
 

 

 

 

 

 

 

 

 

 

 

 

To interested parties,  

Statutory consultation on proposed changes to Scottish Hydro Electric Power 

Distribution plc’s licence associated with the costs of the Extended Interim 

Energy Solution for Shetland from 2019/20 to 2022/23 

 

Scottish Hydro Electric Power Distribution (SHEPD) owns and operates the distribution 

network on Shetland. SHEPD is also the system operator on Shetland, and as such is 

responsible for ensuring security of supply.  

We recently consulted on the costs to SHEPD of ensuring security of supply on the 

Shetland from 2019 to 2023 (the Extended Interim Energy Solution). This letter explains 

the background to the decision on those costs and seeks views on the associated licence 

modifications necessary to implement that decision. 

 

Background  

SHEPD is the holder of an electricity distribution licence granted under section 6(1)(c) of 

the Electricity Act 1989.  

In November 2017, we set out our decision to reject the costs of the Shetland New 

Energy Solution (SNES)1. This was based on external developments and new 

information, which affected our assessment of the best energy solution for Shetland. 

Following this, it was agreed that SHEPD would manage an extension of services to meet 

electricity demand on Shetland to 2025, and would prepare a revised cost submission 

setting out the associated costs. 

In May 2018, we consulted on our minded-to position with regard to the proposed costs 

for the period in the current RIIO-ED1 price control (2019/20 to 2022/23)2. We proposed 

allowances in following three key cost areas:  

 

 the Extended Interim Energy Solution for Shetland;  

 the preparatory work for an enduring solution post-2025; and  

                                                           
1 Decision on Shetland New Energy Solution: https://www.ofgem.gov.uk/publications-and-updates/decision-
shetland-new-energy-solution  
2 Consultation on Costs of Extended Interim Energy Solution for Shetland: 
https://www.ofgem.gov.uk/publications-and-updates/costs-extended-interim-energy-solution-shetland 
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 the costs incurred by NG Shetland Link Ltd (NGSLL) since the publication of our 

minded-to decision on the SNES in July 2017.  

 

We also published an informal consultation on the licence modifications necessary to 

ensure SHEPD could recover those costs.  

 

Purpose of this Statutory Consultation 

Alongside this letter, we have published our decision on SHEPD’s costs associated with 

the three costs areas outlined above3. The purpose of this Statutory Consultation is to 

set out the modifications to SHEPD’s licence necessary to implement that decision. 

There are two annexes to this letter: 

 

 Annex 1 sets out our Notice of a statutory consultation on a proposal to modify 

Special Licence Condition CRC 2A, Special Licence Condition CRC 2B and Special 

Licence Condition CRC 3F of SHEPD’s licence and to introduce a new Special 

Licence Condition CRC 2R. 

 

 Annex 2 sets out the proposed licence drafting for those modifications.  

 

Views invited  

We welcome views from interested parties on our proposed modifications.  

 

Interested parties are requested to submit their views on or before 30 July 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 Notice of decision on allowed costs for Scottish Hydro Electric Power Distribution (SHEPD) of Extended 
Interim Energy Solution for Shetland from 2019/20 to 2022/23: https://www.ofgem.gov.uk/publications-and-
updates/decision-costs-extended-interim-energy-solution-shetland 
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Annex 1 – Notice of statutory consultation  

 

To:  Scottish Hydro Electric Power Distribution plc (SHEPD)  

 

Electricity Act 1989 

Section 11A(2) 

 

Notice of statutory consultation on a proposal to modify Special Licence 

Conditions CRC 2A, CRC 2B, CRC 3F of the electricity distribution licence held by 

the above licensee and to introduce a new licence condition, CRC 2R  

 

 

1. The Gas and Electricity Markets Authority (‘the Authority’)4 proposes to modify the 

electricity distribution licence granted or treated as granted under section 6(1)(c) of 

the Electricity Act 1989 (‘the Act’) to the above licensee (‘the licence’) by: 

 

(a) amending, in the manner set out in Annex 2: 

 

 Special Licence Condition CRC 2A: Restriction of Allowed Distribution 

Network Revenue (CRC 2A); 

 Special Licence Condition CRC 2B: Calculation of Allowed Pass-Through 

Items (CRC 2B); and 

 Special Licence Condition CRC 3F: Arrangements for the recovery of 

uncertain costs (CRC 3F); and 

 

(b) inserting a new licence condition, Special Licence Condition CRC 2R: Shetland 

Extension Variable Energy Cost Pass-Through Items (CRC 2R), as set out in 

Annex 2.  

 

2. The reason why the Authority proposes these modifications is to introduce into the 

licence the terms necessary to provide for the arrangements for the extended 

interim energy solution for Shetland. 

 

3. The effect of this proposed modification will be to enable the licensee to recover the 

costs associated with the extended interim energy solution for Shetland, as set out 

in our decision thereon5.  

 

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 30 July 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 

                                                           
4 The terms “the Authority”, “we” and “us” are used interchangeably in this document. 
5 Notice of decision on allowed costs for Scottish Hydro Electric Power Distribution (SHEPD) of Extended 
Interim Energy Solution for Shetland from 2019/20 to 2022/23: https://www.ofgem.gov.uk/publications-and-
updates/decision-costs-extended-interim-energy-solution-shetland 
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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 not less than 

56 days from the publication of the decision to proceed with the modifications.  

 

 

 

 

……………………………………………..  

Steve McMahon 

Deputy Director, Systems & Networks 

Duly Authorised on behalf of the Gas and Electricity Markets Authority  

29 June 2018 

  
 

 

  



 

 

Annex 2 – Proposed modifications to Special Licence Conditions: CRC 2A, 

CRC 2B, CRC 3F and introduction of a new licence condition CRC 2R 

 

Changes are shown as highlighted text.  

 

CRC 2A. Restriction of Allowed Distribution Network Revenue 

 

Introduction 

2A.1 This condition: 

(a) establishes the charging restrictions that determine the level of Allowed 

Distribution Network Revenue that may be recovered by the licensee from Use 

of System Charges; and  

(b) sets out the obligation of the licensee in respect of those restrictions. 

Part A:  Licensee’s obligation 

2A.2 The licensee, in setting Use of System Charges, must use its reasonable endeavours to 

ensure that, in Regulatory Year t, Regulated Distribution Network Revenue does not 

exceed its Allowed Distribution Network Revenue. 

Part B:  Calculation of Allowed Distribution Network Revenue (ARt)        

2A.3 Allowed Distribution Network Revenue, in Regulatory Year t, is derived in 

accordance with the following formula (in this condition, the Principal Formula):  

 ARt = BRt + IPt + PTt + NIAt + LCNt − AUMt + CGSRAt + PPLt − Kt  

2A.4 In the Principal Formula: 

ARt means the amount of Allowed Distribution Network Revenue in 

Regulatory Year t. 

BRt means the amount of Base Demand Revenue in Regulatory Year t, as 

derived in accordance with the formula set out in Part C of this condition. 

IPt means the incentive revenue adjustment made in Regulatory Year t, as 

derived in accordance with the formula set out in Part D of this condition. 

PTt means the Allowed Pass-Through Items revenue adjustment made in 

Regulatory Year t, as derived in accordance with CRC 2B (Calculation of 

Allowed Pass-Through Items). 

NIAt means the Network Innovation Allowance revenue adjustment made in 

Regulatory Year t, as derived in accordance with CRC 2H (The Network 

Innovation Allowance). 

LCNt means the low carbon networks fund revenue adjustment made in 

Regulatory Year t, as derived in accordance with CRC 2J (Low Carbon 

Networks Fund). 



