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Summary
This document is Version 4 of the Price Control Review Reporting Rules (“the Rules”).

The purpose of these Rules is to provide a framework for the collection and provision of
accurate and consistent cost information from the Distribution Network Operators
(DNOs), in accordance with standard conditions 48 and 49 of the electricity distribution
licence. This version of the Rules will apply for reporting for the year ending 31 March
2009.

We have clarified the instructions to improve consistency and amended the paragraph
references to the standard licence conditions to reflect the changes made to the 1 April
2008 version.

Copies of this document are available on Ofgem’s website (www.ofgem.gov.uk).

Contact name and details: Peter Rice, Head of Cost Review
Telephone: 020 7901 7192

Email: peter.rice@ofgem.gov.uk or finrepteam@ofgem.gov.uk
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1. Introduction

1.1. The Price Control Review Reporting Rules (“the Rules™) are in accordance with
standard conditions 48 and 49 of the electricity distribution licence (SLC). The
purpose of these Rules is to provide a framework for the collection and provision of
accurate and consistent information from the DNOs. This is important as it informs
Ofgem of DNO performance and should contribute to improving regulatory
transparency and certainty. The benefits of improvements in the quality of
information should be realised by all those with an interest in the regulation of DNOs,
including customers and their representatives, Ofgem and the DNOs themselves.

1.2. The Rules include definitions and related instructions and guidance for preparing the
annual information submissions. For the avoidance of doubt, these Rules are
subordinate to the licence conditions. Consequently, the Rules will not change any
definitions or obligations contained within the distribution licence and in the event of
any dispute, the licence conditions will always take precedence.

1.3. Any future changes to the Rules will comply with the change process set out in
paragraphs 48.16 and 49.2 of the SLC.

1.4. Where we have identified specific areas of concern for DNOs and have provided
additional guidance these have been included in further Appendices at the end of this
document. For 2007-08 these included guidance on the reporting of fault costs and
for street lighting costs. For 2008-09, some additional guidance has been included on
the reporting of operational engineering costs within Appendix 2b.

Structure of this document

1.5. The Rules cover the following main areas:

Chapter 2 — sets out the purpose and objectives of the cost reporting Rules;
Chapter 3 — details the reporting arrangements;

Chapter 4 — sets out the required levels of accuracy for reporting;

Chapter 5 — sets out the purpose of the Rules, the Instructions for completing the

Regulatory Reporting Pack (RRP) and the defined terms;
Chapter 6 — sets out publication issues;

Chapter 7 — sets out the current position in relation to the publication of summary
information and the annual RAV;

Appendix 1 — purpose and instructions for completion of each table in the RRP;
Appendix 2 — defined terms for completing the RRP;

Appendix 3 — Data Tables.

Appendix 4 — Commentary

Appendix 5a — Additional guidance to assist consistent reporting of fault costs.

Appendix 5b — Additional guidance to assist consistent reporting of street lighting
costs
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2. Purpose and objectives of the Rules

Introduction

2.1. The Rules provide a framework for the collection and provision of accurate and
consistent information for annual cost reporting by DNOs. The output from this
process will be the DNO’s completed RRP and Cost Commentary. Ofgem will use this
information to:

. facilitate effective monitoring of expenditure compared to DPCR4 allowances;
° allow an interim RAV figure to be calculated;
. enable the reconciliation of reported costs in the RRP to the amounts in each

DNO'’s regulatory accounts; and
. inform future price control reviews.
2.2. The objectives of the Rules are to:
° improve robustness and consistency of cost data submitted by DNOs;

. reduce the burden on DNOs to provide financial and other information at the
time of a price control review; and

. avoid varying interpretations of definitions and reporting requirements.

2.3. To provide robust and consistent data the DNOs will report costs for the
licensee’s distribution business and of the business of each affiliate or related
undertaking of the licensee that either directly or indirectly provides goods and/or
services to the licensee or forms part of the distribution business, either separately or
consolidated

2.4. Both DNOs and Ofgem recognise that it is imperative to have a robust
structure in place for monitoring performance in the period 2005 — 2010 (DPCR4) and
informing the next review (DPCR5) based on consistent interpretation by DNOs of
definitions and reporting requirements.

2.5. The methodology used to set the DPCR4 allowances set out in Appendix 1 of
the “Electricity Distribution Price Control Review Final Proposals, November 2004
document (ref# 265/04)” (“Final Proposals”) is applied in the Rules to determine the
comparison to allowances for DPCR4 (Part 1 of the RRP pack).

Definitions

2.6. In accordance with SLC 48 and 49, these Rules define certain terms in addition
to those defined in that or any other standard or special licence conditions. These
instructions are to be strictly followed and must be read in conjunction with and
applying the definitions in Appendix 2. Deviations from the definitions are not
permitted.
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Cost categories

Metering activities and costs

2.7. In assessing allowances for DPCR4, metering activities and associated costs
were subject to a separate price control in the transition to a competitive metering
market. These Rules cover the disclosure of the costs of metering activities to
separate them from distribution activities.

Distributed Generation activities and costs

2.8. In assessing allowances for DPCR4, relevant distributed generation activities
and associated costs were subject to a separate price control. These Rules cover the
disclosure of the cost of the relevant distributed generation activity to separate them
from distribution activities.

Excluded Services and de minimis activities

2.9. The Rules cover the disclosure of the costs of providing excluded services, out
of area networks and de minimis activities. These costs are required to reconcile the
total costs in the regulatory accounts to the businesses and activities of the licensee
and to inform future price control reviews.

