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[bookmark: _GoBack]Issue For The Mid East From Using The Normal Period Created From The Aggregate Of All The DNO Reconciliation Data
Introduction
In Ofgem's “Decision on the process to follow for closing out the losses incentive mechanism for the fourth distribution price control (DPCR4)” issued on the 12th July 2013 (July Decision), Ofgem decided that any DNOs wanting to restate their 2009-10 data were required to use a fixed normal period of April 2006 to March 2008 in applying the SP for adjusting for GVC.
The reason for this decision was that the 2005-06 and 2006-07 period appears normal when assessing the aggregate of DNO data.  On that basis, OFGEM decided that all DNOs should use a stipulated normal period of 2005-06 and 2006-07 when restating.
On 21 October 2013, as a result of concerns raised by some DNOs in response to the July Decision that a stipulated normal period should be used, OFGEM stated it would consider additional evidence from particular DNOs which would support the use of a different normal period to assess a particular licensee's restatement application. 
In this document, WPD will provide strong evidence to show that the stipulated normal period is not normal for WPD's East Midlands licence area (the Mid East).  In particular, this document will show that while the data on an aggregate basis shows 2005-06 and 2006-07 to be normal, this is not the case when the Mid East settlement data is assessed on an individual basis.  
OFGEM Analysis
OFGEM have based their analysis that 2005-06 and 2006-07 are normal on aggregate data for all 11 DNOs applying for restatement.
The table below shows the individual DNO reconciliations, based on post-SF adjustment and normalisation mapping, (i.e. based on the data used in the statistical test for each DNO,) and the total that was used in the analysis.
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The aggregate values in the total column are then graphically represented below.

The tables show that 2006-07 and 2007-08 loss levels are slightly negative and are close to being equal.  The 2009-10 levels, however, show a sudden and significant increase in losses.  The losses in 2009-10 are 503% greater than those in 2006-07 and 437% greater than 2007-08.  This implies that 2006-07 and 2007-08 on an aggregate basis are normal when compared to the rest of DPCR4. 

WPD Analysis On The Mid East
WPD have taken the individual profile of the Mid East and compared it to the average of the 11 DNOs applying for restatement.  
WPD have also compared the individual profile of the Mid East to the average of the DNOs applying for restatement when data relating to the Mid East area is removed.  This demonstrates the effect the Mid East reconciliations have on the aggregate numbers.
The tables below shows average reconciliation runs of the 11 DNOs applying for restatement compared with the Mid East reconciliations.
	SF to LRT
	Average of the DNOs
	East Midlands
	Mid East % Difference To The Average

	2005-06
	109.2
	78.8
	-28%

	2006-07
	-63.1
	-167.8
	166%

	2007-08
	-70.8
	-308.0
	335%

	2008-09
	-141.0
	-323.1
	129%

	2009-10
	-380.6
	-391.2
	3%

	2010-11
	-210.3
	-269.5
	28%

	2011-12
	-226.0
	-283.6
	26%

	2012-13
	-175.6
	-236.2
	34%





These tables show that the 2005-06 and 2009-10 loss levels for the Mid East are of similar magnitude to the loss levels of the average DNOs.  In particular, the levels of GVC in 2009-10 in the Mid East are similar to the rest of the DNOs. 
However, for the years 2006-07, 2007-08 and 2008-09, the Mid East has a very different shape to the average of the DNOs.  The rate at which the reconciliations move towards 2009-10 levels commences much earlier.  In particular, the 2007-08 period shows a sudden and significant increase in losses, similar to that of 2009-10.
By way of example:
· 2009-10 losses for the Mid East are 133% greater than its 2006-07 losses compared with 503% for the DNO average; and
· 2009-10 losses for the Mid East are only 27% greater than its 2007-08 losses compared with 437% for the DNO average.
This shows that levels of GVC in 2007-08 in the Mid East are very close to the levels of GVC applied in 2009-10 and provides strong evidence that the 2007-08 period is not normal for the Mid East.