 

 

AUMt means the total amount of any sums remaining unpaid pursuant to the 

requirements of a Clawback Direction given in accordance with the 

provisions of Part B of CRC 2K (Margins on licensee’s Connection 

Activities) one year after the licensee has received that direction. 

CGSRAt means the adjustment for payments made by the licensee in respect of its 

failure to achieve connections performance standards, as derived in 

accordance with CRC 2L (Revenue adjustments in respect of performance 

failures).  

PPLt means the DPCR4 residual distribution losses incentive value revenue 

adjustment made in Regulatory Year t, as derived in accordance with 

CRC 2M (Adjustment of licensee’s revenues for the residual distribution 

losses incentive). 

Kt means the correction factor revenue adjustment made in Regulatory Year 

t, as derived in accordance with the formula set out in Part E of this 

condition.  

Part C:  Calculation of Base Demand Revenue (BRt) 

2A.5 For the purposes of the Principal Formula, the amount of BRt is derived in accordance 

with the following formula: 

 BRt = (PUt + MODt + TRUt) × RPIFt 

2A.6 In the formula for the BRt term above: 

PUt means the amount set against the licensee’s name in Appendix 1 of this 

condition and represents the Opening Base Revenue Allowance for 

Regulatory Year t, as determined by the Authority in relation to the 

distribution of electricity to and from premises. 

MODt is zero in Regulatory Year 2015/16 and in each subsequent Regulatory 

Year is the value of the incremental change for Regulatory Year t to the 

licensee’s Opening Base Revenue Allowance, as derived in accordance 

with the Annual Iteration Process set out in Parts A and B of CRC 4B 

(Annual Iteration Process for the ED1 Price Control Financial Model). 

TRUt is zero in Regulatory Years 2015/16 and 2016/17 and in each subsequent 

Regulatory Year is the revenue adjustment made in Regulatory Year t in 

respect of the actual value of the Retail Prices Index in Regulatory Year t-2 

minus the assumed value of the Retail Prices Index in Regulatory Year t-2, 

as derived in accordance with paragraph 2A.9. 

RPIFt means the price index adjustment factor in Regulatory Year t, as derived in 

accordance with paragraph 2A.7.  

2A.7 For the purposes of paragraph 2A.6, RPIFt is derived in accordance with the following 

formula: 

 RPIFt = RPIAt−2 × (1 + GRPIFt−1) × (1 + GRPIFt) 

2A.8 In the above formula for RPIFt: 



 

 

RPIAt means the arithmetic average of the Retail Prices Index published or 

determined with respect to each of the twelve months in Regulatory Year t 

divided by the arithmetic average of the Retail Prices Index published or 

determined with respect to each of the twelve months 1 April 2012 to 31 

March 2013 as derived in accordance with the following formula: 

 RPIAt =
RPIt

RPI2012/13
 

where:  

RPIt means the arithmetic average of the Retail Prices Index 

published or determined with respect to each of the twelve 

months from 1 April to 31 March in Regulatory Year t. 

RPI2012/13 means the arithmetic average of the Retail Prices Index 

published or determined with respect to each of the twelve 

months from 1 April 2012 to 31 March 2013. 

and: 

 GRPIFt = (0.75 × GRPIFc) + (0.25 × GRPIFc+1) 

 GRPIFt−1 = (0.75 × GRPIFc−1) + (0.25 × GRPIFc) 

where: 

GRPIFc means the Retail Prices Index Forecast Growth Rate for calendar year c, 

where c denotes the calendar year in which Regulatory Year t begins and 

the expressions c-1 and c+1 are interpreted accordingly; and in each 

such case the Retail Prices Index Forecast Growth Rates for calendar 

years c-1, c and c+1 are taken from the November edition of the HM 

Treasury publication “Forecasts for the UK Economy”, in Regulatory 

Year t-1. 

2A.9 For the purposes of paragraph 2A.6, TRUt is derived in accordance with the following 

formula: 

TRUt = (
RPIAt−2 − RPIFt−2

RPIAt−2
) × REVt−2 × PVFt−2 × PVFt−1 

2A.10 In the above formula for TRUt:  

PVFt  means the present value adjustment term for Regulatory Year t and is 

calculated as one plus the Vanilla Weighted Average Cost of Capital for the 

licensee as derived by the Authority in accordance with the Annual Iteration 

Process, and the expressions PVFt-1 and PVFt-2 are to be interpreted 

accordingly.  

REVt-2  means the amount (in 2012/13 prices) in Regulatory Year t-2 of the 

combined value of all revenue adjustments for the licensee provided for in 

the provisions referred to in relevant Charge Restriction Conditions indexed 



 

 

by the Retail Prices Index  as derived in accordance with the formula in 

paragraph 2A.11. 

2A.11 For the purposes of paragraph 2A.10, REVt-2 is derived in accordance with the 

following formula: 

REVt−2

=
BRt−2 + LFt−2 + RBt−2 + TBt−2 + SMCt−2 + SMITt−2 + RFt−2 + SECt−2 + IQt−2+LDRt−2 + SEVECt

RPIFt−2
 

 

2A.12 In the above formula for REVt-2: 

BR t-2 means the amount of Base Demand Revenue in Regulatory Year t-2, as 

derived in accordance with the formula set out in paragraph 2A.5. 

LFt-2 means the amount of the licence fee adjustment in Regulatory Year t-2 

as derived in accordance with Part B of CRC 2B. 

RBt-2 means the amount of the Business Rates adjustment in Regulatory 

Year t-2 as derived in accordance with Part C of CRC 2B. 

TBt-2 means the amount of the Transmission Connection Point Charges 

adjustment in Regulatory Year t-2 as derived in accordance with Part D 

of CRC 2B. 

SMCt-2 means the amount of the Smart Meter Communication Licensee Costs 

adjustment in Regulatory Year t-2 as derived in accordance with Part E 

of CRC 2B. 

SMITt-2 means the amount of the Smart Meter Information Technology Costs 

adjustment in Regulatory Year t-2 as derived in accordance with Part F 

of CRC 2B. 

RFt-2 means the amount of the Ring Fence Costs adjustment in Regulatory 

Year t-2 as derived in accordance with Part G of CRC 2B. 

SECt-2 

 

means the Shetland Variable Energy Costs, in Regulatory Year t-2, as 

derived in accordance with Part H of CRC 2B. 

IQt-2 means the interruptions-related quality of service incentive revenue 

adjustment made in Regulatory Year t-2, as derived in accordance with 

CRC 2D (Adjustment of licensee’s revenues to reflect interruptions 

related quality of service performance), except in Regulatory Years t-2 

beginning on 1April 2015 and 1 April 2016 when IQt-2 will be zero for 

the purposes of this calculation. 

LDRt-2 means the amount of the Losses Discretionary Reward scheme revenue 

adjustment made in Regulatory Year t-2, as derived in accordance with 

CRC 2G (The Losses Discretionary Reward). 



 

 

SEVECt 

 

means the Shetland Extension Variable Energy Costs in Regulatory 

Year t-2, as derived in accordance with Part I of CRC 2B. 

 

Part D:  Calculation of the incentive revenue adjustment (IPt) 

2A.13 For the purposes of the Principal Formula, the amount of IPt is derived in accordance 

with the following formula: 

 IPt = BMt + IQt + ICEt + TTCt + LDRt 

2A.14 In the above formula for IPt: 

BMt means the broad measure of customer service revenue adjustment made 

in Regulatory Year t, as derived in accordance with CRC 2C (Broad 

Measure of Customer Service Adjustment). 

IQt means the interruptions-related quality of service incentive revenue 

adjustment made in Regulatory Year t, as derived in accordance with 

CRC 2D. 

