under
the Complaints Metric

9 introduced new reporting metrics for customer se rvice following
lessons learned from the Storm Arwen review

9 recalibrated the weightings of the consumer vulnerability incentive to
place more importance on the value of services delivered to
consumers

1 continued to work with DNOs and stakeholders on the maj or
connections incentive to update the target score and implement
measures that mitigate the risk of unintended consequences.

Figure 5: An overview of Chapter 5

Meeting the needs of consumers and network users

Incentives to drive DNOs to continue to improve the
quality of service delivered to customers and effectively
resolve any complaints.

Delivering high quality
customer service

An incentive framework with stretching targets and
common metrics to drive further improvements in the
support delivered to consumers in vulnerable situations.

Support for consumers in

vulnerable situations

Provide a quality service
for consumers seeking a
connection

A package of incentives to drive quality service for both
minor and major connections customers.

Deliver high quality customer service

5.5

5.6
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We expect DNOs to deliver high guality services that meet customers'
needs. For RIIO -ED2, we expect DNOs to continue to improve the quality
of service provided to customers that require a new connection, seek
information from the network in the event of a supply interruption or have
ma de a general enquiry. We also expect DNOs take the necessary steps to
ensure that complaints are dealt with quickly and effectively.

The BMCS Incentive consists of the Customer Satisfaction Survey (CSS)
and the Complaints Metric (CM) . These measures aimt o drive the DNOs
to deliver good customer service by replicating the sorts of measures

typically used by consumer  -facing businesses in a competitive

environment.
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Purpose To encourage DNOs to continue to improve the quality of
their customer service
Benefits Rewards will encourage DNOs to deliver exceptional

customer service while penalties will ensure performance

does not deteriorate

Final Determination summary

5.7 The table below provides a summary of our final determination positi on.
Parameter Final Determination Draft Determination
ODI type Financial Same as FD
Incentive type Reward and Penalty Same as FD
Incentive value +/ - 0.4 % of RORE Same as FD
Performance Scores based on three Same as FD
measurement weighted surveys

general enquiries survey
(20%) , connections
survey (50%) and
supply interruptions
survey (30%)

Baseline setting

Target based on average

Target - same as FD

connections, and
general enquiries
surveys

methodology performance over the Deadband - updated at EDs

last 4 years
In our Draft Determination we

Dtea(élbag((jj se_t ?t 0.5 proposed using a deadband set
stan n?jrth etV|a |(?[ns at one standard deviation
arou € large around the target score
Cap and collar set at 2 Cap and collar - same as FD
standard deviations
around the target

Performance Target of 9.01 for the Updated at FDs

target supply interruptions,

In our Draft Determinat ion we
proposed a target score of

8.90. Thiswas based on
average DNO performance over
the last 4 years

In our Final Determination we
have updated this score to
incorporate the latest DNO
performance from 2021/22
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Parameter Final Determination Draft Determination
Deadband Scores greater than Updated at FDs

9.12 willre ceive a
reward

Scores lessthan 8. 90
will receive a penalty

In our Draft Determination we
proposed that s cores greater
than 9.2 should receive a
reward and scores less than 8.6
should receive a penalty; this
was based on the deadband
being set at one standard
deviation around the target
score

In our Final Determination we
have decided to set the
deadband at 0.5 standard
deviations around the target
score and we have also
updated these scores to
incorporate the latest DNO
performance from 20 21/22

Cap and collar

Reward s will be capped
for scores above 9.46

Penalties will be capped
for scores below 8.57

Updated at FDs

In our Draft Determination w
proposed that rewards should
be capped for scores above 9.4
and penalties should be capped
for scores below 8.4; this was
based on the deadband being
set at 2 standard deviations
around the target

In our Final Determination we
have updated these scores to
incorporate the latest DNO
performance from 2021/22

e

Applie d to All DNOs Same as FD
Reporting Method Annual RRP reporting Same as FD
Licence Condition SpC 4.3 N/A

Final Determination and consultation responses

5.8

We received 1 0 responses to our
feedback, we have

our proposed incentive structure.

59

reasons for each of these aspects below.

Target
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decided to implement this ODI

consultation . In response to stakeholder
-F with some changes to

We summarise the responses received and set out our decisions and
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5.10 We have decided to implement our Draft Determinatio n position to us e the
average of DNO performance from the last four financial years, to set a
fixed target for RIIO -ED2.

5.11 Seven stakeholders including five DNOs, one CEG and one supplier,
support ed this approach , recognising that it embeds the improved
performance that has been delivered over RIIO -ED1.

5.12 We have updated the target score that we proposed in our Draft
Determination, to incorporate the latest DNO performance from 2021/22
as this data was not available  when we published our Draft
Determinations . We have therefore decided to implement a n updated
target score of 9.01.

5.13 ENWL suggested that we should remove data from 2019/20 and 2020/21
from the target setting methodology, stating tha t the higher scores over
this period could in part be attributed to the COVID -19 pandemic and
customer sentiment to key workers over this period.