WPD Analysis With The Removal Of WPD Mid East From The DNO Average.
WPD have also compared the Mid East data to the average of the DNOs applying for restatement with data relating to the Mid East area removed.  This allowed WPD to understand the effect the Mid East reconciliations have on the aggregate.
The table below shows average reconciliation runs of the other 10 DNOs applying for restatement compared with the Mid East reconciliations.


	SF to LRT
	Average of the DNOs Excluding WPD Mid East
	East Midlands
	Mid East % Difference To The Average

	2005-06
	112.2
	78.8
	-30%

	2006-07
	-52.6
	-167.8
	219%

	2007-08
	-47.1
	-308.0
	554%

	2008-09
	-122.8
	-323.1
	163%

	2009-10
	-379.5
	-391.2
	3%

	2010-11
	-204.3
	-269.5
	32%

	2011-12
	-220.2
	-283.6
	29%

	2012-13
	-169.6
	-236.2
	39%




Similarly to the tables in the Mid East analysis, the 2005-06 and 2009-10 levels for both the Mid East and the average of DNOS (excluding Mid East) are of similar magnitude.  There is no change in the comparison for these years from the previous table.  
For 2006-07, 2007-08 and 2008-09, the Mid East again has a very different shape to the average of the DNOs and the rate at which the reconciliations move towards 2009-10 levels commences much earlier. However, there is now an even greater discrepancy between the loss levels for the Mid East for these years and the DNO average (excluding Mid East).
By way of example:
· 2009-10 losses for the Mid East are again 133% greater than its 2006-07 losses compared with 621% for the DNO average. 
· 2009-10 losses for the Mid East are again only 27% greater than its 2007-08 losses compared with 706% for the DNO average.
This not only reinforces the fact that the 2007-08 period for the Mid East is not normal but inclusion of Mid East data has a significant effect on the levels of reconciliations in OFGEM's analysis for the total number of DNOs. 
The Effect Of These Reconciliations On The Statistical Tests
The statistical tests set out in the July Decision are a comparison between the average reconciliations in the first four years of DPCR4 and reconciliations in 2009-10.  As shown above, significant GVC adjustments began earlier in DPCR4 in the Mid East than for the other DNOs applying for restatement.
This means that for the Mid East, the difference between the reconciliations in 2009-10 and the average reconciliations in the first 4 years of DPCR4 are far smaller than for the average DNO.
This makes it impossible for the Mid East to pass the statistical test despite having the same 2009-10 levels as the average of the rest of the DNOs applying for restatement.
The graphs also show that the level of GVC applied in the years post 2009-10 was greater in the Mid East by an average of 33%.

Solution To Normal Period For The Mid East
In the OFGEM losses workshop on 18/11/2013, it was suggested that WPD be allowed to deviate from the fixed normal period for the Mid East and be allowed to find a 24 month period in DPCR4 which showed normal losses.
WPD have done this using the losses % in the revised approach C - restatement sheet.  Using a weighted average losses % for each 24 month period in between April 05 and March 08, WPD has taken the point at which this crosses the Mid East target, which has a start date between Jan 06 and Feb 06.   On this basis, a suitable normal period for the Mid East is either Jan 06 to Dec 07 or Feb 06 to Jan 08.
Please see the table below.
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The Graph below shows the point at which the Losses and the Mid East Target intersect.

WPD have run the GVC calculation for both periods and have re-submitted both to OFGEM for consultation.












