





Welcome

The future of our electricity network and how we operate it matters to us all. That is why we have talked to you
extensively about the complexities of our business and industry and the major challenges we face in the future.
Only by involving you in our decision-making can we ensure we have a network that meets the needs of us all.
Our plan for the future is a plan for you, a plan for all of us in the North West to ensure our region has a world
class network that can meet the challenges of our changing world safely and efficiently.

We asked you, our customers and stakeholders, for your opinions and views. You responded in your thousands,
providing us with a detailed understanding of what you expect from us. You expressed many different views, but
a number of common themes appeared time and time again. And it is these key themes which have shaped our
plan for the future.

You said you want our network to be reliable. You expect us to keep the lights on 24 hours a day and seven
days a week and this is what we simply must do. We have therefore committed to making our network 20% more
reliable than it is today.

You said you want our network to be affordable. We understand that increasing energy bills are a worry for us
all. We have challenged every aspect of our business and as a result we are committing to average prices which
will be 16% cheaper than they are today.

You said you want our network to be sustainable. We are investing sensibly to make sure our network meets
your needs today whilst recognising the challenges of the future. Our plans are flexible and responsive so we can
meet the challenges of connecting Low Carbon Technologies.

Alongside all this, you quite rightly expect excellent customer service when you do need to speak to us. This is
exactly what we will provide and are putting our customers at the heart of everything we do.

Since we published our initial well justified business plan in July 2013, we have made a number of changes to our
plan to respond to feedback from customers, stakeholders and Ofgem. The changes to our plan result in a £76
million reduction in our revenue. Overall, the impact on prices that will be paid by domestic customers as a result
of our new plan is a reduction of £19.72 (or 18%) from 2014-15 to 2015-16 and further small falls thereafter.

| want to take this opportunity to thank you all for your input. This is a plan for all of us and for the future of our
network. The years to 2023 will be an exciting and challenging time for the industry as we adapt to a changing

world — but | want to personally assure you that you can depend on us to deliver an even safer, more reliable and
efficient service in the years ahead.

Steve Johnson

CEO

Electricity North West
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Our plan - section-by-section

Section 2 sets out an overview of our company and the key challenges we face.

Section 3 describes the process we have used to engage with our stakeholders, decide what we will
deliver and how we will deliver it.

Section 4 covers all of the Outputs we are committing to deliver.

Section 5 explains what delivering these Outputs will cost and how we have ensured that costs and
volumes are efficient.

Section 6 details how the plan will be financed.
Section 7 describes how we have addressed risks and uncertainty.

Section 8 explains the innovation programme we are using to support the plan.
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1 Executive Summary

11 Our job is to keep electricity flowing to our customers’ homes and businesses, keeping the lights on 24
hours a day, seven days a week.

1.2 We recover our costs by charging electricity suppliers for the use of our network. Our charges account
for about 16% of the average domestic electricity bill.

1.3 Ofgem (Office of Gas and Electricity Markets) regulates the amount we can charge through a series of
price controls. We are currently in DPCRS5, the fifth price control since privatisation, which covers the
five years from 2010 to 2015. In 2015, DPCR5 makes way for RIIO-ED1, a new eight-year price control
framework, which runs from 2015 to 2023. The RIIO framework links our Revenue to Incentives,
Innovation and the Outputs we deliver for our customers.

1.4 Our Well Justified Business Plan details our proposals for the RIIO-ED1 price control.

Our Promise: Prices

15 We understand that the cost of energy is becoming increasingly difficult to bear. We think the best way
to deal with this is to keep prices down. If Ofgem accepts our proposals:

e We can reduce our average prices by 16% compared to DPCR5 and kick-start RIIO-ED1 with a
price reduction of 18% in 2015-16.

1.6 We can do this because we operate an efficient business. Our prices in RIIO-ED1 will be among the
lowest in our industry. We will achieve this through our continued commitment to cost and productivity
improvement, development of innovative solutions to the problems we face today and in the future and
benchmarking our performance against our industry peers and the wider competitive market.

Our Promise: Customer Service

1.7 We will provide excellent customer service for all our different customer groups. We will make sure
customers can contact us quickly and easily through the most convenient channel for them. We will
provide them with accurate and timely information and take ownership of their issues.

1.8 Telephone contact is likely to remain the favourite channel for the foreseeable future and we will invest
in our people, systems and processes to deliver a first class telephone service. We will answer all calls
quickly and make it easy for our customers to speak to one of our Customer Service Agents if they want
to. We will resolve at least 90% of customer enquiries the first time they contact us and resolve all
complaints first time.

1.9 We will support our telephone channel with online, mobile and app channels which will provide real-time
information on, among other things, faults, their causes and expected restoration times.

1.10 Stakeholder engagement is embedded in our business and we will continue to build upon our already
successful engagement to make sure we respond to our stakeholders’ changing needs.

1.11 We will deliver additional assistance to our vulnerable customers in each year of RIIO-ED1. We will
support this direct assistance with a co-ordinated programme which brings together companies,
agencies, charities and other groups in the North West to develop integrated plans to help address fuel
poverty.

Our Promise: Network Performance

1.12 Our network is one of the most reliable in the country. Since we acquired the business in 2007, we have
reduced the number of power cuts our customers experience (called Customer Interruptions) by 16%
and their average duration (called Customer Minutes Lost) by 18%.

1.13 We are investing £1.4 billion during DPCR5 to improve reliability, ensure capacity and deliver a safe

network. We plan to invest a further £2.6 billion in RIIO-ED1 to ensure the network continues to deliver
excellent, affordable service to our customers in the face of future uncertainty.
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Our Promise: Fit for the Future

1.14

1.15

1.16

1.17

Our investment plans are prudent but flexible. We will invest the right amount at the right time to make
sure we can improve performance now and sustain it in the long term. We will design our interventions
to balance performance and value in a way which does not store up problems for future generations.

We are committed to supporting the UK'’s transition to a low carbon future. We will use a combination of
traditional reinforcement and innovative commercial and technical arrangements to provide sufficient
capacity to accommodate Low Carbon Technologies.

When customers want to connect to our network, we will make this easy, quick and affordable. We will
provide consumer choice by continuing to champion a fully competitive connections market.

We are very proud of our Well Justified Business Plan. It delivers outstanding value, performance and
service for our customers and stakeholders. It clearly demonstrates that our costs and prices are
reducing, our performance and service is improving, we are innovating to respond to the challenges of
the future and we are delivering the Outputs our customers and stakeholders value most.

Developing our Business Plan

1.18

1.19

We have consulted widely through our ‘Switched on: North West’ campaign to better understand our

stakeholders’ needs and priorities. We have analysed them, provided feedback, developed proposals
and consulted upon them through an audited and accredited process, which is shown in the diagram

below:

This is the second version of our Well Justified Business Plan. Ofgem reviewed the previous version
during the second half of 2013 and found it met four of their five key criteria.
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1.20

121

1.22

1.23

However, Ofgem asked us to look again at our expenditure forecasts as they found that we had not fully
justified the previous version.

In this version of the plan we have reviewed the entirety of our expenditure proposals, benchmarked
ourselves against the other DNOs using the data Ofgem provided and worked with our supply chain to
review key unit costs.

As a result we have been able to reduce our expenditure by a further £34 million. We have also
provided considerably more detailed information that explains why the investments we are making are
the most efficient for the people of the North West. In particular we have provided a lot more detail on
how our plan develops and deploys the benefits of smart meters and smart grids.

Where we have received feedback from Ofgem on the previous version of our plan we have checked
many of the changes in this version with stakeholders before finalising this plan.

Stakeholder Priorities

1.24 We have many different stakeholders and, not surprisingly, they express a wide range of needs and
expectations. We would like to be able to accommodate them all, but in truth it is neither practical nor
cost effective to do so. Our engagement process allowed us to gather, analyse and refine stakeholder
input to our plan to determine the major issues which had the most support.

1.25 They are:
¢ Reliability — ‘keeping the lights on’

o Affordability — delivering exceptional value for money
e  Sustainability — managing and investing in our network to meet the challenges of the future

1.26 Our customers expect and demand a first class service when they need to contact or interact with us.
We are responding to this by putting customers at the heart of our business and we promise to deliver
their priorities with an exceptional level of Customer Service.

1.27 These “Stakeholder Priorities” are the foundation of our plan.

Process

1.28 Our entire business has come together to develop our plan. It is based on a robust and comprehensive

decision-making process and a governance plan overseen by our Chief Executive Officer and Board.
Our process is illustrated below:
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Assessing Needs

1.29

1.30

Our starting point is to look at what we need to deliver to meet customer and stakeholder expectations
and to maintain the safe, efficient and reliable operation of our network.

Stakeholder needs come from our Stakeholder Engagement process. Network needs are determined by
a number of factors, including asset age, condition and capacity as well as an assessment of the
electricity our network has to distribute now and in the future.

Options and Decision Making

1.31 We can satisfy stakeholder and network needs in a number of ways and we use robust and proven
techniques to develop the right mix of interventions. Our decisions have been guided by our Stakeholder
Priorities, engineering experience and standards and decision support techniques like Condition-Based
Risk Management and Cost Benefit Analysis.

1.32 Sometimes there is no established solution so we rely on our strong track record of innovation to
develop new, cheaper and faster ways to solve problems.

Outcomes

1.33 Our process results in a detailed programme of interventions and services which range from minor
repairs to huge capital projects; from developing training programmes for our Customer Service Agents
to replacing the IT systems which let us manage our network. The RIIO framework lets us express this
complex programme in a series of ‘Outputs’, which are essentially the performance and service levels
we will deliver for our customers and stakeholders in RIIO-ED1.

1.34 The Outputs are:

e Safety
e  Social obligations
e Reliability and availability
e Customer satisfaction
e Connections
e  Environmental impact
1.35 Our Outputs will deliver an exceptional level of price, reliability and sustainability benefits which provide

excellent value for our customers and support our collective ambitions for a low carbon future.
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Responding To Stakeholder Priorities

Customer Service

1.36

1.37

1.38

Customers tend to contact us either when their electricity supply is interrupted or when they need to
connect to our network. When they do, they expect us to provide accurate and timely information and
deal with them in a professional and helpful way.

We are investing in our people, systems and processes to make sure our customers experience
excellent service every time they contact us. Our target is a minimum score of 85% in the Broad
Measure of Customer Service.

Our connections Output proposals are at the forefront of our industry. We will make it easier, cheaper
and quicker to make a connection application and to carry out the work. We will invest to make sure our
network can accommodate low carbon technology connections, both large and small, and use
innovative approaches to overcome network capacity constraints.

Affordability

1.39

1.40

Our entire plan ultimately results in a price we have to charge electricity supply companies for the use of
our network. Customers are increasingly worried by rising energy prices and the burden this places on
household and business budgets. We have worked hard to improve our efficiency and productivity to
minimise our costs and our customers will benefit from this.

We have developed a financing package which lets us meet our obligations, maintain a good credit
rating and raise the money we need to pay for our investments. We believe we have struck an excellent
balance between the allowances we need to meet our funding costs, the additional capital that our
shareholders will invest and the incentive revenue we can earn from excellent performance, which is fair
for our customers and us.
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Reliability

1.41 Our stakeholders want us to ‘keep the lights on’ by operating a safe, efficient and reliable network.
Safety is our number one priority. We will comply with all applicable legislation and go beyond this with
selective, targeted investment to address specific risks to our staff, contractors and the public.

1.42 Our network is already 99.99% reliable but we want to go further. Our stakeholders would like 100%
reliability. This would mean us doubling the size of our network to make sure we had a back up when a
cable, transformer, switch, pole or tower developed a fault. This would be unaffordable. Instead, we
propose to improve network reliability by 20% from its 2012 level by 2019.

1.43 We have already demonstrated an enviable track record in applying innovation to solve practical
problems on our network and improve reliability and service. We face many new challenges in the
future, particularly from the adoption of Low Carbon Technologies (LCT), and we will continue to
innovate to make sure our customers can benefit from the cost and performance benefits LCT can
deliver.

1.44 We will continue to develop our resilience programme to protect the network from extreme weather
events, particularly flooding.

Sustainability

1.45 Our customers want a network which delivers reliable service now and in the future. They trust us to
make the right engineering and asset management decisions but they want us to do so in a way which
balances the cost across the generations of customers who will benefit. We agree with them. We could
radically reduce investment in the short term to create artificially low prices but we think this would be
reckless and mean storing up problems for future customers. Our investment programme is prudent and
consistent.

1.46 We are a responsible organisation and we take our environmental and social obligations seriously. Our
sustainable network will be one which helps deliver the UK’s ambitious greenhouse gas emission
reductions by enabling LCT adoption, reducing the losses inherent in electricity distribution and
contributing to a substantial reduction in our own Business Carbon Footprint. We believe that smart
meters and other smart technology can contribute as well and our plan demonstrates our readiness to
play our role in the Smart Future.

1.47 We believe that our plan meets our customers’ and stakeholders’ key requirements however we
recognise that there are some customers who need extra support and assistance from us. We are
upgrading network reliability in areas where there are concentrations of vulnerable customers and will
provide temporary power supplies for our most vulnerable customers during power outages. We provide
our vulnerable customers with a welfare support package when they need it. We are supporting this with
a comprehensive Customer Relationship Management system. This will help us target this assistance
effectively and support greater coordination among organisations in the North West to address fuel
poverty.

Outputs

Safety

1.48 Safety is our number one priority. It is embedded in everything we do as a business. Our Safety Output
delivers absolute compliance with all relevant legislation and regulation. In addition, we will take steps to
address specific risks to staff, contractors and the public by:
e Improving security arrangements at 800 substations to reduce metal theft and vandalism

e Installing additional safe climbing attachments on 1,600 towers

e Removing or making safe the asbestos in 9,000 substations
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Social Obligations

1.49

1.50

151

1.52

1.53

We are a responsible organisation. We take our role in the social development of our community
seriously and our Social Obligations Output commitments reflect this.

We will participate in the Business in the Community Corporate Responsibility Index and achieve Gold
status by 2019.

Some of our customers need a bit more support from us when their electricity supply is interrupted. We
already maintain a Priority Services Register to allow us to assist these customers. We will go further to
provide enhanced support for all vulnerable customers. This will include meals and other welfare
provisions, personal support from our staff or our partners at the British Red Cross and temporary
generators where there is an urgent need to restore supply.

We are developing a comprehensive Customer Relationship Management system which will allow us to
better understand our customers’ relationships with our business. This will allow us to develop targeted
and effective support. Our staff will be trained to recognise signs of vulnerability and when they do,
explain the additional services and support we can offer.

We will deliver a programme of automation to improve the reliability of the network where there are large
concentrations of vulnerable customers.

Reliability and Availability

154

1.55

1.56

1.57

1.58

1.59

This is the measure of how well we ‘keep the lights on’ and, when they go off, how quickly we get them
back on again. We do this through a combination of investment, automation and responding to faults.

We will improve Reliability (measured by Customer Interruptions) and Availability (measured by
Customer Minutes Lost) by 20% of their 2012 levels by 2019.

We can only deliver this improvement if we maintain the underlying stability and resilience of our
network. We therefore need to continue to invest in maintaining our current network. Our network
investment, maintenance and replacement programme will maintain network risk (ie the probability of
asset failure) within 3% of its 2015 level and we will maintain our current fault rate.

We will install additional capacity or interconnection at major substations where there is a risk of
overloading and provide capacity for LCT connection by replacing switchgear at locations where it is
likely to be a constraint.

We will improve resilience to extreme weather events and malicious attack by a programme of flood
protection, network reconfiguration, additional battery back-up capacity and security measures.

By 2023, no customers connected to our network will fall within the industry definition of ‘Worst Served'.

Customer Satisfaction

1.60

1.61

1.62

1.63

1.64

We are committed to delivering the highest level of service for our customers.

Ofgem’s Broad Measure of Customer Service measures our performance on general enquiries,
complaints and connections enquiries. We will achieve a score of at least 85% against this measure at
the start of RIIO-ED1 and maintain or improve it for the duration of the price control.

We will resolve all complaints first time. At least 90% of these will be within one working day and the
remainder within five working days.

We will continue to develop our Stakeholder Engagement process and ensure our plans take account of
our stakeholders’ and customers’ changing needs.

Despite our best efforts, there will be times when we do not meet our customers’ expectations in full.
Where this is the case, we will proactively pay any compensation they may be due under Guaranteed
Standards.

Connections

1.65

When customers want to connect to our network, we will make the application and delivery process
easy, quick and as affordable as possible.
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1.66

1.67

1.68

We will continue to champion a fully competitive connections market and implement a comprehensive
strategy to support our major connections customers. Ofgem can penalise us where our engagement
falls below expectations. We will ensure our engagement is professional, courteous and proactive and
therefore expect not to incur any penalty.

When customers ask us for a connection quotation we will provide this within:

e  Six working days for single domestic connections

e Ten working days for two to four domestic connections

¢  Twenty-five working days for all other connections

Once we have agreed terms with customers, and they tell us they are ready to progress, we will
complete the work within:

e Thirty working days for single domestic connections
e Forty working days for two to four domestic connections

e  Fifty working days for all other connections

Environmental Impact

1.69

1.70

1.71

1.72

1.73

We are determined to make a positive contribution to our environment.

Our Business Carbon Footprint measures the amount of carbon we emit. In RIIO-ED1 we will reduce it
by 10% of its 2015 level by 2020.

We will invest £10 million in low loss transformers, which will help reduce the amount of electricity which
is lost as a natural result of the distribution process. Our investment will reduce losses across our
network by 11,000 MWh, equivalent to 4,900 tCO.e, each year.