5.14 We disagree with this view, noting that some DNOs managed to continue
improving their scores in 2021/22, afte r the pandemic. We also think this
approach would set a low target, that would reward the majority of
companies for maintaining their current performance and fail to
incentivise further improvement.

5.15 ENWL also suggested that we should consider setting thre e separate
targets for the general enquiries, connections, and supply interruptions
surveys, due to the differing levels of performance in each category.

5.16 Our analysis suggests that this approach would result in more DNOs
earning rewards for maintaining th eir service levels  across the connections
and supply interruptions elements of the customer satisfaction survey.
This is because DNOs performance across these elements has generally
been poorer in RIIO -ED1, which would result in lower targets being set for
RIIO -ED2. Additionally, improvementsin DNO performance has slowed in
the latter half of RIIO  -ED1°? and DNO scores have also converge d.>® This
means that minor performance improvement s could result in the majority
of DNOs earning rewards.

5.17 On balance , we t hink that our target setting methodology should minimise
the number of DNOs that start the price control in reward for maintaining
their current service levels, especially across the higher weighted survey

52 DNO performance in the connections element of the customer satisfaction survey
improved by 4.5% between 2015/16 and 2018/19 and by 2.9% between 2018/19 and
2021/22. For the supply interruptions element, DNO performance improved by 2.6%
between 2015/16 and 2018/19 but declined by 0.3% between 2018/19 and 2021/22.
53 The standard deviation of DNO scores for the connections element of the customer
satisfaction survey was 0.28 between 2015/16 and 2018/19, and 0.25 between 2018/19
and 2021/22. For the supply int erruptions element, the standard deviation was 0.23
between 2015/16 and 2018/19, and 0.19 between 2018/19 and 2021/22.
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categories. ** Therefore, we have decided against s etting separate targets
for the three elements of the customer satisfaction survey.

5.18 A consumer body said that the use of a 4 -year average to set the target
score gives undue weighting to outliers. They provided several
alternatives to our proposed target s etting approach and suggested using
the average 90th percentile of DNO performance, the use of rolling targets
or applying an annual improvement factor to set the target  score. They
stated that th ese approaches reflect the fact that DNO performance is
likely to improve

5.19 We note these concerns to our target setting approach. In relation to the
use of the 90th percentile to set the target, we think that this approach
will not incentivise lower performing companies to improve their
performan ce. This is because the threshold to start earning rewards will
be too high. We think that this could lead to a widening performance gap
that could result in customers in different regions experiencing different
levels of customer service.  *°

5.20 Inrelationto the use of rolling targets or annual improvement factors, we
think that setting the targetusing the mostrecent available RIIO  -ED1
performance data , together with the implementation of a deadband, will
embed the performance improvements gained to date and require the
majority of DNOs to make further improvements to meet the threshold to
start earning rewards

5.21 Finally, we do not think that th e suggested approach would give DNOs the
latitude to deal with changing customer behaviours or the increase in
scale of some services, in particular connection services, that the DNOs
are forecast to deliver in RIIO -ED2.

5.22 The consumer body also said that we should also use DNO performance
data from 2022/23 to set the target score. We note that this approach
would delay us from establishing the target, deadband and cap and collar
scores until midway through the first year of the price control. We think it
is important that we set out our expectations in relation to incentives
ahead of the price control coming into force. Th is will provide DNOs and
other industry stakeholders with certainty and allow them to plan their
operations accordingly.

54 The general enquiries element of the customer satisfaction survey has the lowest

weighting of all survey categories (20%) whereas the c onnections and supply
interruptions surveys, collectively have a much larger weighting (50% and 30%

respectively).

55 DNOs overall customer satisfaction survey scores improved by 5.1% between 2015/16

and 2021/22. If we assume that a similar level of improve ment occurs in RIIO  -ED2, in
the proposed scenario the lowest 4 performing DNOs would not reach the threshold for

earning rewards. In this instance, these DNOs may decide against investing in improving

their customer service, which would lead to a widening performance gap between high
and low performing companies.
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5.23 The consumer body also said that we should consider setting target scores
for LCT and Priority Services Register (PSR) customers. We no te that
DNOs will start reporting their customer satisfaction scores for these
customer groups in RIIO  -ED2. We think that it would be prudent to review
this data before making any decisions on whether setting target scores for
these groups would provide an Yy real benefits.

5.24 UKPN's CEG asked us to set out how the higher target and the
introduction of a deadband that we proposed in our Draft Determination,

have been justified by reference to consumer ¢
5.25 We reviewed the findings from th e DNQO's customer engagement
summaries, which were submitted as part of their RIIO -ED2 business

plans. Customers expressed differing levels of satisfaction with the level of
service being delivered by their DNOs as well as areas for improvement.
We think th is supports the case for setting the target at the level that we
have.

