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About the Utility Regulator 

The Utility Regulator is the independent non-ministerial government 
department responsible for regulating Northern Ireland’s electricity, gas, water 
and sewerage industries, to promote the short and long-term interests of 
consumers. 

We are not a policy-making department of government, but we make sure 
that the energy and water utility industries in Northern Ireland are regulated 
and developed within ministerial policy as set out in our statutory duties. 

We are governed by a Board of Directors and are accountable to the Northern 
Ireland Assembly through financial and annual reporting obligations. 

We are based at Queens House in the centre of Belfast. The Chief Executive 
and two Executive Directors lead teams in each of the main functional areas in 
the organisation: CEO Office; Price Controls; Networks and Energy Futures; and 
Markets and Consumer Protection. The staff team includes economists, 
engineers, accountants, utility specialists, legal advisors and administration 
professionals. 
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ABSTRACT 

The recent SONI tariff process in 2025 has highlighted a couple of 
revenue issues which merit consideration. This includes the ring-fencing 
of monies collected for a potential liability arising from Clean Energy 
Package (CEP) costs and treatment of the k-factor interest rate.   

We are now consulting on licence modifications which will address 
these concerns. The revenue formula licence modifications will allow 
ring-fencing of CEP costs. We also propose to adjust the k-factor 
interest rate application to two years.  

AUDIENCE 

This document is likely to be of interest to the licence holder affected, 
consumers and consumer groups, other regulated companies in the 
energy industry, government and other statutory bodies. 

CONSUMER IMPACT 
Changes to the k-factor are likely to be cost neutral and will be 
dependent upon the prevalence of over/under recoveries. Ring-fencing 
of CEP funds will be beneficial in avoiding large swings in tariffs from 
collecting and returning funds.  
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1. Introduction 
Purpose of this document 

1.1 Our principal objective in carrying out the duties associated with our electricity 
functions is to protect the interests of consumers of electricity supplied by 
authorised suppliers, wherever appropriate by promoting effective competition 
between persons engaged in, or in commercial activities connected with, the 
generation, transmission, distribution or supply of electricity, as set out more 
fully in the Energy (Northern Ireland) Order 2003 (the Energy Order)1.  

1.2 The Utility Regulator (UR) must carry out its functions in the manner which it 
considers is best calculated to further the key objective, having regard to: 

a) the need to secure that all reasonable demands for electricity in 
Northern Ireland or Ireland are met; and, 

b) the need to secure that licence holders can finance the activities which 
are the subject of obligations imposed by or under Part II of the 
Electricity (Northern Ireland) Order 19922 (the Electricity Order) or the 
Energy Order. 

1.3 UR must also carry out its functions consistently with several other duties set 
out in full at Article 12 of the Energy Order.  

1.4 In line with these duties, this document sets out our proposal to modify the 
Transmission System Operator (TSO) licence held by SONI Limited (System 
Operator for Northern Ireland). 

1.5 The licence modifications set out in this decision paper will amend the SONI 
revenue formula in two key aspects: 

1) Inclusion of an additional term for CEP costs which can be ringfenced 
based on the amount of money collected/directed.  

2) Amendment of the application of the k-factor interest rate from one to 
two years.  

1.6 Need for the licence changes became apparent during the latest SONI tariff 
process for TY2025-26.3 

 
1  https://www.legislation.gov.uk/nisi/2003/419/contents 
2 https://www.legislation.gov.uk/nisi/1992/231/contents 
3 TY2025-26 refers to the tariff year which in this case runs from O1 October 2025 to 30 September 2026. 

https://www.legislation.gov.uk/nisi/2003/419/contents
https://www.legislation.gov.uk/nisi/1992/231/contents
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Background for licence modifications 

1.7 SONI is the independent electricity TSO for Northern Ireland. It operates under 
a licence first granted by the Department of Enterprise, Trade and Investment 
(now the Department for the Economy) in July 2007. The current consolidated 
version of the licence is published on UR's website.  

1.8 In addition to licence conditions which set out SONI’s rights and obligations to 
operate as the electricity TSO, the licence sets out the method for calculating 
the Maximum Core Revenue which SONI can recover from electricity suppliers 
and generators to fund its operations (Licence Annex 1 - Charge Restrictions).  

