Making a positive difference
for energy consumers

Email: RIIO.ED1@ofgem.gov.uk

Date: 1 June 2018

To interested parties,

Statutory consultation on proposed changes to Western Power Distribution’s
licences for the recovery of diversions costs associated with rail
electrification.

Western Power Distribution (WPD) is the electricity distribution network operator
(DNO) for the Midlands, South West and Wales. Following the UK Government's
cancellation in July 2017 of a number of rail electrification schemes within WPD’s
network areas, WPD confirmed their intention to voluntarily return £77m of unspent
capital costs to customers.

In returning this money to their customers, WPD requested that it be covered for any
further policy changes that require increased spend on diversions due to rail
electrification. This would take the form of an uncertainty mechanism similar to that
which applies to slow-tracked DNOs?, and would require changes to WPD's four
licences, as well as the corresponding Price Control Financial Handbook.

This letter explains the background to WPD’s voluntary return of unspent capital costs,
and the details of its request. We are minded to modify WPD's licences to enable them
to recover their costs should a future change in Government policy require diversions
work due to rail electrification in their licence areas. We are inviting views from
stakeholders on our minded-to position.

Background

WPD is the holder of four electricity distribution licences granted under section 6(1)(c)
of the Electricity Act 1989. These are:

Western Power Distribution (West Midlands) plc

Western Power Distribution (East Midlands) plc

Western Power Distribution (South Wales) plc

Western Power Distribution (South West) plc

As part of WPD’s RIIO Electricity Distribution price control settlement (RIIO-ED1), their
four licensees received ~£96m to cover the costs of diverting power lines to enable
the electrification of rail lines. In July 2017, the UK Government announced that some
projects, including within the WPD network in the midlands and South Wales, would
not progress as previously planned. The cancellation of these projects resulted in a
reduction of WPD's forecast spend in RIIO-ED1 on diversionary works associated with
rail electrification from £96.5m to £19.5m.

1 WPD's four licensees were fast-tracked through the RIIO-ED1 process.
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In December 2017, we published our consultation on a potential RIIO-ED1 Mid Period
Review (MPR).2 In the consultation, we identified a number of external factors that
could potentially affect DNOs’ outputs, as well as a number of issues that fell outside
the scope of an MPR as defined in our strategy decision; one of these issues was the
changes to rail electrification schemes.

On 18 April 2018, WPD announced that they would voluntarily return £77m of monies
that is no longer required for rail electrification projects.? In returning this money,
WPD requested that it be covered for any further change in policy resulting in
increased spend on diversions, in the form of an uncertainty mechanism similar to that
of the slow-tracked DNOs.

Ofgem’s minded-to position

We believe that WPD’s request is in the best interests of consumers and are minded to
modify WPD's licences to allow it.

The return of £77m requires us to modify WPD’s allowed revenues, which will take
effect through this year’s Annual Iteration Process (AIP). In addition, providing WPD
with an uncertainty mechanism for Rail Electrification Costs requires changes to
Special Licence Condition CRC 3F: Arrangements for the recovery of uncertain costs
(CRC 3F) and also requires changes to be made to the Price Control Financial
Handbook (fast track licensees), applicable only to WPD.

As noted above, as part of their fast-track settlement, WPD had ex-ante funding for
Rail Electrification Costs, the full unspent elements of which it is now voluntarily
returning. Accordingly, we are proposing that the uncertainty mechanism for WPD take
the form of a reopener for Rail Electrification Costs in May 2022, which would enable
WPD to recover any costs borne since its voluntary return and those forecast up until
the end of RIIO-ED1 on 31 March 2023. In addition, we are proposing that WPD
should not have a materiality threshold, which otherwise would expose it to bearing up
to a further c£18m in diversion costs (which is the total of the materiality thresholds in
WPD’s four licence areas). This approach is consistent with the terms of the voluntary
return of £77m to consumers.

We welcome views on our minded-to position and the draft licence and Handbook
modifications and will take them into account in our decision.

Structure of this letter

There are three annexes to this letter:

e Annex 1 to this letter sets out our Notice of a statutory consultation on a
proposal to modify Special Licence Condition CRC 3F and the Price Control
Financial Handbook (fast track licensees).

Annex 2 to this letter sets out the proposed changes to CRC 3F.
Annex 3 sets out the proposed changes to the Price Control Financial Handbook
(fast track licensees).

Views invited
We welcome views from interested parties on our minded-to position and the draft

modifications. If we decide to modify WPD's licences, the modifications will take effect
from 1 April 2019.

2 https://www.ofgem.gov.uk/publications-and-updates/consultation-potential-riio-ed1-mid-period-review
3 https://www.westernpower.co.uk/Financial-Information-Announcement-April.aspx
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Interested parties are requested to submit their views on or before 29 June 2018 to
Grant McEachran at Ofgem, 10 South Colonnade, Canary Wharf, London, E14 4PU, or
by email to RIIO.ED1@ofgem.gov.uk.

We normally publish all responses on our website. However, if you do not wish your
response to be made public then please clearly mark it as confidential. We prefer to
receive responses in an electronic form so that they can be placed easily on our
website.

If you have any queries in relation to the issues raised in this letter, please feel free to
contact Grant McEachran at RIIO.ED1@ofgem.gov.uk.

Yours sincerely,

Steve McMahon
Deputy Director, Electricity Distribution and Cross Sector Policy, Systems and
Networks

3 of 33
The Office of Gas and Electricity Markets
10 South Colonnade, Canary Wharf, London, E14 4PU Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk
OFFICIAL


mailto:RIIO.ED1@ofgem.gov.uk
mailto:RIIO.ED1@ofgem.gov.uk

Annex 1 - Notice of statutory consultation

To: Western Power Distribution (West Midlands) plc (WMID)
Western Power Distribution (East Midlands) plc (EMID)
Western Power Distribution (South Wales) plc (SWALES)
Western Power Distribution (South West) plc (SWEST)

Electricity Act 1989
Section 11A(2)

Notice of statutory consultation on a proposal to modify Special Licence
Condition CRC 3F and to modify the ED1 Price Control Financial Handbook
held by the above licensees

1. The Gas and Electricity Markets Authority (‘the Authority’)! proposes to modify:

(@) the electricity distribution licences granted or treated as granted under
section 6(1)(c) of the Electricity Act 1989 (‘the Act’) to the above licensees
by amending Special Licence Condition CRC 3F: Arrangements for the
recovery of uncertain costs (CRC 3F) in the manner set out in Annex 2; and

(b) the ED1 Price Control Financial Handbook (‘the Handbook’) held by the
above specified licensees by amending the Handbook in the manner set out
in Annex 3.

2. The Authority considers that it is necessary to modify Special Licence Condition
CRC 3F and the Handbook in the manner indicated in response to WPD’s
voluntary return to customers of £77m of unspent capital costs following the
UK Government’s cancellation of rail electrification schemes and to ensure WPD
has an uncertainty mechanism to enable recovery of future rail electrification
costs.

