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* Normal period
* Other evidence for abnormality
—For 2009-10
—For post 2009-10 years
* Credibility cap
* Comments on submissions and assessments
* Process for recovery
* Next steps

There will be opportunities for discussion at each stage

(All analysis shown is based on data available with the consultation)



ofgem sz« Normal period — background

e July decision requested application based on stipzlated
normal period of 2006-07 and 2007-08
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Total reconciliations across 11 DNOs applying for
restatement
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 Removes DNOs’ discretion and avoids ‘cherry-picking’
* We consider this to be the most equitable approach

 However, concerns were raised that stipulating a common
normal period could be unfair for some licensees 3
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We may consider additional evidence to support an
alternative normal period, provided the new normal period
meets two principles:

— it is within DPCR4 and

— it does not include historically low one-off losses.

The consultations seeks views on three issues, on which we
welcome your thoughts:

— The principle of allowing an alternative normal period and the nature
of the evidence used to support such a case

— The suitable alternative normal period to be used for restatement
— The suitable normal period to be used in the credibility threshold

Any other comments




~ Other evidence for abnormality
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* Two licensees applied for restatement that did not
identify abnormality in the statistical test for 2009-10
* Evidence to support abnormality included:

— Levels of GVC affecting later years of DPCR4
— RF and DF runs becoming increasingly negative

— Maximum network demand reduction
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* Should fully-reconciled 2009-10 data above the reciprocal cap
lead to restatement (using stipulated normal period)?
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* The consultation presents alternative outcomes, including the
‘vanilla assessment’ of permitting restatement for the
licensee above the reciprocal cap for 2009-10

 The consultations seeks views on this issue, on which we
welcome your thoughts:

— Do you consider that permitting restatement based on exceeding the
reciprocal cap is fair and appropriate?

— Do you have any comments on the additional evidence provided?
— Do you have any comments on our assessment?

* Further evidence from other parties for abnormality or
otherwise in 2009-10




Other evidence for abnormality
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* Four licensees applied for some post 2009-10 years that were
not identified as abnormal in statistical test

Year ____
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* Evidence to support this includes:

e SF adjustment applied post 2009- <« Levels of GVC affecting later

10 years of DPCR4

* Losses pattern over time * RF and DF runs becoming

e Tests on calendar year increasingly negative

e Suppliers’ evidence of post 2009- ¢ Maximum network demand
10 GVC reduction

* Enduring effects of GVC on losses

8
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Post 2009-10 abnormality —
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analysis
* The consultation included the possibility of comparing ‘reported-

equivalent’ data for post 2009-10 years with the reciprocal cap
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* In the consultation, we presented different outcomes
based on a vanilla assessment and on accepting the
DNOs’ applications for post 2009-10 abnormality

* The consultations seeks views this issue, on which we
welcome your thoughts:

— Should we allow additional evidence to support abnormality for post
2009-10 years?

— Should reported-equivalent data be used in comparison with the
reciprocal cap to help identify abnormality?

— Do you have any comments on the evidence provided?

* Further evidence from other parties for abnormality or
otherwise for the affected DNOs post 2009-10

* Any other comments?

10
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* Cappingis applied if restated losses are below both thresholds:
— 5% less than the target losses

— 5% less than the normal period losses

* The normal period losses are lower than the target losses for
all DNOs capped under the vanilla assessment

vanllla assessment Lower threshold
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* The consultations seeks views on this issue, on which
we welcome your thoughts:

— Do you have any views on the application of the proposed
credibility cap in relation to the restatement applications?

— Do you agree that the cap has been applied equitably?

* Any other comments?




DNO submissions and
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 The consultation presents different outcomes
based on the framework we have established
and those issues still open to consultation

* Any further comments on the submissions or

our assessments that we have not covered
already?
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* PPL

— RPI-indexation for incentives already
received/incurred up to 2009-10

— We are seeking views on indexation, time value of
money and period of recovery

e Growth term

— We will be asking for resubmission of revenue
returns

— We are seeking views on indexation and the time
value of money when revenue changes are

recovered "
T
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2 December 2013 Consultation closing date

Early 2014 Direct PPL
Decision on growth term impacts
DNOs resubmit 2009-10 revenue returns

2015-16 Earliest first year of PPL recovery
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Ofgem is the Office of Gas and Electricity Markets.

Our priority is to protect and to make a positive
difference for all energy consumers. We work to
promote value for money, security of supply and
sustainability for present and future generations.
We do this through the supervision and
development of markets, regulation and the
delivery of government schemes.

We work effectively with, but independently

of, government, the energy industry and other
stakeholders. We do so within a legal framework
determined by the UK government and the
European Union.

www.ofgem.gov.uk