1.9 Annex 1 to the SONI licence is modified from time to time through a price 
control process or as issues arise. During the recent tariff process two revenue 
formula issues arose which prompted the need for licence changes. This 
included the requirement for ringfencing CEP costs and application of a two-
year interest rate to the k-factor adjustment. 

CEP costs 

1.10 Article 13(7) of Regulation 2019/9434, part of the Clean Energy Package (CEP), 
requires that System Operators compensate renewable generators with firm 
access in the event of non-market based redispatch. This compensation is 
related to net revenues from the sale of electricity on the day-ahead market 
including associated financial support. 

1.11 In March 2022, the Single Electricity Market Committee (SEMC) published a 
decision paper (SEM-22-009)5 in relation to implementation of this aspect of the 
Regulation. This decision was challenged in the Irish Courts by generators on 
several areas including on the basis that it did not fully implement Article 13(7) 
as it proposed to defer payments and phase out curtailment compensation. 

1.12 The decision was subsequently quashed by the Irish courts on 10 November 
2023. The CRU (on behalf of the SEM Committee) has been granted the right to 
appeal the matter and the Irish Supreme Court has referred this on to the 
European courts.  

1.13 Since the Irish court decision, the SEM TSOs have considered it prudent to 
collect monies in tariffs to cover the potential compensation liability (which 
could be applicable from January 2020). No payments can however be made 
until the appeal is determined and any subsequent implementation processes 
followed. This implementation process will include consideration of two aspects 

 
4 https://eur-lex.europa.eu/eli/reg/2019/943/oj/eng  
5 https://www.semcommittee.com/files/semcommittee/media-files/SEM-22-
009%20Decision%20Paper%20on%20Dispatch%2C%20Redispatch%20and%20Compensation%20Pursuant
%20to%20Regulation%20EU%202019943.pdf  

https://eur-lex.europa.eu/eli/reg/2019/943/oj/eng
https://www.semcommittee.com/files/semcommittee/media-files/SEM-22-009%20Decision%20Paper%20on%20Dispatch%2C%20Redispatch%20and%20Compensation%20Pursuant%20to%20Regulation%20EU%202019943.pdf
https://www.semcommittee.com/files/semcommittee/media-files/SEM-22-009%20Decision%20Paper%20on%20Dispatch%2C%20Redispatch%20and%20Compensation%20Pursuant%20to%20Regulation%20EU%202019943.pdf
https://www.semcommittee.com/files/semcommittee/media-files/SEM-22-009%20Decision%20Paper%20on%20Dispatch%2C%20Redispatch%20and%20Compensation%20Pursuant%20to%20Regulation%20EU%202019943.pdf
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of the potential compensation for loss of net-revenue in the day-ahead market 
caused by non-market dispatch down of relevant generation: 

a) Loss of net revenue directly associated with SEM market outcomes, 
which is being managed on an all-island basis via the Imperfections 
Tariff; and  

b) Any relevant loss of financial support by renewable generation located in 
Northern Ireland, which is subject to the ongoing interpretation of Article 
13(7) and which SONI would be liable for. 

1.14 Within SONI’s tariff revenue for TY2024-256 a provision of £56.3m was made 
under the At (The Pass-Through Amount) licence term to ensure that SONI 
would remain financeable should loss of net revenue related to the Northern 
Ireland’s renewables support scheme (ROCs)7 turn out to be within the scope of 
Article 13(7).   

1.15 As part of the recent TY2025-26 process, SONI requested a much larger 
provision to cover the full risk that its potential liability CEP costs could reach if 
ROCs were deemed to be within the scope of compensation under Article 13(7) 
(£123.5m). This included re-collection of the original provision.  

1.16 The requirement for re-collection was because this licence term operates as a 
pass-through i.e. SONI revenue is aligned with actual spend. Where money has 
been forecasted and collected but no spend incurs, the excess is returned to 
consumers plus interest via the k-factor.   

1.17 By way of example, the CEP issue has not been resolved in TY2024-25 and as 
such, the TSO has incurred no cost. Assuming the £56.3m was collected in full, 
this value (plus interest) would become a k-factor liability which has to be 
returned to consumers in TY2026-27. 