Pass-through costs

2.10. Certain costs were pass-through costs for DPCR4 and others are ‘outside the
price control’. DNOs must disclose such costs in accordance with these Rules. These

consist of:

. transmission exit charges;

. charges from other licensed distributors covered by their price controls (wheeling
charges);

. network business rates;

. Ofgem licence fees; and

. certain company specific items such as the adjusted net costs of electricity

provision in the Shetland Isles and the costs attributable to DNOs of closing
down the current wholesale trading systems (Settlement Agreement for
Scotland) in Scotland following BETTA go-live (which was applicable for 2005/06

only).
Uncertain costs

2.11. In setting DPCR4 allowances, Ofgem proposed a specific re-opener for certain
costs relating to the Traffic Management Act 2004 (and its Scottish equivalent) and a
two-stage re-opener for changes to the Electricity Safety, Quality and Continuity
Regulations (ESQCR). The ESQCR re-openers provide for an assessment in 2008 of
costs associated with overhead line clearances and assessment at any time of costs
associated with amendments to the ESQCR itself. Licence modifications reflected
these changes so that we can consider any consequential costs in isolation from
companies’ financial performance under the price control.
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Pensions

2.12. In setting DPCR4 allowances, Ofgem determined that if the actual cash pension
contributions differ from the amount allowed per the Final Proposals document, an
adjustment to future revenue in the DPCR5 price control will be made to correct the
difference. The RRP collects the data necessary to monitor pensions against the
allowance to enable the correct adjustment to be calculated.
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3. Reporting Arrangements

Introduction

3.1. Itis important that robust arrangements are put in place for the reporting of
information required under SLC 48 and 49. This section sets out the reporting
arrangements to apply for each financial year.

Requirements of SLC 48 and 49

3.2. In accordance with SLC 48 (Reporting of Price Control Cost Information) and
SLC 49 (Modification of RIGs in Force Under Chapter 12) the Rules may, in relation to
any requirement of the condition in respect of price control review information,

specify:

(©)) the meaning to be applied to words and phrases (other than those
defined in SLC 48 and 49 or any other condition of the electricity distribution
licence) used in connection with such information;

(b) the methodology for calculating or deriving numbers comprising any
part of such information;

(©) requirements as to the form and manner in which such information
must be recorded;

(d) requirements as to the standards of accuracy and reliability with which
information must be recorded;

(e) requirements as to the form and the content of such information;

) requirements as to the manner in which such information must be
provided to the Authority; and

Q) requirements as to those parts of such information which may fall to be
considered by a reviewer and the nature of that consideration,

in addition (having particular regard to section 105 of the Utilities Act 2000) may
specify which (if any) of the information provided under SLC 48 and 49 is to be
subject to publication by the Authority.

Reporting year

3.3. The financial year for the provision of information required under SLC 48 and
49 will be a period of 12 months commencing on 1 April and ending on 31 March of
the following calendar year. We will consult on changes to the Rules in accordance
with the provisions of SLC 48 and 49. Where these changes do not relate to
information included in the incentive scheme or the required level of accuracy, the
consultation period will not be less than 28 days.

Submissions

3.4. DNOs must provide the information required under SLC 48 and 49 as soon as
reasonably practicable, and in any event, not later than 31 July following the end of
the financial year to which such information relates. This is the latest date that DNOs
can submit the information, unless the Authority has previously consented otherwise
in writing. For 2008/09 all licensees have agreed with Ofgem to submit no later than
31 July 20009.
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3.5. The submission to be accompanied by a letter signed by a director on behalf of
the licensee confirming that the pack has been completed in accordance with these
Rules.

Resubmissions

3.6. Ofgem agreement is required before resubmissions of the pack and in any
such instance the pack should be resubmitted in full. The resubmission should only be
accompanied by a letter signed by a director where significant changes have been
made and Ofgem or the licensee decide such a letter is required.

3.7. In addition for each resubmission, where it is not obvious either from additional
entries on Table 2.13 or otherwise, a separate free-form explanation must be provided
listing each and every cell that has been amended and sufficient commentary to
explain the reasons for each change.

Review

3.8. Once the DNOs have submitted the information to the Authority, Ofgem or a

person nominated by the Authority (“a reviewer”) will undertake a detailed review of
the information. Such a review may include a review visit to each DNO for discussion
of the information submitted. Such visits to be agreed with the licensees in advance.

3.9. Where a reviewer has been nominated, then in accordance with SLC 48.10, the

reviewer will enter into an agreement with the licensee to maintain confidentiality on
reasonable terms.

Queries on completion or discovery of errors

3.10. For all queries on completion of the cost reporting pack or if any formula errors
or other such errors are discovered on completion, an email should be sent to:

Cost Review Team
E-mail: finrepteam@ofgem.gov.uk
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4. Accuracy for reporting

4.1. All information provided should be an accurate representation of the
information available to the licensee.

4.2. All financial data should be submitted in £ millions rounded to the nearest
£100,000 (i.e. to one decimal place). Where DNOs prefer to provide data to a greater
degree of accuracy this is welcomed but the pack will only show figures to one decimal
place.

4.3. In Part 3 of the RRP, the statistics tables 5.3 and 5.4, the data should be in
whole numbers.

4.4. Where appropriate, data entry has been formatted to prohibit entry in an
incorrect sign and, where required, to whole numbers.

4.5. Where a licensee (and any affiliate or related undertaking of the licensee) does
not capture data on the same basis as the cost reporting definitions, and in completing
the tables the licensee has to apportion costs across one or more activities, the basis
of apportionment must be provided in the cost commentary document and in Table
2.12. The licensee will also give an indication of their assessment of the robustness of
those assumptions.