Deadband

5.26 We have decided to implement a symmetric deadband for each survey
that is £0.5 standard deviations from the target score. We have updated
the deadband score s we proposed in our  Draft Determination, to
incorporate the latest DNO performance from 2021/22 . This means that
scores greater than 9. 12 will receive a reward and s cores less than 8. 90
will receive a penalty.

5.27 Thisisachange from our Draft Determinations position of setting a
deadband thatis + 1 standard deviation from the target. = We have taken
this decision in response to the evidence provided by stakeholders in
consultation responses.

5.28 One supplier agreed with the deadband propos ed in our Draft
Determination, stating that this was reasonable given the level of
performance achieved in RIIO  -ED1. However, all six DNOs said that the
proposed deadband was  too large and thatthis would lead to stagnating
performance in RIIO -ED2. The rat ionale provided for this statement was
that low or middling performing companies would deem that they have a
low likelihood of reaching the threshold to start earning rewards and not
invest in the additional capabilities required to improve their scores.

5.29 UKPN also highlighted that the large deadband result s in a narrow reward
/ penalty range and consequently, a high incentive rate. They noted that
there is limited evidence to support such a significant increase in incentive
rate in RIIO -ED2.

5.30 We agree with these comments, noting that a smaller deadband should
incentivise middling and poor performing companies to improve their
performance to avoid penalty or earn rewards, and minimise the gap with
higher performing companies. Therefore, we have reduced the si  ze of the
deadband as noted in paragraph 5.26 .
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5.31 ENWL also suggested that an asymmetric deadband approach should be
considered to avoid a situation where DNOs could be in penalty for what
would be considered excellent levels of customer service in any other
sector. We note that the smaller deadband will not penalise companies for
scoring above the maximum reward score for RIIO -ED1 (8.9).

Cap and Collar

5.32 We have decided to implement a symmetric cap and collar for each survey
thatis + 2 standard deviations from the target score. We have updated
the target score we proposed in our Draft Determination, to incorporate
the latest DNO performance from 2021/22. This means that rewards will
be capped for scores above 9.46  and penalties will be capped for scores
below 8.57.

5.33 5 out of 6 stakeholders, including three DNOs, one CEG and one supplier,
agreed with this approach stating that this proposal was reasonable given
the levels of performance seen in RIIO -ED1. NGED disagreed, stating that
we should cap rewards for scores above 9.3 and penalties for scores
below 8.5, however no justification was given for this position.

Implementation

5.34 In our Draft Determination, we said tha t we did not intend to make any
changesto the survey channel used to undertake customer satisfaction
survey s.°® This was based onthe  results from a trial that DNOs undert ook
to assess how changes to the survey channel affect the survey scores
given by cu stomers. °’

5.35 Though we did not have any consultation questions relating to the
communication channels used to conduct the customer satisfaction
survey, two stakeholders (a consumer body and SSEN's CEG) noted that
the survey channel should be broadened to re flect consumers'
communication needs.

5.36 We have decided to maintain our DD position and not make any changes
to the survey channel. This is based on the fact that most DNOs said in
their Business Plans, thatthey will work towards to captur ing their
customer s' prefer red communication channel , in RIIO -ED2. Noting the low
uptake of new survey channels during the trial, we think that it may be
more appropriate to  broaden the survey channel in RIIO -ED3.

% In RIIO -ED1, c ustomer satisfaction surveys have been conducted by telephone.

57 The trial widenedt he survey channelt o include SMS and email in addition to the
current telephone interview . The r esults show ed that very few customers are choosing to
use these new channels to submit their survey results and in cases where they do, the

scores provided are more likely to be skewed to the extreme ends of the score range.
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Purpose To ensure DNOs maintain good perf ormance in their
handling of complaints
Benefits Having a penalty -only incentive to monitor complaints

resolution will ensure consumers' complaints are dealt

with quickly and effectively

Final determination summary

5.37 The table below provides a summary of our

final determination position.

Parameter Final Determination Draft Determination
ODI type Financial Same as FD
Incentive t ype Penalty Same as FD

Incentive value

-0.2% of RoRE

Same as FD

Performance
m easurement

Score based on four
weighted indicators :

complaints unresolved
after one day (10%)

complaints unresolved in
31 days (30%)

repeat complaint s (50%)

the number of Energy
Ombudsman decisions that
go against the DNO (as a
percentage of total
complaints) (10%)

Same as FD

Baseline setting
methodology

Target b ased on average
performance over the last
7 years

Maximum penalty set at 2
standard deviat ions above
the target

Target - updated at FDs

In our Draft Determination
we proposed setting a
target based on average
DNO perf ormance over the
last 6 years

Maximum Penalty - updated
at FDs

In our Draft Determination
we proposed setting the
maximum penalty at the
maximum score attained
over the last 6 years

Performance target

Target of 2.80

Same as FD
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Parameter Final Determination Draft Determination

Companies have a penalty
for scores ab ove the target

Maximum penalty Penalties will be capped for Updated at FDs

scores above 5.95 In our Draft Determination,

we proposed that penalties
would be capped for scores

above 8.0
Applied to All DNOs Same as FD
Reportin g method Annual RRP reporting Same as FD
Licence Con dition SpC 4.3 N/A

Final Determination _ rationale and Draft Determination responses

5.38 Wereceived 1 1 responses to our consultation. In response to stakeholder
feedback, we have decided to implement this ODI -F with some changes to
our proposed incentive structure.