Appendix A: Tables And Graphs Showing The Reconciliations Of The Other 10 DNOs Applying For Restatement
	SF to LRT
	Average of the DNOs
	NPgN
	NPgN % Difference To The Average

	2005-06
	109.2
	6.0
	-94%

	2006-07
	-63.1
	-65.8
	4%

	2007-08
	-70.8
	-108.9
	54%

	2008-09
	-141.0
	-117.3
	-17%

	2009-10
	-380.6
	-295.0
	-22%

	2010-11
	-210.3
	-147.2
	-30%

	2011-12
	-226.0
	-165.2
	-27%

	2012-13
	-175.6
	-76.9
	-56%



 










	SF to LRT
	Average of the DNOs
	NPgY
	NPgY % Difference To The Average

	2005-06
	109.2
	550.4
	404%

	2006-07
	-63.1
	24.2
	-138%

	2007-08
	-70.8
	-169.1
	139%

	2008-09
	-141.0
	-127.2
	-10%

	2009-10
	-380.6
	-496.8
	31%

	2010-11
	-210.3
	-276.9
	32%

	2011-12
	-226.0
	-166.1
	-27%

	2012-13
	-175.6
	-172.5
	-2%















	SF to LRT
	Average of the DNOs
	WMID
	WMID % Difference To The Average

	2005-06
	109.2
	174.6
	60%

	2006-07
	-63.1
	-104.5
	66%

	2007-08
	-70.8
	-131.6
	86%

	2008-09
	-141.0
	-117.4
	-17%

	2009-10
	-380.6
	-236.2
	-38%

	2010-11
	-210.3
	-113.8
	-46%

	2011-12
	-226.0
	-243.1
	8%

	2012-13
	-175.6
	-255.6
	46%















	SF to LRT
	Average of the DNOs
	SWEST
	SWEST % Difference To The Average

	2005-06
	109.2
	74.0
	-32%

	2006-07
	-63.1
	-54.5
	-14%

	2007-08
	-70.8
	-87.9
	24%

	2008-09
	-141.0
	-75.6
	-46%

	2009-10
	-380.6
	-227.6
	-40%

	2010-11
	-210.3
	-122.5
	-42%

	2011-12
	-226.0
	-202.9
	-10%

	2012-13
	-175.6
	-119.6
	-32%















	SF to LRT
	Average of the DNOs
	ENWL
	ENWL % Difference To The Average

	2005-06
	109.2
	8.8
	-92%

	2006-07
	-63.1
	-72.2
	15%

	2007-08
	-70.8
	59.5
	-184%

	2008-09
	-141.0
	-132.6
	-6%

	2009-10
	-380.6
	-342.8
	-10%

	2010-11
	-210.3
	-243.0
	16%

	2011-12
	-226.0
	-198.0
	-12%

	2012-13
	-175.6
	-160.3
	-9%















	SF to LRT
	Average of the DNOs
	EPN
	EPN % Difference To The Average

	2005-06
	109.2
	145.9
	34%

	2006-07
	-63.1
	-239.9
	280%

	2007-08
	-70.8
	-27.2
	-62%

	2008-09
	-141.0
	-164.7
	17%

	2009-10
	-380.6
	-1177.5
	209%

	2010-11
	-210.3
	-837.5
	298%

	2011-12
	-226.0
	-494.6
	119%

	2012-13
	-175.6
	-397.4
	126%















	SF to LRT
	Average of the DNOs
	LPN
	LPN % Difference To The Average

	2005-06
	109.2
	141.6
	30%

	2006-07
	-63.1
	136.1
	-316%

	2007-08
	-70.8
	127.3
	-280%

	2008-09
	-141.0
	-12.7
	-91%

	2009-10
	-380.6
	-192.2
	-50%

	2010-11
	-210.3
	-113.3
	-46%

	2011-12
	-226.0
	-370.1
	64%

	2012-13
	-175.6
	-282.6
	61%















	SF to LRT
	Average of the DNOs
	SPN
	SPN % Difference To The Average

	2005-06
	109.2
	271.7
	149%

	2006-07
	-63.1
	78.7
	-225%

	2007-08
	-70.8
	14.7
	-121%

	2008-09
	-141.0
	56.3
	-140%

	2009-10
	-380.6
	-121.1
	-68%

	2010-11
	-210.3
	-189.4
	-10%

	2011-12
	-226.0
	-362.1
	60%

	2012-13
	-175.6
	-230.9
	31%















	SF to LRT
	Average of the DNOs
	SPM
	SPM % Difference To The Average

	2005-06
	109.2
	-28.3
	-126%

	2006-07
	-63.1
	-68.7
	9%

	2007-08
	-70.8
	-56.9
	-20%

	2008-09
	-141.0
	-234.0
	66%

	2009-10
	-380.6
	-292.1
	-23%

	2010-11
	-210.3
	-
	#VALUE!

