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NORTHERN IRELAND AUTHORITY
for ENERGY REGULATION

The Company Secretary

Northern Ireland Electricity plc

PO Box 2

Danesfort

120 Malone Road

Belfast

BT9 5HT 19 December 2006

Dear Sir

Electricity (Northern Ireland) Order 1992
Direction pursuant to paragraph 2.3 of Schedule 4 to the Transmission and Public
Electricity Supply Licence Document.

In pursuance of paragraph 2.3 of Schedule 4 to the Transmission and Public Electricity
Supply Licence Document (the “Licence Document”) granted to Northern Ireland
Electricity plc (the “licensee”) under the Electricity (Northern Ireland) Order 1992, the
Northern Ireland Authority for Energy Regulation (the “Authority”) hereby directs that
the method for calculating the values to be ascribed to the terms ACO.s, Depyand CRAB,
(components of the formulae for calculating the maximum core revenue Mp,) shall be as
set out in this Direction.

The Direction also sets out the calculation of the efficiency incentive in relation to
network capital investments. This item is included within the D, term of the Mp, formula.

For the purpose of providing additional clarification of the overall method that shall be
used in calculating Mp, in relevant years t = 2008 to 2012 inclusive, Tables 1 to 3 below
set out indicative calculations. These indicative calculations are based on the licence
formulae together with values for all the formula inputs which have either been specified
in the licence or forecast as shown in Table 1 below. Forecast values in all the tables
and appendices are shown shaded.

Queens House, 14 Queen Street, Belfast BT1 6ER

Tel: 028 9031 1575  Fax: 028 9031 1740 Website: http:/ /ofregni.gov.uk



Table 1 Inputs
2006 2007 2008 2009 2010 2011 2012 Notes
£m £m £m £m £m
ACOD, 5 41.5 37.9 38.3 Appendix 1
Pys 0.0 a7 4.4
FUQ, 159 78 19.6
ug, - 159 170 19.8
Capex 504 53.0 £9.2 664 781  Appendix 2
ANNC, 5 1.0 18 1.8
CA, 24.1 257 30.1 324
VWACE, 0.05545 0.05545 0.05545 0.05545 0.05545
TAF, 0.00500 0.00500 0.00500 0.00500 0.00500
APl 2031 . 2082 2134 2187 2242
APl 177.9 1825 1886 193.3 198.1

Based on these inputs the calculated values derived from

are shown in Table 2.

the various feeder formulae

Table 2 Calculated values
2008 2009 2010 2011 2012 Notes
£m £m £m £m £m
Dep, 435 45.4 48.0 50.3 52.7 Appendix 2
Fdep 38.5 38.3 38,5 383 38.0  Appendix 2
Videp, 5.0 741 9.5 12.0 14.7 Appendix 2
CRAB, 841.1 881.3 922.1 971.0 1,020.6
CRAB,, B06.4 8411 8813 922.1 971.0  Appendix 2
PCA, 0.0 0.0 0.0 0.0 0.0
co, 47.4 432 434 434 43.4
P 0.0 5.3 5.0 5.0 5.0
Ast; 46.2 48.3 50.6 53.1 55.9
TA, 0.8 0.8 08 09 0.9
Tax 14.8 15.8 16.0 187 16.8
ARF, 0.0 1.7 36 44 4.4
RAB, 833.8 871.7 9127 958.1 1,007.9
NNC, 12 2.0 18 286 1.8
Int, 321 33.6 352 369 38.8

Based on these calculated values for the feeder formulae, Table 3 shows indicative
values for My, PC,, and CPA;:

Table 3 Indicative values for Mp, PC,, and CPA;
2008 2009 2010 2011 2012
£m £m £m £m £m
Moy foss 1864 193.9
PC, 1655 186.4 193.9
CPA, 167.1 190.8 196.9
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Calculation of ACO,s

Appendix 1 of this document shows how the values for ACO, s for relevant years 2008 to
2010 have been derived. The values for ACOy;s in respect of relevant years 2011 and
2012 shall be calculated according to the same method, such method being the same as
the calculation that produces the values of ACO.s in Appendix 1.

The licensee shall undertake to include a pro-forma calculation (in line with that set out in
Appendix 1) in the supplementary section of the regulatory accounts each vyear,
commencing with the submission of the 2005/06 accounts.