1.18 Such an approach is problematic for a couple of reasons. In the first place, it 
means the collecting and returning of substantial sums of consumer monies 
leading to tariff fluctuations. It would also mean the requirement for double 
recovery of the previous forecast amount.  

1.19 Furthermore, it could mean that SONI may not have sufficient revenues in 
place should the full scale of the potential liability become actualised. For 
instance, whilst the money is collected over the entire year, it is possible that 
the outcome of the processes that leads to resolution of the NI specific aspects 
of the issue may require the liability to be settled early in the tariff year. This 
could result in financing difficulties for SONI if the funds are not readily 
available.    

 
6 TY2024-25 refers to the tariff year which in this case runs from O1 October 2024 to 30 September 2025. 
7 ROCs = Renewable Obligation Certificates. This scheme operates via bilateral contracts outside of the 
wholesale market and is not linked to day-ahead market participation. 
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1.20 On the 09 April 2025 SONI wrote to the UR requesting interim licence 
modifications. These were designed to ringfence CEP funds and allow them to 
be retained in a separate bank account until such times as the European and 
Irish Courts have opined on this matter and any relevant processes related to 
jurisdictional issues have been resolved.  

1.21 The request included a new licence term (CEPt) to be included as part of Pass-
Through At term. This would be ringfenced funds based on a direction issued 
by the UR. SONI foresaw this direction including the following detail: 

1) SONI will establish a dedicated bank account. 

2) Interest on the funds held in the account will be used to address any fees 
associated with the account and CEP liabilities.  

3) SONI is prohibited from removing any funds from this account unless 
directed by UR, except to pay bank charges related to the account. 

4) If the courts and Regulatory Authorities decide that payments are due to 
be paid by SONI, the funds would be only used to pay settlements under 
Article 13 of 2019/943. 

5) If the outcome of the legal and associated processes is that payments 
are not due, the funds would be returned to customers based on a 
methodology directed by UR. 

6) The direction can be superseded in the event that this is necessary to 
implement a decision by the courts or the SEM Committee. 

7) That the direction expires, and the account may be closed, once the 
funds in the account have been processed in line with the methodology 
or methodologies eventually directed by the UR. 

1.22 SONI also proposed that an annual direction would be required for adding 
revenue to the fund. This annual direction would state as a minimum: 

1) The contribution that will be made by customers in p/kWh towards this 
fund in the relevant tariff year. 

2) That SONI will provide an estimate of the amount for the subsequent 
year before the end of June, along with supporting calculations. 

3) That the direction expires at the end of the relevant year.  

4) That SONI will provide information about the funds retained in the 
account as part of its annual submissions to the UR (e.g. regulatory 
accounts, RIGS or 3-month statement).  
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K-factor interest rate  

1.23 The k-factor is a revenue correction term which for SONI applies on a two-year 
lag. SONI will forecast revenue in a particular tariff year and collect money 
based on this forecast. However, the amount collected may not reflect actual 
revenue required. This can be for several reasons including: 

• Demand may be higher/lower than anticipated. 

• Pass through spend on ancillary services may be higher/lower than 
forecast. 

• SONI may receive a retrospective reward/penalty from the evaluative 
performance mechanism or cost-sharing framework. 

• SONI may seek funding/allowances for projects not foreseen when 
undertaking tariff estimates. 

1.24 When all these factors are known and established, including the amount 
collected, the k-factor is used to correct the differential. This is done on a two-
year lag i.e. when forecasting revenue for TY2025-26, this included a k-factor 
correction for TY2023-24 revenue. The licence formula is as follows: 

Kt = (Ft-2 - Rt-2)(1 + It) 

1.25 In this case: 

a) 𝐹𝑡−2 is SONI’s revenue entitlement. 

b) 𝑅𝑡−2 is the actual revenue collected. 

c) (1 + 𝐼𝑡) is the applicable interest rate for the tariff year in question. 

1.26 The applicable interest rate is calculated using the Bank of England Base Rate 
(BoEBR). If the k-factor value is positive, it means SONI has under collected, and 
revenue has to be added to future tariffs. If the value is negative SONI has over 
collected, and funds must be returned to consumers. 