3. The effect of these proposed modifications is to enable WPD to recover any
costs should a future change in Government policy require diversions work due
to rail electrification in their licence areas.

4. A copy of the proposed modifications and other documents referred to in this
Notice have been published on our website (www.ofgem.gov.uk). Alternatively
they are available from our Research and Information Centre,
(foi@ofgem.gov.uk)

5. Any representations with respect to the proposed licence modifications must be
made on or before 29 June 2018 to Grant McEachran at Ofgem, 10 South
Colonnade, Canary Wharf, London, E14 4PU, or by email to
RIIO.ED1@ofgem.gov.uk.

6. We normally publish all responses on our website. However, if you do not wish
your response to be made public then please clearly mark it as not for
publication. We prefer to receive responses in an electronic form so they can be
placed easily on our website.

7. If we decide to make the proposed modifications, they will take effect from 1
April 2019.
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Steve McMahon
Deputy Director, Systems & Networks

Duly Authorised on behalf of the Gas and Electricity Markets Authority
1 June 2018
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Annex 2 - Proposed modifications to Special Licence
Condition CRC 3F. Arrangements for the recovery of
uncertain costs

Deletions are shown in strike through and new text is double underlined.

CRC 3F. Arrangements for the recovery of uncertain costs

Introduction
3F.1 This condition establishes a mechanism:

(a)  to specify the basis on which the licensee’s opening levels of allowed
expenditure on uncertain cost activities, as specified in Table 1, can be
revised; and

(a)  todetermine any appropriate revisions to PCFM Variable Values for the
licensee relating to uncertain cost activities and the Regulatory Years to
which they relate, for the purposes of the Annual Iteration Process for the
ED1 Price Control Financial Model as described in CRC 4B (Annual
Iteration Process for the ED1 Price Control Financial Model).

3F.2  The categories of cost related to uncertain cost activities referred to in this condition
and the associated PCFM Variable Values are set out in Table 1 below:

Table 1: Categories of cost related to uncertain cost activities and associated PCFM
Variable Values

Category of cost PCFM Variable Value name
High Value Project Costs UCHVP values
Enhanced Physical Site Security Costs UCEPS values
Specified Street Works Costs UCSSW values
Rail Electrification Costs UCRE values

3F.3  The PCFM Variable Value for the licensee, for each uncertain cost activity, for a
particular Regulatory Year, revised in accordance with this condition as applicable,
represents the total amount of allowed Totex expenditure (in 2012/13 prices) for
that uncertain cost activity for that Regulatory Year.

3F.4  The opening levels of allowed expenditure for the licensee, for High Value Project
Costs and Enhanced Physical Site Security for each Regulatory Year, as at 1 April
2015 (that is, before any relevant adjustments have been made under the provisions
of this condition), are set out in Appendix 1 and 2 to this condition and were used in
the calculation of the Opening Base Revenue Allowance for the licensee.
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3F.5  The opening PCFM Variable Value for the licensee for Specified Street Works
Costs (being the opening value for UCSSW) for each Regulatory Year, as at 1 April
2015 (that is, before any relevant adjustments have been made under the provisions
of this condition) is zero. The opening PCFM Variable Value for the licensee for
Rail Electrification Costs (being the opening value for UCRE) for each Regulatory
Year, as at 1 April 2019, is zero*, although the licensee’s Opening Base Revenue
Allowance does include expenditure for Rail Electrification Costs.

3F.6  This condition should be read and construed in conjunction with CRC 4A
(Governance of ED1 Price Control Financial Instruments) and CRC 4B.

Part A: Proposal and determination of relevant adjustments to allowed levels of
expenditure on uncertain cost activities

3F.7  This Part provides for:

(a)  the proposal of relevant adjustments by the licensee or by the Authority;
(b)  the determination of relevant adjustments by the Authority; and
(c) the deeming of relevant adjustments in certain circumstances.

(a) Proposal of relevant adjustments

3F.8  The licensee (subject to paragraphs 3F.9 and 3F.10) may, by Notice to the
Authority, and the Authority (subject to paragraphs 3F.9 and 3F.11) may, by Notice
to the licensee, propose a relevant adjustment to the allowed level of expenditure on
any uncertain cost activity listed in Table 1 for any Regulatory Year during the
Price Control Period, provided that the proposed change to the level of allowed
expenditure:

(a) is based on information about the actual or forecast level of efficient
expenditure on the uncertain cost activity that was either unavailable or did
not qualify for inclusion when the licensee’s Opening Base Revenue
Allowance was derived;

(b)  takes account of any relevant adjustments previously determined under this
condition;

(c)  constitutes a material amount as specified for the licensee in Appendix 1, 2
or 3 (as the case may be) to this condition;

(d) relates to costs incurred or expected to be incurred after 1 April 2015 for

High Value Project Costs, Enhanced Physical Site Security Costs and
Specified Street Works Costs, and after 1 April 2018 for Rail Electrification
Costs; and

(e)  constitutes an adjustment to allowed expenditure that (excluding any Time
Value of Money Adjustment) cannot be made under the provisions of any
other condition of this licence.

4 Any Rail Electrification Costs incurred in the Regulatory Year 2018/19 will be recorded in the PCFM under the Regulatory Year of
2019/20.
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3F.9 A proposal made under paragraph 3F.8 must include statements setting out:

(a) the uncertain cost activities to which the proposal relates;

(b)  the changes to the licensee’s allowed level of expenditure that is proposed
and the Regulatory Years to which those changes relate; and

(c) the basis of calculation for the changes to the licensee’s allowed level of
expenditure.

(b) Application windows for relevant adjustment proposals

3F.10  Subject to 3F.10(a), the licensee may only give Notice of a proposed relevant
adjustment during the application window that opens on 1 May 2019 and closes on
31 May 2019.

(@) In respect of Rail Electrification Costs, the licensee may only give Notice
of a proposed relevant adjustment during the application window that
opens on 1 May 2022 and closes on 31 May 2022.

3F.11  The Authority may only give Notice of its intention to make a relevant adjustment
in respect of High Value Project Costs at the end of the Price Control Period during
the Notice window that opens on 1 December 2023 and closes on 31 December
2023.

(c) Authority’s power to determine relevant adjustments

3F.12  Where a proposal has been duly made by the licensee under paragraph 3F.8, the
Authority will, within four months of the close of the application window,
determine any revisions that are to be made to the licensee’s allowed level of
expenditure for the uncertain cost activities concerned and the Regulatory Years to
which those revisions relate, in accordance with the methodologies set out in the
following parts of chapter 7 of the ED1 Price Control Financial Handbook:

(a)  Part 2 —in respect of High Value Project Costs;
(b)  Part 3—in respect of Enhanced Physical Site Security Costs;-and
(c) Part 4 — in respect of Specified Street Works Costs; and

(d) Part 4A — in respect of Rail Electrification Costs.