We use oil to insulate some of our transformers and cables. Inevitably some of this leaks so we will take
steps to reduce oil leakage from our cable assets by 13% compared to DPCRS levels.

Our network passes through some of the most breathtaking landscapes in the country. Some of our
stakeholders would like us to run as many of our cables as possible underground where this is the case.
Although we cannot do this for the entire network, we will underground 80km of overhead lines in
National Parks and Areas of Outstanding Natural Beauty for a cost of £9 million.

Expenditure

1.74

1.75

1.76

Our expenditure is broken down into five main areas:

e Investing in our network

e Repair and maintenance of our current network

e  Supporting network operations and investment

e Business support

e Performing other business activities

We have challenged ourselves to reduce costs and improve efficiency and benchmarked our ambitions
against other DNOs and the wider asset management and service sectors. We believe our plans are
cost-effective, efficient and flexible and deliver outstanding value for our customers and stakeholders
now and in the future. We recognise that we need to continue to challenge costs and efficiency and so

are committing to reduce our costs by at least 1% year-on-year in RIIO-ED1.

The overall impact of this is to reduce our costs by £76 million compared to maintaining at 2015 levels.
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Investing in our network — £899 million

1.77 This is our biggest area of expenditure and accounts for 35% of our RIIO-EDL total. This is broadly in
line with our level of investment in DPCR5.

1.78 Our stakeholders want an efficient, reliable and resilient service and we will invest to deliver this. We will
create capacity to accommodate expected economic and social changes in the North West and enable
adoption of Low Carbon Technologies. We will continue to invest in and deploy innovative solutions
which allow us to improve our service and reduce our costs.
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Repairing and maintaining our network — £320 million

1.79

We invest to make sure our network remains fully operational and aligned to our customers’ needs. We
will respond rapidly to fix faults, inspect and maintain the equipment regularly, manage the vegetation
growing near our lines and operate the substations on which the major plant is sited. Our continued
commitment to efficiency and service means these costs will be 8% less than in DPCRS5.

Supporting network investment and operations — £449 million

1.80

Managing our network requires considerable support activity, whether through the delivery of capital
works or providing the capability to manage day-to-day operations. We run a state-of-the-art Control
Centre to manage network service and a Customer Contact Centre to support customer service. We
invest to find new ways of doing things and manage a range of non-operational assets, such as vehicles
and buildings. On-going challenge and rationalisation of our support activities means these costs will
reduce by 26%.

Business support activities — £259 million

1.81

There are a range of things we have to do to fulfil all our obligations as a major business. We need to
recruit, train and develop our people; manage and operate our business IT systems; report our activities
appropriately; comply with our legal and regulatory obligations; raise finance to fund our investment and
operations and play an appropriate role in the community. We look to reduce these costs wherever we
can. Following feedback from Ofgem we have committed to additional reductions in business support
costs. As a result, the proportion we spend on business support has been reducing and in RIIO-ED1 we
are committing to an 18% reduction compared to DPCR5 levels.

Performing our other business activities — £660 million

1.82

We incur cost obligations as part of our operations including transmission connection point charges, the
Ofgem licence fee and pension deficit repair costs. There are also other services that we provide to a
variety of customers that are charged for separately and our plan includes the costs we will incur in
providing these. These services include diversions, where we have to move our assets; where a
customer wishes to move their meter position and revenue protection activities to combat electricity
theft. Over RIIO-ED1 these costs will be broadly similar to those in DPCR5 due to the accommodation
of new requirements such as smart metering roll out.

Financing Our Business Plan

1.83

1.84

1.85

We need to pay for equipment, supplies, labour and services when we install and use them however we
recover these costs over a much longer period. This creates a significant mismatch in our cash flows.
We bridge this gap by raising the capital (cash) we need to invest and operate through a combination of
shareholder investment (equity) and borrowing (debt).

Under our licence from Ofgem we need to maintain an ‘Investment Grade’ credit rating, which allows us
to access the global capital markets and helps us negotiate efficient interest rates on our borrowing. We
plan to maintain our credit ratings at the existing Investment Grade levels throughout RIIO-ED1.

Ofgem has introduced a 'Trailing Average’ index to set the Cost of Debt allowances for RIIO-ED1. For a
number of reasons, we are concerned that the Trailing Average will mean a material shortfall in the
funding of our efficient actual Cost of Debt. We need to construct a fair and sustainable financing
package, which maintains our Investment Grade credit rating and offers value for our customers. We
have, therefore, embraced the Trailing Average index concept, using an average over that last 15 years
that focuses on the investment grade level.
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1.86

1.87

1.88

Our core financeability proposals are:

Cost of 6.3% This recognises the recent changes Ofgem have identified in the

Equity cost of equity

Cost of Debt 15 - 20 year We can accept this as part of our balanced finance package
Trailing Average

Gearing 65% This is the same as DPCR5 and we see no need to change it

Capitalisation 72% This is in line with our statutory capitalisation rate

Rate

In order to maintain our Investment Grade credit rating, we need to supplement the core proposals with
some additional measures. We propose to transition to Ofgem’s 45-year asset life over the course of
RIIO-ED1. The average asset life will be 34 years. We have deferred £11 million of revenue from
DRCRS5 to RIIO-ED1. Ofgem have agreed to certain license condition changes to enable this.

Our approach to financing our plan means:

e Our average prices between 2015 and 2023 will be 16% lower than they have been over DPCR5.
e Some of the benefits of RIIO-ED1 have been accelerated into DPCR5

e  Our prices will reduce by a further 18% in 2015

Managing Uncertainty

1.89

1.90

1.91

Some things are so uncertain that it is not sensible for us to price the risk into our plan. If we did, it could
result in unnecessary price increases being passed on to customers. In these circumstances, Ofgem
offers a range of uncertainty mechanisms which seek to protect both the DNO and its customers from
significant cost and price risk. These uncertainty mechanisms include reopening specific areas of the
price control, flexing cost allowances as volumes change and pass-through of certain costs.

Our main areas of uncertainty include:

e Load-related investment

e  Smart meter implementation

e The Traffic Management Act and other legislation changes

e Real Price Effects

e Nuclear power station at Moorside, Cumbria

We have established appropriate monitoring and provided flexibility in our plan and delivery model to be
able to address them.

Load-related investment

1.92

This will be driven primarily by the adoption of low carbon technology, such as electric vehicles, heat
pumps and photovoltaic panels. Our plan assumes that adoption rates will be in line with the
Government's ‘Low’ scenario. If another scenario develops and our plan is out by more than 20%,
Ofgem will allow us to reopen this part of the price control.
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Smart meters

1.93 Smart meter implementation is driven by the Government’s programme which requires their installation
in all domestic and small commercial premises by 2020. We have a role in supporting this programme
and we also plan to use smart meter data to improve the way we interact with our customers and
manage our network.

1.94 Ofgem have provided a pass-through mechanism which allows us to recover our smart meter data and
systems costs in full until the implementation programme is complete. Thereafter, we will meet any on-
going costs from efficiencies.

1.95 Our plan assumes our technicians will have to provide assistance for 2% of all smart meter installations.
If the number increases, Ofgem have proposed a volume-driven adjustment, which we agree with.

1.96 We recognise that smart metering will benefit all parties involved, customers, suppliers and DNOs. In
order to ensure that the smart metering implementation programme is carried out efficiently and to
ensure the best experience for customers we are supportive of the work being undertaken under the
Distribution Connection and Use of System Agreement to develop a service level agreement which sets
out distributor and supplier obligations.

Traffic Management Act and other legislation changes

1.97 Under the Traffic Management Act 2004, Highway Authorities can introduce specific restrictions,
requirements and charges for the work we need to do on public streets. Different authorities are
introducing the Act’s provisions at different rates and with different levels of charging. We have dealt
with the financial impact so far however it is possible that our costs could increase by around £20 million
as the Act is implemented in Greater Manchester.

1.98 We are also aware of a number of potential changes in EU legislation which could have a significant
impact on our investment and operating costs. These relate mainly to new restrictions on or specification
of the equipment and materials we use.

1.99 RIIO-ED1 has provision for a ‘mid-period review’ in 2019. At that time, a limited range of issues may be
addressed if their impact is material. We propose to deal with any Traffic Management Act and
legislative changes at the mid-period review.

Real Price Effects

1.100 Our cost allowances increase by the Retail Price Index (RPI) each year. RPI is based on a broad range
of goods and services which represent the average purchasing habits of the population.

1.101 Some of the costs we incur, particularly those related to commodities like copper, steel and oil and some
specialist labour costs, can increase at a greater rate than RPI. This difference is referred to as Real
Price Effects (RPE). We have included £82.6 million of RPE in our plan but we have fully offset this with
efficiency savings in our cost base.

Moorside nuclear power station

1.102 There are plans to build a new nuclear power station at Moorside in Cumbria. National Grid is in
discussion with the developer, NuGen, about the arrangements to connect the station to its transmission
network. It is possible that the transmission connection would require us to dismantle and remove some
of our existing network and install new transformers and switchgear. As we do not know when the
connection will go ahead and what the option will be, we propose to use the Strategic Wider Works
mechanism available to transmission companies. We think this offers the right level of protection for our
customers and us.
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Innovation

1.103

Track

1.104

1.105

1.106

1.107

We innovate because we want to continue delivering exceptional results for our customers and
stakeholders now and in an increasingly unpredictable future. Being able to adapt to changes in demand
on our network caused by the uptake in low carbon technology, customers switching from gas to
electricity, economic growth and the challenges of fuel poverty is critical to our continued success.

record

Through DPCR5 we have invested £18 million in innovation with an expectation that we will deliver over
a £100 million of benefit through cost avoidance and efficiency improvements in RIIO-ED1 and ED2.

We deliver successful outcomes by aiming innovation at specific stakeholder and customer needs. We
manage innovation through a robust governance process that ensures we deliver it in the most practical
and cost-effective way and embed it in our day-to-day business.

We understand the benefits of a collaborative approach. We lead national industry forums, develop best
practice which we share with other DNOs and we learn from other organisations as an innovation ‘fast
follower’.

We are one of the few DNOs to have successfully maximised use of their DPCRS5 innovation funding.
The success of this investment contributes substantially to the £140 million of savings which we will
deliver by the end of DPCR5.

Our RIIO-ED1 Innovation plan

1.108

1.109

Our plan focuses on our stakeholders’ priorities of reliability, affordability, sustainability and service and
is split into two phases of activity.

e 2015-2019 - We will focus on developing our network’s capability to expand and meet anticipated
demand increases whilst maintaining an exceptional level of reliability and customer service

e  2019-2023 - Our focus will be the delivery of our data strategy and use of smart meter information
to drive efficiency, reliability and capability on our network

We are requesting a Network Innovation Allowance of 0.8% of allowed revenues. This equates to
approximately £24 million of funding for RIIO-ED1.

Key Messages

1.110

1111

1112

1.113

1.114

1.115

1.116

Our Well Justified Business Plan is the result of three years’ dialogue with our stakeholders and
customers. We asked, they answered, we listened and we acted.

We have developed a plan which offers an exceptional combination of network performance, customer
service and value-for-money. It targets our stakeholders’ priorities of affordability, reliability and
sustainability.

We are reducing our average prices by 16% compared to DPCRS5, delivering the benefits of RIIO-ED1
early by not having to increase our prices for domestic customers in 2014-15 and kick-starting RIIO-ED1
with a price reduction of 18% in 2015-16.

We are improving network performance through a prudent, innovative and ambitious programme which
will reduce Customer Interruptions and Customer Minutes Lost by 20% compared to 2012 levels.

We are investing to support and enable the transition to a low carbon future and doing everything we
can to reduce our own Business Carbon Footprint and losses across our network.

We are financing all of this with an imaginative proposal which supports our Investment Grade credit
rating and is in line with Ofgem’s expectations of an efficient financing package.

We are committing to deliver all of this with a level of customer service excellence which will set a new
benchmark for our industry.
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1.117 We face a challenging and increasingly unpredictable future but we are confident that our plan prepares
us well to face it.

1.118 Our plan was reviewed by Ofgem who found it satisfied four of their five key criteria. This version of the
plan includes a further £34 million of expenditure reductions, £76 million less revenue and considerably

more detailed information that explains why the investments we are making are the most efficient for the
people of the North West.
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2 Company Overview

Who we are and what we do

2.1

To do this, we own and operate an efficient network which we:

e Maintain — so that our network operates safely and efficiently
e Repair — fix our network when it goes wrong

e Renew - replace and refurbish our network when required

¢ Reinforce — increase the capacity of our network to meet our customers’ changing needs

The electricity industry and the role we play

2.2

2.3

The electricity industry in Great Britain is divided into four main sectors:

e The generation companies produce electricity from a variety of sources. These can range from
coal and gas power stations to wind farms.

e Thetransmission companies own and operate the high voltage network which links the major
power stations to the distribution networks and transport electricity in bulk across the country.
National Grid Electricity Transmission is responsible for the transmission network in England and
Wales.

e The distribution companies own and operate the lower voltage electricity networks connecting the
high voltage network to every home and business in Great Britain.

e The electricity supply companies buy the electricity from the generation companies and sell it to
their customers. They pay the Transmission and Distribution Network Operators for the
transportation of that electricity across their networks.

As a monopoly business we, like all the other electricity distributors in Great Britain, are regulated by
Ofgem (Office of Gas and Electricity Markets). We operate under an electricity distribution licence which
regulates our activities and ensures that we fulfil our obligations and responsibilities fairly for the
customers we serve now and in the future.

Ownership and structure

2.4

2.5

2.6

Electricity North West Limited is a private limited company registered in England and Wales. We are
owned by a consortium of funds managed by Colonial First State and JPMorgan Asset Management
Infrastructure Investments Group. This consortium purchased the business in 2007 from United Utilities
PLC.

Colonial First State is the asset management division of the Commonwealth Bank of Australia. It
manages A$ 150 billion of assets on behalf of institutional clients and pension funds.

JPMorgan Asset Management is the asset management division of JPMorgan Chase & Co. It manages
over US $1.4 trillion of assets on behalf of pension funds, institutions and other clients.
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2.7 Both Colonial First State and JPMorgan have a strong track record of experience in UK infrastructure
investments. Both place a very high value on ethical and sustainable investment and are committed to
the long-term success of Electricity North West.

Our vision and values

2.8 We are driven by a vision to be the leading energy delivery business. To support this, we have
developed a set of values which underpin our culture, behaviours and how we interact with all our
stakeholders.

2.9 These values support everything we do and influence our activities from strategy development (such as
the creation of this RIIO-ED1 business plan) to operational delivery (such as the way in which we talk to
our customers). ‘Living the Values’ and achieving the vision are fundamental to the success of our
business. Our customer value is at the heart of everything we do.

Our business

2.10 We are a major employer in the North West of England. We have over 1,600 staff who all contribute to
delivering a safe, reliable and efficient service for our customers.

2.11 Our people are our most important asset and our people value helps ensure the sustainability of our
business by developing the right mix of skills and resources to meet current and future needs. We have
implemented structured development programmes, which allow us to develop and maintain a workforce
of motivated, high-performing and capable individuals and attract new people to our organisation. We
are making substantial investments in our graduate and apprentice programmes, as part of our £24
million workforce renewal programme. We provide secure, long-term, quality jobs and career
development opportunities.

2.12 Our workforce is divided into two areas:
e Delivery, which is focussed on providing an efficient and reliable service for our customers
e  Support, which provides essential services such as HR, Finance, Training and Legal

2.13 All our people work very closely together to develop and deliver our ambitions and meet our challenges.
Around 80% of our people work in Delivery and 20% in Support.

Our regulatory environment

2.14 Our charges are paid by electricity suppliers who in turn incorporate them into the prices they charge
their customers. Our costs account for around 16% of the average domestic electricity bill. Ofgem
regulates our charges through the price control framework. We are currently nearing the end of the fifth
price control since privatisation (DPCRS5), which covers the period from 2010 to 2015.
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Components of typical electricity bill

2.15

2.16

2.17

Above is the breakdown for an average electricity bill. It reflects electricity prices in December 2012. The
average electricity bill for a standard account is £531. This price is based on average annual
consumption figures, averaged across all the former incumbent suppliers, all payment methods and
averaged across Great Britain.

This regulatory framework will change in 2015, making way for RIIO-ED1, a new eight-year regulatory
mechanism. This links our Revenue to the Outputs we deliver and uses Incentives and Innovation to
ensure we deliver even better value for customers now and in the future. Stakeholder engagement plays
a vital role in this new framework.

The RIIO-ED1 price review determines how much we are allowed to charge to fund our network
investment and operating costs from 2015 to 2023.

Our operating environment

2.18

2.19

2.20

221

2.22

We are focussed on providing a reliable and efficient service for the people of the North West. We
recognise the vital role we play in ensuring the North West continues to be a thriving and vibrant
economic hub as well as a great place to live and work.

Our network is made up of pylons, overhead lines, underground cables and equipment such as
switchgear and transformers, which are used to distribute electricity to our customers’ homes and
businesses.

Electricity enters our network from the National Grid through 15 Grid Supply Points. Our job is to deliver
that electricity through a series of decreasing voltages to our 2.4 million domestic and business
customers. Our network delivers over 23 terawatt hours of electricity each year across an area of 12,500
square kilometres.

We operate across a diverse range of terrain and serve a variety of customers ranging from isolated
farms in rural areas to sites of heavy industry and city centres.