ICEt means the incentive on connections engagement revenue adjustment 

made in Regulatory Year t, as derived in accordance with CRC 2E 

(Incentive on Connections Engagement). 

TTCt means the Time to Connect Incentive revenue adjustment made in 

Regulatory Year t, as derived in accordance with CRC 2F (Time to 

Connect Incentive). 

LDRt means the Losses Discretionary Reward scheme revenue adjustment 

made in Regulatory Year t, as derived in accordance with CRC 2G. 

 

  



 

 

Part E:  Calculation of the correction factor (Kt)  

2A.15 For the purposes of the Principal Formula for the licensee, subject to paragraph 

2A.17, Kt is derived in accordance with the following formula: 

 Kt = (RDt−2 − ARt−2) × (1 + (
It−2+PRt−2

100
)) × (1 + (

It−1+1.5

100
)) 

2A.16 In the above formula for Kt: 

RDt-2 means the Regulated Distribution Network Revenue in Regulatory Year 

t-2, except in the Regulatory Year beginning 1 April 2016 where RDt-2 is 

the Regulated Combined Distribution Network Revenue, as defined in 

CRC 2 (Definitions for the Charge Restriction Conditions) of this 

licence in the form in which it was in force at 31 March 2015. 

ARt-2 means the amount of the Allowed Distribution Network Revenue in 

Regulatory Year t-2, except in the Regulatory Year beginning 1 April 

2016 where ARt-2 is the Combined Allowed Distribution Network 

Revenue, as derived in accordance with Part B of CRC 3 (Restriction of 

Distribution Charges: Use of System Charges) of this licence in the form 

in which it was in force at 31 March 2015. 

It means the Average Specified Rate in Regulatory Year t. 

PRt-2 means the interest rate adjustment as derived in accordance with Part F 

of this condition. 

2A.17 In Regulatory Year 2015/16, Kt will have the value of zero. 

  



 

 

Part F: Interest adjustment for over-recoveries and under-recoveries of revenue  

2A.18 For the purposes of Part E of this condition, the value of the interest rate adjustment 

PRt-2 is derived as follows: 

(a) if, in respect of Regulatory Year t-2, RDt-2 exceeds 106 per cent of ARt-2, PRt-2 

will have the value of 3; 

(b) if, in respect of Regulatory Year t-2, RDt-2  is less than 94 per cent of ARt-2, 

PRt-2 will have the value of zero; and 

(c) in all other cases PRt-2 will have the value of 1.5. 

 

2A.19 This paragraph applies where the Authority, having due regard to the purpose of this 

condition and after consulting with the licensee, is satisfied that RDt-2  in respect of 

Regulatory Year t-2 has, for reasons outside the reasonable control of the licensee, 

either: 

(a) exceeded 106 per cent of ARt-2; or 

(b) been less than 94 per cent of ARt-2. 

2A.20 Where paragraph 2A.19 applies, the Authority may direct the licensee to change the 

value of PRt-2 to a value which is not less than zero and not more than 3. 

Part G: Treatment of charges in the event of over-recovery 

2A.21 Paragraph 2A.22 applies from 1 April 2018. 

2A.22 If, in respect of two successive Regulatory Years t-2 and t-3, the licensee’s Regulated 

Distribution Network Revenue in each of those Regulatory Years exceeds 110 per 

cent of Allowed Distribution Network Revenue for those Regulatory Years, the 

licensee: 

(a) must provide an explanation for that event in writing to the Authority by 31 

July in the associated Regulatory Year t-1; and 

(b) must not increase its Use of System Charges for the Regulatory Year t except 

and to the extent that the Authority has consented to such an increase. 

Part H: Treatment of charges in the event of under-recovery 

2A.23 Paragraph 2A.24 applies from 1 April 2018. 

2A.24 If, in respect of two successive Regulatory Years t-2 and t-3, the licensee’s Regulated 

Distribution Network Revenue in each of those Regulatory Years is less than 90 per 

cent of the Allowed Distribution Network Revenue for those Regulatory Years, the 

licensee: 

(a) must provide an explanation for that event in writing to the Authority by 31 

July in the associated Regulatory Year t-1; and 



 

 

(b) must use its reasonable endeavours in setting Use of System Charges to 

recover the Allowed Distribution Network Revenue in Regulatory Year t. 

Part I: Interpretation  

2A.25 For the purposes of this condition: 

Regulated 

Distribution 

Network Revenue 

means the revenue derived by the licensee from Use of 

System Charges made for the provision of Distribution 

Services to Customers in respect of a Regulatory Year. 

Retail Prices Index means: 

(a) the general index of retail prices published by the 

Office for National Statistics each month in respect of all 

items; or 

(b) if that index in respect of any month relevant for the 

purposes of the Charge Restriction Conditions has not been 

published, such price index as the Authority may, after 

consultation with the licensee, determine to be appropriate 

in the circumstances; or 

(c) if there is a material change in the basis of that index, 

such other index as the Authority may, after consultation 

with the licensee, determine to be appropriate in the 

circumstances (provided that any index so determined may 

not have a retroactive effect on any formula or other 

provision of the Charge Restriction Conditions). 

Retail Prices Index 

Forecast Growth 

Rate  

means: 

(a) the growth rate (which is presented as a percentage) as 

defined as the “New forecasts (marked *)” in the HM 

Treasury document, “Forecasts for the UK Economy”, 

published in November each year; or 

(b) if that growth rate in respect of any year has not been 

published, such growth rate as the Authority may, after 

consultation with the licensee, determine to be appropriate 

in the circumstances; or 

(c) if there is a material change in the basis of that growth 

rate, such other growth rate as the Authority may, after 

consultation with the licensee, determine to be appropriate 

in the circumstances (provided that any index so 

determined may not have a retroactive effect on any 

formula or other provision of the Charge Restriction 

Conditions). 



 

 

Vanilla Weighted 

Average Cost of 

Capital  

has the meaning given to that term in the glossary of the 

ED1 Price Control Financial Handbook. 

 

  



 

 

APPENDIX 1 

Values for the PU term (£m, 2012/13 prices) by licensee 

(see paragraph 2A.6) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

ENWL 
373.0 379.9 360.9 357.3 353.8 350.2 350.2 350.2 

NPgN 249.1 246.5 246.5 246.5 246.5 246.5 246.5 246.5 

NPgY 323.6 322.0 322.0 322.0 322.0 322.0 322.0 322.0 

LPN 366.9 387.4 383.1 390.0 397.2 404.5 411.9 419.5 

SPN 322.1 325.4 332.2 340.3 348.7 357.3 366.0 375.1 

EPN 496.6 507.8 504.3 507.8 515.9 524.1 532.5 540.8 

SPD 338.3 346.0 346.0 346.0 346.0 346.0 346.0 346.0 

SPMW 304.6 310.9 310.9 310.9 310.9 310.9 310.9 310.9 

SSEH 246.4 257.1 257.1 257.1 257.1 257.1 257.1 257.1 

SSES 473.7 473.7 473.7 473.7 473.7 473.7 473.7 473.7 

  



 

 

CRC 2B. Calculation of Allowed Pass-Through Items 

Introduction  

2B.1 This condition sets out the calculation of the amount of the term PT (the allowed pass-

through term) that applies in CRC 2A (Restriction of Allowed Distribution Network 

Revenue). 

2B.2 The allowed pass-through term in CRC 2A amends the licensee’s Allowed 

Distribution Network Revenue so as to allow certain costs as specified below to be 

passed through to users of the licensee’s Distribution System through Use of System 

Charges.  

