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	SQ Reference number
	CADENT_FDQ_12_FQ

	
	Priority
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	Document Name
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	Topic/Activity:
	London Regional Factors 

	 
	Question:
	Thank you for providing the calculations of Regional Factors for Repex Plant Hire (£1.1m p.a.) and Repex Reinstatement (£2.2m p.a.) i.e. £3.3m p.a. in total. 
Having considered the calculations, we believe that there are 2 errors which should be corrected.
1) First, the calculations for both Repex Plant Hire and Repex Reinstatement included a deduction in respect of London Medium Pressure (LMP) work that needs to be updated.  
The LMP costs have been taken from the time of the December 2019 Business Plan – the calculation states that it assumed that the LMP figures in the September 2020 Business Plan were unchanged.  This assumption is incorrect, the LMP Plan repex cost was reduced by £26m in RIIO-2 (£62m v £36m), as noted by Ofgem in the Cadent Annex on page 50.  Reducing the deduction increases the value of the adjustment.
2) Second, the calculation for Repex Reinstatement is only partial, in that it fails to wholly reflect Ofgem’s intention, as set out in para 3.80 of the Cadent Annex, of carrying out an adjustment for Repex reinstatement costs as if a Regional Factor – i.e. with no materiality threshold.
No adjustment has been made for Repair (repex) activities – i.e. replacement work on Other services, for which our claim was rejected at DD on the grounds of materiality (para 1.62 Regional and Company Specific Factors Annex).  Consequently, at FD, adjustments for the additional costs of reinstatement in London now cover Repair and Maintenance (opex) activities, and also Mains and Services replacement (repex) activities carried out as part of the mains replacement programme, but not Repair (repex) activities – i.e. replacement work on Other services.
We believe that Repex Other services needs to be included within the Reinstatement adjustment so it applies as if a Regional Factor, which was Ofgem’s intention.
We estimate that correcting these errors will increase the Repex Reinstatement adjustment by around £0.55m p.a., and the Plant Hire adjustment by £0.07m p.a. i.e. £0.62m p.a. in total.       
We embed the revised calculations below. 
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	Response to Cadent: 
1) Thanks for pointing this out. We agree this is an error, which we will correct as suggested ahead of the updated model run.
2) We agree the reinstatement adjustment omits other repex services. We will amend the calculation accordingly. Please note that the calculations sent earlier this month excluded workload adjustments, which instead should be included. Please find here attached the updated calculation inclusive of workload adjustments.
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Repex reinstatement

				4.5 Repex reinstatement





						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Regional Factor		2.9		2.5		2.8		3.2		3.5		3.9		4.4		5.3		3.22		3.25		3.14		3.12		2.98







				Approach

				Flex pro-rata to Mains replacement spend, excluding London Medium Pressure (considered separately) and rechargeable diversions 



				Mains and Services Replacement cost London GDN						<- Cadent calculation no longer used

				Excludes diversions: 18/19 prices				£m

				Total cost				113.5

				less: Cadent control and other costs				-11.7

				tRIIO costs				101.8



				Reinstatement @ 24%				24.1				21.2%		<- reinstatement in 2018/19 as a proportion of BPDT repex

				At East GDN unit rates (21% less)				19.9

				Additional London GDN cost				4.2



				less: labour element @ 31.6%				-1.3

				Non-labour additional London GDN cost				2.9



				Regional factor				2.52%

				FD - London GDN		2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26		RIIO-2

																£m		£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30		451.0		Per BPDT table 4.00				(using updated BPDT data)

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93		90.8		Per BPDT table 4.00				(using updated BPDT data)

				Less: RIIO2 LMP work																		-12.7		-12.4		-12.2		-12.2		-12.2		-61.7		Assuming unchanged from original BP submission

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44		-2.2		Per BPDT table 4.05				(using updated BPDT data)

				Net cost Mains and Services replacement 		86.2		79.1		90.6		99.9		98.0		113.7		132.4		161.2		97.8		98.9		95.6		94.8		90.6		477.8



				Repex reinstatement costs		18.29		16.80		19.24		21.21		20.81		24.12		28.11		34.23		20.76		21.00		20.29		20.13		19.24		413.9

				Urbanity Reinstatement index		1.19		1.18		1.17		1.18		1.20		1.19		1.18		1.18		1.18		1.18		1.18		1.18		1.18