As a rough guide, about 55% of our customers live in Greater Manchester, 30% in Lancashire and 10%
in Cumbria, with the remainder in parts of Cheshire, Derbyshire and North Yorkshire.
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2.23 Our network comprises:
e Around 13,000 km of overhead lines
e Over 84,000 items of switchgear
e  More than 34,000 transformers

e Over 44,000 km of underground cables
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Our track record

2.24 We are delivering value for our customers by:
e Improving network performance
e Delivering investment programmes
e Investing in customer service
e Enabling the development of a competitive connections market

e  Driving down costs

Innovating to respond to challenges

Improving network performance

2.25 We have improved our network performance through the application of best-in-class asset management
practice, better informed refurbishment and replacement decision-making and improved operational
response to faults. Since 2007, we have improved Customer Interruptions (CIs) performance by 16%
and Customer Minutes Lost (CMLs) performance by 18%, making our network one of the most reliable
in the UK.
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2.26 Whilst this business plan focuses on our performance improvement plans for 2015 to 2023, we will
continue to improve network performance through the remainder of this price control in order to ensure
our customers continue to receive the excellent service they have grown to expect.

2.27 We have pioneered innovative Condition Based Risk Management (CBRM) techniques for managing
our network assets. This methodology allows us to get more from our investment, drive performance
improvement and has set an industry benchmark for asset management. We have held BSI PAS-55
asset management certification since 2007.

2.28 We measure the condition and loading of the network using indicators called Health Indices (HIs) and

Load Indices (LIs). We are on track to deliver the targets set by Ofgem for both these measures for
DPCRS.
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2.29 We are committed to achieving the highest standards of safety for all our customers, employees and

contractors and operate a ‘zero harm’ culture underpinned by a health and safety management system
certified to OHSAS 18001.

2.30 Accidents involving employees or contractors of Electricity North West, reportable under the Reporting

of Injuries, Diseases and Dangerous Occurrences Regulations (‘RIDDOR’) have decreased significantly
since 2009 as have Lost Time Accidents (LTAS).
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Delivering investment programmes

2.31

2.32

2.33

2.34

2.35

2.36

2.37

We will invest £1.4 billion in our network between 2010 and 2015 to ensure its continuing reliability,
availability and resilience. Our stakeholder engagement continually shows us that customers want us to
maintain a stable level of investment to ensure the network can meet their needs now and in the future.

We have a track record in delivering investment programmes on time and within budget. Many of these
programmes have led the industry in terms of delivering customer benefits.

Since 2007 we have been protecting our network against flooding, ensuring that more than 850,000
customers are no longer at risk from losing supply due to severe flooding of major substations — an area
our customers feel particularly strongly about. We completed our DPCRS5 flooding programme in 2013-
14, a year ahead of the original schedule.

We have been installing a new fibre communications network to provide our own communications facility
and replace the services rented from BT. This is our largest single project in DPCR5 and will complete
on time in 2014.

By the end of 2016, we will be fully compliant with the Electricity Safety, Quality and Continuity
Regulations (ESQCR). This programme has run for a number of years and involved checking and where
necessary correcting the clearances of our overhead lines to the ground and nearby buildings and
structures.

We have made significant improvements in the security of our substation sites in response to increased
break-ins and metal theft incidents. By 2014 we will have improved security at all our major substations
and replaced all our locking systems by 2015. We are implementing a number of innovative solutions,
such as cable marking, which help deter theft and, when it does happen, assist the police in
investigating and securing a conviction. This is already having a positive impact on reducing the number
of incidents we experience.

We have continued to underground overhead lines in National Parks and Areas of Outstanding Natural
Beauty in collaboration with our regional partners and stakeholders who represent these areas. This
programme has been very successful and continues to deliver tangible improvements in visual amenity.

Investing in customer service

2.38

We have focussed on delivering customer service where our customers want it most — a reliable,
efficient network. We recognise that we need to support this with an equivalent standard of customer
communication and interaction.
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2.39

2.40

In early 2012, we created a dedicated customer directorate as the focal point for all our customer
interactions. We supported this by investing £1 million of our funds in a flagship Customer Contact
Centre.

We are building on this technical investment by investing in recruiting, training and developing a
motivated team of customer service agents.

Enabling the development of a competitive connections market

241

2.42

We have led the way in opening up the connections market to new entrants. This provides choice and
price benefits for our customers and contributes to the economic development of our region.

The market for new connections is split into nine different segments. Ofgem has so far agreed that we
have enabled competition in six of these, the highest number of any DNO We have applied to Ofgem to
have the remaining three segments declared competitive and we are confident that all segments will be
competitive by the end of 2014. When this happens, we will be the first DNO to have enabled a fully
competitive connections market.

Driving down costs

2.43

2.44

2.45

2.46

2.47

2.48

2.49

We constantly challenge our costs and have implemented a range of initiatives to reduce them,
including scope and process improvement opportunities.

As a result we have:
e Reduced bespoke design effort and cost by introducing standard designs and solutions

e Standardised work procedures and materials requirements generating procurement, training and
inventory management savings

¢ Implemented new techniques that allow targeted replacement of individual components, allowing us
to reduce costs by working more efficiently and eliminating some consequential work

We have secured significant savings in materials and labour costs through new procurement and
contracting processes.

We mainly contract with regional suppliers, who operate with a lower cost and overhead base. We
develop close commercial, technical and operational ties with these companies to help them understand
our needs and requirements and thereby better design the products and services they provide to us.

We benchmarked ourselves against the competitive asset management market and used this to identify
further improvement opportunities. We have reduced the costs of our support functions and our plans
include further efficiencies that reduce costs by at least 1% year-on-year.

We continue to challenge our support cost base by:

e Identifying the core processes and activities needed to support the efficient delivery of work,
projects and corporate services

e Eliminating handoffs, duplicated effort or abortive work

e Integrating processes to ensure our organisation operates as an efficient whole, rather the sum of
discrete parts

Our efforts to reduce costs have been successful. As a result, we anticipate sharing around £140 million
in DPCRS cost efficiency savings with our customers. We are continuing this cost reduction commitment
in RIIO-ED1, where our delivery costs are expected to be among the lowest in our industry.

Innovating to respond to challenges

2.50

251

The outlook for our industry and the wider energy industry is already changing. We have to adapt to
changes in social, economic and environmental conditions which means we need to find newer, better,
cheaper and faster ways of providing our service. One of our biggest challenges is enabling and
transitioning to a low carbon future.

We are responding to this by:

e Enabling the mitigating actions of others, either in terms of changing electricity generation or
electricity usage
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2.52

2.53

2.54

2.55

2.56

2.57

2.58

2.59

2.60

e Reducing our own carbon footprint
e Adapting our network to withstand the impacts of climate change

Electricity demand is predicted to increase as we respond to the challenges of decarbonisation of heat,
transport and power generation. The technologies which will support this have yet to be widely adopted
but we are leading the way in finding efficient ways to cope with their impact.

Our C,C (Capacity to Customers) project was awarded funding from Ofgem’s Low Carbon Network
Fund (LCNF) in December 2011. The project will trial the use of new technology and innovative
commercial contracts to increase the amount of energy that can be distributed through our existing
network. In April 2013 the first trial customer, Bolton Arena, agreed to a managed contract for an 18-
month trial period.

We are also developing our CLASS (Customer Load Active System Services) project, following an
Ofgem funding award of £9 million in November 2012. CLASS runs from January 2013 until September
2015. Like C,C, CLASS will trial a cutting edge technique to maximise the use of the existing network.
While C,C frees up capacity by reconfiguring the network and using our reserved emergency capacity,
the CLASS trial will reduce demand by reducing voltage.

Our latest LCNF project, Smart Street, will incorporate LV network meshing technologies, active voltage
management and conservation voltage reduction. This project will deliver direct cost reductions for
customers through reduced energy charges, reduced DU0OS charges and higher FiT revenues.

We have reduced our own carbon footprint by 10% since 2010 and are planning further reductions over
the remainder of DPCRS5 and throughout RIIO-ED1. This is underpinned by plans to rationalise and
improve the efficiency of our property estate and transition to an increasingly efficient fleet of vans,
trucks and other vehicles.

The most significant impact of climate change on our network will be from the increased frequency of
extreme weather events, particularly flooding. Between 2010 and 2015 we will install flood protection at
31 major substation sites.

Innovation is not just about big, technology-driven projects. We look to innovate in the way we run our
day-to-day operations through process improvements, organisational considerations and training and
developing our people.

We have developed new and more efficient ways to buy the plant and equipment we need to maintain
and improve our network. We have worked with product developers to design new or better
components, which mean we can complete work quicker with less disruption to our customers’ supplies.
We are deploying new communications tools to improve the way we get information from our field staff
to our Customer Contact Centre to ensure we give our customers accurate and meaningful information
in real time.

We have introduced proactive payment of Guaranteed Standards of Performance (GSoP) payments to
customers on our Priority Services Register and developed new relationships with the British Red Cross
to deliver enhanced support to our vulnerable customers. We have introduced online quotations for
connections customers and have implemented an online fault map which will be supplemented with an
online planned outages schedule in the near future. We are also trialling new ways to provide enhanced
notification of planned outages and restoration times to our customers. Our innovation track record is
enviable and we are committed to maintaining it.

Our challenges

Keeping the lights on

2.61

2.62

Our customers will become even more dependent on electricity and consequently less tolerant of power
cuts. We need to continually improve our network’s reliability to meet their expectations. We have to do
this in the context of an ageing network and increasing sensitivity to prices.

We also have to consider the performance of the network in more extreme circumstances. Recent
events such as the Cumbria floods in 2005 and 2007 and severe storms of Christmas 2013, together
with the impact of service failures in other companies due to extreme one-off situations, has led to an
increased focus on protecting the networks against the effects of rare but potentially significant events.
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2.63

2.64

2.65

2.66

We forecast that growth on our network will continue to be largely driven by demand from customers for
new connections to new buildings. The rate will be driven by a combination of population and economic
growth factors.

Society does not stand still and we need to plan for changes in the social and economic circumstances
in our region.

Figures from the Office of National Statistics predict that the population of our area will increase by 10%
over the next 25 years. Growth will be concentrated in Greater Manchester, which is expected to grow
by 12%, with growth of around 7% in the remainder of our area.

Just over 90% of our customers are domestic, consuming around a third of the electricity used in our
area, so we will have to develop our low voltage network to cope with a larger population, living in a
higher number of households in urban environments.

The low carbon future

2.67

2.68

2.69

2.70

2.711

2.72

The UK Government has committed to reducing carbon dioxide (CO; ) emissions by 80% of their 1990
levels by 2050.

In the energy sector, reductions will be achieved through:

e The introduction of low-carbon generation, much of it locally produced
e Measures to reduce the overall amount of energy used

e More intelligent use of the electricity that is used

e Decarbonisation of heat and transport

Much of the low carbon generation will be small-scale technologies such as wind turbines, biomass or
photovoltaic cells, which will connect directly to our network rather than the transmission network.

The growing popularity of electric or hybrid cars and heat pumps will create additional demands on our
network.

Decarbonisation of heat and transport has the potential to create significant increases in total energy
distributed and in the peak demand for electricity, the timing of which will not necessarily coincide with
local generation.

The UK'’s electricity transmission and distribution networks have been designed on the basis that
electricity flows in one direction, down through the voltage levels. Local generation will introduce
significant levels of flow up the network so the way that the network is designed and managed will need
to change from a passive one-way system to one where we actively manage the flows of power. This
actively managed system is often referred to as a smart grid. Whilst the total smart grid vision may be
some way off, the introduction of smart meters across the UK by 2020 will help us start the transition.

New technology

2.73

2.74

2.75

2.76

We expect the introduction of new technology to accelerate over the next 40 years and this creates
uncertainty in our long-term plans. New consumer products may be popularised in the same way that
mobile phones and other digital devices have, placing greater demand on our network. Conversely new
technologies may be introduced which will make appliances (particularly white goods) co-operate with
distribution networks to reduce demand and help manage peak loads.

In the transport sector, the major initiative to reduce CO, emissions will be the introduction of electric
vehicles. The Department of Energy and Climate Change’s (DECC) pathways projections present a
scenario where vehicles become more efficient and there are breakthroughs in battery technology. This
will drive the introduction of significant numbers of electric and plug-in hybrid electric vehicles, so that by
2050, 60% of mileage will be covered by these vehicles. This will present a major challenge to electricity
networks.

It is estimated that the electricity required to travel 80 miles is equivalent to the daily consumption of an
average house. We will need to increase the capacity of our network to cope with the added demand
from electric vehicles, whilst ensuring that the management of the refuelling electrical load is undertaken
in a smart manner.

As we look to the future we expect that the majority of our network infrastructure will appear largely the
same as it does today. New technology will help us to manage it more effectively through greater use of
real-time data, remote operation and smart solutions.
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Our response —the way forward

2.77 Our plans for the future build on these strengths and will deliver a more reliable, affordable and
sustainable network for our customers. We need to support this with first-class service so we are
committed to delivering industry-leading performance in the way we communicate, interact and inform
our customers about our activities. We want to ensure that every point of contact with customers
delivers a consistent and excellent experience.

2.78 We are also focused on ensuring our plans are driven by the needs and requirements of our
stakeholders now and in the future. Our stakeholder engagement process is robust and embedded in
our business and we will maintain this engagement throughout DPCR5, RIIO-ED1 and beyond.

2.79 We have used the Ofgem Outputs framework to enable the discussion on our priorities with
stakeholders and to articulate our proposals and ideas for the future.

2.80 The framework comprises six Outputs:
e Safety
e Social obligations
¢ Reliability and availability
e  Customer satisfaction
e Connections
e  Environmental impacts
2.81 For each, we constructed a range of costed options that we presented to customers and stakeholders to

identify their priorities and willingness-to-pay (or not) for improvements. From this, we have constructed
an overall plan which balances the needs of our network with stakeholder priorities and affordability.
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3 Process

The process for creating our Well Justified Business Plan consists of three stages.

3.1

3.2

3.3

We used demand forecasting tools and asset performance projections to understand how we need our
network to perform in order to meet the capacity and reliability requirements placed upon it over the long
term.

We assessed a number of options and constraints in order to optimise the plan. We followed some
guiding principles for determining our Outputs and used decision-making tools to help decide the best
approach when a trade-off between stakeholder priorities occurred.

We also considered how new technologies and innovative solutions will challenge our ways of working
and provide new and alternative options for delivering our plan. The outcome from this process is a set
of clear, measurable outputs aligned to our stakeholder priorities supported by a strategy to deliver
them.

Bringing our business together

3.4

3.5

3.6

3.7

Our people work together to deliver a reliable and efficient service for our customers. We carried that
ethos into our business planning process, involving every part of our company in its development. We
created a development plan, which integrated all our different skills, disciplines and organisations and a
governance process, which provided robust feedback, challenge and approval of every aspect of the
plan.

Our approach was simple. Let our experts develop their plans for their specific areas and then bring
them together to refine the parts into a cohesive whole.

None of our teams work in isolation but each team has specific talents, skills and objectives. We
believed it was right to ask them to develop their initial ideas to provide the opening framework for our
plan. We coordinated this through a Business Plan Steering Group.

We coordinated our asset management, engineering planning, innovation and operational teams
through a Network Delivery Steering Group, which allowed us to develop a cohesive investment and
intervention plan that we were confident we could deliver.
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3.8 We created a Finance Steering Group, which combined our Finance and Regulation teams to develop
an efficient and compliant forecast, cost efficiency benchmarking and our financeability strategy.

3.9 The wider plan was co-ordinated by our RIIO Steering Group, chaired by our CEO and comprising
senior representatives from each part of our business. The Steering Group set and directed the overall

strategy for our plan.

3.10

Our Executive Leadership Team (ELT), which comprises the Directors from each part of our business

and is chaired by our CEO, was responsible for deciding final strategy and direction based upon
recommendations from the RIIO Steering Group.

3.11

Finally, overall approval of the business plan rested with our Board.

WJBP business engagement

Business Engagement

Title: RIIO Working Groups:
Stakeholder engagement; Analysis;
Dates: December 2011 - May 2013
Frequency: Monthly

Attendance: All business directorates
were represented

Business Engagement

Title: Investor Workshops

Dates: 2012-2013

Frequency: Quarterly
Attendance: Investor Groups and
ELT. Directors and CEO

Business Engagement

Title: NewsWire magazine
Dates: May/July 2013
Frequency: Monthly
Attendance: All employees

Title: Interactive ELT Roadshows
Dates: 2012

Frequency: Twice yearly
Attendance: All employees

Title: Board Meetings
Dates: Ongoing
Frequency: Quarterly
Attendance: All Directors

Title: Strategic Direction Statement
Briefings

Dates: May/July 2013

Frequency: one off

Attendance: All employees

Title: NewsWire Magazine
Dates: 2011 onwards
Frequency: Bi-monthly
Attendance: All employees

Title: RIIO Steering Group

Dates: June 2011 — ongoing
Frequency: Fortnightly
Attendance: Regulation Director and
team; Finance Director and team;
Network Strategy team: Head of
Communications and stakeholder
team; Procurement team

Title: Summary Business Plan
Dates: July 2013

Frequency: one off
Attendance: All employees

3 - Process
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Business Engagement

Title: Apprentice and Graduate
Workshop Briefings

Dates: 2012 onwards

Frequency: Annually

Attendance: Apprentices, graduates,
and trainees

Business Engagement

Title: ELT RIIO Meeting

Dates: December 2011 May 2013
Frequency: Monthly

Attendance: All ELT Directors and
CEO

Business Engagement

Title: ELT Road shows
Dates: July 2013
Frequency: Bimonthly
Attendance: All employees

Title: RIIO Module in Management
Development Programme

Dates: 2012 onwards

Frequency: Quarterly

Attendance: All developing managers

Title: RIIO Working Groups: Work
Programme and Volumes; Unit Costs;
Delivery Methodology; Financing
Dates: December 2011 - May 2013
Frequency: Monthly

Attendance: All business directorates
were represented

Title: Summary document on
employee intranet (The Volt)
Dates: July 2013
Frequency: ongoing
Attendance: All employees

Needs and requirements

Engagement and review

3.12

Our business plan is developed around the needs of our stakeholders. We have engaged in extensive

consultation to understand their expectations of the services we deliver.