1.27 In the event of under recovery the applicable interest rate is BoEBR plus 2%. For 
over recovery it is BoEBR plus 1%. However, the tariff process has exposed the 
fact that the interest rate is only applicable for a single year. In contrast, the 
over/under recovery has to be carried for a period of two years.  

1.28 SONI has stated that the interest rate application should extend to two years as 
the k-factor (either over or under) is carried for two years. This seems like an 
oversight in the existing licence which needs to be corrected. 

1.29 The licence modifications set out in this decision paper and itemised in Table 1.1 
Error! Reference source not found.below, are intended to: 
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a) Make separate provision for CEP costs on an interim basis. 

b) Allow ringfencing of CEP spend to address the liability should it be 
realised and avoid having to collect and refund consumers. 

c) Provide details of what is included in CEP directions. 

d) Allow interest to be applied to over/under recoveries for the appropriate 
period of time. 

1.30 The licence changes are summarised below.  

Table 1.1:  Overview of CEP licence modifications 

Type of Licence Modification Reference 

Modifications for CEP costs 

Definition amended for SSS/TUoS Charges to include Clean 
Energy Package (CEP) costs 

Annex 1, Paragraph 1.1 
(definitions) 

Addition of a new term (CEPt) to SSS/TUoS Charges 
restriction formula  

Annex 1, Paragraph 2.1(c) 

Explanation that the CEPt amount is a positive or negative 
value set for each year by way of a direction 

Annex 1, Paragraph 2.1(c) 

Exclusion of CEP costs from actual opex (AOt) for cost-
sharing calculations   

Annex 1, Paragraph 
2.2(d)(ii)(A)(6) 

Exclusion of CEP costs from actual regulated revenue (Rt-2) 
so that the amount is not subject to k-factor considerations 

Annex 1, Paragraph 2.2(i)(ii)(C) 

Details on the ringfenced CEP fund and use of directions to 
add subtract funds  

Annex 1, Paragraph 9 

Table 1.2:  Overview of k-factor licence modifications 

Type of Licence Modification Reference 

Modifications for k-factor interest rate 

Amendment of the k-factor definition to include two years 
interest rate 

Annex 1, Paragraph 2.2(i) 

Amendment of the interest rate definition for over and 
under recovery so that it applies for two years 

Annex 1, Paragraph 2.2(i)(iii)(A) 
& (B) 

1.31 Before making any modifications to licence conditions using its powers under 
Article 14 of the Electricity Order, UR must give notice: 

a) Stating that it proposes to make modifications. 

b) Setting out the proposed modifications and their effect. 

c) Stating the reasons why it proposes to make the modifications. 
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d) Specifying the time within which representations with respect to the 
proposed modifications may be made. 

1.32 Notice under Article 14(2) of the Electricity Order has been issued in respect of 
the modifications to the TSO licence proposed in this consultation and is 
included in this document as Annex A. 

Document structure 

1.33 This paper is structured in a number of chapters as follows: 

• Chapter 1 Introduction provides an overview of the purpose and 
structure of this consultation document and provides an overview of the 
licence modifications.  

• Chapter 2 Modifications to Ringfence CEP Funds sets out the changes to 
the licence necessary to implement interim ringfencing of Clean Energy 
Package compensation costs. 

• Chapter 3 Modifications to K-Factor sets out the changes necessary to 
implement a two-year application of the k-factor interest rate.  

• Chapter 4 Next Steps sets out process and timelines for the remainder of 
the licence modification process. 

1.34 This decision document is complemented by the following annexes: 

a) Annex A – Setting out the formal statutory notice under Article 14(2) of 
the Electricity Order that UR proposes to modify the TSO licence. 

b) Annex B – Showing the modified licence in tracked changes to show the 
proposed changes to Annex 1 of the SONI licence.  
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2. Changes to Ringfence CEP Funds 
Proposed modifications for CEP 

2.1 Article 13(7) of Regulation 2019/943, part of the Clean Energy Package (CEP), 
requires that renewable generators with firm access be paid compensation for 
their net loss of revenue in the day-ahead market including any associated 
financial support in the event of non-market based redispatch. 