4.6. Where a modification of the Rules results in a requirement to provide:
(@) Data for a new cost category or activity; or
(b) An existing cost category or activity to a greater level of detail,

and in either case such information has not previously been collected by the licensee
(under the provisions of these Rules or otherwise), the licensee shall provide estimates
in respect of that category or activity, for the year in which the modification is made
and for any preceding year, derived from such other information available to the
licensee as may be appropriate for that purpose; and shall set out the basis and
methodology for deriving the estimated amounts in sufficient detail in the
Commentary.
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5. Data Tables and Commentary

5.1. The Data Tables should be completed and submitted in electronic format as a
Microsoft Excel file. The Commentary should be completed and submitted in
electronic format as a Microsoft Word file. Submissions as portable document format
(“PDF™) files are not permissible.

Data Tables

5.2. The data to be reported is for such aspects of the licensee’s distribution
business and of the business of each affiliate or related undertaking of the licensee
that either directly or indirectly provides goods and/or services to the licensee or
forms part of the distribution business, which includes affiliates undertaking
connections business.

5.3. It should be noted that the definitions and reporting requirements of these
Rules have precedence over UK GAAP or IFRS reporting, e.g. an item recorded as a
tangible or intangible fixed asset in regulatory or statutory accounts may not
necessarily be treated as such under the Rules.

5.4. The Data Tables are divided into the following sections:

. Part 1 - Comparison to DPCR4 allowances and publication data
. Part 2 - Cost data collection
. Part 3 - Financial data

. Part 4 - DPCR4/RAV
. Part 5 - Network Analysis

5.5. Only the cells highlighted in yellow should be completed. The cells will show
blue text when entered.

5.6. Sign conventions have been included within the formatting of many of the cells
to restrict input to either positive or negative values. Where input conflicts with the
set sign conventions the DNO must inform Ofgem immediately this is discovered so
that a solution can be found. If any reporting is allowed in contravention of the
normal sign convention this must be reported in the Commentary.

5.7. Costs are to be reported gross, i.e. no offsetting is permitted.

Commentary

5.8. The cost commentary at Appendix 4 provides the opportunity for DNOs to
explain why costs have been incurred and the annual movements in cost levels (set
out in Table 2.13). It will be used in conjunction with the data tables, to understand
the structures and operations of each DNO, to inform DPCR5 and to monitor DNOs'
performance against Ofgem’s assumptions for costs included in the DPCR4 Final
Proposals document.
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6. Publication

6.1. A number of DNOs consider some of the information provided in the RRP to be
commercially sensitive.

6.2. Ofgem is bound by the requirements of Section 105 of the Utilities Act 2000
relating to the disclosure of information.

6.3. Ofgem recognises the value of improving transparency of information in
regulating natural monopolies.

6.4. In particular, Ofgem intends to publish an annual cost review which will
include:

. a provisional calculation of the Regulatory Asset Value for each DNO each year:
. comparisons to DPCR4 allowances;

. summary and detailed activity analysis;

. detailed activity costs reconciling to the annual operating and capital

expenditure in the Regulatory Accounts (see Tables 1.1 and 1.2 in Appendix 3).

6.5. It is Ofgem’s intention to continue to review whether to publish further
disaggregated data and analysis.
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Appendix 1 — RRP Purpose and Instructions

General Instructions for Completion
Overview

The Regulatory Reporting Pack (“RRP”) is in the form of an Excel workbook. It consists of a
number of data entry sheets with other summary and comparison to DPCR4 allowance sheets
linked to them. The total costs in the RRP should agree to total opex plus total capex in the
Regulatory Accounts for the concurrent financial year subject to allowed reconciling items set out
in Table 2.1.

It has been designed to have “single data entry” where possible in order to avoid duplication and
to facilitate reconciliations and balance checks.

The RRP is to be completed pursuant to these instructions in Appendix 1 and the definitions
provided in Appendix 2. The RRP is to be submitted to the Authority in electronic Excel file
format.

Data Entry

e All data input cells are coloured yellow which will show as blue text when entered.

e All data is to be input in (£ nominal) rounded to the nearest £100,000 (i.e. one decimal
place).

e All costs are to be entered as positive numbers except where indicated otherwise.

All cells that are linked formulas are coloured white with black text.

Cells that are not relevant for data input are coloured black.

All cells totalling and sub-totalling other columns and rows are coloured grey.

Except on Tables 2.1, 2.3 (where indicated) and 2.5 all costs are to be entered on a cash
typical costs basis and exclusive of atypical items. Cash means exclusive of all provisions
and all accruals and prepayments that are not incurred as part of the ordinary level of
business. As an exception, Table 2.2 also includes depreciation on non-operational capex,
which is to input on a regulatory accounts basis.

Definitions

All row and column headings requiring data input are clearly defined in Appendix 2 “Definitions”.
DNOs must ensure that the definitions are clearly understood and are complied with when
entering any data into the RRP. This is to ensure consistency and comparability of data entry
across DNOs.

Worksheet Protection

Worksheets within the RRP are password protected to ensure no rows or columns are added or
deleted and that no formulas are altered. Only the input cells coloured yellow are unprotected
enabling data entry and have been set to accept only positive or negative amounts as
appropriate. This is to ensure that all DNOs report data in the same manner enabling easy
extraction of data from the RRP. Cells coloured orange are for data entry by Ofgem and wiill
arise from its review and will be principally RAV orientated.

Checks and Balances

Throughout the RRP there are various formula driven checks and balances to ensure all numbers
reconcile correctly throughout the pack. These are identified as white cells with red text reading
either “OK” or “Error”. If the pack has been completed correctly, all these checks and balances

should show “OK”. If a check and balance is showing “Error”, please review the data entered to
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identify the problem and correct it before submission to Ofgem.

RRP Contents and Version Control

Purpose To ensure that all Tables of the RRP have been completed, to monitor
resubmissions and track changes in those resubmissions.