Part A: Calculation of Allowed Pass-Through Items (PT) 

2B.3 For the purposes of Part B of CRC 2A, which establishes the calculation of Allowed 

Distribution Network Revenue, the total amount of the PT term is calculated in 

accordance with the following formula (in this condition, the Principal Formula): 

PTt = LFt + RBt + TBt − HBt + SMCt + SMITt +  RFt +  SECt  +  UNCt +  SEVECt

+ SNESRCt 

2B.4 In the Principal Formula: 

LFt means the licence fee adjustment in Regulatory Year t, as derived in 

accordance with the formula set out in Part B of this condition. 

RBt means the Business Rates adjustment in Regulatory Year t, as derived in 

accordance with the formula set out in Part C of this condition. 

TBt means the Transmission Connection Point Charges adjustment in 

Regulatory Year t, as derived in accordance with the formula set out in 

Part D of this condition. 

HBt  means the amount received by the licensee in Regulatory Year t as the 

result of any direction given by the Secretary of State in accordance with 

section 184 of the Energy Act 2004 in relation to assistance for high-cost 

distributors (see also CRC 2N in connection with this). 

SMCt means the Smart Meter Communication Licensee Costs adjustment in 

Regulatory Year t, as derived in accordance with the formula set out in 

Part E of this condition. 

SMITt means the Smart Meter Information Technology Costs adjustment in 

Regulatory Year t, as derived in accordance with the formula set out in 

Part F of this condition. 

RFt means the Ring Fence Costs adjustment in Regulatory Year t, as derived 

in accordance with Part G of this condition. 

SECt means the Shetland Variable Energy Costs, in Regulatory Year t, as 

derived in accordance with Part H of this condition. 



 

 

UNCt means an amount in Regulatory Year t representing a relevant adjustment 

to the calculation of Allowed Demand Revenue arising from the 

application of CRC 2Q (Arrangements for the recovery of costs for an 

integrated plan to manage supply and demand on Shetland). Uncertain costs 

may also be recovered under CRC 3F (Arrangements for the recovery of 

uncertain costs). 

SEVECt means the Shetland Extension Variable Energy Costs in Regulatory Year 

t, as derived in accordance with Part I of this condition. 

SNESRCt means the Shetland New Energy Solution Residual Costs in Regulatory 

Year t, as derived in accordance with Part J of this condition. 

  

Part B: Calculation of the licence fee adjustment (LF)  

2B.5 For the purposes of the Principal Formula, and subject to paragraph 2B.7, LFt is 

derived in accordance with the following formula: 

LFt = (
LFAt−2

RPIAt−2
− LFEt−2) × PVFt−2 × PVFt−1 ×  RPIFt 

2B.6 In the above formula for LFt: 

LFAt-2 means the amount of licence fee payments, in Regulatory Year t-2, 

made by the licensee in accordance with its obligations under 

standard condition 5 (Licensee’s payments to the Authority). 

LFEt-2 means the amount of the licence fee allowance, in Regulatory Year 

t-2, and is represented by the amount set out in Appendix 1 of this 

condition that applies to the licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

2B.7 In the Regulatory Years 2015/16 and 2016/17, LFt will have the value of zero. 

Part C: Calculation of the Business Rates adjustment (RB)  

2B.8 For the purposes of the Principal Formula, and subject to paragraphs 2B.10 and 

2B.11, RBt is derived in accordance with the following formula: 

RBt = (
RBAt−2

RPIAt−2
− RBEt−2) ×  PVFt−2 ×  PVFt−1 × RPIFt 

2B.9 In the above formula for RBt: 



 

 

RBAt-2 means the amount, in Regulatory Year t-2, paid by the licensee in 

respect of Business Rates.  

RBEt-2 means the amount of the allowance in respect of Business Rates, in 

Regulatory Year t-2, and is represented by the amount set out in 

Appendix 2 of this condition that applies to the licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

2B.10 In Regulatory Years 2015/16 and 2016/17, RBt will have the value of zero.  

2B.11 In paragraphs 2B.12 and 2B.13, the relevant valuation agency in England and Wales 

is the Valuation Office Agency and in Scotland is the Scottish Assessors Association.  

2B.12 Paragraphs 2B.13 to 2B.16 apply if the relevant valuation agency revalues any of the 

licensee’s assets for the purposes of setting Business Rates. 

2B.13 If, after reviewing the licensee’s engagement with the relevant valuation agency with 

respect to a particular revaluation, the Authority considers that the licensee has not 

used its reasonable endeavours to minimise the amount of the Business Rates to which 

it is liable, the Authority may, subject to paragraphs 2B.14 and 2B.15, by Notice to 

the licensee specify that any positive value for RBt for one or more Regulatory Years 

derived under the formula set out in paragraph 2B.8 is to be changed to a different 

value. 

2B.14 A Notice under paragraph 2B.13 is of no effect unless the Authority has first 

consulted with the licensee. 

2B.15 A Notice under paragraph 2B.13: 

(a) may not specify a different value for RBt for the Regulatory Year following the 

Regulatory Year in which the revaluation took place or for any earlier Regulatory 

Year; and 

(b) may not specify a different value for RBt that is less than zero. 

2B.16 At any time after giving a Notice under paragraph 2B.13, the Authority may by a 

further Notice to the licensee nullify the original Notice and its effects. 

Part D: Calculation of the Transmission Connection Point Charges adjustment 

(TB)  

2B.17 For the purposes of the Principal Formula, and subject to paragraph 2B.19, TBt is 

derived in accordance with the following formula: 



 

 

 TBt = (
PTPAt−2

RPIAt−2
− PTPEt−2)  × PVFt−2 × PVFt−1 × RPIFt 

2B.18 In the above formula for TBt: 

PTPAt-2 means the amount of Pass-through Transmission Connection Point 

Charges incurred by the licensee in Regulatory Year t-2. 

PTPEt-2 means the amount of the Pass-through Transmission Connection Point 

Charges allowance in Regulatory Year t-2, and is represented by the 

amount set out in Appendix 3 of this condition that applies to the 

licensee.  

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

 

2B.19 In the Regulatory Years 2015/16 and 2016/17, TBt will have the value of zero. 

Part E: Calculation of the Smart Meter Communication Licensee Costs 

adjustment (SMC) 

2B.20 For the purposes of the Principal Formula, and subject to paragraph 2B.22, SMCt is 

derived in accordance with the following formula: 

 SMCt = (
SMCAt−2

RPIAt−2
− SMCEt−2) ×  PVFt−2 ×  PVFt−1 ×  RPIFt 

2B.21 In the above formula for SMCt: 

SMCAt-2 means the amount of Smart Meter Communication Licensee Costs 

incurred by the licensee in Regulatory Year t-2. 

SMCEt-2 means the amount of the Smart Meter Communication Licensee 

Costs allowance in Regulatory Year t-2, and is represented by the 

amount set out in Appendix 4 of this condition that applies to the 

licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

 

2B.22 In the Regulatory Years 2015/16, 2016/17, 2023/24 and 2024/25, SMCt will have the 

value of zero. 



 

 

Part F: Calculation of the Smart Meter Information Technology Costs 

adjustment (SMIT) 

2B.23 For the purposes of the Principal Formula, and subject to paragraph 2B.25, SMITt is 

derived in accordance with the following formula:  

  SMITt =  (
SMIAt−2

RPIAt−2
−  SMIEt−2) × PVFt−2 × PVFt−1 × RPIFt + SMITRt  

2B.24 In the above formula for SMITt: 

SMIAt-2 means the amount of Smart Meter Information Technology Costs 

incurred by the licensee in Regulatory Year t-2. 