2.2 On the 09 April 2025 SONI wrote to the UR requesting interim licence 
modifications to ringfence CEP funding and allow it to be retained in a separate 
bank account until such times as legal matters have been settled and the 
subsequent decisions made by the Regulatory Authorities. This would avoid 
collecting and handing back funds in the interim period whilst the matter is 
resolved. It would also avoid potential financeability issues. 

2.3 The request included a new licence term (CEPt) to be included as part of the 
pass-through amount. The overall purpose of these modifications was to 
ensure that SONI has access to the requisite funds should the liability be 
realised.  

2.4 While agreeing with the overall aims of the interim modifications and (to some 
extent) the mechanism for their delivery, we are proposing a slightly different 
set of licence modifications to those initially suggested by SONI.  

2.5 It should however be noted that we agree with SONI that these are only interim 
modifications. If the outcome of the litigation is that there is an ongoing duty to 
pay compensation, then a more permanent solution will need to be found to 
the collection of those revenues going forward. 

2.6 In the first instance we do not see recovery of the fund as being equivalent to a 
pass-through item, and therefore suitable for inclusion in the At term. The CEP 
fund is not typical cost recovery, since at present it is unclear whether there will 
be a cost or what the amount of it might be. Consequently, recovery of the fund 
has little in common with any other item currently included in the At term. 

2.7 We think it is best to treat the recovery of the fund as a discrete item outside of 
core revenue. The impact of doing so is still the effect that SONI seeks, which is 
to take the sums outside the scope of the Kt term, so that they do not need to 
be automatically returned to customers if unspent. It does however create a 
specific CEP revenue stream and creates some other issues which will have to 
be considered. 

2.8 SONI had also suggested that, if we needed to develop the provisions in a less 
minimalist way, we might make use of the currently unused paragraph 9 of 
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Annex 1. We think this is a sensible approach and have used this paragraph to 
specify what falls within the scope of the direction-issuing power. 

2.9 Each modification, alongside the reasons/effects are set out in detail below.  

Definition amended for SSS/TUoS Charges 

2.10 We proposed to amend the definition of the term ‘SSS/TUoS Charges’ in 
paragraph 1.1 of Annex 1 of the licence definitions section.  

2.11 We proposed to add the following text (in red) by way of a definition:  

‘means the charges for System Support Services, Clean Energy Package costs 
and for use of the All-Island Transmission Networks as provided for under 
Condition 30.’ 

2.12 The proposed definition makes it clear that CEP costs are a part of SSS/TUoS 
charges. This is considered important as they do not form part of the Maximum 
Core Revenue.  

Inclusion of a new term in SSS/TUoS Charges restriction formula 

2.13 We propose to include a new CEPt term as part of maximum regulated 
revenue for SSS/TUoS charges. We propose to modify Annex 1 paragraph 2.1 
with the following definition of the new term: 

‘CEPt has, in respect of each Relevant Year t, a value (which may be positive or 
negative) that is specified, or calculated in accordance with the method set 
out, in a direction issued by the Authority in accordance with paragraph 9.1 of 
this Annex; and where, in respect of any Relevant Year t, there is no such 
direction which makes provision for that value, then the value for that 
Relevant Year shall be deemed to be zero.’   

2.14 This will facilitate creation of a distinct CEP fund. It will also provide for both 
addition and subtraction from the CEP fund by way of a direction from the UR.   

Exclusion of CEP from cost-sharing and k-factor deliberations 

2.15 We propose to exclude CEP from the long list of exclusions for actual opex 
(AOt), see Annex 1, Paragraph 2.2(d)(ii)(A)(6). This follows a similar exclusion for 
CAIRt and ensures that these costs are not considered in cost sharing 
arrangements. 

2.16 We further propose to exclude CEP from actual regulated revenue (Rt-2), see 
Annex 1, Paragraph 2.2(i)(ii)(C) This follows a similar exclusion for CAIRt and 
ensures that these costs are not considered in k-factor deliberations. 
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Proposals for the scope of directions 

2.17 In Annex 1, Paragraph 9.1 we set out the scope of directions associated with the 
CEP fund. It should be noted that the purpose for which directions may be 
issued is to make appropriate provision on an interim basis for the collection, 
retention and use of monies in respect of Article 13 CEP until such time as the 
position has been definitively established in law.  