Instructions e Section 1: complete the date of the initial submission and the dates of any
for re-submission. If required, additional columns will be added by Ofgem.
Completion e Section 2: enter a cross (“x”) to indicate that the table has been completed
and submitted.
e Section 3: enter a cross (“x”) to indicate that the additional information has
been completed and submitted.
e Where it is necessary to resubmit for any reason, enter the date of
resubmission in Section 1 and indicate with a cross in the appropriate box
which tables and/or additional information has been amended.

Company names and date input

Purpose To record the licensee’s name and those of related parties and pension schemes
and to record current year RPI information.

Instructions e Input the regulatory year for which the return is submitted (format yyyy-
for vYy).
Completion Input the year beginning and ending (format dd mmmmm yyyy).

e Input the average RPI for the current year and the average of March & April
RPI as advised annually by Ofgem (in April & May each year).

e Input from the table the number allocated to the licensee to whom the RRP
relates. This number is used to populate various tables with values and
names throughout the RRP. It is preset at “0”. Any other number from the
table will populate other worksheets with that other DNOs data.

e Input the full names of the DNO, Other DNOs in the same group, Related
Parties and all Pension Schemes. This should be the registered name of the
statutory entity and, where appropriate, a suffix of the division or branch.

e Input the abbreviations for all Other DNOs in the same group, Related
Parties and all Pension Schemes. Where another DNO is already listed use
the same abbreviations as in the table.

Check and balance report

Purpose Provides summary results of the checks contained within the RRP to allow DNOs
to identify and address errors and/or inconsistencies. Any unsatisfactory checks
will result in an ‘out of balance’ message will be shown on the top of each table
and on the front cover of the pack. DNOs should rectify the reason for any
unsatisfactory checks and should not submit packs to Ofgem which display this
message.

Instructions e No data input required.
for e The worksheet is entirely formula driven from links to other worksheets in
Completion the RRP.
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Table 1.1 Summary Indicators

Purpose Presents key indicators of DNO’s performance against regulatory allowances.
Compares actual expenditure to the DPCR4 allowances for opex, capex and
pensions, and shows the closing RAV, net debt and net debt to RAV gearing.

Instructions e No data input required.
for ¢ In the Cost Commentary DNOs are to provide a summary explanation of the
Completion movements in actual costs compared to the prior year.
e Allowances and prior year data are hard coded into hidden data tables in the
worksheet and the former are inflated by Ofgem each year. These are
derived from the Final Proposals document.

Table 1.2 Activity Analysis

Purpose Presents a summary cost table for inclusion in the annual Cost Review report.
Note only the amounts in Total line is published

Instructions e No data input required.
for
Completion

Table 1.3 Total Activity costs

Purpose Presents DNO'’s costs in the format as published on the Ofgem website with the
Cost Review showing the Total Activity Costs and reconciling to the opex and
capex in the regulatory accounts from Table 2.1.

Instructions e No data input required by DNOs.
for e Ofgem may input data to align with amendments arising in Table 4.3.
Completion

Table 2.1 Reconciliation to Regulatory Accounts

Purpose Provides a high level check of the costs reported in the RRP back to the DNO’s
own audited Regulatory Accounts which are prepared applying the DNO’s own
accounting policies.

Instructions e Input the relevant costs from the Regulatory Accounts profit and loss (or
for income statement under IFRS), fixed asset additions. This includes:
Completion o IT software reported under intangible fixed assets under IFRS;

0 customer contributions, where not reported in net fixed asset additions;

0 amortisation of intangible fixed assets (IT software) under IFRS,

From the note(s) to the Regulatory Accounts in the cells provided.

Note that capitalised interest and asset revaluation amounts are not to be

included on other tables in the RRP and therefore they must be deducted

here.

¢ Input any reconciling items, which are adjustments to costs or recoveries for
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items not in the Regulatory Accounts or where offsetting of costs and
revenues/recoveries is not allowed under these Rules for presentation of
amounts in the RRP, or for IFRS adjustments.

e Input the source of each reconciling item. All costs which are reported in
the licensee’s regulatory accounts should be input under DNO; and any cost
which are not, should be input under the relevant related party column.

¢ Non-operational assets which were previously owned and reported as owned
by a related party which are subsequently acquired by the DNO (or another
related party engaged in the distribution business) must be reported as a
reconciling item here rather than as an addition on Tables 2.2 and 2.4, as
they (or a portion of them) cannot flow into RAV to avoid double counting.
This applies regardless of whether the asset was originally acquired pre or
post 1 April 2005.

e The Non-Activity costs are linked to Table 2.6, where they are input.

¢ Movements in provisions, movements in atypical accruals and prepayments
and cash atypical costs, are linked to Table 2.5.

e The net debt reconciliation seeks the reason for any differences between the
debt reported in table 3.1 to the Regulatory Accounts. Give a brief
description of any changes to explain any difference.

e The Customer Connections analysis seeks details of deferred revenue and
the value of capital work in respect of connections. It requires the values of
deferred income held, and capital connections expenditure to which it
relates, on the balance sheet at the start of the period and the changes in
the year to the final position. There is then a check on the contributions
number quoted in row 18 table 2.1 and that in table 2.2. The right hand
part of the analysis table requires the values of customer contributions
received and related WIP to show the values relating to current and prior
years. Any reconciling amounts should be explained in the Commentary.

The right hand reconciliation table requires information for contributions
received and related capex where the amounts have not been recharged or
released to the DNO.

e The Reconciliation of Pensions cash charge takes the cash contributions from
table 3.2 and compares them to the reported numbers in tables 2.2, 2.5 and
2.6. A reconciliation is required between the two sets of numbers and then
a further reconciliation is required to the reported P&L and balance sheet
movement figures in the Regulatory Accounts (which should be entered in
cells C149:D150). The Commentary should state which note in the
Regulatory Accounts refers to pensions.