3F.13 If, within 10 working days of receipt of a proposal under paragraph 3F.8, the
Authority gives Notice to the licensee:

(a)  specifying any further information or analysis, or reformatting of the
information or analysis already provided, that it reasonably considers is
required in order to assess the proposal; and

(b) requesting the licensee to provide that further or reformatted information or
analysis,

the application window will be treated as remaining open for the purposes of this
Part A until the later of the closing date referred to in paragraph 3F.10 and the date
on which such further or reformatted information or analysis is provided.
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3F.14  The giving of Notice under paragraph 3F.13 shall not preclude the Authority from
making such further requests for information or analysis, or for the reformatting of
information or analysis already provided, as it may consider it requires to assess the
proposal.

3F.15 In determining any revision under paragraph 3F.12, the Authority will:
(a)  consult with the licensee and other interested parties;

(b)  have regard to the basis on which the opening level of allowed expenditure
for the relevant uncertain cost activities were set for the licensee;

(c) have regard to comments duly received in response to the consultation
conducted under paragraph 3F.15(a); and

(d)  take no account of the general financial performance of the licensee under
the price control arrangements set out in the Charge Restriction Conditions
of this licence.

3F.16 A determination under paragraph 3F.12 may confirm, reject, or amend the proposed
relevant adjustment.

3F.17  Without limiting the general effect of paragraph 3F.16, a determination by the
Authority of a relevant adjustment may specify revisions to the allowed level of
expenditure for the relevant uncertain cost activities for the licensee for any
Regulatory Year within the period 2015/16 to 2022/23.

3F.18 A determination under paragraph 3F.12 will specify:
(a) the uncertain cost activities that are the subject of the determination;
(b)  the Regulatory Years to which the determination applies; and

(c)  therevised total level of allowed expenditure (in 2012/13 prices) for the
relevant uncertain cost activities specified under 3F.18(a) for each of the
Regulatory Years specified under 3F.18(b).>

3F.19 If the Authority has not determined a relevant adjustment in relation to a proposal
duly made by the licensee under paragraph 3F.8 within four months of the close of
the application window, and the proposal has not been withdrawn, then the relevant
adjustment, insofar as it relates to a revision to the allowed level of expenditure on
the relevant uncertain cost activities for the licensee for the Regulatory Years
specified in the proposal, will be deemed to have been made.

Part B: Procedure to be followed for the determination and direction of revised PCFM
Variable Values

3F.20  This Part provides for the determination and direction of revisions to the following
PCFM Variable Values for the licensee:

(a) High Value Project Costs (UCHVP values)
(b)  Enhanced Physical Site Security Costs (UCEPS values):-and
(©) Specified Street Works Costs (UCSSW values); and

prices) for each of the Regulatory Years specified under 3F.18(b).
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(d) Rail Electrification Costs (UCRE values).

3F.21 Determinations under paragraph 3F.20 are to be made in accordance with the
provisions of chapter 7 of the ED1 Price Control Financial Handbook.

3F.22  Subject to 3F.22(a), Rrevised PCFM Variable Values for the licensee, as
determined under paragraph 3F.20 will be directed by the Authority by 30
November in Regulatory Year 2019/20.

(@) In respect of Rail Electrification Costs, revised PCFM Variable Values for
the licensee, as determined under paragraph 3F.20 will be directed by the
Authority by 30 November in Regulatory Year 2022/2023.
3F.23 A direction under paragraph 3F.22 will be of no effect unless, before issuing it, the
Authority has:

(a) by Notice to the licensee set out all of the revised PCFM Variable Values
that it proposes to direct;

(b) stated in that Notice that those values have been determined in accordance
with Part B of this condition;

(c) specified in the Notice the period (which may not be less than 14 days from
the date of the Notice) within which the licensee may make representations
to the Authority; and

(d)  considered any representations duly received in response to the Notice.

3F.24  Where the Authority directs any revised PCFM Variable Values for Regulatory
Years earlier than Regulatory Year t, the effect of using those revised values in the
Annual Iteration Process for the ED1 Price Control Financial Model will, subject to
a Time Value of Money Adjustment, be reflected in the calculation of the term
MOD for the licensee for Regulatory Year t, and will not have any retroactive effect
on a previously directed value of the term MOD.

Part C: Interpretation
3F.25  For the purposes of this condition:

Enhanced Physical means costs incurred, or expected to be

Site Security Costs incurred, by the licensee for the purposes of
implementing any formal recommendation or
requirement of the Secretary of State to
enhance the physical security of any of the sites
within the licensee’s Distribution System as
may be further clarified in the RIGs.
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Specified Street means the costs incurred, or expected to be

Works Costs incurred, by the licensee in complying with
obligations or requirements arising under any
order or regulations made under Part 3 of the
Traffic Management Act 2004 (or, in Scotland,
the Transport (Scotland) Act 2005) that impose
a permit scheme and comprise:
(@) permit fee costs;
(b) one-off set up costs;
(c) additional administrative costs arising from
the introduction of permit schemes; and
(d) additional costs arising from the
introduction of permit conditions,
all as further clarified in the RIGs.

Rail Electrification means costs incurred, or expected to be

Costs incurred, other than those recoverable from a
third party, associated with the diversion of
electric lines or electrical plant to facilitate rail
electrification projects approved for funding by

the Secretary of State for Transport, as may be
further clarified in the RIGs.
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APPENDIX 1:

Opening level of allowed expenditure for High Value Project Costs and

the material amount for each licensee
(Em, in 2012/13 prices)
(see paragraphs 3F.4 and 3F.8)

Opening level of allowed expenditure Material
amount
2015/16 | 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21 | 2021/22 | 2022/23

ENWL
NPgN
NPgY

WMID - - - - - - - - 5.7

EMID - - - - - - - - 5.7

SWALES - - - - - - - - 2.9

SWEST - - - - - - - - 4.2
LPN
SPN
EPN
SPD
SPMW
SSEH
SSES
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Named High Value Projects and the opening levels of allowed
expenditure for each project (Em, in 2012/13 prices)

Opening level of allowed expenditure

Named | 2015/1 | 2016/1 | 2017/1 | 2018/1 | 2019/2 | 2020/2 | 2021/2 | 2022/2
projects 6 7 8 9 0 1 2 3

ENWL

NPgN

NPgY

WMID - - - - - - - - -

EMID - - - - - - ; - -

SWALES - - - - - - - - -

SWEST - - - - - - - - -

LPN

SPN

EPN

SPD

SPMW

SSEH

SSES
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APPENDIX 2:

Opening level of allowed expenditure for Enhanced Physical Site Security

Costs and the material amount for each licensee
(Em, in 2012/13 prices)
(see paragraphs 3F.4 and 3F.8)

Opening level of allowed expenditure Material
amount
2015/16 | 2016/17 | 2017/18 | 2018/19 | 2019/20 | 2020/21 | 2021/22 | 2022/23

ENWL
NPgN
NPgY

WMID - - - - - - - - 5.7

EMID - - - - - - - - 5.7

SWALES - - - - - - - - 2.9

SWEST - - - - - - - - 4.2
LPN
SPN
EPN
SPD
SPMW
SSEH
SSES
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APPENDIX 3:
The material amount for Specified Street Works Costs for each licensee
(Em, in 2012/13 prices)