2.18 In other words, these powers exist and may be used only on an interim basis to 
establish an interim risk-management solution. If an obligation to make 
compensation crystallises in law in due course, then a different and enduring 
solution would be found for it. This section includes provision for: 

1) Establishment of a fund to pay compensation associated with the ROCs 
scheme should it be determined that it falls within the scope of the net 
loss of revenues from the day-ahead market, as defined in Article 13(7). 

2) Imposing requirements as to the nature of the fund. 

3) Methodology for adding to and dispersing funds. 

4) Treatment of interest from use of the fund. 

5) Any other consequential or incidental provisions. 

2.19 Paragraphs 9.2 to 9.7 provides detail on the making or revoking of directions in 
relation to the CEP fund. It also specifies that the licensee must comply with 
the provisions of the directions. This allows for some flexibility in that whilst a 
structure is in place, key issues are best dealt with not on the face of the licence 
but in directions to be issued in due course. 

Reasons for CEP changes 

2.20 As set out above, after representation from SONI, we considered that it was 
necessary to create a separate fund on an interim basis for the collection of CEP 
revenue in the event that generator compensation may be required. 

2.21 Creation of a separate fund has various benefits. For instance: 

1) It avoids large scale collection and return of funds via k-factor adjustments 
and the material fluctuation in tariffs that this causes. 

2) It ensures a fund is readily available should the relevant authorities make a 
decision and payments can be made quickly to generators. 

3) It avoids any financeability concerns around the timing mismatch 
between payments and revenue collection. 
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2.22 The proposed licence changes establish a legal framework for the use of 
directions to control the fund. This provides the necessary flexibility to make 
changes as and when decisions are implemented. 

2.23 The powers of direction under Paragraph 9.1 set out at a high-level what areas a 
CEP direction might take. This includes how money would be added to or 
dispersed from the fund, timings of payments, treatment of interest etc. 

2.24 SONI has raised some concerns about CEP being outside of core revenue, and 
therefore not subject to k-factor protection. Our view is that issues of under-
recovery can be addressed by future directions (rather than k-factor 
adjustments). We have also made drafting amendments to ensure SONI does 
not disperse funds greater than it has available. 

2.25 SONI has also raised some concerns about the extent of the direction powers. 
We have included drafting in Paragraph 9.1 that the directions will be made 
consistent with good regulatory practice, on an interim basis for the collection, 
retention and use of monies in respect of the CEP fund. A comfort letter can 
also be provided indicating how UR expects to use the powers and assuring 
SONI that they will not be used to add to its risks.  

2.26 In the event of this compensation payment becoming an enduring liability, 
changes would be required to bring the costs into core revenue and possibly 
subject to a collection agent margin. 

Effects of CEP changes 

2.27 The effect of the licence modifications is to establish a separate CEP fund to 
collect and hold revenue for the purpose of potential generator compensation. 
This fund will ensure that such revenues are excluded from typical k-factor 
treatment. 

2.28 Exclusion from core revenue, does however present some issues. Whilst the k-
factor will typically address differences between revenue entitlements and 
actual revenue collected, this correction process will not be available for the 
CEP fund.  

2.29 Consequently, UR needs to be aware of this and make suitable provision to 
address issues by way of future directions. For instance, if the liability does not 
arise, UR would need to ensure that returning money via a p/kWh reduction in 
the tariff did not mean SONI returning more money than it has collected in the 
CEP fund.    

2.30 The changes will also implement a legal basis for directions which can be used 
to manage the fund. This includes the following: 

• Para 9.1(a) – establishing a separate fund solely for the purpose of potential 
CEP liabilities. 
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• Para 9.1(b) – ring-fencing of the account. 

• Para 9.1(c) – methodology for adding funds to the account (including on a 
retrospective basis). 

• Para 9.1(d) – timing of payments into the fund. 

• Para 9.1(e) – treatment of interest accrued by the fund. 

• Para 9.1(f) – authorising release of funds from the fund. 

• Para 9.1(g) – use of the funds which are released. 

• Para 9.1(h) – methodology for dispersing funds from the account 
(including interest). 

• Para 9.1(i) – any other provisions which may be required from time to time. 