SMIEt-2 means the amount of the Smart Meter Information Technology 

Costs allowance in Regulatory Year t-2, and is represented by the 

amount set out in Appendix 5 of this condition that applies to the 

licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

SMITRt means the adjustment to Smart Meter Information Technology 

Costs for the licensee in Regulatory Year t as a result of the SMIT 

review. 

 

2B.25 In the Regulatory Years 2015/16, 2016/17, 2023/24 and 2024/25, SMITt will have the 

value of zero. 

2B.26 In 2020/21, the Authority will commence a review (the “SMIT review”) of the 

information technology costs that the licensee has incurred or plans to incur, during 

the Price Control Period, to enable it to use smart metering data for the operation and 

maintenance of its Distribution System. 

2B.27 The SMIT review will determine whether the costs incurred or planned are falling or 

capable of falling within the definition of Smart Meter Information Technology Costs.  

2B.28 Before making the determination referred to in paragraph 2B.27, the Authority will 

consult with the licensee and any other party that the Authority considers appropriate. 

2B.29 A determination under this Part may: 

(a) set the value of SMITRt for any Regulatory Year, subject to paragraph 2B.30; and  

(b) impose conditions with respect to the amounts and circumstances in which future 

costs may be passed through under the SMITt term.  



 

 

2B.30 In the Regulatory Years before 2021/22, SMITRt will have the value of zero. 

Part G: Calculation of the Ring Fence Costs adjustment (RF) 

2B.31 For the purposes of the Principal Formula, and subject to paragraph 2B.33, RFt is 

derived in accordance with the following formula:  

RFt = (
RFAt−2

RPIAt−2
−  RFEt−2) × PVFt−2 × PVFt−1 × RPIFt 

2B.32 In the above formula for RFt: 

RFAt-2 means the amount of Ring Fence Costs incurred by the licensee in 

Regulatory Year t-2. 

RFEt-2 means the amount of the Ring Fence Costs allowance in Regulatory 

Year t-2, and is represented by the amount set out in Appendix 6 of 

this condition that applies to the licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

2B.33 In the Regulatory Years 2015/16 and 2016/17, RFt will have the value of zero. 

Part H: Calculation of the Shetland Variable Energy Costs adjustment (SEC) 

2B.34 For the purposes of the Principal Formula, and subject to paragraph 2B.36, SECt is 

derived in accordance with the following formula:  

SECt = (
SECAt−2

RPIAt−2
−  SECEt−2) × PVFt−2 × PVFt−1 × RPIFt 

2B.35 In the above formula for SECt: 

SECAt-2 means the amount of Shetland Variable Energy Costs incurred by 

the licensee in Regulatory Year t-2, in accordance with CRC 2P 

(Shetland Variable Energy Costs Pass-Through Items). 

SECEt-2 means the amount of Shetland Variable Energy Costs allowance in 

Regulatory Year t-2, and is represented by the amount set out in 

Appendix 7 of this condition that applies to the licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

 



 

 

2B.36 In the Regulatory Years 2015/16 and 2016/17, SECt will have the value of zero. 

Part I: Calculation of the Shetland Extension Variable Energy Costs (SEVECt) 

2B.37 For the purposes of the Principal Formula, and subject to paragraph 0, SEVECt is 

derived in accordance with the following formula:  

SEVECt = (
SEVECAt−2

RPIAt−2
− SEVECEt−2) ×  PVFt−2 ×  PVFt−1 × RPIFt 

2B.38 In the above formula for SEVECt: 

SEVECAt-2 means the amount of the Shetland Extension Variable Energy Costs 

incurred by the licensee in Regulatory Year t-2, in accordance with 

CRC 2R (Shetland Extension Variable Energy Costs Pass-Through 

Items). 

SEVECEt-2 means the amount of  the Shetland Extension Variable Energy Costs 

allowance in Regulatory Year t-2, and is represented by the amount 

set out in Appendix 8 of this condition that applies to the licensee. 

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 

RPIFt has the value given to it by Part C of CRC 2A. 

 

2B.39 In the Regulatory Years 2015/16, 2016/17, 2017/18 and 2018/19, SEVECt will have the 

value of zero. 

Part J: Calculation of the Shetland New Energy Solution Residual Costs (SNESRC) 

2B.40 For the purposes of the Principal Formula, and subject to 2B.42, SNESRCt is derived in 

accordance with the following formula: 

SNESRCt = (
SNESRCt−2

RPIAt−2
) × PVFt−2 ×  PVFt−1 ×  RPIFt 

 

2B.41 In the above formula for SNESRCt: 

SNESRCt-2 means the amount of Shetland New Energy Solution Residual Costs 

allowance in Regulatory Year t-2, and is represented by the amount 

set out in Appendix 9 of this condition that applies to the licensee.  

RPIAt-2 has the value given to it by Part C of CRC 2A. 

PVFt has the value given to it by Part C of CRC 2A. 



 

 

RPIFt has the value given to it by Part C of CRC 2A. 

2B.42 In the Regulatory Years 2015/16, 2016/17, 2017/18, 2018/19, 2020/21, 2021/22 and 

2022/23 SNESRCt will have the value of zero. 

Part K: Interpretation  

2B.43 For the purposes of this condition: 

Business Rates means: 

(a) in England and Wales, the rates payable by the licensee in 

respect of hereditaments on the Central Rating Lists (England 

and Wales) compiled under section 52 of the Local Government 

Finance Act 1988 (or any legislation amending or replacing 

those enactments); or 

(b) in Scotland, the rates payable by the licensee in respect of 

any land and heritages on the Valuation Rolls compiled under 

the Local Government (Scotland) Act 1975 or the Local 

Government (Scotland) Act 1994 (or any legislation amending 

or replacing those enactments).  

Elective 

Communication 

Services 

has the meaning given to that term in the Smart 

Energy Code. 

Pass-through 

Transmission 

Connection Point 

Charges  

means those elements of Transmission 

Connection Point Charges that do not qualify as 

New Transmission Capacity Charges. 

Ring Fence Costs means the amount of the incremental costs necessarily incurred 

by the licensee in Regulatory Year t-2 as a direct result of 

complying with the additional regulatory requirements referred 

to in the Authority's letter dated 1 February 2013 entitled 

“Modifications to the ring fence conditions in network operator 

licences” and published on the Authority's Website, provided 

that those costs: 

(a) have been ascertained in accordance with the RIGs referred 

to in standard condition 46 (Regulatory Instructions and 

Guidance); and 

(b) have not been otherwise remunerated under 

any other provision of this licence. 



 

 

Smart Energy Code means the document of that name referred to in standard 

condition 21A (The Smart Energy Code), that is maintained for 

the purposes of that condition and is subject to modification 

pursuant to Condition 23 (Change control for Smart Energy 

Code), of the Smart Meter Communication Licence. 

Smart Meter 

Communication 

Licence 

means the licences granted under section 6(1A) of the Act and 

section 7AB(2) of the Gas Act 1986. 

 

Smart Meter 

Communication 

Licensee Costs 

means charges payable by the licensee (by virtue of the 

requirement for it to be a party to the Smart Energy Code) to the 

holder of the Smart Meter Communication Licence in 

accordance with section J of the Smart Energy Code, excluding 

any charges in respect of Elective Communication Services. 

Smart Meter 

Information 

Technology Costs 

means any information technology costs that the licensee 

reasonably incurs that are necessary to enable the licensee to use 

data from Smart Meters (within the meaning given to that term 

in Condition 1 of the Smart Meter Communication Licence) 

effectively for the efficient and economic operation, 

maintenance and development of its Distribution System, as 

further clarified in the RIGs. 