	2011-12
	-226.0
	-
	#VALUE!

	2012-13
	-175.6
	-
	#VALUE!















	SF to LRT
	Average of the DNOs
	SPD
	SPD % Difference To The Average

	2005-06
	109.2
	-222.5
	-304%

	2006-07
	-63.1
	-159.4
	153%

	2007-08
	-70.8
	-90.9
	28%

	2008-09
	-141.0
	-302.9
	115%

	2009-10
	-380.6
	-414.1
	9%

	2010-11
	-210.3
	-
	#VALUE!

	2011-12
	-226.0
	-
	#VALUE!

	2012-13
	-175.6
	-
	#VALUE!




Total reconciliatios across 11 DNOs applying for restatement
TOTAL	2005-06	2006-07	2007-08	2008-09	2009-10	1200.9100286487142	-693.82066499999553	-779.18540599999994	-1551.2573940120251	-4186.6182998264348	GWh
East Midlands	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	78.777054648714966	-167.77797599999883	-308.03860999999972	-323.10175139723424	-391.24679100954791	-269.51997740142292	-283.59227060331341	-236.19016400000089	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	
Average of the DNOs Excluding WPD Mid East	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	112.21329739999992	-52.604268899999667	-47.114679600000024	-122.81556426147908	-379.53715088168872	-204.34924049900698	-220.201195199914	-169.56595210000015	East Midlands	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	78.777054648714966	-167.77797599999883	-308.03860999999972	-323.10175139723424	-391.24679100954791	-269.51997740142292	-283.59227060331341	-236.19016400000089	
Losses As % Of Sales	Apr 05 to Mar 07	May 05 to Apr 07	Jun 05 to May 07	Jul 05 to Jun 07	Aug 05 to Jul 07	Sep 05 to Aug 07	Oct 05 to Sep 07	Nov 05 to Oct 07	Dec 05 to Nov 07	Jan 06 to Dec 07	Feb 06 to Jan 08	Mar 06 to Feb 08	Apr 06 to Mar 08	4.5242788630562331E-2	4.4782068264109874E-2	4.6818595511015498E-2	4.8759144599871837E-2	5.1300413027142056E-2	5.2029363314547869E-2	5.2728777599721506E-2	5.4211526860773733E-2	5.5264671292457143E-2	5.6133419315142576E-2	5.716511691972663E-2	5.8928678720980746E-2	5.9110295805559453E-2	WPD Mid East Target	Apr 05 to Mar 07	May 05 to Apr 07	Jun 05 to May 07	Jul 05 to Jun 07	Aug 05 to Jul 07	Sep 05 to Aug 07	Oct 05 to Sep 07	Nov 05 to Oct 07	Dec 05 to Nov 07	Jan 06 to Dec 07	Feb 06 to Jan 08	Mar 06 to Feb 08	Apr 06 to Mar 08	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	5.6899999999999999E-2	
Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	NPgN	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	6.0101489999996147	-65.774069999999824	-108.94634099999996	-117.3097153850905	-294.98219057245774	-147.20671335609956	-165.1901837687567	-76.858203000000003	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	NPgY	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	550.36092299999973	24.184160000000361	-169.13250099999971	-127.19998833861337	-496.77941713563268	-276.85187017012117	-166.0690938385834	-172.4796070000001	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	WMID	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	174.59143800000049	-104.52758000000028	-131.6154300000004	-117.35653630878414	-236.21421054604002	-113.76794094908007	-243.06953674694591	-255.56705300000044	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	SWEST	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	74.00307299999929	-54.484280999998191	-87.941234999999551	-75.582437238175203	-227.58827631231202	-122.45342977025075	-202.93819255337132	-119.56904700000041	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	ENWL	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	8.7909779999997681	-72.249990000000139	59.527800999999727	-132.58033205026561	-342.8240285697741	-242.97470890094519	-197.99709255888467	-160.34226500000011	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	EPN	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	145.92368000000033	-239.94421299999999	-27.238080999999966	-164.68987718105086	-1177.4810627523827	-837.47039966620378	-494.58649545074104	-397.3520580000004	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	LPN	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	141.56827199999998	136.14612800000066	127.29955200000006	-12.738509849711818	-192.15057768865381	-113.33542024674318	-370.07122332827089	-282.59789900000021	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	SPN	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	271.69746100000009	78.656157000000462	14.65543899999966	56.28369204588148	-121.07644941215824	-189.431921930626	-362.09013375358563	-230.89338899999984	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	SPM	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	-28.322999999999979	-68.658999999999878	-56.902000000000044	-234.03655746763741	-292.12838210660107	0	0	0	Average of the DNOs	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	109.17363896806492	-63.074605909090501	-70.835036909090903	-141.02339945563864	-380.60166362058499	-210.27385294468115	-225.96402023658666	-175.62269863636385	SPD	2005-06	2006-07	2007-08	2008-09	2009-10	2010-11	2011-12	2012-13	-222.49000000000035	-159.38999999999987	-90.854000000000042	-302.94538084134331	-414.14691372087532	0	0	0	