5.39 We summarise the responses received and set out our decisions and
reasons for each of these aspects below.

Target

5.40 We have decided to implement our Draft Determinations position ,to set a
fixed target of 2.8 0. We think that this is appropriate for RIIO  -ED2 as it
embeds the improved = DNO performance that has been delivered in RIIO -
ED1. We have updated the target score to incorporate the latest DNO
performance from 2021/22, as this was not available when we published
our Draft Determinations.

5.41 A consumer body and a supplier both noted that t he proposed target was
not representative of DNO's most recent performance and therefore
unlikely to  drive performance improvements.

5.42 In response to this feedback, we explo red the impact of implementing two
options which set target scores that are tougher than the target we
proposed at Draft Determinations:

i target set at 1.93 (90th percentile of data from the last seven years)
9 target set at 2.13 (average DNO performance from the last four
years).

5.43 We noted that DNOs have accrued no penalties from the repeat
complaints and Energy Ombudsman decision categories of the Complaints

Metric over RIIO -ED1. If we assume that this will cont inue in RIIO -ED2,
DNOs would have to resolve approximately the level of complaints shown
in Table 9, to achieve the target score set out in the far -left column.
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Table 9 Estimated percentage of complaints that must be resolved to meet the
target score

5.44

5.45

5.46

Target Score % complaints resolved % complaints res olved
within 24 hours within 31 days

1.93 90% 98%

2.13 85% 97%

2.80 80% 95%

We think that DNOs should focus on providing comprehensive and quality
responses to complaints . Setting a low target could result in perverse
behaviours such as DNOs prioritising speed of response over quality of
response. Therefore, in this specific instance, we consid er thatitis
appropriate to incorporate data from earlier within the price control, in our
target setting methodology. We consider that our proposed target will
encourage the appropriate DNO behaviours, embed the DNO
improvements seen in RIIO  -ED1 and prev ent DNO performance from
significantly deteriorating.

The supplier also noted that t he proposed target will allow DNOs to reduce
their p erformance relative to their most recent four -year average without
incurring penalties.

We note these concerns but do n ot agree . This is because in RIIO  -ED1,
DNOs made significant performance improvements despite consistently

out - performing the target score of 8. %8 Based on this performance we do
not think that there is sufficient evidence to substantiate the stakeholder's
concern.

Maximum Penalty

5.47

5.48

We have decided to implement a maximum penalty that is 2 standard
deviations above t he target . This means that penalties will be capped for
scores above 5.95. Thisis a change from our Draft Determination position

of setting the maximum penalty at the highest score seen in RIIO -ED1,
which was 8.0. W e have taken this decision after considering the  evidence
provided by stakeh olders in their consultation responses and 2020/21

data .

A consumer body and a supplier both noted that t he proposed maximum
penalty was not representative of DNO's performance in RIIO -ED1 due to
being a single data point  that was an outlier that was achie ved in the first
year of RIIO -EDL.

58 DNOs achieved an average com plaints metric score of 4.61 in 2015/16 and reduced
this to an average score of 2.54 in 2021/22
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5.49 We agree with these comments, noting that a smaller penalty range will
result in a higher incentive rate which should encourage poor perform ers
to improve their performance to avoid penalty.

5.50 We have decided to set the max imum penalty at 2 standard deviations
above the target. This is consistent with the approach taken to set the cap

and collar of the customer satisfaction survey and excludes statistical
outliers from our methodology.

Storm Arwen customer service recommenda tions

Background

5.51 Ofgem published its final report on the network operators ' response to
Storm Arwen on 9 June 2022 .%° The report identified lessons to be learned
and recommendations to be taken forward.

5.52 The review found that during the storm, customers r eceived poor service
when attempting to contact their DNO . In our Draft Determinations
document we proposedto :

1 work with DNOs to develop additional reporting metrics for
communication channels such as websites, applications and social
media

9 consider how these new reporting metrics should fit into the RIIO -ED2
price contro |

1 review the incentive framework for customer service, in relation to
call -backs, to ensure that it drives overall benefits for consumers.

5.53 Following the publication of our Dr aft Determinations we have worked
with stakeholders through the Connections and Customer Service Working
Group (C&CSWG) to deliver these actions

Final Determination and consultation responses

5.54 All respondents agreed with our approach to work with stakehold ers
between the publication of our Draft Determinations and Final
Determinations to develop communication channel metrics and review the
incentive framework for customer service , inrelation to call -backs.