Calculation of Dep,;

Appendix 2 shows the elements of the Dep, term, i.e. fixed depreciation (Fdep; and
variable depreciation (Vdepy). Fixed depreciation (Fdep,) represents:

(a) depreciation on pre-vesting assets calculated in accordance with the profile
determined by the Monopolies and Mergers Commission and recorded in its
March 1997 report entitled “Northern Ireland Electricity plc — A report on a
reference under Article 15 of the Electricity (Northern Ireland) Order 1992";

(b) depreciation on post-vesting network assets acquired pre-2006 which are
depreciation on a “kinked” basis, i.e. depreciation is charged at 3% for 20 years
and 2% for the remaining 20 years: and

(c) depreciation on non-operational capital expenditure incurred in the period 1994
to 1997, which is depreciated over 20 years on a straight-line basis, i.e. 5% over
20 years.

Variable depreciation (Vdep,) represents depreciation on network assets acquired post
2005. The assets have been depreciated on a “kinked” basis, i.e. depreciation is
charged at 3% for 20 years and 2% for 20 years.

Calculation of CRAB,

Appendix 2 of this document also shows the method of calculating the closing RAB
values (CRAB;) based on the forecast network capex figures and RPI figures as shown
in table 1.

CRAB, is the closing regulatory asset base in relevant year t. It shall be calculated by
rolling forward the regulatory asset base from one relevant year to the next according to
the following rule;

(a) multiply the closing regulatory asset base in year t-1 (CRAB..;) by RPI,/ RPl.;

(b) add operational capital expenditure in relevant year t;

(c) deduct fixed and variable depreciation in accordance with the method specified
above for calculating Depy; and

(d) deduct any proceeds from the disposal of assets.’

! The June 2002 Final Proposals document states that “where an asset is disposed of the asset base is
reduced by the amount of the disposal price less any reasonably incurred costs five years after the
disposal”.
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For the purposes of calculating CRAB,.207 Only, a further deduction equal to £8.8 million
* RPl07/RPlags shall be applied in accordance with the agreement with the Authority
made at the time of the disposal by Viridian of Moyle Interconnector Limited that the T&D
RAB would be reduced by £8.8 million (02/03 prices) at the beginning of RP4%,

The licensee shall undertake to include a RAB table (in the same format as that set out

in Appendix 2) in the supplementary section of the regulatory accounts each vyear,
commencing with the submission of the 2005/06 accounts.

Calculation of the capex efficiency incentive

In respect of approved capex efficiency gains, an increase shall be made to regulated
revenue entitlement under the D; term two years after the efficiency is made. The
increase in relevant year t therefore equals 0.389* * (Proc., + Laby.).

Proc, relates to the aggregate of savings and losses made on all contracts associated
with the procurement of materials and services required for the capex programme in that
year. The savings for each contract will be based on the difference between (i) the actual
cost of procuring the volumes required; and (i) the cost that would have been incurred if
the same volume had been purchased under the contract that was in place in 2006/07
(the last year of RP3), after adjusting for RPI (i.e. by multiplying the 2006/07 contract
price by RPIJRPIQQQ}'}.

Laby relates to labour productivity savings. The savings for each year will take account of
the underlying change in productivity between year t and 2006/07 (the last year of RP3).
This will be based on using key capex outputs to normalise the level of manpower
employed in delivering the capex programme for year t and 2006/07. The gain in
manpower employed for that year shall be based on the aggregate of savings and
losses in the delivery of each capex output.

For each capex output, the assessed manpower savings shall be based on the
difference between (i) the level of manpower employed in the delivery of the actual
volume of output in year t (FTE"); and (ii) the equivalent level of manpower if the same
volume had been delivered under the level of productivity (output per employee) that is
assessed to have applied in 2006/07 (FTEzg07).

The notified gain for that year shall be calculated using the aggregate of the FTE; and
FTE.oq; for each output (AFTE®, and AFTE,q; respectively) and the actual cost to NIE
T&D of the provision of network services by NIE Powerteam in delivering the capital
programme in that year (PTL%) according to the following formula: PTL, * (AFTEzu07 —
AFTE,)/AFTE,

Amendments to or revocation of this Direction

2 As recorded in the document entitled “Summary of Arrangements between Moyle and the Viridian Group”
® The calculation of the 38.9% is shown in appendix 3 and represents five years worth of return and
depreciation on £1m of efficiency.

* FTE represents a Full Time Equivalent person
> AFTE represents an Actual Full Time Equivalent person
® PTL represents PowerTeam Labour
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This Transmission and Distribution Price Control Direction shall not be capable of being
revoked or madified (either by revocation or modification of this Direction or by the issue
of another direction) without the prior written consent of the licensee.

Yours Faithfully

lain Osborne

For and on behalf of the Northern Ireland Authority for Energy Regulation
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