3.13

We need to remember that our network has been around for a long time and the maintenance and

performance requirements of our existing poles, lines, transformers and other assets dictate a
substantial part of our RIIO-ED1 plan.

Stakeholders’ needs

views to enable us to identify their key priorities for our plan.

3.14

people throughout the North West.
3.15
3 - Process

We serve 2.4 million customers throughout the region; however, what we do affects more than 5 million

Our engagement approach (see Annex 1) has been to ensure that we listen to all our stakeholders’
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3.16

3.17

Our stakeholders want:

e Reliability in our network

o Affordability in the services we deliver

e  Sustainability for the environment and communities we impact
e  Customer Service excellence

These priorities are not always complementary to one another. Clearly explaining where we can (and in
some cases cannot) meet their needs is a very important part of our stakeholder process.

Identifying our stakeholders

3.18

3.19

3.20

Our description of our 2012-13 stakeholder engagement programme for the reporting year ended 31
March 2013 has been independently assured by Deloitte LLP in accordance with the International
Standard on Assurance Engagement 3000 (ISAE 3000 — a standard that has been designed by the
International Auditing And Standards Board (IAASB) to assure non-financial data).

Our approach is detailed in Sub-annex Al: Stakeholder engagement strategy (from entry to Ofgem’s
2013 Stakeholder Engagement incentive scheme) of Annex 1: Stakeholder methodology and
responses. In this we describe how we have developed our stakeholder engagement programme
applying the three principles of the AccountAbility AA1000 Principles Standard, inclusivity, materiality
and responsiveness.

We serve a diverse population whose needs and priorities differ. We used a robust methodology to
identify our different stakeholder groups and to analyse the level of influence they have on our plan. As
a result, we developed a structured stakeholder grouping, influence and engagement model.

Engaging with our stakeholders

3.21

3.22

Our engagement process has been running for many years. We learned from our early experiences that
we needed a way to efficiently co-ordinate and filter views, communications and feedback. In 2012 we
launched our ‘Switched On: North West’ campaign to complement our business-as-usual engagement
and focus on RIIO-ED1.

A key part of the campaign was the ‘Switched On: North West’ website, and much of our engagement
activity directed stakeholders to this hub. The website was structured around some key areas:
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‘Why act now?’

3.23

This section was used to educate and inform stakeholders about the future challenges we face. We
created a range of short films to explain them and requested stakeholders to give their views and
opinions. We recognised that clear communication in this area was essential if we were to get
meaningful and valuable feedback. We also recognised the importance of engaging with school children
and young people as they will be the bill payers and opinion formers of the future.

‘Have your say’

3.24

This section gave stakeholders the opportunity to complete an on-line survey. We developed a range of
surveys, which were tailored to individual stakeholder groups to ensure they were as meaningful as
possible. These on-line surveys ran alongside our external activities such as the school, shopping
centre and railway station roadshows.

‘Your influence so far’

3.25

3.26

3.27

This section captured and collated stakeholder views and fed back how we had interpreted them. We
published “What our stakeholders say” in July 2012 and our “Strategic Direction Statement” in March
2013 to provide formal feedback on how their views were influencing our plan. These publications also
asked for further feedback confirming that our interpretation and plan proposals were consistent with
their opinions.

Through this campaign we conducted the following:

e 7305 North West customers surveyed for membership of Engaged Consumer Panel

e 2272 members of the Engaged Consumer Panel surveyed

e 2059 nationally representative customers surveyed

e 430 face-to-face interviews at five public roadshows

e 102 key stakeholders engaged at six regional workshops

e 27 MPs attended events, 21 MPs returned surveys

e 108 Parish Councils engaged

e Internal and external stakeholder panels established

Our approach to stakeholder engagement uses an internationally-recognised best practice developed by

AccountAbility. This approach follows a robust and comprehensive engagement process and applies
defined principles.
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Group Stakeholder Group ‘ Stakeholder

Domestic customers Other regional utilities
Business customers Construction developers
Industrial/major users Small scale generation developers
Local authorities/highways ° Emergency services
National Grid Network Rail
Network operators Other suppliers (minor)

A Large scale generation operators Industry code panels
Landowners : UK Revenue Protection Agency
Employees Local, regional, national and trade media
Investors Credit rating agencies
Suppliers (electricity) National Energy Action
Major suppliers (eg major contractors) F Consumer Futures
Independent Connections Providers Carbon Trust
National Government Major Energy Users Association
Ombudsman Energy UK (suppliers)

B Energy Networks Association (ENA) Schools
British Red Cross Environmental charities
Business in the Community © Web users

C Lobby groups Social media users
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3.28

3.29

Stakeholder engagement is fully embedded in our day-to-day business and we are committed to
continuing it now, through RIIO-ED1 and in the long term.

We developed and refined our stakeholder strategy by working with:

e  Weber Shandwick who supported us with stakeholder identification and initial engagement

e  Populus who undertook market research to understand what people think about our business
e 3G communications who helped with detailed stakeholder engagement and feedback

e  AccountAbility who provided advice on standards, governance, approach and assurance

Engaged Consumer Panel

3.30

3.31

3.32

3.33

3.34

3.35

Stakeholder engagement informed us that only a third of adults in our region had heard of Electricity
North West and only about one in eight adults knew what we do.

We worked with Populus to develop a process to educate specific groups of customers about our role
within the electricity industry and the challenges that we face. We were then able to ask these engaged
customers questions relating to our operations and plans, to which they were able to express informed
responses.

We have used engaged customers’ views, behaviours and attitudes as the best possible representation
of the views that all customers would hold if they knew more about us.

In addition to the formal engaged panels, we have made questions from the panels available to all of our
stakeholders on our engagement website: www.enwl.co.uk/switchedon.

Our willingness-to-pay questionnaire was developed to create an online survey that allowed
stakeholders to modify their own ‘bill’ based on a range of costed options covering all Output categories.

This powerful tool, adapted for use on our ‘Switched On: North West' website, enabled a wide range of
stakeholders to participate and express their views.
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Reporting and feedback

3.36 We looked at all our engagement outputs, identified how our plan needed to accommodate them and
communicated our proposals back to stakeholders.

3.37 We produced a number of reports to communicate to our stakeholders how we are responding to their
requirements.

3.38 The three most significant are:
e  What our stakeholders say (2012)
e How our stakeholders are influencing our business plans (2012)

e  Strategic direction statement (2013)

Our stakeholder priorities

3.39 Our stakeholders have told us that we should prioritise our business plan around three themes:
e Reliability
e  Affordability

e  Sustainability

3.40 They also want us to deliver exceptional Customer Service. We have created a stakeholder priorities
framework to guide the development of our plans and focus on setting measurable outputs for these
priorities, at the heart of which is a dedication to delivering customer service excellence. This framework
is referenced throughout our plan.

Reliability

3.41 This is the level of performance delivered by the network. It is measured in terms of the frequency and
duration over which a customer’s electricity supply is disrupted.

3.42 Our stakeholders require us to:

e Focus on providing a constant safe supply of electricity — keeping the lights on and responding
quickly when they go out

e Improve our 99.99% reliability score whilst managing the trade-off with affordability

e Continue investing in network reinforcement and capacity increases to encourage future economic
growth in the region

“A proactive approach to potential problems is preferable to a reactive approach. Facilities should be
robust and safe from damage from weather or crime.”

Quote by: ClIr Liz Gaskell, Askam and Ireleth Parish Council, Cumbria

Affordability

3.43 This is the price customers pay for our service. We will provide an affordable, value-for-money service
for all the people in the communities we serve. Our stakeholders require us to:
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e Invest in supporting vulnerable groups through the provision of priority services. For many
stakeholders their willingness-to-pay increased where the additional cost would be used to fund
initiatives for vulnerable customers

e Help address the issue of fuel poverty in the region

e Provide extra support for electricity-only households

Sustainability

3.44 This is the provision of our services in the long term. Our stakeholders require us to:
e Manage our network in a way which balances current and future services and investment
e Help individuals and businesses save energy and reduce their carbon footprint

e Provide a network that will facilitate the connection of low carbon technology such as electric cars
and heat pumps

e Respond to issues of climate change, through effective management of the network, use of
renewable generation, smart meters and smart grids

Customer Service

3.45 This is meeting our customers’ expectations when they interact with us. Our stakeholders require us to:
e Give accurate and timely information whenever they contact us
e Be an easy organisation to do business with

e Manage our connection costs down and offer flexibility in commercial arrangements and types of
service

Discounting suggestions

3.46 In some cases we have listened to stakeholder suggestions, but after due consideration we have
chosen not to implement them or alternatively have deferred implementation to a later date. The
reasons for not progressing with a suggestion were explained to the stakeholders and were primarily
due to issues of affordability, technical capability or practicality. Examples include:

“We should target achieving 100% reliability on our network”

3.47 Whilst our network is very reliable we know that the cost to achieve 100% network reliability would be
prohibitive. Our aim to improve our customer interruptions and customer minutes lost scores by a further
20% will improve our reliability to frontier levels without passing on unacceptable costs to our customers.
Stakeholder suggestion:

“Customers should be charged different amounts depending on the number of faults they have
experienced”

3.48 Given that compensation is currently available through Guaranteed Standards of Performance it would
not be appropriate to start charging customers differing amounts. Instead, we are investing to reduce the
number of worst served customers. Stakeholder suggestion:

“We should provide generators for all our vulnerable customers”

3.49 Around 10% of our customers are “vulnerable” and providing this entire group with generators would be
unaffordable. Our focus on improving reliability and restoration times will reduce the number and
duration of supply interruptions for all our customers. We are working with the British Red Cross to
deliver enhanced support to our vulnerable customers when they most need it. Stakeholder suggestion:

“We should underground all our cables”

3.50 The ability to underground all our cables is constrained by affordability and geographical limitations. We
have collaborated extensively with stakeholders in rural areas and in particular, National Parks and
Areas of Outstanding Natural Beauty, to identify how best to target our investment in undergrounding.
We are more engaged than any other DNO in undergrounding cables.
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Additional stakeholder engagement for resubmission of Business Plan

3.51

3.52

3.53

3.54

3.55

3.56

Following the submission of our plan to Ofgem in July 2013 and the subsequent feedback we received,
our plans have been reviewed and resubmitted.

There were three aspects of our resubmission that we sought further stakeholder input on, to ensure
that we are making the right decisions for stakeholders.

e Changes to our original submission
e New proposals
e Further formal input and support of original plans

Using channels we established during engagement for the original submission we were able to go
straight to engaged and informed stakeholders for input on the resubmission.

We held an extraordinary External Stakeholder Panel meeting in January 2014 and also held an extra
Engaged Consumer Panel survey and workshop.

These engagement activities focused on four key aspects of our plan that we felt needed further input
from stakeholders, and details in the plan. They were:

e Connections

e  Vulnerable customers
e  Storm compensation
e  Electricity theft

For further information on stakeholder feedback and how this has influenced our plans, see Appendix 1:
Stakeholder Methodology and Responses.

Network requirements

3.57

3.58

Our network is a complex system of poles, wires, pylons, switches, transformers and an IT and telecoms
infrastructure which helps us operate and control it. We have to balance our decisions to replace, repair
or refurbish parts of the network with our stakeholders’ requirements for reliable, affordable and
sustainable service. Understanding the condition, capacity and capability of our entire network is
essential in doing this.

We also have to comply with all applicable health and safety standards and legal requirements. Safety is
our number one priority, and we must ensure the safety of our employees and the general public in
everything we do.
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Asset Management approach

3.59

3.60

3.61

We have an obligation to exercise proper stewardship of the assets that we own, ensuring that they
remain safe and operable now and well into the future. We use best practice asset management
processes to do this.

We identify the appropriate type of intervention and the right time to do it. We could spend more on
assets early in their lives and this would increase reliability but would cost our customers more.
Investing less and replacing assets only when they fail may save money in the short term but would
result in an unreliable network and higher costs in the long term. We balance the competing factors of
reliability and affordability using whole life costs and a risk-based approach to identify the optimum time
to replace, renew, refurbish or retire our assets.

Our asset management practices have achieved BSI PAS-55:2008 certification and are continuously
benchmarked against other DNOs and asset intensive industries.

Asset Information

3.62

3.63

We gather and analyse information on the condition of our assets. We routinely capture detailed data
including the type, location, environmental conditions, age and operational attributes in addition to a
condition assessment. This is captured from on-site inspections or automatically from control systems
and is then collated and updated in our asset registers. We conduct regular sample audits to check data
accuracy.

We monitor the loading of the high voltage network to identify growth in demand at local ‘hotspots’
around the system. This helps us determine whether our network can sustain current and future demand
or whether further investment in network capacity is required.

Condition Based Risk Management

3.64

3.65

3.66

We have developed an industry-leading process of Condition Based Risk Management (CBRM) as part
of our asset management practices.

CBRM combines engineering knowledge, practical experience and asset condition information to help
us predict future asset performance and risk of failure. CBRM has been widely adopted by other DNOs
(see Annex 2).

Our CBRM process produces for each asset:

e A Health Index (HI); this measures the current condition of our assets and provides an indication of
their residual life and probability of failure

e A prediction of how these performance measures will change over time so that we can proactively
plan the correct interventions
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3.67 We have enhanced our CBRM systems to include an assessment of the consequence of failure of any
specific asset. This assessment uses the same parameters as our Cost Benefit Analysis (CBA) (see
Annex 3) modelling so that decisions are consistent and based on long-term value for money.

3.68 CBRM outputs are used by our asset managers who are experienced in identifying assets at risk and
intervention options (eg special maintenance programmes or replacement of a group of assets). The
options are modelled and assessed to determine the optimum balance between value, performance and
long-term network health. These outputs are then incorporated within a comprehensive integrated asset
management plan that details the best course of action for our network over time.

Demand forecasting

3.69 We have considered how future economic growth in our region may affect network requirements over
time. We have worked with Cambridge Economic Policy Associates (CEPA) since 2010 to develop a
robust demand forecasting methodology to understand and manage these changes (see Annex 4).

The output of our electricity demand forecasts study is shown below. We see falling demand in the
green scenarios, while in the stalled economy and central case scenarios demand is flat through to
2030. Only in the strong growth scenario do we see constantly rising demand, although it does not
return to 2008 levels until well into the 2020s.

Economic Growth

Central

Nothing but green Green recovery

Stalled economy Central case

Energy Efficiency

Strong growth
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3.70 We believe the central case is the most likely scenario. This is based upon an expectation that the non-
domestic sector will show low levels of economic growth and there will be limited increases in household
incomes.

3.71 The other scenarios around the central case have helped us to plan for the likely uncertainties that may
impact our plan, particularly the demand for connections and impact of low carbon technologies (LCT).

3.72 The pace of transition to the low carbon economy will affect electricity demand growth during RIIO-ED1.
The Department of Energy and Climate Change (DECC) has set out four strategic planning scenarios
that lead to the delivery of the UK'’s long-term emissions reduction targets. These are:

Demand side

DECC scenario Heat pump Electric vehicle response take-up
Low (4) Low Low None
Medium (1) High Medium None
Medium (2) High Medium Medium
High (3a) High High None

3.73 Government incentives, such as the Domestic Renewable Heat Incentive, will stimulate some demand
for LCT, however, the pace of adoption is uncertain. We have concluded that the DECC Low scenario is
a prudent and realistic assumption for our business plan. This is based on our assessment of economic
growth projections and uncertainty over future Government stimulus measures. We recognise that the
future can change and our plan includes specific provisions to deal with these changes.

3.74 The number of new connections made by us, Independent Connections Providers (ICPs) and
Independent Distribution Network Operators (IDNOs) will further affect demand on our network. Recent
high levels of unmetered connections will tail off as a number of large PFI contracts come to a close and
we expect a relatively flat demand for connections throughout RIIO-ED1.
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Options and decision-making

3.75 These are our Outputs. Secondly we decide how we are going to deliver these Outputs, these are our
interventions. Deciding what our Outputs should be means balancing sometimes conflicting stakeholder
priorities, such as affordability and reliability. We follow a set of guiding principles when determining our
outputs:

e We are primarily driven by what our stakeholders have told us they want. There is a continuing
requirement for the service we provide using the assets we maintain — the needs of the network
therefore determine a large proportion of what we do

e We seek the best long-term value for customers. This is not necessarily the lowest cost option in
the short term, or lowest overall cost if there are additional benefits from doing something else (eg
carbon reductions from low-loss equipment)

e  We continuously benchmark ourselves against our industry and other sectors to make sure we are
delivering efficiently (see Annex 5)
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3.76 Our stakeholders generally understood and supported our need to take the right combination of
decisions and trade-offs to deliver their priorities. We found that;

There is no significant trade-off between customer service and the other priority areas. Excellent
customer service is our stakeholders’ minimum expectation.