(see paragraphs 3F.8)
Material
amount

ENWL
NPgN
NPgY
WMID 5.7
EMID 5.7
SWALES 2.9
SWEST 4.2
LPN
SPN
EPN
SPD
SPMW
SSEH
SSES
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Annex 3 - Proposed modifications to the ED1 Price
Control Financial Handbook (fast-track licensees)

Changes are proposed to the following sections:
Contents

Chapter 2. The ED1 Price Control Financial Methodologies
a. Table 2.1 - PCFM Variable Values that can be revised under CRCs and
the methodologies in this handbook

Chapter 6. Totex Incentive Mechanism - financial adjustment methodology
a. Table 6.1 — Charge Restriction Conditions with provisions to revise PCFM
Variable Values relating to allowed Totex expenditure levels

Chapter 7. Uncertain costs allowed expenditure - financial adjustment methodology
a. Section 1 - Overview
b. Section 4A - Methodology for determining relevant adjustments in
respect of Rail Electrification Costs

16 of 33
The Office of Gas and Electricity Markets
10 South Colonnade, Canary Wharf, London, E14 4PU Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk
OFFICIAL



Contents

u
I"trﬂdl.lﬂtlﬂ T o m o 0 B B B BB BB REE SRR R ARSI EE RS RE B E RS RE AR E

Terms used in this RaNOBOOK ... e e s s e rr s rn s am e nra e ra e 7
1. The ED1 Price Contral Financial Model and the Annual Iteration Process.. 9
Section 1 - OVerview .....ccoccincmsemacisnraes e B R R R R R 9
Price base .. - PR~
Temporal mnuentlan .............................................................. ereeiamseserenian 11
Section 2 - The PCFM and the Annual Iteratlun ProCess ...ocvueeeevnenenn, e 11
Section 3 - The ED]1 Price Control Financial Model Warking Group ....c.coveeiieiiaiinna. 15
Termmis OF P RO i i ia i cra i et e e e s e ande et ran 16
2. The ED1 Price Control Financial Methodologies......cccmscsmsssssmsssssssssssss 18
Methodologles in this handbook......cccciiiimmiiiiaiimimeiiamamismimmiasississisiansiasias 118
Frocessing of different types of PCFM Variable Value under the Annual Iteration Process
................................................................................................................ 26

3. Pension Scheme Established Deficit revenue allowances - financial adjustment
L e L U ———.- | | ]

Section 1 - Introduction.......ccceveevnennnnns e e e e e 30
Price contral pension principles ..o n e e rae 31
Section 2 — General ProviSiBmS . ... v orismsr s i s s s e 31
Fension Scheme Established Deficit ....o.oviviiorieirsiinnimnis s ssnssnis s snanras 31
Asset-backed funding arrangemMEnNts (. coocoicoiaiemiimiimsrsmsmsmissianrsaniasiasianssasrasias 33
Fension Scheme Administration and PPF IBVY .o s resn e iem s s sneneas 33
Costs and adjustments outside the scope of this chapter ......cocoeivcviiicniciec e, 34
Pension costs for service after the cut-off date ........ooociiiiiiiiiiciicnieciini i 34
True-up for pension payments by a relevant licensee in the GDPCR1 pnce control period
.......................................................................................... TN
Section 3 - Methudulu-gy for revising F-‘msln-ns Allowance values............cooeiiaiinnn. 35
ORI BN 0 . 35
Determination nf rwlsed Pensions Alluwance VAILES . .uiieeiiciiiinieiaania e an e s 36
Base Annual PSED AllowWamCms. ... iiciiiemian o inmsimiis e s s s snssmnsasianiansonmansianian 36
Proposal for Base Annual PSED AlloWaNCES .. .vieere i rissisnnianisnississisrias 37
Payment history allowanoms .. ..ooocciiciimmimmionissssrissiserissmmasssisassasiasississiansiasias 38
Framing proposals for Base Annual PSED Allowances and payment history allowances
................................................................................................................ 41
Adjustrmient factors and Reasonableness ReviEws. .. ....ccoociiiiiiiiminmississiinissranis 42
Section 4 = Pension scheme administration and PPF levy allowances .. —
Section 5 - Reasonableness reviews and revising Pensions Allowance values ........ 45
Direction of revised Pensions Allowance values.........cociiciicciiiicinaiianien e 49
4. Tax liability allowances - financial adjustment methodologies........cccc.... 50
SREEION 1 = D BT BIN w0 000000000100 01000000 000 01000000 00000 0 =0
Annual Theration Procmes (i iiiiiiiiiiiiaiia e e e e s =10
Price bases for tax caloulations. ..o v rr s e 51
REgUIEtony Tam IOSSEE. .o ie i rn s e s vr s se s e e n e e 52
T TR g o T LT g o 52
Section 2 - Adjustments driven by tax tngger events - rnethﬂdnlng'r SR
T i o W T « i im0 B i B S 52
Materiality threshold and "deadband”’ ... ..o ciici e e 53
Motification of tax trigger BveNS L ....ocicicic e re s s s e s e e 5
Logging of trigger @vents .......ccecveeisiisisrren s e s e s s s n e n s nnra 56
Determination and direction of revised TTE values ..o 57
Section 3 - Adjustments driven by Gearing levels and corporate debt interest costs (‘tax
claw-back") = methodology .o iiaciimiiiiaisniss s rssssmsssrssianssaniasiasianssassasias 59
Determination and direction of revised TGIE values.....cooiiiiniinisis s 59
Direction of TGIE VallES . .ov i mns s iem s vn s s s se s sm s e mn i man s nranras 61
Section 4 - Processing of revised PCFM Variable Values under the Annual Iteration Process
............................................................................................................. 62

5. Corporate debt alluwed pementage l:l:lilt financial ad]ustment methodology

e R B S P S S SR SIS R MR IR IR R R SR RIS PPN RS T e s T

SECEIOM L = B IBI .o e iiaun e i ss e s s o b s e e e g e B3
"Trombaoning' of index averaging period for corporate debt cost percentage calculations
for ENWL, NPgM, NPgY, LPN, SPN, EPMN, SPD and SPMW ....cciciicinisnisniinimsisis 63

17 of 33

The Office of Gas and Electricity Markets

10 South Colonnade, Canary Wharf, London, E14 4PU Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk

OFFICIAL



Section Z - Methodology for determining revised PCFM Variable Values for the cost of
corporate debt. ... i iia s e a kR s s aa R s Ea R AR aEEEEES 63
Mon-availability of iBoxx or Bank of England data .......ooveviininiiniininnie e, B&
Section 3 - Use of revised PCFM Variable Values in the Annual Iteratlun Pr:u:ess . B6
6. Totex Incentive Mechanism - financial adjusl:mant methodology «ccoveeen BF

Section 1 - Totex Incentive Mechanism ......... APPSR . T |
Description of the Totex Incentive Mechanism {'I'.[H] ........................................ =
Application af the TIM under the Annual Iteration PROCESS . .....ccocciiciciiaiaciaciine, 70
Total expenditure [TOEEK] ..o e n e e 70