				Reinstatement Regional Factor £m		2.9		2.5		2.8		3.2		3.5		3.9		4.4		5.3		3.2		3.3		3.1		3.1		3.0		15.7



				less labour at 31.6%		-0.9		-0.8		-0.9		-1.0		-1.1		-1.2		-1.4		-1.7		-1.0		-1.0		-1.0		-1.0		-0.9		-5.0

				Adjustment pre embedded OE addition		1.97		1.73		1.92		2.19		2.36		2.66		2.98		3.63		2.20		2.23		2.15		2.13		2.04		10.7



				Embedded OE - repex		1.000		1.000		1.000		1.000		1.000		1.000		1.000		0.995		0.990		0.985		0.980		0.975		0.970

				Adjustment in Normalisation - post embedded OE		1.97		1.73		1.92		2.19		2.36		2.66		2.98		3.64		2.22		2.26		2.19		2.19		2.10		11.0



				Per Normalisation file		-1.97		-1.73		-1.92		-2.19		-2.36		-2.66		-2.98		-3.64		-2.20		-2.24		-2.17		-2.17		-2.08		-10.86



				FD corrected - London GDN		2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26		RIIO-2

																£m		£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30		451.0		Per BPDT table 4.00

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93		90.8		Per BPDT table 4.00

				Less: RIIO2 LMP work																		-8.6		-10.0		-6.5		-7.5		-3.6		-36.2		Updated in September BPDT

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44		-2.2		Per BPDT table 4.05

				Other services repex		8.60		10.25		15.10		17.63		18.08		19.11		18.11		37.14		19.15		18.46		17.91		17.58		17.26		90.4		Per BPDT table 4.09

				Net cost Mains and Services replacement 		94.8		89.4		105.7		117.6		116.1		132.8		150.6		198.4		121.1		119.8		119.2		117.1		116.5		593.7



				Repex reinstatement costs		20.12		18.98		22.45		24.95		24.65		28.18		31.96		42.11		25.70		25.44		25.31		24.85		24.72		681.8

				Urbanity Reinstatement index		1.19		1.18		1.17		1.18		1.20		1.19		1.18		1.18		1.18		1.18		1.18		1.18		1.18

				Reinstatement Regional Factor £m		3.2		2.9		3.3		3.8		4.1		4.5		5.0		6.5		4.0		3.9		3.9		3.8		3.8		19.5



				less labour at 31.6%		-1.0		-0.9		-1.0		-1.2		-1.3		-1.4		-1.6		-2.1		-1.3		-1.2		-1.2		-1.2		-1.2		-6.2

				Adjustment in Normalisation		2.2		2.0		2.2		2.6		2.8		3.1		3.4		4.5		2.7		2.7		2.7		2.6		2.6		13.4



				Embedded OE - repex		1.000		1.000		1.000		1.000		1.000		1.000		1.000		0.995		0.990		0.985		0.980		0.975		0.970

				Adjustment in Normalisation - post embedded OE		2.16		1.95		2.24		2.58		2.80		3.11		3.39		4.48		2.75		2.74		2.74		2.70		2.70		13.62







Plant Hire Repex

				4.7 Plant Hire Repex





						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Regional Factor		1.0		0.9		1.0		1.1		1.1		1.3		1.5		1.8		1.10		1.11		1.08		1.07		1.02







				Approach

				Flex pro-rata to Mains replacement spend, excluding London Medium Pressure (considered separately) and rechargeable diversions 



				Mains and Services Replacement cost London GDN								<- Cadent calculation no longer used

				Excludes diversions: 18/19 prices				£m

				Total cost				113.5

				less: Cadent control and other costs				-11.7

				tRIIO costs				101.8



				Plant hire @ 12.2%				12.42				10.9%		<- plant hire in 2018/19 as a proportion of BPDT repex

				Elsewhere cost (19.7% lower) 				10.37

				Additional London cost				2.04



				Regional factor				2.0%

				FD - London GDN		2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26		RIIO-2

																£m		£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30		451.0		Per BPDT table 4.00				(using updated BPDT data)

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93		90.8		Per BPDT table 4.00				(using updated BPDT data)

				Less: RIIO2 LMP work																		-12.7		-12.4		-12.2		-12.2		-12.2		-61.7		Assuming unchanged from original BP submission

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44		-2.2		Per BPDT table 4.05				(using updated BPDT data)