Our network is extremely reliable; however, we are committed to making it even more reliable
through RIIO-ED1. We know that many of our stakeholders want 100% reliability but the cost is
prohibitive and would be unacceptable if passed on to our customers. Our business plan will deliver
an exceptional level of reliability without burdening current and future customers with
disproportionate costs

Securing a safe, reliable network capable of supporting the connection of low carbon technology
and growing demand requires significant investment in reinforcement. As the pace of uptake of
these new solutions is uncertain, we have to balance the risk of overspending on reinforcement that
may not be required with the risk of spending too little now and reinforcing our network at a greater
cost in the future. Our stakeholders have told us that they support the move to a low carbon future
however they are not willing to underwrite an unlimited cost. Our business plan is based upon a
steady, affordable migration to low carbon solutions

Trade-offs between reliability and sustainability are limited as in most cases the investments made
to facilitate the connection of low carbon technologies to our network will increase reliability

Options and constraints

3.77 Having established our stakeholder priorities and the needs of the network we then develop our plan
based upon what will be possible to deliver without unreasonable cost being passed to the customer.

3.78 The decisions we make apply mainly to the selection of interventions on our network assets. These
interventions include replacement, renewal, refurbishment or retirement. We consider the following
options when developing our intervention plan:

Do nothing
Do more or less

Do different

Innovation

3.79 We look to innovation to help us deliver a better service at a lower cost. We follow a governance
process to manage the identification, assessment, quantification and implementation of innovative
solutions; both our own good ideas and those we see being used elsewhere. Our process ensures that
we maximise the benefit of innovation funding from Ofgem and develop projects which will have tangible
results in improving cost and service efficiency.
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Uncertainty and risk

3.80 We assess the impact of future uncertainty to help inform our decision-making.

3.81 We consider uncertainty relating to various economic, social, technological and environmental factors
and we take these into account when selecting our preferred options. We use our extensive network of
academic and industry partners and Government and regulatory relationships to help develop the best

possible information about the future and build flexibility into our plan and budget to accommodate
deviations.

3.82 We also carry out risk assessments when deciding between alternative intervention options. We
evaluate the impact of each option in terms of the risk to network performance and the future costs
associated with managing it. This may lead us to choose an option that is not the cheapest but which
may be justified if it keeps overall network risk within reasonable limits.
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Decision-making

3.83

3.84

3.85

We make investment decisions based upon a holistic view of the outcome for our stakeholders and the
network.

We use CBA to compare options based on their impact on benefits over the long term and to identify the
best value option. We have used CBA predominantly in the following areas:

e To check our asset replacement proposals against increased or reduced options

e To test refurbishment and replacement options against each other

e To test the benefits of additional network capacity or capability

We apply our CBA methodology above to a defined expenditure threshold. For options that fall below
this threshold we apply our established engineering standards and practices to determine the
appropriate solution. We have defined a common set of financial and non-financial factors to ensure
consistency across our CBA assessments (see Annex 3). These include:

e Direct costs incurred

e Safety

e  Environment

e  Customer Service
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Outcomes

3.86

The outcomes from this section are reflected in Section 4 (Outputs) and Section 5 (Expenditure).

Our delivery model

3.87

3.88

3.89

3.90

3.91

3.92

Our Direct Labour Organisation (DLO) focuses on delivering our core service of managing and
maintaining the network and we use our contracted partners to deliver project work such as civil
construction. We do this to ensure that we retain the right base of skills and experience in our core
business and give ourselves flexibility to deal with less predictable or more discreet projects.

We use framework contractors for the delivery of basic works such as excavation and cable laying,
overhead lines and plant installation. These contracts have been established through formal market
testing to allow for an element of flexibility to deliver additional or a different mix of work if required.

For major projects we appoint contracted project managers, following a competitive tender process. This
allows us to increase or decrease resources according to specific project requirements.

Our supply chain specialists negotiate competitive agreements by market testing with plant, materials
and equipment providers. We also seek out, encourage and reward supplier innovation. As standard
practice we place two contracts for all key plant elements ensuring we have an alternative supplier
should the principal supplier encounter delivery issues. This allows volumes to be flexed upwards
should quantity needs increase beyond a supplier’'s capacity and reduces frequency of customer
interruptions (see Annex 6).

This delivery model gives us flexibility in terms of capability and capacity. It allows us to effectively utilise
our delivery teams to cope with demand variations that are out of our control such as weather events,
economic changes, Government policy decisions and changes in the construction environment (see
Annex 7).

We have tested all four DECC scenarios (see Annex 8) to understand the cost and resource
implications and explored a variety of procurement options should these changes occur. From our
models we are confident that we could cover the additional spend and resource variations associated
with changing scenarios with no detriment to any other area of our programme.

Workforce renewal

3.93

We receive a specific workforce renewal (WFR) allowance to recruit, train and upskill new and existing
staff in order to replace the 40% or so of our craft, engineering and technical workforce who are eligible
to retire within the next 15 years.
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3.94

We have invested in a new training academy in Blackburn to provide the capability and capacity to in-

source many of the technical and personal skills courses currently delivered by external providers.
Enhanced training methods will allow us to reduce training programme length but deliver the same high
quality at a reduced cost. This will reduce average annual training costs by £1 million during RIIO-ED1.

Managing risk

3.95

We operate an assured risk management system to manage and mitigate any risks that may impact

upon the successful delivery of the business plan. The risk management system has been externally
validated during 2012 as being in accordance with ISO 31000 Risk Management - principles and
guidelines by SGS UK Ltd.

3.96

Our risk management system includes a policy statement and a risk management strategy to support

continual improvement. We have clearly defined roles and responsibilities to ensure effective ownership
and delivery of risk management, and all operational and non-operational risks are managed on a single
corporate risk register. The corporate register is underpinned by local risk registers in various areas of
the business. Risks on the corporate register are designated to a member of the Executive Leadership
Team, who has overall responsibility for managing that risk.

Factor ‘

Electricity demand

Base Case

Modest economic growth
through RIIO-ED1

Alternative

Economically-driven
demand increases would
require additional
reinforcement and
connections activity.
Lower growth than
forecast would have no
material impact on our
plan

Mitigation

Continued demand
forecasting with CEPA,
incorporating national
economic scenarios and
moderating for the
specific conditions in the
North West.

Sufficient flexibility in
operational delivery plan

Low carbon technologies

DECC Low

DECC Medium most likely
variant. DECC High
unlikely in the absence of
significant incentives or
breakthrough
technologies

Sufficient flexibility in
operational delivery plan
to accommodate DECC
Medium scenario

Smart meters

Implementation complete
by 2020. Cut-out
replacement rate of 2%

Delayed implementation,
however not beyond the
end of RIIO-ED1. Cut-out
rate could range from 2%
to 7%

Continued participation in
Smart Grid Forum and
other industry bodies.
Continued liaison with
electricity suppliers to
understand plans and
timing

Cumbria nuclear power
station

Construction will
commence during RIIO-
ED1

Construction significantly
delayed

Financial implications
subject to Ofgem
Uncertainty Mechanism.
No detrimental impact on
business plan
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4 Outputs

Introduction

The O in RIIO stands for Outputs. Very simply, Outputs are the products and
services we will deliver for customers and stakeholders.

4.1

4.2

4.3

4.4

4.5

Outputs cover the whole range of impacts that we have as a network operator and are specified in the
following areas:

e Safety

e Social obligations

¢ Reliability and availability
e  Customer satisfaction

e Connections

e  Environmental impact

In this section, we set out our range of measures and targets which we are committing to deliver in RIIO-
ED1. These have been informed and shaped by stakeholder feedback and our need to meet all the
obligations on us as a business.

Some of these are related to clear service measures (eg power cuts or customer satisfaction), whereas
others are designed to ensure overall network risk management, the prevention of unwanted events or
some form of secondary effect. In these areas (eg flood protection, undergrounding), the measure is
based on the activity we plan to undertake to achieve the ultimate (but difficult to measure) benefit (eg
improvement in visual amenity).

Our Outputs are the leading measures we will use in managing our business and demonstrating
successful delivery. We believe transparency of our performance targets is fundamental to our on-going,
productive engagement with customers and stakeholders. In particular it will help us ensure we have
appropriate support for areas where the future is not yet certain, such as balancing our response to the
pace of transition to the low carbon economy and the impact this could have on future customer prices.

The following sections detail our proposals and describe why we believe they offer the right balance
between the needs of the network, our customers and our stakeholders. In developing our Outputs, we
have taken account of the benefits offered by data and technology advances and the opportunities they
provide to improve our understanding of network performance and customer interaction. We believe an
integrated approach to network and customer data will allow us to offer enhanced, and in some cases
tailored, services. We have therefore included a brief summary of our data strategy to provide some
context of the enabling investment in technology, people and processes which underpins our Outputs
programme.

Data strategy

RIIO-ED1 brings a number of social, technical and economic challenges to our
industry.

4.6

4.7

To meet them, we need to understand what information is going to be available to us, how to integrate it
and how to use it to deliver outstanding performance and value for all our customers and stakeholders.

Our network data and the systems which process it are comprehensive. We have industry-leading asset
performance and condition data which allows us to develop and deliver efficient investment and repair
programmes. We have extensive automated monitoring and control technology applied across our high
voltage network which allows us to identify and fix, or minimise the impact of, faults very quickly. This
condition and performance data is supported by control and location systems which allow us to deliver
network reliability performance in excess of 99.99%.

4 - Outputs Page 53



4.8

4.9

4.10

4.11

4.12

4.13

We have a number of sources of customer data which, although helpful, do not yet offer us the
functionality to understand and engage with our customers as fully as we would like. We want to
understand and perform for our customers as well as we do our network. This means making the most
of the information currently available to us and looking forward to how that will be enhanced by future
developments, both in our company and across our industry as a whole.

The introduction of smart meters, which will be rolled out from the beginning of 2015, will help us bridge
a major gap in our customer information. In the longer term (towards the end of RIIO-ED1 and
throughout RIIO-ED2) we see significant potential to improve customer service through enhancing:

e  Customer communication and interaction
. Connections

° Network performance monitoring

. Demand side response

. Management of power outages

. Losses

Smart meter data on its own is only part of the answer. It will certainly help us better understand our
customers’ relationships with our network but we need to do more to understand our customers’ wider
relationships with our business.

In November 2012, we launched our flagship Customer Contact Centre, the result of a £1 million
investment by us. As part of our continued commitment to put customers at the heart of our business,
we will invest a further £2 million of our funds in a comprehensive Customer Relationship Management
(CRM) system. This will be the hub through which we manage all interaction and communication with
our customers.

Our vision is to bring together customer consumption, connection, location and circumstance information
to deliver the most comprehensive service and support in our industry. We will integrate information
flows from our field operations to the CRM to allow us to provide fast, accurate details on power outages
and restoration times. This will address one of our customers’ biggest concerns and allow them to
understand why their power has gone off and when it will be restored, using either traditional voice
contact or self-service via our website, mobile app or social media feeds.

The diagram below shows our conceptual data and systems integration plan to achieve this.
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4.14

4.15

4.16

4.17

In the early stages, we will develop functionality which allows us to enhance our Priority Services
Register (PSR) information, extending this to cover the wider range of vulnerable customers who may
not meet the PSR criteria but who nevertheless require extra support and assistance from us.

We will be able to offer streamlined and more cost-efficient connections services through a better
understanding of network capacity at both high and low voltage levels. We see this as being vital to
supporting low carbon technology uptake and our strategy to support distributed generation
connections, particularly towards the end of RIIO-ED1 and beyond.

Integration with other companies’ and agencies’ systems, to the extent practicable and allowed under
the Data Protection Act, will provide a platform to develop multi-agency support and assistance
programmes. Our conceptual data and systems integration plan is shown below.

We think this is an exciting time for our industry. There are many challenges to overcome however we
are fully committed to setting a new service benchmark and investing in the people, processes and
technology to deliver it.

Safety

4.18

4.19

4.20

4.21

4.22

4.23

4.24

We do not compromise on safety. It is embedded in our company’s culture and values and is our
number one priority for our people, contractors, customers and all who may come into contact with our
network.

This value means much more than meeting our legal obligations; we are dedicated to achieving the
highest standards of health and safety for all our customers, employees and contractors. Our objective
is not only to protect people and the environment but also to contribute positively to improving overall
health and wellbeing.

Our aim is to minimise the risk of unwanted events occurring through a mix of education, awareness,
training and investment in the network where appropriate.

We work to a zero harm health and safety strategy. We will continue this strategy during the remainder
of DPCRS5 and throughout RIIO-ED1. Our strategy supports and aligns with the national strategies set
out by the Health and Safety Executive and the Energy Networks Association and is underpinned by our
health and safety management system, which is certified to the OHSAS 18001 standard. We
demonstrate health and safety leadership at every level of within the business. Our overall strategy and
performance against it is set and monitored at board level by a Health and Safety Committee.

Our commitment to safety has yielded demonstrable improvements in performance. This is measured
through the rate at which accidents occur, which has continued to show a steady decline over the last
five years.

Our prime safety output measure is compliance with all applicable legislation. There is no financial
incentive attached to this in RIIO-ED1 and we think that is right. We take our responsibilities very
seriously and believe we should go beyond simple compliance.

There are a number of investment programmes which are aimed at reducing specific safety risks on our
network in RIIO-ED1.

Our output proposals for RIIO-ED1

Category Objective Measurement Target Date

1 Safety Site security Number of sites with 800 2023
additional measures
installed

2 Safety Safe climbing Number of pylons with 1,600 2023
latchway installed

3 Safety Asbestos management Number of substations 9,073 2023
remediated
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Stakeholder feedback

Stakeholders think safety should be one of our top priorities.

4.25 As well as operating a safe network, they would like us to address issues such as metal theft and
asbestos. They also told us that we should do more to promote safety awareness to the young people in
our community.

Output proposals

We will continue to comply with all regulatory and legislative requirements. We
will maintain and enhance our safety programmes and deliver a number of
specific health and safety investments through our programme of risk control
measures as detailed below.

Site security

4.26 Like most network operators, we have seen increases in break-ins and theft from our sites over the last
few years. Metal theft and vandalism pose specific risks to our customers and our workforce and we
have taken major steps to improve security during the current price control. It would be prohibitively
expensive and impractical to protect our entire network, given that it is spread over an area of 12,500
square kilometres. We will therefore build upon our current programme which allows us to protect as
many circuits and customers as possible whilst maintaining a balance with cost and our ability to deliver.

4.27 We believe this is best achieved by protecting our major substations and overhead lines through a mix
of measures including;

e Improved fencing
e CCTV installation
e Watermarking
e Asset tagging

4.28 We will also replace all locking systems at our sites with modern electro mechanical systems. We have
developed innovative ways of marking our assets, cables and earth tapes and we are conducting trials
with Lancashire Constabulary. These have led to a number of successful prosecutions because of the
conclusive evidence our marking systems provide. We will continue this programme during RIIO-ED1.

Safe climbing

4.29 Our tallest structures are the pylons (steel towers) which support our 132kV lines. They stand around 27
metres tall — the equivalent of six double-decker buses stacked one on top of the other.

4.30 Our people work on these towers all year round in all weather conditions. We are installing specialist
fixings called latchway systems which allow our people to secure themselves to the tower structure
during climbing and when working at height. We have already commenced this work and by the start of
RIIO-ED1 1,600 towers will remain to be addressed. We will complete work on these remaining 1,600 by
2023.

431 Where appropriate, we will install these systems as the first phase of any planned tower work. This
means we get the most efficient installation cost and our people benefit from the reduction in safety risks
whilst carrying out the additional tower work.

Asbestos management

4.32 The majority of our network assets were installed in the 20-year period between 1949 and 1969. At that
time the dangers of asbestos were not understood and this material was used widely in substation
construction and insulation. We are progressively removing asbestos from substations, or making it
safe, and will continue this programme through RIIO-ED1. We will remove or make safe the asbestos at
6,080 indoor and 2,652 outdoor distribution substations and 341 of our major substation sites.

Training and education

4.33 We will continue to invest in training our people to ensure compliance, competence and awareness in all
areas of health and safety, including leadership and behavioural safety programmes.
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4.34 We are committed to promoting customer awareness of the potential safety risks associated with
contact with the electricity distribution system and how customers can avoid danger.

4.35 We will continue to identify potential risks and any incident trends that indicate increased risk due to
changes in customer activities. Where necessary we will develop and implement appropriate
communications to increase customer awareness of risk and precautions (see Annex 10).

4.36 The types of communication methods we will use will include:
e Information available on our website
e Attendance and presentation at relevant events
e Running specific public safety events

e One-day events at schools through our Bright Sparks programme

Investment

4.37 We plan to spend £40 million in RIIO-ED1 to ensure our network is safe and continues to comply with all
applicable legislation. This is an increase of around 79% on our current levels, which is driven primarily
by the rise in site security investment in response to metal theft and malicious damage incidents.

Social obligations

This Output is designed to help us play our full part in assisting those
customers who are in vulnerable situations or circumstances.

4.38 We will use the British Standard definition of a vulnerable customer to provide clear and consistent
guidelines for our people to work to. This definition was originally applied to financial services, however,
we think its broad intention ‘to protect consumers who are put at a disadvantage in terms of accessing
or using a service, or in seeking redress’ provides a good overarching principle for our approach.

4.39 The Output is focussed on the role we can play in developing partnerships and working relationships
with companies, charities, local and national government agencies and others in the North West to
deliver enhanced advice, support and service to our vulnerable customers. Our social strategy also
includes improved customer data management, enhanced network resilience to protect high
concentrations of vulnerable customers and advising on energy efficiency.