Section 2 - Determination of PCFM Variable Value revisions for actual Totex expenditure
.................................................................................................................. 71

Section 3 - Netification and direction of revised PCFM Variable Values ............c..... 72

7. Uncertain costs allowed expenditure - financial adjustment methodology74

SECHION 1 = OV IBI oau i i s e e s R R R R a 74

Section 2 - Methodology for determining relevant adjustments in respect of High Value

= . 77

Section 3 - Methodology for determining relevant adjustments in respect of Enhanced

Physical Site Security CoStE .. .o rrssrsmremrroras s ssnssnsnssessssnssnssnssmnsasrassnses BO

Section 4 = Methodology for determining relevant adjustments in respect of Specified

Etreet 'ﬂnrics Cnsu ....................................................................................... B2

Section 5 - Determination, notification and direction of revised PCFM Variable Values for

uncertain cost activities ., was - 87
8. Smart Meter Rnll-aut Cusl:s- ﬂnam:lal adjustrnunl. muthadnlng\r . B9
Section 1 - Overview ., .. .. 89
Section 2 - Deterrmnatlnn af rewsed SMAE -.ralues I‘or Regulamrr ?ears ED:LEHE- l:n
2021722 .. i .90
Section 3 - Deterrnlnatmn ﬂ-f revlsed EM AE value ﬁ:r Ftegulatr.:rf ‘r’ear 2D22.|"23 .91
Section 4 - Notification and direction of revised PCFM Variable Values ............cevue, 92
9. Load Related Expenditure - financial adjustment methodology....cccoaeveee. 94
o B T o4

Section 2 - Determination of revisions to allowed levels of Load Related Expendituredd
(c) the revised LRRC values representing the allowed expenditure levels referred to in
subparagraph (b)... .97
Section 3 - I'-.Inl:lﬁn:atlnn ar'n:l dur‘ectlan af remsed PCFr-'I ‘u'arlable "u'alues f::nr Lnad Related
Expenditure (LERC values) ..occiiiiiimismismrinrisisniasisssiasiasssaniasissssssaassnsansanss a7
10. Visual Amenity Projects - financial adjustment methodology......ccoeceee.. 99
L L B I L T T PR 98
Section 2 - Determination, notification and direction of revised PCFM Variable Values for
Visual Amenity Projects (VAR vaIUBS) ... oo sms s s nras 100
11. Worst Served Customer Projects - financial adjustment methodology 102
Lt I T T TR 102
Section 2 - Determination, netification and direction of revised PCFM Variable Values for
projects to improve services to Worst Served Customers [WSCC values) ............ 103
12. Innovation Roll-out Mechanism allowed expenditure - financial adjustment

methﬂdﬂlﬂg'!u e R ] 1“6‘

LT e T I T T 106
Materiality threshold. .. . 107
Section 2 - Methndulngy fnr determlnung Fteleuanl: Adjustmenh‘. m r‘espe:t nl‘ Innnvatlnn
Roll-aut .. - . 107
Section 3 Detenmnatmn nuhﬁcatmn arH;I d|re:t|nn clf revlsed IFtr-1 values ......... 109
12A. WPD Rail electrification allowed expenditure = financial adjustment 111
LT o I T T 111
Section 2 — Determination, notification and direction of revised PCFM Variable Values for
rail electrification (RE values) .......... veviestesrenrenreareaneas 112
13. Legacy price control ﬂnancial adjustmanls nvawim ————— | N
Section 1 - Introduction ., . . 117
14. Legacy tax pool balam:e.s f'nanclal ild_lustment methndnlngles sssssnns 120
Section 1 - Overview .. - . 120
Section 2 - Derivation r.:f rewsed LTPG value5 ................................................. 121
Section 3 = Derivation of revised LTPS values . I, B
Section 4 = Derivation of revised LTPD and LTF'I: 'u'alues ..................... eeeianianean 123
18 of 33

The Office of Gas and Electricity Markets
10 South Colonnade, Canary Wharf, London, E14 4PU Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk
OFFICIAL



Section & - Determination and direction of revisions to LTPG, LTPS, LTPD and LTPC values

................................................................................................................ 124
15. Legacy price control adjustments = financial methodologies ... 126
BECEION 1 = DRIV IBW oioiiioissonnsesonssnnstsstnssossnsssns it basahs L b is b basohss bbeLodissbdats 127

Section 2 = Determination af legacy adjustments to revenue allnwan:es {other than those
associated with the DPCRS RAV Rolling Incentive mechanism) and revisions to the OLREV

L = R 127
i} DPCRS Pension adjustment ...ocoicimiimmimmianioniasississsasrissrssmiansasiasissssssasiass 129
R EIEMTBE. it iiansas s e inm v s s s re s e m e nnnnan s S 129
i) DPCRS Tax ad]ustrnent ........................................................................... 134
F T T LR 134
iiif) DPCRS Distributed Generation adjustmEnt ..o e s 140
REFEIEMOBE. it iinras s inia s s s e nem e nnnran s S 140
iv) DPCRS DUoS Bad Del:ns A UBETIEAL. oo iie s snranrsmrsasiarianiansansassissssnsianians 143
=== - 143
v) DPCRS Traffic Management Act Permit Costes adjustmient.......coocieieciiciinnians 145
F T T L RN 145
wi) DPCRS Undergrounding and Worst Served Customer Improvements adjustment150
F T T R 150
wii] DPCRS Load Related Re-opener - adjustment resulting from revised allowance levels
................................................................................................................ 154
F T T LR 154
wiii) DPCRS High Velume Connections Valume Driver - adjustment resulting from revised
oL = L 160
B B BIICEE .. ... ciieiianrinrianraniaeraasies e ss s s ae e b a s a8 8am s a4 s SR E AR Ra ST a 8 Ha B R E R R AR 160
ix) DPCRS High Value Fm]ects Re-opener - adjustment resultmg from revised allowance
T S 166
F T T R 166
x) DPCRS Enhanced Physical Site Security and Black Start -adjustment resulting from
revised alloWance [BVEIS......i i e e e e 174
F T T LR 174
ki) DPCRS Shetland adjustment ..o res e s s e s e 178
=T 178
xii} Determination of the OLREV value for the licensee ....... reererrasiasiansassieEians 182
Section 3 - Determination of revisions to the PCFM Variable Values for legacy adjustments
to DPCRS RAV Additions [OLRAV valUBE) ....ccvevreiiirisn e mrssrsmrs e s ssansnnnes 182
F T T R 182
Section 4 - Direction of revisions to the OLREV value and to OLRAY values......... 184
i6. Legacy DPCRS RAV Rolling Incentive adjustmanls financial methodologies
P | .|
BBEEION L = TV BIN it s s e 8 186