A check and balance will be automatically performed to ensure the Regulatory
Accounts totals agree to the RRP data tables, this check must say ‘OK’ for the
RRP to have been completed correctly.

e Where revenues are netted against costs in the regulatory accounts and
thus not reported as revenue then a reconciling item will be required on
Table 2.1 to gross up costs.

Table 2.2 Total Cost Matrix — cash typical costs

Purpose The key input sheet for collecting information to monitor DPCR4 performance,
roll forward the RAV during DPCR4 and to inform DPCR5.

Instructions General
for
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Completion

Inputs should all be positive except for the following sections:

e Cost recoveries — which should be negative;

e Customer contributions — which should be negative; and

e The three allocation blocks — which have been formatted to match the
instructions for completion as either positive or negative.

For additional guidance on where to report particular costs refer to Appendix 2
for the definitions of Activities and Costs Types.

The rest of the guidance for this table provides additional clarification of how
costs should be reported for instances where we have identified that some
DNOs have been unclear of the requirements.

Activities

Non-Operational Capex

For the avoidance of doubt, all ‘Small Tools and Equipment’ should be reported
under non-op capex irrespective of licensees statutory accounting treatment,
regardless of whether the amounts are considered de minimis or not.

IT & Telecoms

For further guidance on the split of IT related costs between Non-Operational
New and Replacement Assets and the IT & Telecoms Activity see the guidance
for Table 2.8.

Non-Distribution Activity Direct Activities, Metering Business and DG
Business

Network non availability rebates paid to relevant distributed generators should
be reported under Relevant DG opex Activity and the Rents etc Cost Type.
Note: There is a licence condition requirement not to net off rebates against
revenue — Special licence condition Al.

Cost Types
Labour

Labour costs include the cost of employee share options which must follow
labour costs to individual activities and must not be reported in a lump-sum in
any activity.

Protective clothing should be reported under labour costs and thus follow the
allocation of the respective employee to activity/ies and not as STE.

Wayleaves/servitudes/easements

Easement/Servitude costs whether new or resulting from the conversion of a
Wayleave to be reported under the ‘Load Related’ or ‘Non-Load Related’
Activities as appropriate. The Commentary will require each DNO to
differentiate between the different costs.

The periodic payment for an existing Wayleave and the cost of Wayleave
administration to be reported under Engineering Management & Clerical
Support.

Lane rentals

This encompasses fines and penalties, permit scheme costs, road occupation
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and congestion charges. These are analysed on Table 2.6 into their constituent
elements. In addition, where they form part of uncertain cost as determined by
the special licence condition A3, they must also to be input and reported on
Table 2.6.

Rents etc.

This Cost Type includes rents (including for substations), leases, utilities,
insurance premiums and the cost of third party claims met by the distribution
business.

Substation Rents to be included within Engineering Management & Clerical
Support

Rents paid to a related party must be shown at underlying cash cost and NOT at
market values.

Rents etc. excludes:
= the amortisation of a lease but not of a freehold asset;
= any marginal costs of occupying the property;

= the excess of market value charged by the related party over the
underlying cash cost must be reported as a related party margin. Any
element of depreciation and amortisation must be reported under non-
operational or operational depreciation as appropriate;

= facilities management costs, which should be reported on the appropriate
cost rows (e.g. labour, normal employers’ pensions, materials,
contractors, etc).

No Rental income of any sort should be reported on Table 2.2 or Table 2.5 and
not under de minimis or any other activity or on the Cost Recoveries row.
Rental income should only be reported as revenue in the Revenue Return (e.g.
rental of land is ES9). Excluded Services Revenues are only to be reported on
Table 2.10.

Subscriptions, software and software licences

Ordnance Survey licence fees are to be included within the ‘System Mapping’
Activity. All other software licences to be included within the IT & Telecoms
Activity or Non-Operational New and Replacement Assets.

Cost Recoveries
Any cost recoveries (as defined in Appendix 2) should be recorded only on the
Cost recoveries rows. Atypical cost recoveries must be reported in Table 2.5,

Fault costs are to be reported gross of insurance recoveries in each of the cost
rows (e.g. labour, materials, contractors, etc). Insurance recoveries should be
input in the Cost recoveries rows.

Cost Recoveries relating to prior periods should be reported as atypical on Table
2.5

Related Party Margin Charged
Captive insurer margins (See Guidance for Table 2.9)

Other than captive insurers margins

The profit or loss reported on a transaction with an affiliate is the excess or
deficit on actual direct costs and indirect costs (excluding financing costs) fairly
attributable to the transaction or the charge and the cost of providing that
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transaction. For the avoidance of doubt this does not include exceptional items,
tax (income tax, corporation tax recoverable VAT), fines, penalties or the gain
or loss on the disposal of assets or investments (of any sort), i.e. it should be at
the net operating costs level (profit before tax, interest, fines or penalties).

Customer Contributions

Customer contributions: report all contributions, both refundable and non-
refundable, received for new connections after 1 April 2005 in the licensee’s
distribution services by the DNO and affiliates, on this row under either Load
Related New Connections & Reinforcement, Non-Load new & replacement
assets, NTRs and Excluded Services, as appropriate. When a refundable
contribution is wholly or partly refunded, report the amount refunded in the
year the cash payment is made on this row. Any pre-1 April 2005 Tariff
Support Allowance which is held on the balance sheet as being potentially
refundable contributions held at 31 March 2005 which are subsequently
released should be reported as customer contributions under Load Related New
Connections & Reinforcement at the time of the release.