Shetland Variable 

Energy Costs 

means the pass through items applicable to SSEH as defined in 

CRC2P (Shetland Variable Energy Costs Pass-Through Items). 

Shetland Extension 

Variable Energy 

Costs 

 

means the costs arising from the application of CRC 2R 

(Shetland Extension Variable Energy Costs Pass-Through 

Items).  

Shetland New 

Energy Solution 

Residual Costs 

means the costs incurred by SSEH as a result of running the 

Shetland Competitive Process, which are not Shetland 

Competitive Process Costs. 

  



 

 

APPENDIX 1 

Values for the LFE term (£m, 2012/13 prices) by licensee  

(see Part B of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 

  



 

 

APPENDIX 2  

Values for the RBE term (£m, 2012/13 prices) by licensee  

(see Part C of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 24.8 24.8 24.8 24.8 24.8 24.8 24.8 24.8 

  



 

 

APPENDIX 3  

Values for the PTPE term (£m, 2012/13 prices) by licensee  

(see Part D of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 14.4 14.4 15.1 16.1 17.0 17.7 18.5 18.3 

 

 

  



 

 

APPENDIX 4  

Values for the SMCE term (£m, 2012/13 prices) by licensee  

(see Part E of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 0.2 0.2 0.2 0.2 0.2 0.2 0.0 0.0 

 

  



 

 

APPENDIX 5  

Values for the SMIE term (£m, 2012/13 prices) by licensee  

(see Part F of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 1.1 0.0 0.0 0.0 0.3 0.0 0.0 0.0 

 

  



 

 

APPENDIX 6  

Values for the RFE term (£m, 2012/13 prices) by licensee  

(see Part G of this condition) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 



 

 

APPENDIX 7 

Values for the SECE term (£m, 2012/13 prices) by licensee  

(see Part H of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 4.63 4.66 6.05 6.43 0.00 0.00 0.00 0.00 

 

 



 

 

APPENDIX 8 

Values for the SEVECE term (£m, 2012/13 prices) by licensee  

(see Part I of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 0.00 0.00 0.00 0.00 8.6 8.2 8.0 8.0 

 

 

  



 

 

APPENDIX 9 

Values for the SNESRC term (£m, 2012/13 prices) by licensee  

(see Part J of this condition) 

 Regulatory Year 

Licensee 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

SSEH 0.00 0.00 0.00 0.00 4.7 0.00 0.00 0.00 

  



 

 

CRC 2R. Shetland Extension Variable Energy Costs Pass-Through 

Items  

Introduction  

2R.1 This condition sets out the calculation of SEVECA (the Shetland Extension Variable 

Energy Costs term) that applies in CRC 2B.  

2R.2 It does not provide for the Shetland Variable Energy Costs or Shetland Extension Fixed 

Energy Costs (as defined in Part C of CRC 3F), allowances for which are provided in 

base revenue. The starting values of the fixed amount allowances are defined in CRC 

3F, Appendix 10. 

Part A: Calculation of Shetland Extension Variable Energy Costs (SEVECA) 

2R.3 The amount of the term SEVECA is derived in accordance with the following formula 

(in this condition, the Principal Formula): 

SEVECAt−2 = LPSFt−2 + EPt−2 − SHt−2 

where:  

LPSFt-2 has the meaning given in Part A of CRC 2P. 

EPt-2 has the meaning given in Part A of CRC 2P. 

SHt-2 has the meaning given in Part A of CRC 2P. 

  

 

  



 

 

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 

(b) to determine 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 

Link Box Costs UCLB values 

Shetland Uncertain Energy Costs UCSFE values 

Shetland Competitive Process Costs UCCPC values 

Subsea Cable Costs UCSC values 

Shetland Extension Fixed Energy Costs UCSEFEC values 

Shetland Enduring Solution Process Costs  UCSESPC 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 the categories of cost 

set out in paragraph 3F.5 for each Regulatory Year, as at 1 April 2015 (that is, before 

any relevant adjustments have been made under the provisions of this condition), that 

were used in the calculation of the Opening Base Revenue Allowance for the licensee 

are set out in the Appendices to this condition shown against each cost category in 

paragraph 3F.5. 

3F.5 The categories of cost and associated appendices referred to in paragraph 3F.4 are: 

(a) High Value Projects Costs – Appendix 1; 

(b) Enhanced Physical Site Security Costs – Appendix 2; 

(c) Shetland Uncertain Energy Costs – Appendix 6;  

(d) Shetland Competitive Process Costs – Appendix 7;  

(e) Shetland Extension Fixed Energy Costs – Appendix 9; and  

(f) Shetland Enduring Solution Process Costs – Appendix 10. 

 

3F.6 The opening level of allowed expenditure for the licensee for the categories of cost set 

out in paragraph 3F.7 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 

respectively zero. 

3F.7 The categories of  cost referred to in paragraph 3F.6 are: 

(a) Specified Street Works Costs; 

(b) Rail Electrification Costs; 

(c) Link Box Costs; and 

(d) Subsea Cable Costs. 

3F.8 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.9 This Part provides for: 

 (a) the proposal of relevant adjustments by the licensee in respect of all of the cost  

  categories set out in Table 1; 

  (b) the proposal of relevant adjustments by the Authority in respect of: 

   (i) High Value Project Costs; 

  (ii) Shetland Uncertain Energy Costs;  

(iii) Shetland Competitive Process Costs; 



 

 

(iv) Shetland Extension Fixed Energy Costs; 

(v) Shetland Enduring Solution Process Costs; 

 (c) the determination of relevant adjustments by the Authority; and 

 (d) the deeming of relevant adjustments in certain circumstances. 

(a) Proposal of relevant adjustments by the licensee 

3F.10 The licensee may, by Notice to the Authority, propose a relevant adjustment to the 

allowed level of expenditure for: 

(a) Regulatory Year 2015/16 to Regulatory Year 2018/19 in respect of: 

  (i) Shetland Uncertain Energy Costs; and 

  (ii) Shetland Competitive Process Costs; and 

(b) any Regulatory Year during the Price Control Period for all other uncertain 

  cost activities  set out in Table 1. 

 

3F.11 The licensee may only give Notice of a proposed change to an allowed level of 

expenditure during the following application windows: 

(a) a window that opens on 1 May 2016 and closes on 31 May 2016, or such later 

dates as directed by Ofgem, in respect of Subsea Cables Costs; 

(b) a window that opens on 1 May 2017 and closes on 31 May 2017 in respect of: 

  (i) Shetland Uncertain Energy Costs; and 

 (ii) Shetland Competitive Process Costs; and 

(c) a window that opens on 1 July 2017 and closes on 31 July 2017 in respect of  

Link Box Costs; and 

(d) a window that opens on 1 May 2019 and closes on 31 May 2019 in respect of all 

other uncertain cost categories.  

3F.12 The licensee may give Notice of its intention to make a relevant adjustment in respect 

of Shetland Extension Fixed Energy Costs and Shetland Enduring Solution Process 

Costs at the end of the Price Control Period during the window which opens on 1 

September 2023 and closes on 30 September 2023. 

3F.13 A proposal by the licensee of changes to an allowed expenditure level must comply 

with the requirements set out in paragraphs 3F.30 and 3F.31. 