2.31 Paragraphs 9.2 to 9.7 provides detail on the making or revoking of directions in 
relation to the CEP fund. The effect of this is to provide flexibility to address 
issues as they arise. Whilst no modification has been included, we would expect 
to maintain a consolidated list of directions to ensure that the latest position is 
reflected and there is no confusion around which direction applies. 

2.32 The licence modifications also avoid the need for an explicit sunset clause. As 
drafted, if there is no direction specifying a sum of money that is to be 
recovered via the CEPt term, the value of that term is zero by default. We can 
therefore bring the effective operation of these provisions to an end through a 
cessation of use of direction-issuing powers. Closure of the account can also be 
addressed through this approach.  

2.33 It should however be noted that the CEP modifications are temporary in 
nature. Should the liability not arise, the term will likely be removed from the 
licence or use of directions will cease.  

2.34 If the liability becomes an enduring requirement, changes will also need to be 
implemented to include the term in core revenue and possibly consider 
inclusion in revenue collection remuneration activity.  
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3. Modifications to K-Factor 
Proposed modifications for k-factor 

3.1 The k-factor is a revenue correction term which for SONI’s TSO licence applies 
on a two-year lag. SONI will forecast revenue in a particular tariff year and 
collect money based on this forecast. However, the amount collected may not 
reflect actual revenue required. This can be for several reasons including: 

• Demand may be higher/lower than anticipated. 

• Pass through spend on ancillary services may be higher/lower than 
forecast. 

• SONI may receive a retrospective reward/penalty from the evaluative 
performance mechanism or cost-sharing framework. 

• SONI may seek funding/allowances for projects not foreseen when 
undertaking tariff estimates. 

3.2 When all these factors are known and established, including the amount 
collected, the k-factor is used to correct the differential. This is done on a two-
year lag i.e. when forecasting revenue for TY2025-26, this included a k-factor 
correction for TY2023-24 revenue. The licence formula is as follows: 

Kt = (Ft-2 - Rt-2)(1 + It) 

3.3 In this case: 

a) 𝐹𝑡−2 is SONI’s revenue entitlement. 

b) 𝑅𝑡−2 is the actual revenue collected. 

c) (1 + 𝐼𝑡) is the applicable interest rate for the tariff year in question. 

3.4 The applicable interest rate is calculated using the Bank of England Base Rate 
(BoEBR). If the k-factor value is positive, it means SONI has under collected, and 
revenue has to be added to future tariffs. If the value is negative SONI has over 
collected, and funds must be returned to consumers. 

3.5 In the event of under recovery the applicable interest rate is BoEBR plus 2%. For 
over recovery it is BoEBR plus 1%. The BoEBR is currently around 4%. For under 
recovery of £10m this would mean a current interest rate of:  

1 + 0.04 (4% expressed in decimals) + 0.02 (2% expressed in decimals) = 1.06  

And a k-factor of: £10m * 1.06 = £10.6m 
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3.6 However, the tariff process has exposed the fact that the interest rate is only 
applicable for a single year. In contrast, the over/under recovery has to be 
carried for a period of two years.  

3.7 SONI has argued that the interest rate application should extend to two years 
as the k-factor (either over or under) is carried for two years. This seems like an 
oversight in the existing licence which needs to be corrected. This requires two 
licence changes. 

a) Amendment of the interest rate formula. 

b) Amendment of the interest rate definition for over and under recovery so 
that it applies for two years. 

Proposed modification of k-factor formula 

3.8 The current licence formula for the k-factor is detailed in Paragraph 2.2(i) of 
Annex 1 of the licence. We propose to amend this formula as follows: 

Kt = (Ft-2 - Rt-2) * ((1 + It-2 )( 1 + It-1))           

3.9 Using the example above but assuming BoEBR is 4% in relevant year t-2 and 
2% in relevant year t-1, the applicable interest rate would now be as follows: 

1.06 (4% + 2%) * 1.04 (2% + 2%) = 1.102 

And a k-factor of: £10m * 1.102 = £11.02m 

3.10 This gives the company two years of interest. The same logic would apply to 
over recoveries. As the BoEBR may not be known for the entire period in tariff 
year t-1, we would propose for simplicity that the rate be constructed based on 
the average of the 8-months (October to May) which are known when tariffs 
are submitted.  