Customer contributions may only be input for “Load Related New Connections
and Reinforcement”, “Non-load new & replacement assets”, “Metering activity
capex” and “Relevant DG activity capex”. NTR contributions should only be
reported on Table 2.10 under ES5 and ES6 excluded services revenue. Input
the contributions on the relevant row, DNO or individual related party, which
received the contribution, e.g. affiliates undertaking connections business.

Direct Cost Reallocation

The “Direct Activity Allocations” rows are to be used to reallocate, applying the
licensee's own accounting Rules from the direct activities of Tree cutting
allocated to new assets (in accordance with these Rules) and Inspection and
Maintenance activities to direct “Load Related New Connections &
Reinforcement” and “Non-load new & replacement assets”.

Indirect Cost Reallocation

The “Indirect Activity Allocations” rows are to reallocate costs applying the
licensee's own accounting Rules from indirect activities to direct activities
(including excluded services, metering, de minimis and relevant DG). Where a
DNO follows full absorption costing all indirect costs should be reallocated, such
that all indirect costs total to zero. DNOs may not allocate some costs where
they do not fully absorb costs under their own accounting system.

Indirect Activity Allocations

Indirect Activity costs to be allocated to the direct activities based on the DNOs
own accounting policies, in the rows provided (Rows 186-193). No direct costs
reallocation within these rows.

Provision and receipt of services to/from Related Parties and others, de
minimis _costs and revenue reporting

In the RRP, DNOs should report all costs relating to the provision of services to
or for a related DNO (including costs for shared facilities), even where a licence
consent means that these are not counted towards the de minimis activities
2.5% cap. Any recovery of such costs to be in the cost recoveries row, or
reported as de minimis revenue in the revenue return, as appropriate.
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Where those recharges are not reported:

e as de minimis revenue/turnover in the regulatory accounts then a
reconciling entry should be made in section 7 of the Revenue Return; and /
or

e within revenue/turnover and have been offset against costs in the
regulatory accounts, then reconciling entries should be made in Table 2.1 of
the RRP and Section 7 of the Revenue Return. These are “allowed
reconciling items”.

Where a DNO carries on de minimis business that is within the scope of SLC43
then the related costs and revenues/recharges are to be reported in the same
manner with no offsetting.

For the avoidance of doubt, where a DNO and an affiliate provide a service (or
services) to each other, the cost incurred and the recharge should not be offset
when reporting charges for services from the affiliate and the cost incurred in
providing the service (the recharge) to the affiliate, even where they are for the
same activity. As noted above, the cost incurred by a DNO in providing a
service is de minimis activity and must be reported under de minimis activity
and the amount recharged is income to be returned as de minimis revenue.

Where a DNO recovers costs from an affiliate those recoveries should be
similarly reported - this includes the sale of surplus materials or scrap.

Cost recoveries satisfying the definition in Appendix 2 must be reported on
Table 2.2 under the Cost Recoveries row.

These rows are intended to collect all cost recoveries as defined excluding
insurance recoveries which may relate to the current or to preceding years.
Insurance recoveries for severe weather events must be reported only on Table
2.5 as atypicals under the appropriate atypical event heading in the Cost
Recoveries row.

Cost recoveries do not include the proceeds of the sale of scrap, which must be
reported on Table 2.6 under Proceeds of sales of assets and scrap.

Where a cost centre or activity is shared then the DNO incurring the costs and
recovering a share of those costs from an affiliate should report these as de
minimis costs and income.

Atypical Costs

Cost data is to be input on a cash typicals basis and therefore should exclude
the following (that should be input on Table 2.5):

¢ movements in all provisions (being charges or releases to the P&L

account/income statement and utilisation of provisions);

o] Utilisation (i.e. cash payment) of a provision as cash atypical cost in
the year in which it is paid

o] Releases

o] Any element of a charge from a related party which includes a
provision or non-normal level of trading accrual or prepayment. These
must be unwound from other charges.

o] Payments from or movements in an insurance sinking fund for self-
insured risks are to be input on Table 2.5 in “TABLE B: Summary of
accruals and prepayments (non-ordinary level of business)”.

e atypical accruals and prepayments;
e atypical cash costs (which include cash payments on utilisation of all
provisions); and
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e cost recoveries in respect of an atypical item and cost recoveries of typical
costs incurred in a previous year.

Table 2.3 Inspections, Maintenance, Tree cutting and Fault Costs

Purpose

Instructions
for
Completion

The key input table for the disaggregated cash typical Direct Activities of Faults,
Inspections & Maintenance and Tree Cutting. The Table also includes
disaggregated input of atypical severe weather fault costs.

This worksheet has memo columns to be completed by Scottish DNOs only for
the purposes of providing an equivalent cost for the 132kV network in Scotland.

This worksheet has memo columns to collect the allocation of fault costs as
between opex and capex to support the tax reconciliation of capex additions in
Table 3.3.

This table allows for the input of typical and atypical costs. Various formula
checks have been included to ensure that only the ‘direct’ costs of the activities
included in this table have been included and that the total figures agree with
the related totals in Tables 2.2 and 2.5.

For HV, EHV, 132kV network the Switchgear, Transformers, Substation
category heading includes switchgear, transformer and other cost relating to
substations (e.g. civil works, safety barrier/signs, painting, vegetation
management, SCADA units).

Third party cable damage faults should be reported under faults by voltage (and
not as NTRs on Table 2.10 as they do not meet the definition in the special
licence conditions).

Total third party cable damage cost recoveries should be reported on row 32.

The atypical Faults costs input in this table are for Severe Weather Events only
and should include provision and accrual movements.

For Scottish DNOs, in the Memorandum Information columns, the costs
associated with 132kV assets are to be input for the Direct Activities of
Inspections & Maintenance, Tree Cutting and Faults as defined in Appendix 2.