Section 2 = Determination of revisions to the PCFM Variable Value for legacy adjustments
associated with the DPCRS RAV Rolling Incentive mechanism (the RIREVY value).. 188

i} Adjustment for items subject to DPCRS IQT Incentive Rates....covcvveeveviannanennes 189
F T T LR 189
i) DPCRS High Value Projects - failure to deliver outputs adjustment .......coieeie 194
i) DPCRS Metwork Qutput Measures - failure to deliver outputs adjustment ...... 195
(iv) DPCRS Rising and Lateral Mains - adjustment relating to the level of customer
LT T 198
L= =T SR 198
(v) DPCRS Workforce Renewal - adjustment resulting from overspend or underspend
against allowance ............ R R B R B R R R R 200
=== - 200

Section 3 = Determination of revisions to the PCFM Variable Value for legacy adjustments

associated with the DPCRS RAV Rolling Incentive mechanism (the RIREV value).. 204

Section 4 - Direction of revisions to the RIREV value.......... s 205
Appandix 1 - GIOBSAFY ..cccmcm s s s m s e s am s n s manm ams amnamnansenrensensnns S

19 of 33
The Office of Gas and Electricity Markets
10 South Colonnade, Canary Wharf, London, E14 4PU Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk
OFFICIAL



Chapter 2. The ED1 Price Control Financial Methodologies

a. Table 2.1 - PCFM Variable Values that can be revised under CRCs and the
methodologies in this handbook
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PCFM
Variable
Value

Charge
Restriction
Condition

Description

Type of
variable value

Values at 1 April 2015

Revised values (where
directed)

Specified financial adjustments

EDE CRC 3C Pension Scheme Established Deficit revenue Allowances for Pension Revised allowances for
(chapter 3) adjustment Scheme Established Pension Scheme
Deficit repair used in the | Established Deficit repair.
calculation of Opening
Base Revenue
Allowances.
TTE Tax liability - tax trigger events revenue Zero. Incremental change to
(chapter 4) adjustment tax liability allowances.
TGIE Tax liability — Gearing/interest costs | revenue Zero. Incremental change to
(chapter 4) adjustment tax liability allowances
(nominal prices)®.
CDE Allowed percentage cost of percentage Opening allowed Revised allowed
(chapter 5) corporate debt percentage cost of percentage cost of
corporate debt. corporate debt.
Totex Incentive Mechanism
ALC CRC 3B Actual load-related capex actual Equal to allowed Actual load-related capex

(chapter 6)

expenditure

expenditure

expenditure level for
load-related capex.

expenditure reported by
licensee.

6 Subject to iterative modelling effect - see paragraph 4.6 in chapter 4.
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PCFM Charge Description Type of Values at 1 April 2015 Revised values (where
Variable Restriction variable value directed)

Value Condition

ANLR Actual non-load-related capex actual Equal to allowed Actual non-load-related

(chapter 6)

ANLO
(chapter 6)

AFE
(chapter 6)

ARP
(chapter 6)

expenditure - asset replacement

expenditure

expenditure level for non-
load-related capex -
asset replacement.

capex — asset
replacement expenditure
reported by licensee.

Actual non-load-related capex -
other

actual
expenditure

Equal to allowed
expenditure level for non-
load-related capex -
other.

Actual non-load-related
capex - other expenditure
reported by licensee.

Actual faults expenditure

actual
expenditure

Equal to allowed
expenditure level for
faults.

Actual faults expenditure
reported by licensee.

Actual 100% ‘revenue pool’
expenditure

actual
expenditure

Equal to allowed 100%
‘revenue pool’
expenditure level.

Actual 100% ‘revenue
pool” expenditure
reported by licensee.

ACO
(chapter 6)

Actual controllable opex expenditure

actual
expenditure

Equal to allowed
expenditure level for
controllable opex.

Actual controllable opex
expenditure reported by
licensee.

TRE
(chapter 6)

Actual tree cutting expenditure

actual
expenditure

Equal to allowed
expenditure level for tree
cutting.

Actual tree cutting
expenditure reported by
licensee.

Allowed Totex expenditure adjustments
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PCFM Charge Description Type of Values at 1 April 2015 Revised values (where
Variable Restriction variable value directed)
Value Condition
UCHVP CRC 3F Uncertain costs - High Value allowed Allowed expenditure level | Revised (total) allowed
(chapter 7) Projects expenditure on high value projects expenditure level on high
used in the calculation of | value projects.
Opening Base Revenue
Allowances.
UCEPS Uncertain costs — Enhanced Physical | allowed Allowed expenditure level | Revised (total) allowed
(chapter 7) Site Security expenditure on enhanced physical site | expenditure level on
security used in the enhanced physical site
calculation of Opening security.
Base Revenue
Allowances.
UCSSW Uncertain costs - Specified Street allowed Zero. Total additional allowed
(chapter 7) Works expenditure expenditure level on
specified street works.
UCRE CRC 3F Uncertain costs — Rail Electrification | allowed Zero (As of 1 April 2019) | Total additional allowed
expenditure expenditure level on rail
{chapter 7) electrification works.
SMAE CRC 3E Smart Meter Roll-out costs allowed Baseline level of allowed Revised (total) allowed

(chapter 8)

expenditure

expenditure on Smart
Meter Roll-out costs used
in the calculation of
Opening Base Revenue
Allowances.

expenditure level on
Smart Meter Roll-out
costs.
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PCFM Charge Description Type of Values at 1 April 2015 Revised values (where
Variable Restriction variable value directed)
Value Condition
LRRC CRC 3G Load Related Expenditure allowed Allowed expenditure level | Revised (total) allowed
(chapter 9) expenditure on Load Related level of Load Related
Expenditure used in the Expenditure.
calculation of Opening
Base Revenue
Allowances.
VAA CRC 3] Visual Amenity Projects allowed Zero. Revised (total) allowed
(chapter 10) expenditure expenditure level on
Visual Amenity Projects.
WSCC CRC 3H Worst Served Customer Projects allowed Zero. Revised (total) allowed
(chapter 11) expenditure expenditure level on
Worst Served Customer
Projects.
IRM CRC 3D Innovation Roll-out mechanism allowed Zero. Revised (total) allowed
(chapter 12) expenditure expenditure level on
Innovation Roll-out.
RE CRC3K Rail electrification” allowed Allowed expenditure level | Revised (reduced total)
(chapter expenditure on rail electrification used | allowed expenditure level
12A) in the calculation of on rail electrification.

Opening Base Revenue
Allowances.

Legacy price

control adjustments

LTPG
LTPS

CRC 3A

Legacy adjustments to opening tax
pool balances

balance
adjustment

Zero.