One of the main considerations for stakeholders in assessing the value of an
investment decision is the extent to which it protects or assists vulnerable
groups. Our stakeholders universally supported funding priority services for
vulnerable groups.

4.40 Engaged Consumer Panel participants were asked to consider their willingness to pay for various
investment options without knowing the cost implications and subsequently with the cost implications
disclosed. In most cases, willingness to pay decreased once the cost was known.

441 For a small number of decisions, however, willingness to pay increased once cost was considered and
these included enhanced services to electricity-only customers and priority service for vulnerable
people. Our stakeholders recognised that the relatively low cost of these measures delivered a
significant benefit for vulnerable people. They considered these investments to be socially worthwhile
and to offer good value-for-money. This view was ratified by the results of our national consumer survey
run by Populus which indicated that customers in the North West were willing to pay more for these
services.

Track record

We are determined to play our full role as aresponsible organisation.

4.42 We have an active and comprehensive Corporate Social Responsibility (CSR) programme which allows
us to apply our resources to deliver a positive impact on the communities we serve in the North West.
Our programme is fully supported by our shareholders, who are committed to Environmental and Social
Governance (ESG) as part of their overall investment strategies.
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4.43 We are working with Business in the Community (BITC) and using their approach to develop an
effective CSR strategy, tailored for the needs of customers and communities in the North West. As a
national charity dedicated to transforming business and communities, BITC can objectively assess our
approach based on best practice not just in our industry, but in all industries. They provide robust
feedback and guidance on our CSR initiatives which allows us to maximise the positive impact they

have.

4.44 We report annually on our progress and participate in the BITC Corporate Responsibility index. We
entered the index for the first time in 2012, achieving a score of 54%. This gives us a useful benchmark
from which to develop our CSR programme. We are fully committed to achieving gold status — where we
have to score more than 90% — within the next five years.

Our Output proposals for RIIO-ED1

Our social obligations commitments for RIIO-ED1 are, we believe, the most
progressive in our industry.

‘ Category Objective Measurement Target Date
4 | Social Responsible organisation | BTIC Index Gold 2018
5 Social Enhanced PSR service Up-to-date and accurate Contacting PSR Ongoing
information customers every
two years
6 Social Better targeted services Ongoing Ongoing
using data that will enhancements
become available over the | identified through
course of ED1 stakeholder
engagement
7 Social Improve services for_ Enhanced training for all Improved Ongoing
vulnerable and Priority . - . e
- . customer-facing front-line identification of and
Service register .
customers people advice to vulnerable
customers
8 | Social Welfare package support Deliver services Ongoing
and temporary power during planned or
supplies unplanned power
interruptions
9 Social Resilient supplies to Upgrade network reliability | Complete network 2017
vulnerable locations for 56 Hospitals and 87 automation
distribution substations investment
10 | Social Mitigate fuel poverty Reduce average RIIO-ED1 | 16% 2015-2023
prices compared to
DPCR5

Priority services

4.45 We maintain a Priority Services Register (PSR), which allows us to identify those customers who are
most dependent on our services and develop tailored support to assist them. We have more than
235,000 customers — about 10% of our total — on our PSR.

4.46 PSR customers receive enhanced support from our Customer Contact Centre during power cuts or
planned interruptions. We keep them informed of progress and likely time before power restoration.
Where necessary, we make arrangements for the British Red Cross to visit them to deliver personal
support, which may include the provision of food, blankets or other help.

4.47 We publicise our PSR service and eligibility criteria on our website and we have trained our customer-
facing people to recognise potential PSR customers and, where this is the case, provide a proactive
registration service.

4.48 Our PSR service will be reviewed by a working group every six months to examine service delivery
performance and identify opportunities to enhance it.
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Vulnerable and Priority Services Register customers

4.49

4.50

4.51

4.52

4.53

454

4.55

4.56

4.57

4.58

We are committed to supporting our customers in all situations where they may be vulnerable. We
already offer enhanced support to our PSR customers; however, we will extend this to include our
vulnerable customer base (see Annex 9).

Our vulnerable and PSR service customers enhancement plan for the remainder of DPCR5 and
throughout RIIO-ED1 includes the provision of:

e Site visits, if required, for all connections applications

e Contacting all customers on our PSR once every two years to ensure we have up-to-date and
accurate information

e 14 days notice of planned interruptions through face-to-face contact

¢ Identification of high volume PSR areas on our network, i.e. those parts of the network where the
number of PSR customers who would be impacted by an outage is disproportionately high

e  Custom support for high volume PSR areas, taking account of supply interruption duration, time of
day and weather conditions

e Proactive contact within 30 minutes of a supply interruption to determine if additional support is
required

e Emergency relief including food, blankets, lighting and personal support

e Alternative power supplies for customers for planned interruptions or under fault scenarios over
three hours where there is a defined medical dependency on electricity and we cannot provide a
reasonable time for restoration of the supply.

We are committing to invest our own funds in a comprehensive data strategy, integrating network and
customer data to provide us with a complete picture of who is connected to our network, how they use it
and how we can best serve their needs. Our commitment is to invest these funds during the remainder
of DPCRS5 to make sure we are ready to implement and deliver additional customer benefit from the
start of RIIO-ED1. We are not seeking any funding for this support.

Our preparatory investment in our data strategy will provide an excellent platform for the direct and
targeted support services we will provide in RIIO-ED1. It will also help us manage the dynamic nature of
customer vulnerability, as we recognise that it can be a temporary state.

We are not relying on technology alone though. Our first line of response is our people. Our people
come into contact with our customers in a number of different ways and they are uniquely placed to help
deliver vulnerable customer support. We will implement enhanced training for all our customer-facing
front-line people including our contractors which will help them identify signs of vulnerability and advise
customers how we can offer additional help and support.

Other agencies, whether statutory, social or charitable can help as well. We plan to engage these
groups and other key stakeholders in quarterly vulnerable customer workshops, which will ensure our
support provision remains current, targeted and comprehensive.

We will simplify our communications across all our channels. We want our customers to understand
what help we can offer and how to access it in simple, jargon-free and accessible terms.

We will continue to deliver our enhanced PSR support but to a wider customer base. We will also
continue to deliver direct welfare support and temporary power supplies to ease the inconvenience
caused by planned or unplanned power interruptions.

We will continue to work with our colleagues at the British Red Cross, the National Energy Action (NEA)
and develop new relationships with the Clinical Commissioning Groups (CCGs) of the National Health
Service, local authorities, housing associations, charities, network operators, energy suppliers and
others such as Consumer Futures to find further, more inclusive ways of delivering vulnerable customer
support.

We will introduce a new role, vulnerable customer manager, to provide the appropriate management
focus to enhance our customer culture and service initiatives.
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Resilient supplies to vulnerable locations

4.59

4.60

461

4.62

There are a number of locations on our network where high concentrations of vulnerable customers are
found, including hospitals, nursing homes and sheltered housing. As these locations are likely to have
significant populations of vulnerable customers over a long period of time, it is sensible to invest to make
the network in these areas more reliable.

We have recently completed analysis which shows that 56 hospitals are connected to our high voltage
network. We have an excellent track record of automating fault identification and restoration on our
network and we think it is sensible to take steps to provide additional resilience to the parts where the
hospitals are connected. This investment will reduce the risk of prolonged supply outages.

The total cost is £1.2 million. We will deliver half of this in DPCR5 and complete the remainder by 2017.

We have also identified 87 distribution substations in areas of high vulnerable customer concentration
(more than 50 per substation) where customers have seen two or more interruptions over the last five
years as a result of a higher voltage fault. We plan to fit remote control and network automation to all of
them, again with the objective of improving reliability and restoring power quickly in the event of an
outage. We will invest £1.6 million to do this, completing the work by the end of 2017.

Fuel poverty

4.63

4.64

4.65

4.66

Fuel poverty affects an increasing percentage of our population. By 2016, it is estimated that around
17% of people in England will be classified as fuel poor.

We think the best response is to keep prices down and our business plan delivers that. If our plan is
accepted, our average prices in RIIO-ED1 will be 16% lower than average prices in DPCR5. In addition,
we will be able to accelerate the benefits of RIIO-ED1 into the last year of DPCR5 by avoiding the need
to increase our prices in 2014-15.

There are other ways we can help including providing information and advice to customers about the
services and options available to them and working with others to help co-ordinate and optimise the
level of support delivered through various sources.

Our data strategy will help us understand customer circumstances and energy usage. This will help us

engage more effectively with local authorities, agencies and electricity suppliers to develop and deliver

targeted fuel poverty assistance. In particular, we will look at how we can work with gas distributors and
others to consider solutions such as renewable heat technologies or connection to the gas grid as cost

effective ways of relieving fuel poverty.

Energy efficiency

4.67

4.68

We will work with other agencies to provide customers with information on the efficient use of energy.
Our work with National Energy Action (NEA) is helping to refine and develop the energy efficiency
content of our education programme Bright Sparks, to deliver practical lessons in energy use and
consumption to the children of the North West.

We are committed to improving our own energy usage through improvements to our properties, vehicle
fleet and electrical losses through the network assets.

Electricity theft

4.69

4.70

471

Electricity theft increases the cost of electricity for all customers and creates safety issues through
interference with our equipment. We are committed to tackling electricity theft and have retained a
dedicated revenue protection service despite the licence obligation being removed in 2007. We work
closely with other agencies including the police, environmental health and electricity suppliers to combat
theft. We are leading the industry in this area and made the proposals for industry code changes which
were subsequently approved by Ofgem and brought the governance arrangements for revenue
protection onto a more formal basis.

We have expanded our revenue protection team, as we believe there is significantly more theft taking
place than is currently being detected. We see this as a self-funding activity using the legal mechanisms
available to us to recover our costs.

For further details of our activities in this area see Annex 19 — Losses Strategy.
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Investment

4.72

4.73

Most of our proposals for social obligations Outputs do not have a requirement for specific investment
on the network. The only exception is where we propose to upgrade supply reliability in areas of high
vulnerable customer concentration.

We will fund the additional support and welfare services we plan to offer, along with the investment in
our Customer Relationship Management hub. Incentive funding is available if we demonstrate our
stakeholder engagement is robust, comprehensive and embedded in our business. We will be delighted
if our efforts are recognised through this, however our commitments are not dependent on it in any way.

Reliability and availability

Reliability (power cuts) and availability (time without power) are the two key
measures of network performance.

4.74

4.75

On average our customers experience a supply interruption less than once every 27 months and are
without power for less than 45 minutes every year. This means our network availability is better than
99.99%.

The main reliability and availability Output is measured in terms of Customer Interruptions (the number
of times a customer experiences a power cut) and Customer Minutes Lost (the period of time for which
the power cut lasts). Ofgem sets target levels for these measures based on historic performance and
comparisons with other organisations. We consistently beat these targets and when we do, Ofgem
makes the next set of targets even tougher. This drives us to continually improve the level of service we
provide
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4.76

4.77

Reliability and availability is generally improved through a combination of network automation and
improved operational fault response. These improvements depend on us maintaining the network’s
underlying performance through a programme of efficient replacement, repair, maintenance,
refurbishment and reinforcement.

This programme needs to be carefully balanced to ensure we make the right short- and long-term
decisions. For example, diverting effort to improving quality of supply through short- term fixes would
produce an immediate performance improvement but could undermine the future capability of the
network and build up a backlog of future renewal work. In many cases this will result in a higher whole-
life cost. We have compared refurbishment versus replacement options for our assets, informed by
careful evaluation of the difference in costs and benefits, to deliver a balanced programme which offers
the optimum mix of performance and value for our customers.

Stakeholder feedback

Unsurprisingly, our stakeholders think keeping the lights on should be our
number one priority.

4.78

4.79

4.80

Support for 100% reliability, whilst cost-prohibitive, was high with many stakeholders believing that we
should improve our 99.99% reliability score.

Domestic customers were more interested in short-term improvements, however our political,
commercial and business stakeholders supported our view that we need to ensure we have a
sustainable network, now and in the future.

Most customers expressed a willingness to pay slightly more to invest for future reliability. Our regional
development stakeholders want to see continued investment in infrastructure to support future social
and economic growth.
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Track record

Since 2007 we have delivered a 16% reduction in total Customer Interruptions
and an 18% reduction in total Customer Minutes Lost. In 2011/12, each
unplanned fault affected 77 people compared to 92 five years previously.

4.81 For those who did experience a fault, power was restored in an average of 92 minutes compared to 114
minutes five years ago. When a customer’s supply is interrupted, the duration of the interruption is less
than two hours in 80% of cases. We have also delivered a consistent reduction in our overall network
fault rate.
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Output proposals

4.82 We will improve reliability and availability through a combination of investing to maintain our network’s
underlying performance, investing in additional control and automation and improving our operational
response times.

Quality of Supply

We will deliver a further 20% reduction in Customer Interruptions and
Customer Minutes Lost by 2019.

4.83 We have deliberately chosen 2019 as the target date as smart meter rollout will be almost complete by
then. The presence of near-universal smart metering on the network will radically change our awareness
and recording of performance issues, particularly on the lower voltage networks, providing an
opportunity to redefine performance targets and incentive schemes.

4.84 Performance enhancement will be delivered through targeted improvements to make the network
smarter and equip our fault teams with the latest fault finding equipment. Some of these initiatives take
advantage of developments from our innovation programmes.

4.85 We will install:

e  Smart fuses which can autonomously restore supply in the event of a fuse failure without a site visit
being required

¢ Remote control facilities with 3G communications to enable switching operations to be carried out
remotely

e Automation which reconfigures the network to switch to alternative supplies without requiring the
intervention of a control engineer
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4.86 Quality of Supply is subject to an incentive mechanism which generates penalties and rewards
depending on our performance against Ofgem’s targets. Consequently we expect to fund our
automation plans from the incentive revenues and have not included any allowance request in our plan.

Category ‘ Objective Measurement Target Date

11 | Reliability Improve overall reliability | Customer interruptions 20% improvement 2019

on 2012 position

12 | Reliability Improve overall reliability | Customer Minutes Lost 20% improvement 2019

on 2012 position

Asset health

We manage the overall health of our assets to ensure the long-term
sustainability of our network.

4.87

4.88

4.89

Failure to do this would result in increasing failure rates over time and deterioration in reliability and
safety. We consider how to balance our interventions over the longer term (DPCR5, RIIO-ED1 and
beyond) to ensure the work that needs to be done can be carried out sustainably and without storing up
problems for the future.

Much of our asset base was installed in the 1950s and 1960s and has given good service through its
lifetime. Some of it is even older, dating back to the original transmission network in the 1930s and local
area supplies before that. Our asset management techniques are BSI PAS-55 certified. We pioneered
the use of Condition Based Risk Management (CBRM) and are particularly proud of the fact that this
has been widely adopted across the electricity distribution sector.

CBRM helps us monitor and predict our assets’ performance and behaviour, which in turn allows us to
design cost-effective intervention strategies. We estimate the risk profile of the network using Risk
Indices. These are measures which calculate probability of failure and its likely consequences. This
allows us to model how our total risk changes over time and the impact of our intervention programmes
on total risk. By understanding the risk profile across our entire network we develop targeted
interventions rather than blanket approaches (see Annex 2).
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4.90

491

4.92

4.93

4.94

Our asset replacement and refurbishment programme represents the optimum balance of cost and risk.
We developed the programme using our established Asset Management policy (see Annex 11), CBRM,
deploying innovative solutions and Cost Benefit Analysis of alternative interventions (eg replacement,
refurbishment, life extension, extended maintenance, fix-on-fail etc).

The use of refurbishment options, many developed under previous innovation projects (such as the re-
generation of transformer oil) enables us in some cases to deliver the majority of the benefits of
replacement for a fraction of the cost. Our RIIO-ED1 plan includes £50 million of savings through the
use of targeted refurbishment in lieu of replacement.

Our planned interventions by asset group include:

e Woodpole overhead lines — we will replace a substantial proportion of woodpoles during DPCR5 as
part of our Electricity Safety Quality and Continuity Regulation (ESQCR) compliance programme. In
RIIO-ED1 we are planning to maintain our woodpole asset population with a defect management
regime

e Steel towers — are made up of a number of components and as such are much easier to refurbish
than woodpoles. Our management regime for these assets is one of ongoing refurbishment and
painting

e Underground cables — as deterioration rates are not clear and the asset base performs well we are
continuing a programme of replacing poor performing sections and lengths of pressurised cable.
We are also investing in research to better understand the condition of the lower voltage networks

e Above ground plant — is easier to assess and predict. Many of the existing assets, mainly
transformers and switchgear, will have to be replaced by assets with enhanced capabilities to
support the move to a low carbon future

e Civil works — these are often the parts of our network that customers see most frequently. We have
developed a CBRM approach to these assets which is helping us to target priority areas

Our plans for RIIO-ED1 will help us control risk and manage our assets’ natural degradation, helping us
meet our reliability improvement targets with affordable solutions.

In terms of assessing alternative programmes of investment for the replacement and refurbishment of
our network assets, we have examined a ‘do nothing’ position, which includes no investment in asset
replacement or refurbishment. This would result in a 28% increase in total network risk by the end of
RIIO-ED1 compared to the end of DPCR5. We have evaluated options for each asset group using our
CBRM tools and their forecast effect on managing total network risk through RIIO-ED1 (see Annex 2).
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4.95 Our proposed investment programme is a mix of asset replacement and refurbishment informed by the
application of Cost Benefit Analysis. If we undertake asset replacement only, the risk of asset failure will
increase by 9% over its DPCRS5 levels.