For incidents affecting assets not covered by Quality of Service RIGs, input
under Non-QofS Faults. These should include costs associated with:

e  Failure of LV service cut outs

e Street lighting

e Unmetered LV Services

e Fuse failures associated with LV service cut outs

e Loss of supplies associated with un-metered supplies only (predominantly
street-lighting)

e Abortive calls (e.g. investigation of a report of an overhead line conductor
was on the ground only to find that the line was a BT circuit)

e Safety calls (e.g. investigation of a report of a substation door that was
open).

Total fault costs are then to be allocated to opex and capex on the same basis
as the DNO'’s regulatory accounts.
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Table 2.4 Detailed Capex Analysis

Purpose

Instructions
for
Completion

The key input sheet for the Direct Activities of Load Related New Connections
and Reinforcement, Non-load Replacement and Non-Operational Capex.

The data to be reported is for such aspects of the licensee’s distribution
business and of the business of each affiliate or related undertaking of the
licensee that either directly or indirectly provides goods and/or services to the
licensee or forms part of the distribution business, which includes affiliates
undertaking connections business.

Load Related New Connections & Reinforcement

For rows prefixed “Connections provided at...” costs are to input against the
voltage level of connection, (e.g. the cost of both LV & HV assets required to
provide LV connections are to be recorded under LV connections).

General Reinforcement and Fault Level Reinforcement costs are to be input
against the voltage level of the system asset.

For a New Connections carried out by third party where some element (final
connection to the distribution network) is undertaken by the DNO/RP then those
costs, and any related contribution, should be included under New Connections
(carried out by third party).

Non-Load new & replacement assets
Costs to be input:
e by voltage and asset type under condition based replacement; and

e Dby voltage for other non-load costs analysed under the primary purpose
for incurring the expenditure. This may be determined by management
assessment.

Costs of Switchgear replacement include all those items identified as switchgear
in Table 5.3 of the RRP.

Switchgear costs include those associated with refurbishment of switchgear
which extends the life of the equipment (e.g. replacing the trucks and not the
panel).

Costs included under Substations include the costs relating to civil works (e.g.
new fences, doors, roof and security), safety barrier/signs, painting, vegetation
management, SCADA units.

General Refurbishment: Where refurbishment of an asset moves an asset
between rows, e.g. replacing overhead line with undergrounding, the
dismantlement costs should be recorded against the old asset and the cost of
constructing/installing the new asset should be recorded against that new
asset.

Non-operational New Assets & Replacement

Input these costs by asset category and by owner, e.g. DNO or related party.
For further guidance on what costs to include see the definitions for Table 2.4.

Table 2.5 Cash Atypicals and utilisation of provisions and atypical
accruals and prepayments

Purpose

Records the cash costs relating to atypical events, the utilisation of provisions
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Instructions
for
Completion

and atypical accruals and prepayments.
The data will inform future normalisation and cost comparison exercises.

Together with the analysis by related party in Tables 2.2 and 3.2 it will enable a
cross check on the individual related party data in Table 2.11.

All entries of cash atypicals should be discussed and agreed in advance with
Ofgem to ensure consistency across the sector. Failure to do so will be treated
as a breach of these instructions.

Data is to be provided for:

e all provisions (and their movements) whether or not they are incurred as
part of ordinary level of business activities at Table A;

e accruals and prepayments (and their movements) that are not incurred as
part of ordinary level of business activity (i.e. non-normal level of trading)
at Table B;

e atypical events on a cash basis at Table C;

e cash atypicals and utilisation of provision, accruals and prepayments by
source, i.e. DNO and identified related parties at Table E; and

e cash atypicals and utilisation of provision, accruals and prepayments for
ES10 Excluded Service Metering and Out of Area Networks should be input
under Metering Activities and de minimis respectively. (Note: This is to
enable only relevant excluded services amounts to flow onto Table 4.3.)

The sign convention for data entry indicated next to each element has been
automatically restricted to enforce that convention.

No inputs can be made for Load Related New Connections and Reinforcement,
Non-load Replacement and Non-Operational Capex; all such costs are to be
reported as typical costs on Table 2.2 and 2.4.

Where the costs of updating GIS records following Ordnance Survey mapping
rebasing upgrades. Where these costs are material and fit the atypical event
(i.e. a specific event or incident that is not expected to recur regularly under
normal circumstances due either to its size or nature) then they should be
reported on this Table 2.5 for transparency. These costs should normally be
reported as typical costs.

Atypical costs/recoveries related to prior year amounts:

e Cost recoveries relating to prior periods should be reported as atypical on
Table 2.5 to provide visibility of these numbers and allow us to adjust the
comparative year’s numbers and prior year RAV. Such items would be
where the recovery is material, non-recurring, cover a number of years and
is clearly not just a reversal of a normal accounting estimate.

e Where there is a reversal of a material over-accrual or prepayment the
amount to be reported as atypical should be the excess amount over the
annualised normal level of such costs, where this is subjective please
discuss with Ofgem before finalising your reporting treatment.

Treatment and reporting of payments for EA and EATL pensions

e These payments should be reported as atypical costs on Table 2.5 and
nowhere else to provide transparency.

TABLE A: Summary of provisions (excluding deferred tax)
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Data is to reported under the relevant activity for each provision for opening
balance at 1 April in the year under review, charge to P&L account, release to
P&L account, utilised (i.e. cash payment which flows onto Table 1.5) and closing
balance at 31 March. The total of the provision movements’ link to Table 2.1
Reconciliation to Regulatory Accounts.

Data is to be provided for all provisions whether or not they are incurred as part
of ordinary level of business activities. Holiday pay provisions are normal trade
accruals and prepayments and should not be reported on this worksheet.