Incremental change to
tax pool balances.
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PCFM Charge Description Type of Values at 1 April 2015 Revised values (where
Variable Restriction variable value directed)
Value Condition
LTPD
LTPC
(chapter 14)

OLREV Legacy adjustments to revenue revenue Zero. Legacy revenue
allowances other than those adjustment adjustment.
associated with the DPCR5 RAV
Rolling Incentive mechanism

) RAV balance Incremental change to
OLRAV Legacy adjustments to RAV ) Zero.
(chapter 15) additions adjustment 2013/14 and 2014/15
RAV additions
RIREV Legacy adjustments associated with | revenue Zero. Legacy revenue
(chapter 16) the DPCR5 RAV Rolling Incentive adjustment adjustment.

mechanism

7 Applicable to WPD licensees only - see chapter 12A
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Chapter 6. Totex Incentive Mechanism — financial adjustment methodology

a. Table 6.1 — Charge Restriction Conditions with provisions to revise PCFM Variable
Values relating to allowed Totex expenditure levels

Table 6.1 — Charge Restriction Conditions with provisions to revise PCFM Variable
Values relating to allowed Totex expenditure levels

Charge = PCFM Variable Relating to Handbook
Restriction Value chapter
Condition

CRC 3F UCHVP Uncertain Costs High Value Projects 7

UCEPS Uncertain Costs Enhanced Physical Site
UCSSW Security

UCRE Uncertain Costs Specified Street Works
Uncertain Costs Rail Electrification

CRC 3E SMAE Smart Meter Roll-out Costs 8
CRC 3G LRRC Load Related Expenditure 9
CRC 3] VAA Visual Amenity (undergrounding) 10
CRC 3H WSCC Worst Served Customers 11
CRC 3D IRM Innovation Roll-out 12
CRC3K® RE Rail electrification 12A

8 Applicable to WPD group licensees only — see paragraph 12A.1 of chapter 12A.
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Chapter 7. Uncertain costs allowed expenditure — financial adjustment methodology

a. Section 1 — Overview
b. Section 4A — Methodology for determining relevant adjustments in respect of Rail
Electrification Costs

Section 1 - Overview

7.1  Atthe outset of the Price Control Period for High Value Projects, Enhanced
Physical Site Security Costs and Specified Street Works Costs, and allowances as at 1
April 2019 for Rail Electrification Costs, levels of allowed expenditure for the following
categories of uncertain costs were set on a provisional basis because of uncertainties about
requirements:

@) High Value Project Costs;
(b) Enhanced Physical Site Security Costs;-and
(©) Specified Street Works Costs; and

(d) Rail Electrification Costs.’

The licensee’s Opening Base Revenue Allowances for High Value Projects, Enhanced

Physical Site Security Costs and Specified Street Works Costs, and allowances as at 1
April 2019 for Rail Electrification Costs, were modelled using the provisional amounts.

7.2 CRC 3F (Arrangements for the recovery of uncertain costs) sets out the basis on
which opening levels of allowed expenditure on uncertain cost activities can be revised
through ‘relevant adjustments’. It also sets out how the PCFM Variable Values associated
with each uncertain cost activity should be revised.

7.3 Atthe start of the Price Control Period on 1 April 2015, the PCFM Variable Value
for the licensee for each uncertain cost activity for each Regulatory Year of the Price
Control Period was set to equal the level of allowed expenditure referred to in paragraph
7.1. These were the levels that were used to derive the licensee’s Opening Base Revenue
Allowances and, in respect of High Value Projects Costs and Enhanced Physical Site
Security Costs, they are set out against the licensee's name in the tables contained in
Appendices 1 and 2 to CRC 3F. Opening levels of allowed expenditure on Specified Street

Works Costs are set at zero. As of 1 April 2019, the UCRE variable value is set at zero,

although the licensees’ Totex does include allowed expenditure for Rail Electrification
Costs. The PCFM Variable Values for the uncertain cost categories can be revised so that,

when combined with amounts included in Totex allowances for Rail Electrification Costs
they continue to match allowed expenditure levels following any relevant adjustments
under the provisions of CRC 3F and this chapter.

9 As part of WPD’s RIIO-ED1 price control settlement, the distribution network operator’s four licensees received ~£96m to cover the

costs of diverting power lines to enable the electrification of rail lines. In July 2017, the UK Government announced that some projects
including within WPD’s networks in the midlands and Wales, would not progress as previously planned. Following this, WPD
volunteered to return to customers the unspent capital costs that are no longer required (E77m), on the condition that it is covered for any
further change in policy resulting in increased spend on diversions. This takes the form of a change to WPD’s licences to give it an
uncertainty mechanism similar to that which applies to the other DNOs. Rail Electrification Costs has been added as an uncertain cost
category, allowing WPD to recover costs should any future work be required in response to a change in UK Government plans.
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7.4 The categories of uncertain cost activities together with their associated PCFM
Variable Values are shown in Table 7.1. Under the Annual Iteration Process, allowed
expenditure levels for uncertain cost activities represented by PCFM Variable Values, as
revised, interact with actual expenditure information so that appropriate Totex Incentive
Mechanism Adjustments are reflected in the calculation of values for the term MOD.

Table 7.1 — Uncertain cost categories

Uncertain cost category PCFM Variable Value Licence Condition
name
High Value Project Costs 3F
UCHVP

Enhaqced Physical Site UCEPS 3F
Security Costs

Specified Street Works UCSSW 3F

Costs

Rail Electrification Costs UCRE 3F

7.5  PCFM Variable Values relating to uncertain cost categories are stated in 2012/13
prices, consistent with the price base used in the ED1 Price Control Financial Model
(PCFM) and the values for the term MOD. The allocation of allowed expenditure for
uncertain cost activities into the Totex sub-divisions referred to in Table 6.2 in Chapter 6 is
handled automatically under the Annual Iteration Process using fixed attribution rates
contained in the PCFM.

7.6 CRC 3F provides for:

= the licensee to propose revisions to levels of allowed expenditure (relevant
adjustments), but only during an application window specified in CRC 3F (see
paragraph 7.8);

= the determination of relevant adjustments by the Authority; and
= the deeming of relevant adjustments in circumstances specified in CRC 3F,

in respect of each uncertain cost activity.

7.7  CRC 3F also provides for the Authority to propose relevant adjustments, in relation
to High Value Project Costs during a notice window after the end of the Price Control
Period, specified in CRC 3F (see paragraph 7.9).

7.8 The application window during which the licensee can propose relevant

adjustments to High Value Project Costs (UCHVP), Enhanced Physical Site Security Costs
(UCEPS) and Specified Street Works Costs (UCSSW) runs from 1 May 2019 to 31 May
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2019. The application window during which the licensee can propose relevant adjustments
to Rail Electrification Costs (UCRE) runs from 1 May 2022 to 31 May 2022.

7.9  The notice window during which the Authority can give notice of proposed relevant
adjustments in respect of High Value Project Costs runs from 1 December 2023 to 31
December 2023. This window is after the end of the Price Control Period whose last day is
31 March 2023.

7.10 CRC 3F and this chapter set out the basis on which relevant adjustments can be
proposed by the licensee and the Authority. However, this chapter only deals with:

@) determinations with respect to relevant adjustments proposed by the
licensee; and
(b) the determination and direction of revised PCFM Variable Values to

give effect to determinations made under subparagraph (a).

7.11 Relevant adjustments proposed by the Authority will be addressed through
adjustment mechanisms to be included in the R1IO-ED2 price control arrangements for the
licensee and are not dealt with further under this chapter.