				Net cost Mains and Services replacement 		86.2		79.1		90.6		99.9		98.0		113.7		132.4		161.2		97.8		98.9		95.6		94.8		90.6		477.8



				Plant hire costs		9.42		8.65		9.90		10.92		10.71		12.42		14.47		17.62		10.69		10.81		10.45		10.36		9.90		413.9

				Urbanity productivity index		1.11		1.11		1.11		1.11		1.12		1.12		1.11		1.11		1.11		1.11		1.11		1.11		1.11

				Plant hire Regional Factor £m		0.97		0.89		1.02		1.12		1.10		1.28		1.49		1.82		1.10		1.11		1.08		1.07		1.02		5.4



				Embedded OE - repex		1.000		1.000		1.000		1.000		1.000		1.000		1.000		0.995		0.990		0.985		0.980		0.975		0.970

				Adjustment in Normalisation - post embedded OE		0.97		0.89		1.02		1.12		1.10		1.28		1.49		1.82		1.11		1.13		1.10		1.09		1.05		5.488



				Per Normalisation  file		-0.97		-0.89		-1.02		-1.12		-1.10		-1.28		-1.49		-1.82		-1.10		-1.12		-1.09		-1.08		-1.04		-5.430



				FD Corrected - London GDN		2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26		RIIO-2

																£m		£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30		451.0		Per BPDT table 4.00

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93		90.8		Per BPDT table 4.00

				Less: RIIO2 LMP work																		-8.6		-10.0		-6.5		-7.5		-3.6		-36.2		Updated in September BPDT

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44		-2.2		Per BPDT table 4.05

				Net cost Mains and Services replacement 		86.2		79.1		90.6		99.9		98.0		113.7		132.4		161.2		101.9		101.4		101.3		99.5		99.2		503.3



				Plant hire costs		9.42		8.65		9.90		10.92		10.71		12.42		14.47		17.62		11.14		11.08		11.07		10.87		10.84		464.8

				Urbanity productivity index		1.11		1.11		1.11		1.11		1.12		1.12		1.11		1.11		1.11		1.11		1.11		1.11		1.11

				Plant hire Regional Factor £m		0.97		0.89		1.02		1.12		1.10		1.28		1.49		1.82		1.15		1.14		1.14		1.12		1.12		5.7



				Embedded OE - repex		1.000		1.000		1.000		1.000		1.000		1.000		1.000		0.995		0.990		0.985		0.980		0.975		0.970

				Adjustment in Normalisation - post embedded OE		0.97		0.89		1.02		1.12		1.10		1.28		1.49		1.82		1.16		1.16		1.16		1.15		1.15		5.78
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Repex reinstatement

				4.5 Repex reinstatement





						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Regional Factor		-2.16		-1.95		-2.24		-2.58		-2.80		-3.11		-3.39		-4.46		-2.69		-2.66		-2.65		-2.60		-2.59







				Approach

				Flex pro-rata to Mains replacement spend, excluding London Medium Pressure (considered separately) and rechargeable diversions 



				Mains and Services Replacement cost London GDN						<- Cadent calculation no longer used

				Excludes diversions: 18/19 prices				£m

				Total cost				113.5

				less: Cadent control and other costs				-11.7

				tRIIO costs				101.8



				Reinstatement @ 24%				24.1				21.2%		<- reinstatement in 2018/19 as a proportion of BPDT repex

				At East GDN unit rates (21% less)				19.9

				Additional London GDN cost				4.2



				less: labour element @ 31.6%				-1.3

				Non-labour additional London GDN cost				2.9



				Regional factor				2.52%



						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30				Per BPDT table 4.00				(using updated BPDT data)

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93				Per BPDT table 4.00				(using updated BPDT data)

				Less: RIIO2 LMP work																		-8.6		-10.0		-6.5		-7.5		-3.6				Updated in September BPDT

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44				Per BPDT table 4.05				(using updated BPDT data)

				Other services repex		8.60		10.25		15.10		17.63		18.08		19.11		18.11		37.14		19.15		18.46		17.91		17.58		17.26

				Net cost Mains and Services replacement 		94.8		89.4		105.7		117.6		116.1		132.8		150.6		198.4		121.1		119.8		119.2		117.1		116.5

				Workload adjustments		0.00		0.00		0.00		0.00		0.00		0.00		0.00		0.00		-1.58		-1.53		-1.50		-1.50		-1.49				From repexcosthubmodel, before application of embedded OE