Provisions which relate to atypical events should be disclosed separately from
other provisions and the description provided by overwriting “-details” with the
description/reason.

Provisions reported are to exclude those for deferred tax.

The amounts reported within the rows for “Utilised” are to be further analysed in
the section labelled “Cash payments on utilisation of provisions (+ve)” into (a)
source by payer (i.e. DNO or related parties) and (b) cost row type reported
within Total Cost Matrix.

TABLE B: Summary of accruals and prepayments (non ordinary level of
business)

Movements on atypical accruals and prepayments data are to be provided for
visibility of these items and are as defined in Appendix 2.

Data is to reported under the relevant activity for each atypical accrual or
prepayment for opening balance at 1 April in the year under review, charge to
P&L account, release to P&L account, utilised (i.e. cash payment which flows
onto Table 1.5) and closing balance at 31 March. The total of the atypical
accrual and prepayments movements’ link to Table 2.1 Reconciliation to
Regulatory Accounts.

Data is to be provided for all accruals and prepayments that are not incurred as
part of ordinary level of business activity; these exclude holiday pay provisions,
normal trade accruals and prepayments. Normally only atypical or abnormal
accrual and prepayments will be input.

The amounts reported within the rows for “Utilised” are to be further analysed
in the section labelled “Cash payments on utilisation of provisions (+ve)” into
(a) source by payer (i.e. DNO or related parties) and (b) cost row type reported
within Total Cost Matrix.

Where there is a reversal of a material over-accrual or prepayment the amount
to be reported as atypical should be the excess amount over the annualised
normal level of such costs, where this is subjective please discuss with Ofgem
before finalising your reporting treatment.

TABLE C: Cash Atypicals - atypicals (EXCLUDING amounts recorded in
provisions and accruals and prepayments utilisation above)

Atypical events are those events as defined in Appendix 2.

There are four prescribed atypical events and four additional rows in which a
description should be inserted by overwriting the description where the row is
used.

Populate this table with the atypical elements of costs under the relevant
activity heading for each event source by payer either DNO or related parties.
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For each event the amounts reported are to be further analysed by cost row
type reported within Total Cost Matrix.

The figures should exclude any amounts reported under provisions or atypical
accruals and prepayments in Tables A and B.

TABLE E: Source of TOTAL Utilisation & Atypical Events by entity

The total of the utilisation of Provisions & Atypical Accruals and Cash Atypical
Events are automatically populated in Table D.

The total amount in row 248 should be further analysed in Table E by individual
related party. The amount paid by the DNO will be automatically populated.

TABLE F: Analysis of related party margins included in Table E amounts

The total amount in row 257 should be further analysed in Table F by individual
related party. This is used in the related margin adjustment on Table 1.4.

TABLE G: Disallowed related party margins

This table is automatically populated and requires no input.

TABLE H: Individual Severe Weather Events

Input a description of each individual severe weather event that meets the
relevant exceptionality requirement defined in annex B of special condition C2 of
the electricity distribution licence; the date (or first day) of the event; and the
cost.

Note:

It is expected that by their nature there should be no atypical costs for NTRs or
excluded services, de minimis or IFI activities; although there may be an
exception where a licensee has residual de minimis activities from separation in
October 2001.

Table 2.6 Miscellaneous

Purpose

Collects data for a variety of reasons on

Non-activity based costs

e Pass through costs

e Costs inside scope of DPCR4 allowances
e Costs outside scope of DPCR4 allowances

Other items adjusting RAV

Proceeds of sale of assets and scrap
Use of system bad debts

Salary sacrifice schemes

Lane Rental analysis.

Uncertain costs (determined in accordance with Special Licence
Condition A3)
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e Road Occupation & Permit Scheme Costs included within Lane Rentals,
previously agreed in writing with Ofgem to be treated as logged up costs.
Enter these costs as appropriate.

Miscellaneous costs

Pension administration costs

LV Control Centre Costs

Expenditure replacing pressure assisted cables
Undergrounding in national parks/AONBs

Instructions Data relating to the listed non-activity based costs should be entered here as

for positive numbers, excepting where recoveries exceed expense, e.g. under Bad

Completion debt expense (net of recoveries) or where there is an overall profit on sale of
assets, in both instances enter as negative. (Note: Statutory depreciation is only
that on operational assets. Statutory depreciation on non-operational assets is
to be reported on Table 2.2.).

Proceeds of sale of assets and scrap:
These costs are not to be included on Tables 2.2 and 2.5

Input separately the cash received on the sale (or the market value of intra-
group transfer) of operational assets and non-operational assets as negatives.
Note: all proceeds are to be reported regardless of when the relevant asset was
acquired.

The cash proceeds of sales of scrap should be reported on Table 2.6 in
accordance with the Rules. Such sales should not be reported as de minimis or
excluded services income in the RRP as they do not fit either definition, nor
should proceeds be reported as cost recoveries or netted against costs.

Where an asset is destroyed in an insurable event and not rebuilt or replaced
then the full recovery from an insurer should be reported as the proceeds of
sale of assets.

Input an analysis of asset disposals, describe the asset and where a consent
was required under SLC29 list the date consent was granted, original
accounting cost and aggregate depreciation, net cash proceeds of the sale; and
the asset owner (i.e. DNO or specific related party). The latter is required as
the distribution business share of non-operational assets must be reported and
the proceeds accounted for RAV.

Use of System Bad Debts:

Input the cost incurred, net of Value Added Tax (where recovered), and any
receipts/recoveries against them in the current year. Where there are several
such debtors each should be identified individually in the Commentary.

Salary Sacrifice schemes (including flexible benefit schemes):

Where these have an impact on the normal level of employer pension
contributions then

Input the “Salary element sacrificed by employee” being the cash typical and
a