5.55 We summarise the  outcome of these actions, set ou t our decisions and

reasons for each of these aspects below
Communication channel metrics

5.56 We have decided to implement the following new metrics for RIIO -ED2:

59 Further information on our Storm Arwen report is available at the Ofgem website:
htt ps://www.ofgem.gov.uk/publications/storm -arwen -report
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 number of inbound communications €0 that are received by the DNO's
public contact channels , recorded by channel type ©:

number of visits ¢ to DNO's website ©3

number of unique visitors % to DNO's website

m aximum concurrent visitors to DNO's website
average and maximum load time for the DNO's website

percentage of website load time s that exceed 5 secon ds

= =4 4 A -—a -2

number of inbound communications that are received by the DNO's
social media channels that are responded to by an automated
message and an agent

1 percentage of inbound queries or complaints  that are received by the
DNO's social media channels , that are responded to

i average and maximum response time for inbound communications
that are received from the DNO's social media channels

5.57 We have decided to implement metrics for DNO websites and social media
channels because data from the DNO's showed that th e majority of DNOs
use these channels and they have a high er usage during storm events.

5.58 We consider metrics related to DNO websites are appropriate for inclusion
because they show the scale of each DNO's website audience and provide
an indication of how re  silient the DNO's website is to high stress events
such as storms, where large volumes of customers will try to access
information via this channel . Similarly, we consider the metrics related to
social media appropriate for inclusion because they will help us to monitor
whether communications received via these channels are responded to in
a timely manner.

5.59 We have decided that data for these metrics should be aggregated on a
monthly basis and submitted to Ofgem annually, through the RRPs. This is
consistent with our approach for collating existing telephony metrics.

Call-backs

5.60 Call-backs can provide support to customers, especially during storm
events where large volumes of customers are trying to contact their DNO

60 This includes queries or complaints that are related to supply interruptions,

connections, or general enquiries

61 This includes the DNO's  published telephone number , SMS text -based system , w eb-
based text system (WhatsApp, DNO mobile app) , w eb-based electronic mail (e -mail,
online form) , w eb-based instant messaging platforms (web chat, chat bot) , Social media
platforms (Instagram, Facebook, Twitter)

62 the number of users that visit the DNO web site .

63 These m etrics apply to the DNO's  whole website

64 The number of users that have visited the DNO's website at least once in the reporting
period.
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by letting customers  avoid waiting on hold  for long periods of time and
calling customers back once an agent is available to speak with them

5.61 Under the interruption element of the customer satisfaction survey in
RIIO -ED1, DNOs are penalised 0.02% of annual base revenue for each

1% of callsto  the DNO that are unsuccessful. Calls where a customer opts
to be called back by a DNO agent and where the time taken for the agent
to make that call -back is greater than 60 minutes, contribute to the total

number of unsuccessful calls.

5.62 We have worked with  the C& CSWG to review the current  customer service
incentive framework . As part of the review we assessed whether the
current framework discourages DNOs from having a call back function or
encourages themto  switch -off their call -back function during  emerge ncy
incidents , to avoid penalties.

5.63 We reviewed the DNO's unsuccessful calls data and found that the
percentage of callers who opt fora call  -backis relatively small ( 4% in
2021/22 ). We also found that the number of call -backs where an agent
does not return the customer's call within 60 minutes, has a minor impact
on the unsuccessful calls  penalty (between 2% and 7% of total
unsuccessful calls between 2018/19 and 2021/22 65).

5.64 We also observed that two out of the six DNOs do not currently operate a
call-back function and explored the option of introducing a new obligation
that would require all DNOs to provide a call -back function to customers
on an 24/7 basis. This would ensure that the service is available to all
customers, regardless of licen ce area .

5.65 We looked at the specific case study of Storm Arwen and noted that of the
two DNOs (NGED and NPg), NGED's licen ce areas had call abandonment
rates in line with DNOs that do operate a call -back function ¢ (7% f or
NGED and 6% for other DNOs). We also noted that NGED's mean call
response time was faster than these DNOs (20s compared to 90s). This
suggests that customers in NGED's licen ce areas were not adversely
affected by the DNO not operating a call -back functi on. We were unable to
provide a similar assessment of NPg's licence areas due to the wider
telecoms issues they experienced during Storm Arwen. 67 Additionally, all

5 Datarelatingtothet otal number of calls where a customer opted to be called back
and the time takentom  ake that call back wa s greater than 60 minutes  , has only been
reported through regulatory reporting packs over this period.

66 This includes ENWL, SPEN and SSEN. Data from UKPN was excluded as these licen ce
areas were not significantly affected.

57 NPg advi sed that their high call abandonment rate during Storm Arwen  was caused by
a combination of factors. Their website was unavailable for approximately 15 hours

which led to customers contacting NPg by telephone to report a power cut or receive

information on  their restoration time, instead of keeping up to date via their website.

NPg advise d that the local telephony network was unable to deal with the additional

volume of calls which resulted in 4,322 customer calls being terminated.
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DNOs confirmed that they have systems or processes in place to prioritise
PSR customers and place them at the front of any agent queue.