4.96 If we implement replacement and refurbishment this risk will only increase by 3%.

4.97 The graph shows the total network risk position for these three profiles. We believe our selected
investment programme is the best value option, as the cost to hold the network risk at the same level
throughout RIIO-ED1 would require an additional investment of £53 million in asset replacement which
we do not believe would be economically justified for the marginal benefits gained.
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4.98 For some of our equipment, particularly buried assets such as cables, it is difficult to measure condition
accurately. For these assets, we propose to measure our performance using fault rates, ie the number
of faults we experience each year divided by the amount of equipment we have. These fault rates can
vary significantly year-on-year depending on the weather and other factors, but can show the poorly-
performing parts of our network over a period of time.

4.99 We propose to report against these measures annually and commit to the following output targets for
RIIO-ED1:

‘ Category Objective Measurement Target Date

13 | Reliability Maintain overall network | Overall risk index Maintain within 3% 2023

health of 2015 position

14 | Reliability Maintain overall network | Fault rate Maintain within 10% | Ongoing

health of current average

Network resilience

As well as maintaining performance under normal operating conditions, we
also have to plan for more extreme circumstances.

4.100

4.101

4.102

4.103

4.104

Recent events such as the flooding incidents in 2005 and 2007, storms of Christmas 2013, and other
companies’ experience due to extreme ‘one-off’ situations have led to an increased focus on network
resilience, that is the network’s ability to withstand these extreme events.

These events can range from the local but significant (eg an attack on a specific strategic site), through
regionally significant (eg a major storm or flooding incident) to the regional impacts of a national event
(eg the whole system going down as it has in Auckland, New Zealand, India and the east coast of
America in recent times).

This winter has seen sustained storm force winds coupled with flooding across our region. Our previous
investments in remote control and network automation technologies have delivered huge benefits for our
customers during these events. They have enabled us to consistently restore 90% of affected customers
within 12 hours and coupled with our customer contact centre improvements have allowed us to deliver
consistent excellent service to our customers. Throughout the storms our priority has been to restore our
customers and alleviate some of their concerns through proactive compensation payments.

Our resilience plans have not been drawn up in isolation. DNOs have worked together to consider the
appropriate response to these threats and collaborated with government departments with responsibility
for emergency planning. We have also liaised closely with our regional partners who have an interest in
co-ordinated responses to such events.

As a result of these discussions, we plan to do the following during RIIO-ED1:

e External attack risk — we will protect our most significant substation assets against external attack in
line with national guidance from the Centre for the Protection of National Infrastructure (CPNI)

e Black Start risk — we will ensure the network has enough back up capacity to be re-started should
the whole system ever go down (known as Black Start). This largely involves ensuring substations
have sufficient battery backup and that communications systems still work in the event of a
complete mains power failure

e Flooding risk — we will continue our programme of protecting substations against the risk of
flooding. All our major substations identified as being at risk will be protected against a once in 100-
year flooding risk (in line with the national specification ETR138) by the end of RIIO-ED1

e Single dependency risk — we will change the network where it is overly dependent on a single
physical structure (eg cable bridge)
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4.105 Our network resilience programme is summarised below.

Category Objective Measurement
15 | Reliability Strategic site security No. sites with protection to 2 2018
approved CPNI standard

16 | Reliability Ensure all major No. substations with 72 517 2023
substations have hour backup capability
appropriate backup
capacity

17 | Reliability Complete flood No. higher voltage 56 2020
protection programme at | substations protected
all major sites against 1/100 year flooding

18 | Reliability Re-configure the network | No. sites completed 5 2018

where appropriate to
ensure redundancy in
event of major incident

Worst Served Customers

4.106 Although our average performance is very good, and continues to improve, we are aware that a number
of customers experience relatively poor service.

4.107 This is generally due to the customers’ locations and the characteristics of the network that serves them.
In DPCR5 any customer who has experienced 15 higher voltage (ie HV and above) interruptions in a
three-year period with a minimum of three faults per year is defined as a Worst Served Customer and
we have a specific allowance to improve their service.

4.108 Stakeholder feedback supports greater service equalisation. Our RIIO-ED1 programme will therefore
target all customers who have experienced 12 or more higher voltage interruptions in a three year
period and ensure that no customers meet this criterion by 2023.

4.109  Our proposed Outputs for RIIO-ED1 are:

Category Objective Measurement
19 | Reliability Improve performance for | Reduce the number of No WSC over 12 2023
Worst Served Customers | customers qualifying as events

worst-served

Asset loading

In addition to managing asset health, we also monitor and predict the impact
that future changes in electricity demand will have on the loading of our
infrastructure.

4.110 If demand exceeds capacity then:

¢ Inthe event of a fault, we will be unable to restore all customers from alternative sources meaning
that some customers could be off for an extended period of time

e Running overloaded assets for extended periods of time presents a safety risk, wears them out
more quickly and requires them to be replaced much earlier than would normally be the case

4.111 We measure asset loading using a Load Index (LI) on our higher voltage substations. The LI compares
the maximum demand on an asset to its capacity. We look to balance utilisation with an appropriate
amount of spare capacity to accommodate short-term increases in demand.

4.112  Ourinvestment programme is based on reviewing where substations and demand groups have
breached or are forecast to breach their capacity limits. The 1 — 5 LI scale gives us a way of articulating
this. Each actual or forecast substation at LI = 5 is investigated to determine the most appropriate
intervention option and an associated investment planned.

4.113 For RIIO-ED1, the total impact of the planned programme can be measured through weighting the
substations in terms of customers connected to them.
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4,114 We can also articulate this in terms of the numbers of customers connected to overloaded substations.
We forecast that this will be around 3% at the end of DPCR5. If we make no further investment, this will
increase to 9% by 2023, however, we will reduce this to 1% by delivering our planned programme.

4.115 The actual needs and requirements of the network depend on future load growth, which is uncertain and
difficult to predict. Therefore we do not propose to commit to specific LI targets for this programme as it
could incentivise unnecessary investment. In RIIO-ED1, a re-opener mechanism will operate to share
the financial risk if the pattern of demand growth and consequent investment requirements are
substantially different from forecast.

4.116  We will also invest in switchgear on our 6.6kV network to ensure there are no constraints to the adoption
of Low Carbon Technologies (LCTSs).
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4.117  The Outputs we will deliver are:
‘ Category Objective Measurement Target Date
20 | Reliability Ensure that the loading Proportion of customers <5% Ongoing
risk of the network is connected via overloaded
appropriately managed substations
21 | Reliability Ensure that the loading Install larger capacity 20 2023
risk of the network is transformers and/or
appropriately managed additional interconnection
at our major substations
22 | Reliability Ensure that network Replace switchgear at 295 2023
constraints to the locations where its current
connection of LCTs are rating is likely to prevent
removed the extensive connection
of LCTs
Investment
4.118 In total, we plan to spend £641.6 million in RIIO-ED1 on replacing and refurbishing our network, which is

at about the same level as our DPCR5 expenditure.

In addition, we will spend £3.4 million on improving performance for our Worst Served Customers. We
plan to invest £27.0 million to improve network resilience and £108.3 million to increase capacity.

Customer satisfaction

Our customers contact us for many different reasons, but most of the time it is
because their power has gone off.

4.119 When this happens, and indeed whenever a customer contacts us, we need to respond quickly and with
the level of professionalism and expertise they expect and deserve. The customer satisfaction Output
measures how well we do this.

4.120 There are three main parts to the measure:
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e  Customer satisfaction survey
e Complaints
e  Stakeholder engagement

4.121 The customer satisfaction survey examines how well we handle general and more specific enquiries
from our customers. The complaints measure ensures we deal with customer complaints quickly and
fairly.

4122  Stakeholder engagement is designed to ensure our processes for engagement with stakeholders and
service provision for vulnerable customers are robust, effective and embedded in our business
decisions.

4.123  Our customer service performance has been good but we want it to be the best. We are committed to
putting customers at the heart of our business. We are making substantial investments in technology,
people and processes which we are delivering with the same level of urgency and professionalism
which has underpinned our network performance improvements. We are confident this will deliver a
level of performance which will rival the best, not just in our industry, but across all industries.

Summary of Output proposals

Our customer service targets for RIIO-ED1 will put us as the forefront of
service in our industry.

‘ Category Objective Measurement Target Date

23 | Customer Broad measure of Composite score 85% 2015
service Customer Service onwards

24 | Customer Complaints Resolved within one day 90% 2015
service onwards

25 Resolved within five days 100% 2015
onwards

26 | Customer Stakeholder engagement | Ofgem’s evaluation of Pass part 1 2015
service annual stakeholder submission onwards

engagement submission

27 | Customer Guaranteed Standards Due compensation 100% 2015
service onwards

28 | Customer Storm compensation Payment at 18 hours Now
service onwards

Stakeholder feedback

Our customers’ first priority is to be provided with accurate and timely
information about the status of a supply interruption, its cause and the
expected restoration time.

4.124  When asked which method of contact customers prefer, the clear favourite remains the telephone. We
are, though, beginning to see increasing support for other channels including email, web chat, text
message and social media. When customers do contact us, they want us to take ownership of their
issues and be able to provide resolution without bouncing them between different parts of our business.

Track record

Historically, our industry has been asset-focussed. Our network of cables,
poles, towers and transformers is the backbone of the service we provide to
those who depend upon us.

4.125 We understand though, that needs, attitudes and priorities change over time and we need to make sure

our business keeps up with these changes. As a result, we are taking positive steps to switch our focus
from assets to customers and put customers at the heart of our business.
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4.126

4.127

4.128

4.129

4.130

4.131

4.132

During 2013, our customer satisfaction performance has gradually improved and been more consistent
which shows that our improvement plans are working. Detailed analysis of the customer satisfaction
data shows a key area of focus to be unplanned messaging and minor connections. Plans are in place
to alter the layout of the messaging service, enhance the information providing including tips to help
during a power outage and reporting to highlight customers who have made repeat contact. For
connections, the main focus areas are to provide a consistent approach for communication through the
whole process and to reduce the time to connect.

At the beginning of 2012 we created a dedicated customer directorate, which is responsible for all
aspects of customer service and care. This has allowed us to consolidate all customer-facing parts of
our business in one, cohesive organisation.

At the end of 2012 we launched our flagship Customer Contact Centre, the result of a £1 million
investment of our funds. This is the primary hub for all customer contact activities and provides the
foundation for our one stop shop objective, where any team member can resolve a customer issue on
first contact, irrespective of the nature of the enquiry.

Technology is not the only answer, though. Our customers want to deal with people and we are taking
steps to make sure we recruit and retain the right people. We do not recruit call handlers. We recruit and
train customer service agents; people who have a career interest in customer service rather than simply
working in a call centre; people who can connect with our customers, understand their needs and deliver
the right level of support and resolution.

To support our customer service agents in delivering the highest standard of service, we will ensure they
receive refresher training every year in all elements of their roles from their understanding of the
electricity distribution network to the basics of customer service. This training is altered following outputs
of learning from our call quality monitoring processes. Our current performance for call politeness of our
staff from the Ofgem customer satisfaction survey is 94%.

We are committed to customer service excellence and are working with the Institute of Customer
Service (ICS) to help us develop our plans. We employ their testing methodologies in our recruitment
process; they facilitate benchmarking visits to allow us to see best practice in action and we meet with
them quarterly to review and develop our customer service plan. Our ambition is to achieve both ICS
TrainingMark and ServiceMark certification by March 2015.

Our biggest challenge is providing accurate and timely information about our works; what we are doing,
why we are doing it and when it will be repaired. During the remainder of DPCR5 we will implement
enhanced communications between our field teams, the Customer Contact Centre and our customers to
allow us to do this.
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4.133

4.134

4.135

4.136

4.137

4.138

4.139

Our training programmes for our contact centre agents will ensure our customers have a positive first
contact and enable us to identify special individual requests that can be addressed appropriately. The
new technology will ensure contact centre agents will have access to more real time information to be
able to tailor the services to our customers and personalise their experience. We are also working hard
to introduce other communication channels (online, app and mobile) to provide a wider range of ways
for our customers to interact with us.

We intend to ensure all engagement with our customers is easy and in the style the customer prefers,
we are working hard to enhance all channels of communication to introduce web chat, additional online
functionality, increase in social media and face to face alternatives. As part of the customer relationship
management system functionality all communication updates for social media, text messaging,
telephony, web chat and on line will come from one central feed to ensure a consistent message and
allow customers to move between communication channels.

We are committed to offering customers accessible information through a number of self-service
channels. We have recently launched an online fault map and will supplement this with an online
planned outages schedule in the near future.

We have implemented an enhanced planned outage notification process, where we supplement the
normal notice card with a text message six days before the outage. We send a reminder text two days
before the outage and on the day of the outage we send further texts with expected restoration time and
confirmation of supply restoration.

There are times when our response does not meet our customers’ expectations and this results in a
complaint. Since the beginning of 2012 we have improved our one-day complaint resolution
performance by over 100%. We will continue to make further positive progress for the remainder of
DPCRS5. As a result of the service improvement we have implemented, by the end of December 2013
our year to date performance for one day complaint resolution was 58% which is a 23% increase and
sets us on course for meeting the challenging targets we have set ourselves in the RIIO-ED1 period.

Other initiatives we have implemented and will build upon include the automatic payment of Guaranteed
Standards of Performance (GSoP) payments to all customers on our Priority Services Register,
proactive advertising of GSoP entitlements to our entire customer base and voluntary payment of the
GSoP equivalent of £25 to all customers when we do not provide them with seven days’ notice of a
Planned Supply Interruption.

As a result, we have set ourselves a target of 85% performance against the Broad Measure of Customer
Service by the end of DPCR5. We are committed to maintaining this as a minimum level of performance
in RIIO-ED1.

Output proposals

Broad Measure of Customer Service - customer satisfaction survey

4.140

We have a nhumber of channels through which customers can contact us however, for the time being,
telephone contact remains our biggest channel. In RIIO-ED1:

¢ We will answer all calls within two rings
e  Our abandoned call rate will not exceed 1%

e  Where customers want to talk to one of our customer service agents, we will ensure they can do
this quickly and easily through various communication channels

e We will provide accurate and up-to-date information and will resolve 90% of all enquiries on first
contact

e  We will achieve a call quality score of at least 90%

o  We will provide a restoration time for all outages; updating our High Volume Call Answering (HVCA)
systems, web sites and social media in real time and proactively provide call-backs, text or email
updates

e  We will integrate our online fault map and planned outage map with our CRM to send proactive
notification to customers via text and email
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Complaints

In RIIO-ED1 we will resolve 100% of complaints first time.

4141 We will resolve 90% of complaints within one day and the remaining 10% within five days.

4.142 We understand that sometimes customers will not be satisfied with our solution or explanation and they
may seek independent advice to help resolve their complaint. We will actively encourage them to do this
and make them aware of the Ombudsman process. We are confident that we will have done everything
possible to avoid an Ombudsman referral however when these do happen, our target is to have 100% of
all decisions found in our favour.

Stakeholder engagement

We were one of only three DNO groups to pass both stages of Ofgem’s
stakeholder engagement incentive trial in 2012. In the 2013 Stakeholder
Engagement Incentive Scheme, we built on our 2012 success by significantly
improving our score and ranking —we were awarded 7.9 out of 10 (second
place out of the six DNO groups) and considerably closing the gap on the lead
DNO.

4.143  This gives us confidence that our process is robust, comprehensive and delivering the results we need
to shape our business and reflect our stakeholders’ priorities. We are not complacent, though, and we
continue to strengthen our stakeholder activities. We are working with AccountAbility to ensure we adopt
and deploy best practice (see Annex 1).

4.144  Our description of our 2012-13 stakeholder engagement programme for the reporting year ended 31
March 2013 has been independently assured by Deloitte LLP in accordance with the International
Standard on Assurance Engagement 3000 (ISAE 3000 — a standard that has been designed by the
International Auditing And Standards Board (IAASB) to assure non-financial data).

4.145 Our approach is detailed in Sub-annex Al: Stakeholder engagement strategy (from entry to Ofgem’s
2013 Stakeholder Engagement incentive scheme) of Annex 1: Stakeholder methodology and
responses. In this we describe how we have developed our stakeholder engagement programme
applying the three principles of the AccountAbility’s AA1000 Principles Standard, inclusivity, materiality
and responsiveness.

Guaranteed Standards

Guaranteed Standards payments are there to ensure that on those rare
occasions where our performance is unsatisfactory, our customers are
compensated for their inconvenience.

4.146  Overall, we deliver a success rate of more than 99% against Guaranteed Standards performance. When
our performance falls below our expectations we will proactively contact customers who may be due
compensation payments shortly after the event which has given rise to the entitlement. We recognise,
though, that our information is not always perfect and we supplement our proactive efforts with
comprehensive information on our website. We will continue to refine and develop our website and our
other communications channels to ensure the most up to date information is available to our customers.

4.147  Of course not all customers have internet access so we will supplement our online activities with other
forms of communication including working with energy suppliers to distribute Guaranteed Standards
information to customers and proactively making them aware of Guaranteed Standards entitlements
when they contact us by phone or mail.

4.148 Payments to customers on the Priority Services Register will be made automatically, as our processes
will ensure we are aware of when, and for how long, they have been interrupted. As smart meters are
rolled out during RIIO-ED1, we will integrate this data with our CRM technology to expand our capability
to make automatic payments to all entitled customers.
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Storm compensation

4.149

4.150

4.151

4.152

Following the storms over Christmas 2013, we asked our Engaged Panel what they thought appropriate
storm compensation payments would be. The majority of our engaged consumers told us that being
paid £54 after 18 hours without power due to a storm is about right. We agree, and despite there being
an exemption available for severe storms that allows DNOs to only compensate customers after 48
hours, we have not used this exemption during recent severe weather events in December 2013 and
February 2014.