Authority’s power to determine relevant adjustments 

3F.14 Where a proposal has been duly made by the licensee under paragraph 3F.10, the 

Authority will, within four months of the close of the relevant 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 sections of chapter 7 of the ED1 Price Control Financial Handbook: 



 

 

(a) Section 2 – in respect of High Value Project Costs; 

(b) Section 3 – in respect of Enhanced Physical Site Security Costs;  

(c) Section 4 – in respect of Specified Street Works Costs; 

(d) Section 5 – in respect of Rail Electrification Costs; 

(e) Section 6 – in respect of Link Box Costs; 

(f) Section 7 – in respect of Shetland Uncertain Energy Costs; 

(g) Section 8 – in respect of Shetland Competitive Process Costs;  

(h) Section 9 – in respect of Subsea Cable Costs; 

(i) Section 10 – in respect of Shetland Extension Fixed Energy Costs;  

(j) Section 11 – in respect of Shetland Enduring Solution Process Costs.  

 

3F.15 If, within 10 working days of receipt of a proposal under paragraph 3F.10, 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 relevant closing date referred to in paragraph 3F.11 and the 

date on which such further or reformatted information or analysis is provided. 

3F.16 The giving of Notice under paragraph 3F.15 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.17 In determining any revision under paragraph 3F.14, the Authority will: 

(a) consult with the licensee and other interested parties; 

(b) have regard to the basis on which the opening levels 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 subparagraph 3F.17(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.18 A determination under paragraph 3F.14 may confirm, reject, or amend the proposed 

relevant adjustment. 

3F.19 Without limiting the general effect of paragraph 3F.18, 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 of the 

Regulatory Years specified in paragraph 3F.10. 

3F.20 A determination under paragraph 3F.14 will specify: 

(a) the uncertain cost activity that is the subject of the determination; 

(b) the Regulatory Years to which the determination applies; and 

(c) the revised total level of allowed expenditure (in 2012/13 prices) for the 

uncertain cost activity specified under subparagraph 3F.20(a) for each of the 

Regulatory Years specified under subparagraph 3F.20(b). 

3F.21 If the Authority has not determined a relevant adjustment in relation to a proposal 

duly made by the licensee under paragraph 3F.10 within four months of the close of 

the relevant 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. 

(b) Proposal of relevant adjustments by the Authority 

3F.22 The Authority may, by Notice to the licensee, propose a relevant adjustment to the 

allowed level of expenditure for: 

(a) Regulatory Year 2015/16 to Regulatory Year 2018/19 in respect of: 

  (i) Shetland Uncertain Energy Costs; and 

  (ii) Shetland Competitive Process Costs. 

(b)  Regulatory Year 2019/20 to Regulatory Year 2022/23 in respect of Shetland 

Extension Fixed Energy Costs and Shetland Enduring Solution Process Costs. 

(c) any Regulatory Year during the Price Control Period for High Value Project 

Costs. 

3F.23 The Authority may only give Notice of a proposed change to an allowed level of 

expenditure during the following windows: 

(a) a window that opens on 1 December 2017 and closes on 31 December 2017 in 

respect of: 

 (i) Shetland Uncertain Energy Costs; and 

 (ii) Shetland Competitive Process Costs; and 

(b) a window that opens on 1 December 2023 and closes on 31 December 2023 

(which is after the end of the Price Control Period) in respect of High Value 

Project Costs. 

 

3F.24 The Authority may give Notice of its intention to make a relevant adjustment in 

respect of Shetland Extension Fixed Energy Costs and Shetland Enduring Solution 

Process Costs at the end of the Price Control Period during the window which opens 

on 1 September 2023 and closes on 30 September 2023. 



 

 

3F.25 Where the Authority gives Notice of a proposed relevant adjustment under paragraph 

3F.11(e) the Authority will, by 30 November 2024, determine any revisions that are to 

be made to the licensee’s Base Demand Revenue for the next price control period. 

3F.26 A proposal by the Authority of changes to an allowed expenditure level must comply 

with the requirements set out in paragraphs 3F.30 and 3F.31. 

Process for determining changes to allowed expenditure levels  

3F.27 Before determining any changes to allowed expenditure levels with respect to a 

proposal it has made under paragraph 3F.22, the Authority will: 

(a) consult with the licensee and other interested parties; 

(b) have regard to the basis on which the opening levels 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 subparagraph 3F.27(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.28 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 of the Regulatory Years specified in paragraph 3F.22. 

3F.29 A determination of changes to allowed expenditure levels under paragraph 3F.28 will 

specify: 

(a) the uncertain cost activity that is the subject of the determination; 

(b) the Regulatory Years to which the determination applies; and 

(c) the revised total level of allowed expenditure (in 2012/13 prices) for the  

  uncertain cost activity specified under subparagraph 3F.29(a) for each of the  

  Regulatory Years specified under subparagraph 3F.29(b). 

 

(c) Requirements relating to all proposals of changes to allowed expenditure 

3F.30 A proposed change to an allowed level of expenditure of the type referred to in 

paragraph 3F.10 or 3F.22 must: 

(a) be based on auditable evidence and justification 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 Allowances were derived; 

(b) take account of any relevant adjustments previously determined under this 

condition; 



 

 

(c) for all uncertain cost activities other than High Value Project Costs constitute 

a material amount as specified for the licensee in Appendix 2, 3, 4,5, 6, 7, 9 or 

10 (as the case may be) to this condition; 

(d) for High Value Project Costs passes the tests set out in Appendix 1; 

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

(f) 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 this licence. 

3F.31 A proposed change to an allowed level of expenditure of the type referred to in 

paragraph 3F.10 or 3F.22  must include statements setting out: 

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

(b) the changes to the licensee’s allowed level of expenditure that are 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. 

 

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

PCFM Variable Values  

 

3F.32 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); 

(c) Specified Street Works Costs (UCSSW values); 

(d) Rail Electrification Costs (UCRE values);   

(e) Link Box Costs (UCLB values); 

(f) Shetland Uncertain Energy Costs (UCSFE values); 

(g) Shetland Competitive Process Costs (UCCPC values);  

(h) Subsea Cable Costs (UCSC values); 

(i) Shetland Extension Fixed Energy Costs (UCSEFEC values); 

(j) Shetland Enduring Solution Process Costs (UCSESPC values). 

 

3F.33 Determinations under paragraph 3F.32 are to be made in accordance with the 

provisions of chapter 7 of the ED1 Price Control Financial Handbook. 

3F.34 Revised PCFM Variable Values for the licensee, as determined under paragraph 3F.32 

will be directed by the Authority by: 



 

 

(a) 30 November in Regulatory Year 2016/17 in respect of Subsea Cable Costs or 

such later date as directed by the Authority; 

(b) 30 November in Regulatory Year 2017/18 in respect of Uncertain Energy 

Costs and Shetland Competitive Process Costs; 

(c) 30 November in Regulatory Year 2018/19 in respect of  Link Box Costs; 

(d) 30 November in Regulatory Year 2019/20 in respect of all other uncertain cost 

activities; and  

(e) 30 November in Regulatory Year in which the relevant adjustment has been 

proposed in respect of Shetland Extension Fixed Energy Costs and Shetland 

Enduing Solution Process Costs. 

3F.35 A direction under paragraph 3F.34 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.36 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.37 For the purposes of this condition: 

Determination Letter means the Authority’s open letter entitled 

“Ofgem’s determination of Scottish Hydro 

Electric Power Distribution plc’s (SHEPD) 

submission required under Charge Restriction 

Condition (CRC) 18A” dated  22 April 2014 



 

 

Enhanced Physical 

Site Security Costs  

means costs incurred, or expected to be 

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. 

Link Box means a low voltage cable marshalling point 

with facilities for the insertion and removal of 

linking cables. 

Link Box Costs means costs incurred, or expected to be 

incurred, by the licensee in efficiently 

managing the asset risk associated with Link 

Boxes, as may be further clarified in the RIGs. 