5.66 Based on these findings, we do not think that it is proportionate to require
DNOs to provide a call -back function that is always available. In this
instance, we think that DNOs are best placed to decide which tel ephony
functions and services they should implement which will best serve the
needs of their customers.

Removal of s takeholder engagement and consumer vulnerability
incentive

Background
5.67 Inour Draft Determination we said that we would remove the Stakeholder

Engagement and Consumer Vulnerability (SECV) incentive for RIIO -ED2,
as these areas are being considered through other incentives in the price
control. 8

Final Determination summary

5.68 The table below providesa  summary of our final determination position.

Parameter Final Determination Draft Det ermination

SECYV incentive Removal of SECV Same as FD
incentive for RIIO -ED2

Final Determination __ rationale and Draft Determination responses

5.69 We did not consult on the removal of the SECV at Draft Determinations.
This is because this was consulted on as part of our SSMC and confirmed
in our SSMD in 2020.  We did not receive any further feedback as part of

our Draft Determinations consultation. As such, we have decided to
remove the SECV from the customer service incentive structure.
Support for consumers in vulnerable  situations

5.70 Ensuring energy companies support and protect consumers in vulnerable
situations is a priority for Ofgem. Our vulnerabil ity package for RIIO -ED2
will ensure DNOs provide appropriate support and services to consumers
in vulnerable situations and address the key vulnerability priorities for
those:

1 most at risk during a loss of supply

9 in, or at risk of, fuel poverty

68 Our assessment of Busin  ess Plans through the BPI takes account of the quality of
engagement carried out by DNOs in developing their plans. With regards to consumer
vulnerability, we are proposing a package of measures to ensure DNOs embed the
progress they have made in the cu rrent price control in RIIO -ED2. More detail on
this can be found in the next section of this chapter .
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T mostatr isk of being left behind in the energy system transition
towards net zero.

5.71 We introduced these three priorities in Annex 1 of our SSMD document
and said that the y should be addressed by DNOs through their RIIO -ED2
Vulnerability  Strategies.

5.72 Inour Draft De termination, we set out a package of outputs to support
consumers in vulnerable situations in RIIO -ED2. This included m inimum
standards and new incentives to hold companies to account within period
and encourage best practice initiatives, which exceed the levels of service
expected from a DNO . We also built -in sufficient flexibility within the
package to ensure DNOs consider how their role in protecting the interests
of consumers may change.

5.73 We recognise that the consumer landscape has changed since the
pu blication of our Draft Determinations and that the impact of the cost  -of-
living is being felt most by those in vulnerable situations, particularly
those who are fuel poor. In response, we have reviewed our vulnerability
proposals to ensure they go far enou gh to enable valuable support to be
delivered and have flexibility for DNOs to target their support to those
who need it most. The key changes since our Draft Determinations are:

1 updating the weighting given to individual metrics to place more
emphasis on the value of services delivered to customers

1 updating target scores to reflect the most up to date information
available to us

9 reassessing our paosition on some bespoke proposals aimed at
supporting vulnerable customers (our assessment of bespoke
proposals is set out in more detail in the Company Annexes).

Treating Domestic Customers Fairly (LO)

Purpose To place an obligation on licensees to treat all domestic
customers fairly and have the measures in place that

deliver positive outcomes for such customers

Benefits Licensees have the measures in place to develop positive
outcomes for domestic consumers, including identifying
such customers in an effective and appropriate manner
and interacting with these consumers in a way that takes

into account any vulnerability.

Background

574 In Annex1ofour SSMD document, we proposed to introduce a new LO on
DNOs to treat their customers , including those in vulnerable situations,
fairly (referred to as the Treating Domestic Customers Fairly licence
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condi tion). This followed the introduction of a similar condition in 2017 to
the gas and electricity supply licences, and for the Gas Distribution
Networks (GDNs) in RIIO -GD2.

5.75 We said thatt he proposed licence condition would underpin our approach
to protecting consumers in RIIO -ED2. T his licence condition , combined
with the funding provided to DNOs through theirex ante allowances,
should enable companies to fulfil their role in supporting consumers in
vulnerable situations.

5.76 We also noted that by adopting a com  parable licence condition to
suppliers and GDNs, we can drive greater consistency in the support
vulnerable consumers receive across the sector.

Final Determination _summary

5.77 The table below provides a summary of our Final Determination position.
Parameter Final Determination Draft Det ermination
Output type LO Same as FD
Licence condition Standard Licence Condition N/A

10AA
Associated Document RIIO -ED2 Fair Treatment N/A
Guidance

Final Determination rationale and Draft Determination r __esponses

5.78 We have decided to introduce a new obligation on licensees to treat their
customers fairly, including those in vulnerable situations

5.79 We did not consult on the proposed licence condition at Draft
Determinations . DNOs did however raise overarching concerns as part of
the recent informal RIIO  -ED2 licence consultation.  Given the licence
conditionds i mportance in protecting the inte
(particularly those in vulnerable situations), we have decided to address
those overarching concerns  here. We wi |l consider more detailed feedback
on the licence drafting as part of our statutory licence consultation in

December 2022 .