				Net cost Mains and Services replacement (after workload adj.)		94.8		89.4		105.7		117.6		116.1		132.8		150.6		198.4		119.5		118.3		117.7		115.6		115.0

				London GDN Repex reinstatement costs		20.1		19.0		22.4		25.0		24.6		28.2		32.0		42.1		25.4		25.1		25.0		24.5		24.4

				Urbanity Reinstatement index		1.19		1.18		1.17		1.18		1.20		1.19		1.18		1.18		1.18		1.18		1.18		1.18		1.18

				Adjusted LoN GDN reinstatement costs  		17.0		16.1		19.2		21.2		20.6		23.6		27.0		35.6		21.4		21.2		21.1		20.7		20.6

				Additional London GDN cost		3.2		2.9		3.3		3.8		4.1		4.5		5.0		6.5		3.9		3.9		3.9		3.8		3.8

				labour element @ 31.6%		1.0		0.9		1.0		1.2		1.3		1.4		1.6		2.1		1.2		1.2		1.2		1.2		1.2

				Reinstatement Regional Factor £m		2.2		2.0		2.2		2.6		2.8		3.1		3.4		4.5		2.7		2.7		2.6		2.6		2.6

				Reinstatement Regional Factor %		2.3%		2.2%		2.1%		2.2%		2.4%		2.3%		2.2%		2.2%		2.2%		2.2%		2.2%		2.2%		2.2%





Plant Hire Repex

				4.7 Plant Hire Repex





						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Regional Factor		0.97		0.89		1.02		1.12		1.10		1.28		1.49		1.82		1.14		1.13		1.13		1.11		1.11







				Approach

				Flex pro-rata to Mains replacement spend, excluding London Medium Pressure (considered separately) and rechargeable diversions 



				Mains and Services Replacement cost London GDN								<- Cadent calculation no longer used

				Excludes diversions: 18/19 prices				£m

				Total cost				113.5

				less: Cadent control and other costs				-11.7

				tRIIO costs				101.8



				Plant hire @ 12.2%				12.42				10.9%		<- plant hire in 2018/19 as a proportion of BPDT repex

				Elsewhere cost (19.7% lower) 				10.37

				Additional London cost				2.04



				Regional factor				2.0%



						2014		2015		2016		2017		2018		2018/19		2019/20		2020/21		2021/22		2022/23		2023/24		2024/25		2025/26

																£m		£m		£m		£m		£m		£m		£m		£m

				Tier 1 mains and services		82.23		79.03		84.54		84.73		80.70		80.54		66.49		97.90		93.92		91.08		89.01		88.66		88.30				Per BPDT table 4.00				(using updated BPDT data)

				Other mains replacement 		3.27		2.28		9.07		18.57		15.47		37.70		64.22		66.17		17.04		20.75		19.27		18.81		14.93				Per BPDT table 4.00				(using updated BPDT data)

				Less: RIIO2 LMP work																		-8.6		-10.0		-6.5		-7.5		-3.6				Updated in September BPDT

				Reverse (loss) / profit on diversions		0.67		-2.16		-2.96		-3.39		1.87		-4.59		1.74		-2.83		-0.46		-0.45		-0.44		-0.44		-0.44				Per BPDT table 4.05				(using updated BPDT data)

				Net cost Mains and Services replacement 		86.2		79.1		90.6		99.9		98.0		113.7		132.4		161.2		101.9		101.4		101.3		99.5		99.2

				Workload adjustments		0.00		0.00		0.00		0.00		0.00		0.00		0.00		0.00		-0.90		-0.87		-0.85		-0.85		-0.84				From repexcosthubmodel, before application of embedded OE

				Net cost Mains and Services replacement (after workload adj.)		86.2		79.1		90.6		99.9		98.0		113.7		132.4		161.2		101.0		100.5		100.5		98.6		98.4



				Plant hire costs		9.42		8.65		9.90		10.92		10.71		12.42		14.47		17.62		11.04		10.98		10.98		10.78		10.75

				Urbanity productivity index		1.11		1.11		1.11		1.11		1.12		1.12		1.11		1.11		1.11		1.11		1.11		1.11		1.11

				Plant hire Regional Factor £m		1.0		0.9		1.0		1.1		1.1		1.3		1.5		1.8		1.1		1.1		1.1		1.1		1.1
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4.5 Repex reinstatement



