ofgem Promoting choice and value

RPI-X@20: Round table
discussion 11 March 2010

A longer term outcomes led
framework




ofgem Promoting choice and value
for all gas and electricity customers

Introduction

Regulatory framework should encourage network companies to...

Play active role in sustainable Provide value for money to
energy sector consumers

Can’t test at price control whether these have been achieved so need to
assess and reward delivery of outputs that reflect these outcomes
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efficient delivery of these outputs likely to require
>»longer term thinking
>network companies open minded to new ways of doing things
>full understanding of and appropriate response to customer/stakeholder
needs
»changes to Ofgem’s assessment
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OUTCOMES

Outcome 1: Play a fuller role in facilitating delivery of a sustainable energy sector
Outcome 2: Deliver value for money over the long term for existing/future consumers

OUTPUT MEASURES

Measures used to determine performance against outputs
This could also draw heavily on existing measures e.g. DP5 outputs, IIS, losses incentive etc

OUTPUT TARGETS

The target levels for output measures for individual companies set at each review

These would not necessarily be uniform but reflect different network circumstances
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New business plans

Longer term focus

» Consulting on which aspects of plan should be lengthened
» What should the time horizon be?
» Companies would need to provide evidence of learning over time

Link between outcomes and costs

» Greater onus on benchmarking and efficient procurement

Consideration of multiple options

» Take account of range of delivery options and future scenarios

Evidence of stakeholder engagement

» Effective engagement on options presented in plan
> Evidence of incorporating stakeholder’s views
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Length of price control period

Feedback suggested that the 5 year control was a key influence on network
companies time horizon

Some efficient methods of delivering for consumers may be prevented by
this focus

Options for lengthening time horizon

Outputs that

Longer price
gerp are assessed

Longer term

context for
business plan

control

e at the review

after next

Full e.g. no review Partial
for 10 years Some aspects reviewed during control period
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Questions for discussion (Not exhaustive)

1.) Do you think our desired outcomes for the future
regulatory framework are appropriate?

2.) Do you agree that we need a fundamental change to the
existing 'RPI-X' frameworks to ensure these outcomes are
delivered?

3.) Are the categories of outputs we chose appropriate?

4.) How should these be incorporated into the regulatory
framework

5.) Do you think that financial commitments for longer than

five years for some elements of the price control might
facilitate the efficient delivery of the outcomes?

6.) What do you think about our suggestions on what
business plans might look like in the new regulatory
framework? How do you think they can best support
efficient delivery?
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