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Today’s Agenda

Morning Session
e Update on actions from last meeting
e Meeting planner
e Totex
— Presentations from UKPN, SSE, WPD and ENW

Afternoon Session
e Network Investment
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Update on Actions - Ofgem

Action
Remove Scenarios from C1 in Forecast pack

Ofgem to provide in the minutes a link to the Dartford Determination
consultation document.

Ofgem to circulate with the minutes comments on costs assessment
issues in response to the RIIO-ED1 launch letter.

Ofgem to circulate the links to the options value model being used in
RIIO-GD1 with the minutes

Ofgem to circulate a redraft of the TOR and submitted comments on the
TOR.

Ofgem to pull together a straw-man of meeting topics.

Ofgem will arrange with James Grayburn to present on the options value
model in one of the CAWG meetings

Ofgem to add delete the area in the forecast pack regarding scenarios
and add it in separate table for visibility purposes only

Ofgem to find out from Bill McKenzie which working group will be dealing
with the issue of pension deficits.

Ofgem to provide greater clarity on the “opt-in” principle.

Ofgem to provide greater levels of commentary in the tables and for
decisions made

To engage with colleagues to inform them of a preference of three
scenarios

Ofgem to provide guidance on the scenarios
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Update on Actions - DNOs

Action Who

DNOs to provide to Ofgem through email DNOs
(ElectricityDistribution.CostsandOutputs@ofgem.gov.uk) their

thoughts on totex

DNOs to come back to Ofgem to state willingness to present thoughts DNOs
on totex at the next meeting

DNOs to give thought prior to next meeting on further iterations of DNOs
assessing BSCs (email
ElectricityDistribution.CostsandOutputs@ofgem.gov.uk)

DNOs to provide to Ofgem their thoughts on areas that would merit DNOs
use of external consultants by email
ElectricityDistribution.CostsandOutputs@ofgem.gov.uk

Keith Mawson to provide an email proposing some words to facilitate KM
consistency in submissions.

DNOs to comment and feedback to Ofgem on what constitutes a WIBP DNOs

To engage with colleagues to inform them of a preference of three Ofgem
scenarios and
DNOs
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Meeting Plan - thoughts?

Other/ Main Agenda Item
related issue 26-Apr-12  10-May-12  29-May-12  26-Jun-12  10-Jul-12  31-Jul-12
Totex & NOCs, CAIs Totex & NOCs, CAIs TBC -
Overview Network & Non-Op Network & Non-Op dependent
Investment Capex Investment Capex on progress
Business Support costs 4 v
Core & non-core v v
Cost drivers v v v v
Data sources and
expert/consultant review d d
Fixed costs v v v v
Future costs/activities v v
Guaranteed Standards v
IIS/QoS v
Innovation v
IQI v
Organisational Design v v
Pension costs v
Regional factors v v v
RPEs v v v
Uncertainty mechanisms v
Whole life costs v
Workforce Renewal v v
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The “opt-out” Principle

e First proposal should be best effort
e Benefits of fast-tracking (financial, reputational)

e Ofgem choice of who is fast-tracked

e Ofgem set IQI on first submission




ofgem Promoting choice and value

for all gas and electricity customers

Totex — DNO Presentations

e UKPN
e SSE

e ENWL and WPD
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Totex — Ofgem Perspective (1)

e Total expenditure (totex) is defined as
operational expenditure (opex) plus actual capital
expenditure (capex), ie:

Totex = opex + capex

e This cost aggregation method was chosen for its
simplicity and comparability

e Totex is to be used as part of a toolkit approach
supported by a well justified business plan
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Totex — Ofgem Perspective (2)

e Drivers are identified on the basis of engineering expertise

— critical that our datasets are drawn from companies that
are comparable so that there are no idiosyncratic
reasons for variations in efficiency

— comparable data for benchmarking
e The totex approach

— aggregated analysis - fast tracking
- disaggregated analysis — more detailed scrutiny
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Background

Future role of benchmarkina Role of outputs

@@ Short price control periods = :

Meeting short run targets <= -
Maximising incentives Irrelevancy to future investment plans

Minimising penalties
Shareholders # Customers

[

Dis-incentivises companies from undertaking risky innovation and investment incentives

Capex-opex trade offs

o Ageing
Decarbonisation assets

Output oriented

regime

Need to equalise incentives Need to stimulate (risky)
A cost measure not suffering from this defect innovation and investment -
long-run
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RIIO-GDI theoretical recommendations

;ii:grmmendanon Total costs approach Disaggregated costs approach
P # To support the ‘initial sweep’ of | To support the ‘initial sweep’ of companies’ b To support detailed analysis of
urpose of o . . ) )
approach companies’ forecast business forecast business plans companies which do not pass the
plans ‘initial sweep’
# Total expenditure (Totex) Total operating expenditure (opex) » More disaggregated cost activities
E Capital expenditure (capex)
Costs Replacement expenditure (repex) — if data
allows
Business support costs (BSCs)
L Network operating costs (NOCs)
# Scale, operating environment and b Scale, operating environment and outputs ~  Scale, operating environment and
Cost drivers outputs variables, guided by variables, guided by engineering knowledge, | outputs variables, guided by
engineering knowledge, empirical | empirical analysis and data availability engineering knowledge, empirical
analysis and data availability analysis and data availability
[ Use data for the 8 GDNs [ Use data for the 8 GDNs [ Use data for the 8 GDNs
Use panel data where possible, o Use panel data where possible, otherwise Use panel data where possible,
otherwise single year cross- single year cross-section data otherwise single year cross-section
Sample . o
section data # Use historical costs data
# Use forecast costs and historical # Use historical costs
costs
Technique » COLS cross-checked with DEA o COLS cross-checked with DEA » COLS cross-checked with DEA
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Totex models RIIO-GD1

.
I
-

Develop drivers for each model:
Scale variable, workload drivers
Develop MEAYV as scale varlable>

Link bottom-up drivers to top-down models

W
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The totex approach RIIO-GD1

Totex = MEAV + Reports/Repairs + Capex WL + Repex WL

Maintenance = MEAV
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Lunch
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Network Investment DPCRS5 (1)

e Network Investment was split into core and non-core expenditure.
Non-core expenditure was then split by ex-ante allowance or
those subject to logging up and re-opener mechanisms

e The methodology used was named the “analytical model”. This
encompassed the use of a number of different techniques to
assess the Network Investment building blocks

e The building blocks were dependent on the driver for investment
and the data available

e Where unable to use analytical models qualitative reviews took
place supported by technical advisors
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Network Investment DPCRS5 (2)

e Some of the techniques used:

— An aged based asset replacement model (survivor
model) based on asset age profiles and the probability of
assets failing for different ages

— Unit cost benchmarking

- Benchmarking the cost of adding capacity

- Benchmarking capacity added to demand growth
— Run-rate and trend analysis

— Reconciliation of forecast volumes and output data using
the load indices and health indices
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