Determinations and directions with respect to relevant adjustments proposed by the
licensee

7.12  The Authority will determine the relevant adjustments to the licensee’s levels of
allowed expenditure with respect to proposals made by the licensee within four months of
the close of the application window referred to in paragraphs 7.8 — ie by 30 September

2019 for High Value Project Costs (UCHVP), Enhanced Physical Site Security Costs
(UCEPS) and Specified Street Works Costs (UCSSW), and by 30 September 2022 for Rail

Electrification Costs unless the timetable is extended by the Authority in the circumstances
and to the extent prescribed in CRC 3F. The determination of relevant adjustments will be
made in accordance with the methodologies set out in sections 2, 3, ard 4 and 4A, as
applicable, of this chapter.

7.13 If the Authority has not determined a relevant adjustment in relation to a proposal

duly made by the licensee within four months of the close of the application window, and
the proposal has not been withdrawn, then the relevant adjustment will be deemed to have
been made.

7.14 CRC 3F also provides for the associated PCFM Variable Values to be revised for
appropriate Regulatory Years in the Price Control Period so that relevant adjustments are
reflected in the recalculation of base revenue figures for the licensee under the Annual
Iteration Process for the ED1 Price Control Financial Model. It also sets out the
procedures for the direction of revised PCFM Variable Values by the Authority.

General principles applicable to uncertain cost adjustment mechanisms

7.15 CRC 3F states that a proposed relevant adjustment to the level of allowed
expenditure on an uncertain cost activity must:
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¢ be based on information about the actual or forecast level of efficient

expenditure on the uncertain cost activity that was either unavailable or did not
qualify for inclusion when the licensee's Opening Base Revenue Allowance was
derived;

o take account of any relevant adjustments previously determined under CRC 3F;

e constitute a material amount as specified for the licensee in Appendix 1, 2, or 3 (as
the case may be) of CRC 3F;

e relate to costs incurred or expected to be incurred after 1 April 2015%; and

e constitute an adjustment to allowed expenditure that (excluding any Time Value
of Money Adjustment) cannot be made under the provisions of any other condition of
the licence.

7.16  The stipulation that proposals must take account of any previously determined
relevant adjustments is intended to ensure that relevant costs are not ignored on the one
hand, or double counted on the other.

7.17 The PCFM Variable Value for any particular Regulatory Year as revised, when
combined with amounts included in Totex allowances for Rail Electrification Costs
represents the total amount of allowed Totex expenditure (in 2012/13 prices) for the

uncertain cost activity concerned for that Regulatory Year.

10 For Rail Electrification Costs for WPD licensees, a proposed relevant adjustment to the level of allowed expenditure relates to costs
incurred or expected to be incurred after 1 April 2018
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Section 4A — Methodology for determining relevant adjustments in respect of Rail
Electrification Costs

The uncertainty mechanism for additional Rail Electrification Costs

7.46 The term Rail Electrification Costs means costs incurred, or expected to be
incurred, by the licensee in respect of the diversion of electric lines or electrical

plant to facilitate rail electrification projects, as further clarified in the RIGs. The
definition is set out in CRC 3F.

As mentioned in the footnote to paragraph 7.1, WPD voluntarily returned £77
million of its allowed expenditure after the UK Government announced that it was
scaling back on rail electrification projects in 2017. Due to uncertainty around
future projects, an uncertainty mechanism has been added for Rail Electrification
Costs applicable as of 1 April 2019.

7.47  The uncertainty mechanism provides for relevant adjustments in respect of
efficient costs that were either not included in the calculation of the licensee’s

Opening Base Revenue Allowances, or which were included but have since been
reduced.

Determination of a relevant adjustment proposed by the licensee

7.48  If the Authority receives Notice of a proposed relevant adjustment from the
licensee in respect of Rail Electrification Costs, it will take the steps set out below

to determine whether the proposed adjustment should be confirmed, rejected or
amended.

Determination steps

(i) The Authority will check whether the Notice has been received
during_the application window referred to in paragraph 7.8. If the
Notice has been received before 1 May 2022, the Authority will notify the
licensee that the Notice has been submitted too early and
should be resubmitted during May 2022. If the Notice has been

received after 31 May 2022, the Authority will notify the licensee
that the Notice has been received too late and that a relevant

adjustment will not be determined.
(ii) The Authority will check whether

a. each of the requirements set out in paragraphs 3F.8
and 3F.9 of CRC 3F has been met;

b. the costs incurred or expected to be incurred fall within the
definition of Rail Electrification Costs and have been or will be

incurred during the Price Control Period;

C. the rail electrification projects to which the costs relate have been
approved for funding by the Secretary of State for Transport;

d. the costs are not recoverable from a third party; and
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e. the proposal by the licensee represents an efficient level of
expenditure.

(iii) _ The Authority will decide whether it requires any further
information from the licensee in order to make a determination

and, if it decides that further information is required, it will give

Notice of that requirement as specified in paragraph 3F.14 of CRC 3F
within 10 working days of receipt of a proposal under

paragraph 3F.8 of CRC 3F.
It should be noted that the issuing of a Notice as described above does not

preclude the Authority from making further information, analysis and
reformatting requests in respect of the proposal.

(iv)  Not used.
(v) In reviewing the level of costs included in any relevant adjustment proposal,

the Authority will take into account the results of any benchmarking or
other comparative analysis that it has carried out or commissioned.

(vi)  Having carried out steps (i) to (v) above, the Authority will
provisionally determine whether to:

a reject the relevant adjustment proposed by the licensee;

b. confirm the relevant adjustment proposed by the licensee;
or

C. amend the relevant adjustment proposed by the licensee.

If the Authority decides to amend or confirm the licensee’s proposal it will
provisionally determine the adjustments to the licensee’s allowed
expenditure that should be made and the Regulatory Years to which those
adjustments should be applied.

If the Authority decides to reject the licensee’s proposal it will provisionally
determine that no adjustments to allowed expenditure should be made.

(vii) _The Authority will consult the licensee on its provisional
determination, allowing the licensee at least 28 days in which to respond.

viii) The Authority will consider any consultation responses from the licensee
and will then make a relevant adjustment determination.

7.49 A determination by the Authority that confirms or amends a relevant adjustment
proposed by the licensee in respect of Rail Electrification Costs will specify:

a the Regulatory Years to which the determination applies; and
b the revised total amounts of allowed Totex expenditure (in 2012/13

prices) for each of the Regulatory Years and in the case of Rail Electrification
Costs, the revised UCRE adjustment for each of the Regulatory Years.

7.50 If the Authority receives Notice of a proposed relevant adjustment from the
licensee in respect of Rail Electrification Costs and does not make a relevant
adjustment determination within the relevant time limit prescribed in CRC 3F, and
the proposal has not been withdrawn, then paragraph 3F.19 of CRC 3F stipulates
that the adjustments will be deemed to have been made.
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7.51 The Authority will apply any relevant adjustment determined or deemed to have
been made in the determination of revised UCRE values under section 7 of this

chapter.
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