image2.emf
Period

Apr 05 to 

Mar 07

May 05 to 

Apr 07

Jun 05 to 

May 07

Jul 05 to 

Jun 07

Aug 05 to 

Jul 07

Sep 05 to 

Aug 07

Oct 05 to 

Sep 07

Nov 05 to 

Oct 07

Dec 05 to 

Nov 07

Jan 06 to 

Dec 07

Feb 06 to 

Jan 08

Mar 06 to 

Feb 08

Apr 06 to 

Mar 08

Total Sales For 24 Month Period 59905 59742 59627 59501 59365 59314 59223 59167 59031 58911 58739 58604 58368

Total Purchases For 24 Month Period 62616 62417 62418 62402 62411 62400 62346 62375 62293 62218 62097 62057 61818

Total Losses For 24 Month Period 2710 2675 2792 2901 3045 3086 3123 3208 3262 3307 3358 3453 3450

Losses As % Of Sales 4.52% 4.48% 4.68% 4.88% 5.13% 5.20% 5.27% 5.42% 5.53% 5.61% 5.72% 5.89% 5.91%

WPD Mid East Target 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69% 5.69%
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SF to LRT

NPgN NPgY EMID WMID SWEST ENWL EPN LPN SPN SPM SPD TOTAL

2005-06 6.0 550.4 78.8 174.6 74.0 8.8 145.9 141.6 271.7 -28.3 -222.5 1200.9

2006-07 -65.8 24.2 -167.8 -104.5 -54.5 -72.2 -239.9 136.1 78.7 -68.7 -159.4 -693.8

2007-08 -108.9 -169.1 -308.0 -131.6 -87.9 59.5 -27.2 127.3 14.7 -56.9 -90.9 -779.2

2008-09 -117.3 -127.2 -323.1 -117.4 -75.6 -132.6 -164.7 -12.7 56.3 -234.0 -302.9 -1551.3

2009-10 -295.0 -496.8 -391.2 -236.2 -227.6 -342.8 -1177.5 -192.2 -121.1 -292.1 -414.1 -4186.6

2010-11 -147.2 -276.9 -269.5 -113.8 -122.5 -243.0 -837.5 -113.3 -189.4- - -2313.0

2011-12 -165.2 -166.1 -283.6 -243.1 -202.9 -198.0 -494.6 -370.1 -362.1- - -2485.6

2012-13 -76.9 -172.5 -236.2 -255.6 -119.6 -160.3 -397.4 -282.6 -230.9- - -1931.8
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