Proposed modification of interest rate definitions 

3.11 This treatment is also set out in the interest rate definitions of Paragraph 
2.2.(i)(iii)(A) & (b). We would propose the following amendments of the 
definitions in red text. 

‘where the amount derived from the calculations undertaken pursuant to 
paragraphs 2.2(i)(i) and (ii) is a positive figure, the Average Specified Rate for 
Relevant Year t-2 plus 2% multiplied by Average Specified Rate for Relevant 
Year t-1 plus 2% of that rate (as expressed in decimal figures); and’ 

‘where the amount derived from the calculations undertaken pursuant to 
paragraphs 2.2(i)(i) and (ii) is a minus figure, the Average Specified Rate for 
Relevant Year t-2 plus 1% multiplied by Average Specified Rate for Relevant 
Year t-1 plus 1% of that rate (as expressed in decimal figures).’ 
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3.12 This just confirms in the definitions what the formula is expressing i.e. recovery 
of interest for two years. 

Reasons for k-factor changes 

3.13 As set out above, we considered that it was appropriate to adjust the k-factor 
formula from a one to a two-year interest rate as the over/under recoveries will 
be carried for a longer period than a single year. 

Effects of k-factor changes 

3.14 The effect of the licence modifications will ensure that the TSO is appropriately 
remunerated for costs arising from carrying an under recovery. The change will 
also ensure that consumers are appropriately recompensed when the TSO 
holds more revenue than is required to fund their operations. 
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4. Next Steps 
4.1 This paper sets out UR proposed modifications to the SONI transmission 

licence to ringfence CEP funds and adjust the k-factor interest rate. The next 
steps and associated timelines for the remainder of the licence modification 
process are outlined below. 

Table 4.1:  Licence modification draft programme 

Next Steps  Date 

Consultation on licence modifications published  09 April 2026 

Consultation closes 15 May 2026 

Decision on licence modifications published 30 June 2026 

Licence modifications come into effect  25 August 2026 

4.2 This is an open consultation paper. We invite stakeholders to express a view on 
any particular aspect of the paper or any related matter. Representation with 
respect to the proposed modifications may be made on or before 5pm on 15 
May 2026 to:  

 

Sean Lyons 

Head of Electricity Price Controls 

Millenium House 

16-22 Great Victoria Street 

Belfast 

BT2 7BN 

Tel: 028 9031 6341 

Email: sean.lyons@uregni.gov.uk and 
electricity_networks_responses@uregni.gov.uk   

 

4.3 Our preference would be for responses to be submitted by e-mail.  

4.4 Your response may be made public by us. If you do not want all or part of your 
response or name made public, please state this clearly in the response by 
marking your response as ‘CONFIDENTIAL’. 

4.5 If you want other information that you provide to be treated as confidential, 
please be aware that, under the FOIA, there is a statutory Code of Practice with 
which public authorities must comply and which deals, amongst other things, 
with obligations of confidence. In view of this, it would be helpful if you could 
explain to us why you regard the information you have provided as confidential. 

mailto:sean.lyons@uregni.gov.uk
mailto:electricity_networks_responses@uregni.gov.uk
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4.6 Information provided in response to this consultation, including personal 
information, may be subject to publication or disclosure in accordance with the 
access to information regimes (these are primarily the Freedom of Information 
Act 2000 and the Data Protection Act 2018). 

4.7 As stated in the GDPR privacy statement for consumers and stakeholders, any 
personal data contained within your response will be deleted once the matter 
being consulted on has been concluded, though the substance of the response 
may be retained. 

4.8 This document is available in other accessible formats, such as large print, 
Braille, audio cassette and a variety of relevant minority languages if required. 
Please contact Sean Lyons on either 028 9031 6341 or email: 
Electricity_Networks_Responses@uregni.gov.uk with cc to 
sean.lyons@uregni.gov.uk.      

4.9 If appropriate, we can have individual discussions with interested parties. 
Please contact us if you consider this to be more suitable. 

 

mailto:Electricity_Networks_Responses@uregni.gov.uk
mailto:sean.lyons@uregni.gov.uk