Rail Electrification 

Costs 

means costs incurred, or expected to be 

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. 

Specified Street 

Works Costs  

means the costs incurred, or expected to be 

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, lane rental scheme or 

equivalent and comprise: 

(a) permit fee costs; 

(b) one-off set up costs; 

(c) administrative costs arising from the 

introduction of permit schemes or equivalent 

and lane rental schemes or equivalent; and  

(d) costs arising from the introduction of permit 

conditions or equivalent and lane rental 

schemes or equivalent, 

all as further clarified in the RIGs. 



 

 

Shetland Enduring 

Solution Costs 

means the costs incurred, or expected to be 

incurred, by SSEH in 2019/20, 2020/21, 

2021/22 and 2022/23 for identifying and 

procuring an enduring solution. 

Shetland Extension 

Fixed Energy Costs 

means the costs incurred, or expected to be 

incurred, by SSEH in 2019/20, 2020/21,  

2021/22 and 2022/23 for the following: 

(a) third party contracts for Power Purchase 

Agreements with Sullom Voe Terminal 

plus/or contingency arrangements (if 

applicable);  

(b) capital and operating fixed costs for 

Lerwick Power Station; and 

(c) operating costs for the Shetland ANM 

system. 

 

For the purpose of Part A of this condition 

only, Shetland Extension Fixed Energy Costs 

shall be defined as excluding the battery costs. 

The mechanism for the proposal of relevant 

adjustments to the allowed level of expenditure 

in respect of battery costs by the licensee and 

the Authority will be defined as part of the 

arrangements associated with the end of the 

Price Control Period. 

Shetland Uncertain 

Energy Costs 

 

means costs incurred, or expected to be 

incurred by SSEH during the period between 1 

April 2015 and the implementation of the 

enduring solution for Shetland by 2018/19, 

referred to in the Determination Letter, to the 

extent that these costs are not otherwise 

recoverable under the Charge Restriction 

Conditions of this licence. 

Shetland Competitive 

Process Costs 

 

means the costs incurred, or expected to be 

incurred by SSEH in 2015/16 in implementing 

the competitive process referred to in the 

Determination Letter. 



 

 

Subsea Cable Costs means costs incurred, or expected to be 

incurred, by the licensee in applying recognised 

and approved measures to protect cables laid 

on the seabed beyond laying the cable on the 

seabed and securing it from the low tide mark 

as the cable emerges from the water in 

accordance with licensing requirements 

imposed by Marine Scotland. 



 

 

APPENDIX 1: 

Opening level of allowed expenditure for High Value Project Costs 

and tests for proposed relevant adjustments for SSEH 

(£m, in 2012/13 prices) 

  (see paragraphs 3F.4 and 3F.30) 

Table 1 

 Opening level of allowed expenditure 

 
2015/1

6 

2016/1

7 

2017/1

8 

2018/1

9 

2019/2

0 

2020/2

1 

2021/2

2 

2022/2

3 

SSEH 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

 

Table 2 

 
Material 

Amount 

Total opening 

level of allowed 

expenditure 

(TUCHVPOV) 

SSEH 4.54 0.00 

 



 

 

Tests for proposed relevant adjustments 

A proposed relevant adjustment in respect of High Value Project Costs must meet the 

following tests. 

A1.1 The first test is that the following condition must be met: 

 

 (max (TUCHVPF – TUCHVPOV , TUCHVPOV – TUCHVPF)) > MA + (20% x 

TUCHVPOV) 

 where:  

TUCHVPOV means the total opening level of allowed 

expenditure that is defined as High 

Value Project Costs as set out in Table 2 

plus any additional allowed expenditure 

determined under previous reopeners 

under this Condition. 

TUCHVPF  means the proposed revised level of 

allowed expenditure that is defined as 

High Value Project Costs. 

MA is the material amount set out for the 

licensee at Table 2 of this Appendix. 

  

 

 

A1.2 The second test is that a relevant adjustment to UCHVP values proposed or made  

  under this condition must not exceed: 

(i) TUCHVPF - TUCHVPOV – (20% x TUCHVPOV)  

 where TUCHVPF > TUCHVPOV; or 

(ii) TUCHVPF - TUCHVPOV + (20% x TUCHVPOV)  

 where TUCHVPF < TUCHVPOV 

A1.3 In carrying out any calculations pursuant to these tests, allowed and actual   

  expenditure in respect of High Value Project Costs will be considered: 

(a) on an aggregated basis for all activities that comprise High Value Projects; 

(b) on a total expenditure basis taking account of expenditures incurred, or expected 

to be incurred, over the entire Price Control Period; and 

(c) in 2012/13 prices. 

 

 



 

 

APPENDIX 2: 

Opening level of allowed expenditure for Enhanced Physical Site 

Security Costs and the material amount for SSEH 

(£m, in 2012/13 prices) 

  (see paragraphs 3F.4 and 3F.30) 

 Opening level of allowed expenditure Material 

amount 

 
2015/1

6 

2016/1

7 

2017/1

8 

2018/1

9 

2019/2

0 

2020/2

1 

2021/2

2 

2022/2

3 
 

SSEH 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

 

  



 

 

APPENDIX 3: 

The material amount for Specified Street Works Costs for SSEH  

(£m, in 2012/13 prices) 

  (see paragraphs 3F.30) 

 
Material 

amount 

SSEH 4.54 

 

 



 

 

APPENDIX 4: 

The material amount for Rail Electrification Costs for SSEH  

(£m, in 2012/13 prices) 

  (see paragraphs 3F.27) 

 
Material 

amount 

SSEH 4.54 

  



 

 

APPENDIX 5: 

The material amount for Link Box Costs for SSEH  

(£m, in 2012/13 prices) 

  (see paragraphs 3F.30) 

 

Materia

l 

amount 

SSEH 4.54 

 

  



 

 

APPENDIX 6: 

Opening level of allowed expenditure for Shetland Uncertain 

Energy Costs and the material amount for SSEH 

(£m, in 2012/13 prices) 

(See paragraphs 3F.4 and 3F.30) 

   

 
Opening level of allowed expenditure Material 

amount 

 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23  

SSEH 20.80 21.09 21.27 21.96 0.00 0.00 0.00 0.00 8.51 

 

 

  



 

 

APPENDIX 7: 

Opening level of allowed expenditure for Shetland Competitive 

Process Costs and the material amount for SSEH 

(£m in 2012/13 prices) 

(See paragraphs 3F.4 and 3F.30) 

 
Opening level of allowed expenditure Material 

amount 

 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23  

SSEH 1.03 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.10 

 

 



 

 

APPENDIX 8: 

The material amount for Subsea Costs for each licensee  

(£m, in 2012/13 prices) 

  (see paragraphs 3F.30) 

 
Material 

amount 

SSEH 4.54 

  



 

 

APPENDIX 9: 

Opening level of allowed expenditure for Shetland Extension Fixed 

Energy Costs 

(£m, in 2012/13 prices) 

  (see paragraphs 3F.4 and 3F.30) 

 

 
Opening level of allowed expenditure 

Material 

Amount 

 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23  

SSEH 0.00 0.00 0.00 0.00 29.3 18.4 17.4 16.8 TBC 

 

 

  



 

 

APPENDIX 10: 

Level of allowed expenditure for Shetland Enduring Solution 

Process Costs 

(£m, in 2012/13 prices) 

  (see paragraphs 3F.4 and 3F.30) 

 

 
Opening level of allowed expenditure 

Material 

Amount 

 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23  

SSEH 0.00 0.00 0.00 0.00 1.4 0.9 0.7 0.4 TBC 

 

 

 

 