5.80 Since the publication of our SSMD, w e have worked extensively with DNOs
to find a workable solution that protects consumers and addre sses the
overarching concerns that DNOs have raised about the proposal

5.81 All DNOs supported the intent of the licence condition , however they were
concerned thatthe  LO could leave them exposed to unwarranted risks,
including potential enforcement action. The overarching concern raised
was that this could result in activities that DNOs routinely undertake being
in breach of it he | e tthe kcende candlition .DNOs suggested a
Aireasonabl e endeavour so oblasagatermatve .on t he | i c

5.82 DNOs also commented on the Fair Treatment Guidance document which
will be published alongside the final licence condition. DNOs noted this
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document i ntroduces a Afairness testo and Ac
would need to  be clearly defined.

5.83 We will consider how p  otential compliance issues should be handled on a
case-by-case basis. Any decisions on enforcement action are generally
taken in line with our Enforcement Guidelines and associated prioritisation
criteria .%® Furthermore, we note that an equivalent licence condition is
already in place for the GDNs. We have not seen any compelling evidence
that demonstrates why electricity distribution companies are materially
different to the gas network equivalents in their a bility to comply with this
obligation.

5.84 We will continue to develop the licence condition and guidance document
considering the feedback received to the informal licence consultation and
reflect on where further clarification and definition is required. We will
publish an updated version of the licence condition guidance as part of the
statutory licence consultation in December.

Vulnerability Strategies , associated principles and baseline expectations

Purpose To ensure that DNOs provide the appropriate support and
services to customers in vulnerable situations in RIIO -
ED2

Benefits To support the delivery of services by the companies,
which build on the extent and quality of service delivered
inRIIO-ED1 where the DNOsd competence a
opportun ity for customer interaction puts them in the

best position to deliver support

Background

5.85 In our Draft Determinations document , we proposed to fund DNOs to
deliver their Vulnerability Strategies through  ex ante allowances, where
the activities are well jus tified. We also proposed to remove funding for
activities which were poorly justified and/or extended the scope of the
DNOs' role into areas where they are not best placed to act.

Final Determination _summary

5.86 The table below provides a summary of our Final Determination position.

69 Please refer to the Ofgem website for our Enforcement Guidelines:
https:/ /www.ofgem.gov.uk/publications/enforcement -quidelines
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Parameter Final Determination Draft Determination
Funding Ex ante allowances for the delivery of Same as FD
mechanism DNO vulnerability strategies, with the

exception of:

1 the repair and replacement
of gas boilers

1 the installation of energy
efficiency measures

9 thetraining ofin  -house
employees in delivering
advice through workshops

Final Determination _ rationale and Draft Determination r _esponses

5.87 Wereceived 1l 1 responsestoour consultation position. In response to
stakeholder feedback, we have decided to accept  all of the DNOs'
vulnerability strategy proposals with the following exceptions:

1 the repair and replacement of gas boilers

1 thetraining of in -house employees to deliver advice throug h
workshops, specifically on energy efficiency, low carbon technology
and digital skills

7 the installation of energy efficiency measures.

We maintain our Draft Determination position that these three areas of

activity are currently outside the scope of a DN O'srole.

5.88 Four respondents stated that they agreed with our Draft Determination
position, two DNOs  disagreed, and the remaining five responses were
mixed.

5.89 We summarise the responses received and set out our decisions , with

reasons , below.

5.90 SPEN and SSEN bo th disagreed with our proposal to remove activities
relating to the installation of energy efficiency measures and highlighted
the importance of these activities during the current cost -of-living crisis
and the benefits it would deliver for customers.

5.91 This view was also supported by SSENO s wl@dnGedthat DNOs have a
role to play in the installation of energy efficiency measures, especially in
the context of whole system planning. All three stakeholders
recommended including  the installation of energy e fficiency measures
withinthe scope of DNOs6 acEO2vities in RITO

5.92 We recognise that energy efficiency is an important enabler in the energy
system's transition towards net zero, in whole system planning and a
means of reducing pressures on consumer bil Is in the current cost  -of-
living crisis. However, we consider that funding DNOs to directly install
energy efficiency measures in customer homes goes beyond their role and
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any activity undertaken in RIIO -ED1. We therefore disagree that this
activity should  be in scope for DNOs to deliver over RIIO -ED2.

5.93 The primary reason for this is that there are existing avenues which
support customers in accessing energy efficiency measures. We note that
Government funding is available through various schemes. We also
re main concerned that allowing DNOs to operate in this space may impact
a competitive market and consumer's choice in deciding a preferred third
party company to install energy efficiency measures.

5.94 An environmental representative group acknowledged our Draft
Determinations  proposal on the installation of energy efficiency measures
but stated that some level of targeted energy efficiency support can be
justified.

5.95 We agree with the view that some targeted energy efficiency support can
be justified. However, we think that this should be limited to:

1 DNOs making use of referral channels to signpost customers to
existing energy efficiency support available to customers eg
Government grant schemes

1 DNOs utilising their network of partnerships to enable referrals where
energy efficiency advice can be provided to customers. We note that
consumer bodies, charities and local organisations provide advice and
in-depth energy efficiency support and consider that DNOs should be
supporting these companies in the work they do and the benefits that
can be provided for their customers.

5.96 SSEN stated that the repair and replacement of gas boilers and the in -
house training of employees in delivering advice through w orkshops
should be funded ex ante . It noted that the removal of these activities
would compromise the delivery of its vulnerability strategy.

5.97 We maintain our position that DNOs do not have an emergency role in gas
safety or in isolating or condemning unsaf e boilers. We do not consider it
appropriate for electricity customers to fund this activity and we note the
RIIO -GD2 Vulnerability and Carbon Monoxide Allowance which enables

GDNs to support customers in vulnerable situations, including the repair
and rep lacement of gas boilers so that those most in need are not without
heating.

5.98 We maintain our position that DNOs should not be provided with
allowances to train in  -house employees to deliver advice through
workshops on energy efficiency, low carbon technolog y and basic digital
skills. We have not seen compelling evidence which justifies why a DNO
should train its own employees rather than utilising partnership networks
(eg expert charities and local organisations) to deliver the same advice
and teaching.

5.99 Following the publication of our Draft Determinations, we held bilateral
meetings with each of the DNOs. Through this engagement we found that
only SSEN, was planning to deliver the activities we proposed to exclude.
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5.100

5.101

As no other DNOs have planned to deliver th ese activities, we therefore
consider SSEN to be an outlier in how it has determined the scope of its
role in supporting customers in vulnerable situations.

We have considered the impact of removing costs associated with

delivering the three excluded activ ities from the SSEN's ex  ante
allowances. We consider that removing these costs would have a
disproportionate impact on SSEN's vulnerability strategy costs and that
removing these allowances will impact SSEN's ability to deliver other
elements of its strat  egy. We also note that removal of these costs impacts
SSEN's package of support for customers in fuel poverty.

Therefore, whilst we maintain our Draft Determination position that these
activities should not be undertaken by the DNOs and funded by

customers , we have decided to allow the costs for SSEN (subject to our

cost assessment) given the development of the cost -of-living crisis since
Draft Determinations and increasing pressures on household budgets. We
encourage SSEN to consider how best they can use this funding to further
enhance the support available to fuel poor customers.

Consumer Vulnerability Incentive (ODI -F)

Purpose To ensure DNOs are held accountable for delivering their

vulnerability strategies and the baseline expectations. To
incentivise D NOs to develop ambitious and best practice

initiatives

Benefits To support DNOSs' provision of the appropriate support

and services for consumers in vulnerable situations and
develop their role in response to emerging risks and

issues

Background

5.102 In our SSMD , we said thatwe w ould introduce an ODI -F in the form of an
ex-postevaluation ,t o assess companiesd6 parkeyor mance
principles and baseline expectations 0 for consumers in vulnerable
situations , and the delivery of their vulnerability strategies.

5.103 In our Draft Determinations, w e set out our proposals in relation to how
the incentive should operate . This included using the following five metrics
to measure DNO performance:

0 These are set out in Appendix 3 of RIIO -ED2 SSMD Annex 1,

https://www.ofgem.gov.uk/publications/riio -ed2 - sector -specific -methodology -decision
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5.104

5.105

1 the proportion of cust  omers registered on a DNO's PSR out of the
total eligible customers in its region(s) , which we refer to as PSR
Reach

9 the value delivered as a result of DNOs providing fuel poverty support
services

9 the value delivered as a result of DNOs supporting customer s at risk
of being left behind in the energy system transition

9 the customer satisfaction of customers who have received fuel
poverty support services

T the customer satisfaction of customers who have received support to
ensure no one is left behind in the e nergy system transition.

We also proposed to introduce an independent assurance process to
underpin the ODI  -F, providing assurance to Ofgem and wider stakeholders
that DNOs' performance against the above metrics are comparable and
reliable. This assurance  was proposed in order to act as a gateway,
requiring DNOs to pass a minimum criteria relevant to the metric before
being eligible to earn any reward associated with the metric.

We also set out further detail on the incentive value and the frequency of
performance measurement. Please see the table below for more detail on
each of the incentive parameters.

Final Determination _summary

5.106 The table below provides a summary of our Final Determination position.
Parameter Final Determination Draft Determination
ODI Type Financial Same as FD
Incentive type Reward and penalty Same as FD
Incentive value +/ - 0.2% of RORE Same as FD
Performance Scores based on performance Same as FD
measure against five metrics:

PSR Reach (40%)

Value of fuel poverty services
delivered (20%)

Value of low carbon transition
services delivered  (20%)

Average customer satisfaction
for customers who receive fuel
poverty services  (10%)

Average customer satisfaction
for customers who receive low
carbon transition support
services (10%)
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