We were planning to continue with this approach, and consulted our External Stakeholder Panel to ask if
we should set a policy of never using the exemption. It is our intent not to use the exemption, however
our stakeholder panel were keen for us to maintain an element of discretion.

We considered the approach of some DNOs to simply double payments, however that still involves a
trigger point at 48 hours. Our customers tell us that they want us to keep the trigger point for payments
at 18 hours, meaning that we will pay more customers more compensation.

We know that Ofgem will reduce the threshold for paying compensation after loss of supply in normal
weather conditions to 12 hours on 1 April 2015. We considered whether we could avoid using
exemptions even after the standard had been tightened. By maintaining the discretion advised by our
stakeholder panel we believe we will be able to do this in some circumstances. However, the costs
associated with paying compensation to all customers without power for 12 or more hours during the
recent exceptional run of bad weather and hurricane force winds would have been prohibitively
expensive. In similar circumstances we are likely to pay compensation to all customers without power
for 18 or more hours.

Investment

4.153

4.154

We believe our customer service costs are among the most efficient in the industry and our plans for
RIIO-ED1 are based on continuous performance improvement combined with continued cost efficiency.

We have not included any allowances for our CRM technology, as the investment will be provided from
our funds. The average annual cost of delivering our customer service promises is £3.4 million.

Connections

Connecting customers efficiently and economically is an important part of our
business and a crucial service for our customers. It is a service that facilitates
economic growth and allows us to support delivery of our stakeholder
priorities.

4.155

4.156

A requirement to connect to our network comes from three main sources:

¢ New demand connections — such as supply to a newly built house, housing site or commercial
premise

e Distributed generation connections — such as wind farms
e Unmetered connections — such as local authority street lights

The connections Output is designed to ensure we offer a fair, efficient and competitive service to all
connections customers. Our proposals will ensure that we:

e Provide an excellent level of service when responding to customer requests and enquiries, not just
at the beginning of the process but all the way through to completion

e Deliver our connections service quickly and efficiently against a set of targets predetermined by
Ofgem

e Develop comprehensive measures to engage with and understand the needs of major connections
customers and continue our leading approach in supporting competition in connections
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Summary of Output proposals

Our connections targets for RIIO-ED1 are among the most ambitious in the

industry.
Category Objective Measurement Target Date ‘
29 | Connections | Engagement Innovation on connections 2015
engagement onwards
30 | Connections | Connection quotation Single domestic quotations | Six working days 2015
- ) onwards
31 Up to four domestic Ten working days
connections
32 All other connections 25 working days
33 | Connections | Connection completion Single domestic quotations | 30 working days 2015
- . onwards
34 Up to four domestic 40 working days
connections
35 All other connections 50 working days
(excluding EHV) (from when the
customer is ready)
36 | Connections | Connection Guaranteed Standards 100% 2015
performance onwards

Stakeholder feedback

Our stakeholders, particularly domestic customers, have told us that they find
the connections process complex and difficult to understand.

e Reduce connections costs, as these sometimes mean the difference between projects going ahead

e Speed up the process from the first call for a quote to the completion of the network connection

e Make it easier to connect new low carbon technology (including distributed generation) to our

Our stakeholder workshops and Engaged Customer Panel informed us that local government and
regional businesses were keen for us to ensure our long term plans could facilitate growth in

connections demand where needed. We have included connections forecasts and economic growth as
key determinants of future network capacity in our business plan.

4.157 They want us to:
or not
network

4.158

4.159

We have held seminars with Independent Connections Providers (ICPs) and distributed generation

customers to update them on improvements we have made or are planning and will continue this
engagement with other major connections customers.

We believe that competition is in our customers’ interests as it widens choice,

drives improvements in service and reduces costs. We make sure our

customers in the North West benefit from competition and have been at the
forefront of developing a competitive market for connections in the electricity
industry.

4.160

4.161

our success in this area.

The proportion of our market where there is demonstrable and active competition is a key indicator of

Our customers can choose who makes their connection for them. We are proud to have been the first

DNO to pass competition tests in 2011, when we passed three relevant market segments. We have
passed a further three segments in 2013, making more of our markets open to competition than any
other DNO. These six segments represent about 80% of the connections market in the North West.
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4.162

4.163

4.164

4.165

4.166

We have submitted further competition test notices in respect of the remaining three relevant market
segments and we believe we have provided sufficient evidence for these to be passed also. We believe
that this sector leadership is due to our continuous effort to create a truly competitive market for
electricity connections customers in the North West.

We already offer an innovative Connect and Manage service, which allows generation customers to
connect to our network where capacity may be marginal but the case for reinforcement has not been
made (ie connect the customer, manage the generation and then decide whether reinforcement is
required). This accelerates the connections process for our customers and reduces costs by mitigating
the need for reinforcement. We have changed our default connection for solar panels and wind turbines
to Connect and Manage in response to engagement with Stockport Council, among others.

We have also introduced an online facility for providing estimates and managing complaints and
enquiries. Recognising that the information needs of customers vary considerably, we have developed a
portfolio of approaches to help customers seeking connections.

We have:

e Developed ‘heat maps’ to quickly inform distributed generation customers which parts of our
network have spare capacity and which have some constraints

¢ Initiated flexible approaches to reviewing connections options for customers so they do not have to
complete multiple applications, particularly for small scale jobs

e Facilitated drop in sessions so that customers can have access to our planning and design people
prior to making a formal application

e Provided our records and network data free of charge and are working to make this accessible
online for our customers

e Implemented a revised process for delivering minor connections to reduce handover times and
speed up the overall time to connect

e Introduced ‘three-day working’ where possible which enables us to excavate on day one, joint on
day two and reinstate on day three which reduces the amount of notice we need to give the local
authority to undertake the works.

We have seen increasing levels of customer satisfaction from connections customers through 2013-14
and have achieved an average level of 78.3% in the year to the end of January 2014 compared to
75.7% for the equivalent period in the previous year.

Output proposals

In preparing for RIIO-ED1 we have undertaken a thorough review of our
processes and targeted specific initiatives to drive performance improvements
(see Annex 12).

4.167

Specifically we are:
¢ Implementing lean working practices to eliminate non value adding activities
e Identifying opportunities to reduce timescales from quote to connection

e Implementing an on-line quotation system allowing our customers to track progress of their
application

e Providing web-based customer access to our connection services

e Progressing a fully competitive market for connections

Connections targets

4.168

Our connections Outputs are customer focussed and designed to ensure we offer a fair, competitive and
affordable service. We have reviewed Ofgem’s recent proposals on targets in this area and the
proposals of other companies. As a consequence we have set ourselves a range of stretching targets
which beat Ofgem’s proposals and would represent industry-leading performance. These targets have
been endorsed by our external stakeholder panel.
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4.169

4.170

4171

4.172

4.173

Our performance in meeting the Guaranteed Standards of Performance for connections during the
current price control period has been a consistent 99.9%. Our target is to have no failures.

We will deliver a minimum of 85% customer satisfaction. This will be underpinned by our wider strategy
for improving customer service and tailored as required to meet the specific needs of these customers.

We will provide a quotation after receipt of the customer’s initial application on average within:

e Single domestic connections — six working days

e Up to four domestic connections — ten working days

e All other connections — 25 working days

We will complete the connection after agreeing terms with the customer on average within:

e  Single domestic connections — 30 working days

e Up to four domestic connections — 40 working days

e All other connections (excluding EHV) — 50 working days (from when the customer is ready)

We recognise that customer requirements change and we will review our targets throughout the RIIO-
ED1 period to reflect the results of our stakeholder engagement.

Incentive on connections engagement (major connections customers)

4.174  We will develop and implement a comprehensive engagement strategy modelled on our approach to
stakeholder engagement. This will ensure we understand the needs of our major connections customers
across the different market segments and develop policies, processes and products which satisfy them.
We will do this for market segments even where there is no regulatory requirement to do so.

Investment

4.175 The cost and provision of our connections service is recovered from charges to connecting customers.

Environmental impact

We are aware of the impacts we can have and are determined to make a
positive contribution to the environmental impact of our assets and our
operations.

4.176

4.177

4.178

We are dedicated to achieving the highest standards of environmental performance, not only by
minimising the risk of adverse impacts such as pollution, but through investment in outputs that deliver a
positive impact, such as undergrounding of overhead cables. We are determined to play our part in
enabling the transition to a low carbon future. This influences both our asset investment plans and our
investment in measures to reduce our own carbon footprint.

We work to an environment strategy that commenced in DPCR5 and will continue throughout RIIO-ED1.
Our strategy is underpinned by our environmental management system, which is certified to the ISO
14001 standard.

We demonstrate environmental leadership at every level of our company. A Board committee sets our
environment strategy, objectives and targets and reviews and monitors performance. Our strategy is
based on;

e A clear understanding and visibility throughout the business of environmental issues and impacts

e Targeted investment and expenditure in environmental control measures

e Strong corporate governance and performance management

e Continuous learning and improvement

e A systematic approach to environmental management
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Our Output proposals for RIIO-ED1

Category Objective Measurement Target Date
37 | Environment | Reduce losses Annual GWh saved 11 2021
38 | Environment | Reduce carbon footprint tCOze 10% reduction on 2020
2015

39 | Environment | Reduce oil lost from Litres lost <30,000 2023
cables litres/annum

40 | Environment | Undergrounding km removed 80km 2023
overhead lines

Stakeholder feedback

Our national stakeholders expect us to play a full role in supporting the
transition to a low carbon future.

4.179 This includes investing to support distributed generation connections, electric vehicles, heat pumps and
micro generation (domestic wind turbines and photovoltaic panels). Locally, our customers have
expressed a general unwillingness to pay for environmental issues, demonstrating particular reluctance
to fund reinforcement for electric vehicles and micro generation unless there is a clear and
demonstrable need.

4.180 We forecast the connection of 1,16 1MW of DG capacity in RIIO-ED1, equivalent to over a quarter of our
peak demand. As these developments are undertaken by third parties we have not committed to this as
a specific Output, however we will undertake a range of activities to support this development.

4.181 Environmental non-governmental organisations (NGOSs), particularly those involved in undergrounding
for visual amenity schemes, are happy with our environmental commitment and are keen to see such
schemes continue.

4.182 We developed our plan using the stakeholder prioritisation and decision-making process described in
Section 3.

Climate Change Adaptation

We have worked with other electricity network companies to identify changes
we may need to make to prepare for the effects of a changing climate and
implement the work programmes to introduce them.

4.183 A changing climate is likely to have a range of impacts on our equipment. In June 2011 we submitted
our first report to the Department of Environment, Food and Rural Affairs (DEFRA) under the Climate
Change Adaptation Reporting Power. This summarised the work undertaken to date and in particular
how our network may be affected.

4.184  The biggest potential impact is expected to be the increased risk of flooding to our substations. We are
already taking steps to install new, and improve existing, flood protection to major substations located
on floodplains. Initial studies suggest that other climate change impacts will be of a smaller scale and

any necessary modifications to our network will be built into our long-term maintenance, asset
replacement and reinforcement programmes.

Output proposals
Loss reduction

We will reduce losses by 11GWh annually through replacing high-loss
transformers

4.185 We lose some of the electricity we distribute as it flows through our network. Whilst we can’t eliminate
these losses, we can take steps to minimise them.
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4.186 This generally means installing more efficient assets on our network, particularly low loss transformers
and cables. In RIIO-ED1 we will invest around £10 million in fitting low loss transformers, in addition to
those replaced in other programmes. This is supported by a robust cost benefit analysis and is detailed
in our Expenditure section. When complete, this will reduce losses by 11 GWh annually, saving the
equivalent of 5,709 tonnes of carbon dioxide each yearl.

4.187 We will take additional technical steps including using the largest size cable we can justify, fitting

capacitor banks to our high and low voltage circuits and fitting harmonic suppression equipment. Further
details of our approach and the rationale behind it can be found in Annex 19 — Losses strategy.

Business carbon footprint

We will reduce our 2015 Business Carbon Footprint by 10% by 2020.

4.188 This will be delivered on the back of a 35% reduction from 2010 to 2015, due in large part to the one-off
retirement of early prototype SFg switchgear units at one of our major sites in 2011.

4.189  Our carbon footprint is made up of a number of contributing factors as illustrated below;

Losses are not included in our reported Business Carbon Footprint as they are driven by consumption patterns of electricity
which we can’t control. We can however reduce the contribution of our equipment to overall losses and these planned
reductions are equivalent to a quarter of our Business Carbon Footprint.
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4.190 Our strategy to achieve further reductions is based on actions for each area as outlined below:

Buildings energy usage

4.191 To reduce the energy usage across the Electricity North West estate we will continue to realise the
benefits of the energy efficiency measures implemented in DPCR5. In addition, we will also install smart
meters across the estate of non-operational properties with regular reviews of energy usage. Where
beneficial, we will integrate energy efficiency initiatives within construction work across the estate and

will continue to encourage energy reduction behaviours among staff based in all of our occupied
premises.

Operational transport
4.192 To reduce the fuel usage associated with our operations we will:

¢ Monitor fuel use on a monthly basis against a target of an ongoing volume reduction of 2% per year
to 2019

e Utilise our logistics contractor’s vehicles for the efficient delivery of plant and materials
¢ Remove unproductive grab wagons and other larger vehicles from the fleet
e Closely scrutinise fuel consumption to identify and remedy inefficiencies in the fleet

e Incorporate electric and hybrid vehicles into our fleet

Business transport

4.193 To reduce business transport carbon emissions usage we will continue to encourage reductions in travel
among the workforce through the promotion of technologies such as teleconferencing and webinars.

Fugitive emissions
4.194  To minimise the effect on greenhouse gas emissions we will:

e Refurbish property to eliminate the need for air conditioning units and replace older units with newer
units with lower emissions

e Continue to install modern SFg equipment with lower leakage rates
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4.195

e Improve leakage detection systems and repair procedures

On SFs we will reduce our leakage rate by over 20% from a rate of 0.38% (as a proportion of the mass
in service) in 2013 to 0.3% by 2023.

Fuel combustion

4.196

4.197

4.198

Fuel use by generators is anticipated to remain static in RIIO-ED1 due to the increased deployment of
generators to minimise planned interruptions although this will be off-set to some degree by the use of
more efficient generators. We will continue in the period to closely monitor usage and promote the use
of energy efficient units with minimal use times.

The combined effect of the above initiatives to reduce our carbon footprint is currently estimated to give
a 7% reduction from 2015 to 2020. In order to achieve our 10% reduction target, we will seek to identify
further initiatives in these areas.

The chart below shows our reductions in business carbon footprint from 2015 to 2020.

Oil and gas leakage

We will take additional steps to reduce leakage from oil and gas insulated
transformers and cables.

4.199

4.200

4.201

We will continue to replace early prototype SFs switchgear units and replace oil-filled cables with
alternative cabling. We will also continue our programmes of substation bunding, which is a further
measure against oil contamination, and land remediation.

We will not be able to eliminate the need for oil insulation completely but we can minimise the amount
we use. We have developed an innovative recycling solution using our Central Oil Reprocessing Depot
(CORD). This allows us to clean and reuse the insulating oil used in our transformers. Oil reprocessing
not only saves around £1 million each year it also reduces the amount of oil that would have previously
gone for disposal in landfill by around one million litres per annum.

Our RIIO-ED1 cable replacement programme will replace 57km of oil filled cable, delivering reductions
of 131,650 litres of oil in service and 3,900 litres of oil lost per year by 2023, a reduction of 13%
compared to 2015.
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Undergrounding of overhead lines

Stakeholders see this as a valuable programme and we plan to continue it,
investing £1 million per annum throughout RIIO-ED1 to underground
approximately 80km of overhead line.

4.202 We worked with our stakeholders to establish a programme of undergrounding for visual amenity in
National Parks and Areas of Outstanding Natural Beauty in 2005. This programme has successfully
removed lines from a number of prominent sites and become a model of public-private partnership
working.

4.203 Since 2005, we have removed over 58km of overhead line and plan to achieve 90km by 2015, at a total
estimated cost of just under £9 million.

4.204  We plan the programme in full consultation with the relevant authorities and other stakeholders to
ensure that we underground where they see the highest amenity benefit. The detailed selection of areas
for undergrounding will continue to be guided by our policy and regional partner priorities. Our planned
investment will allow us to underground approximately 80km of existing overhead lines by 2023,
although the exact amount will depend on the nature of the sites proposed by our regional partners.

4.205 The extent of overhead line undergrounded or planned to be removed in the 2005-2015 period in each
of the seven eligible Designated Areas within our region is illustrated below. These levels reflect the
extent of overhead line in each area and we expect these proportions to remain broadly unchanged in
RIO-ED1.
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Investment

4.206 Overall, we plan to spend £10million on installing low loss transformers, £9 million on undergrounding
overhead lines and £6 million on mitigating other environmental effects in the RIIO-ED1 period.

4.207  Our programme to progressively replace oil-filled cables to reduce oil leakage will cost a further £23
million in RIO-ED1.
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5 Expenditure

In RIIO-ED1 we expect to spend a total of £2.6 billion in maintaining, replacing
and upgrading our network, together with carrying out all the other functions
required of us as a distribution business.

5.1 This expenditure breaks down into five main areas:
e Investing in our network
e Repair and maintenance of our current network
e  Supporting network operations and investment
e Business support
e Performing our other business activities

5.2 Our focus is on ensuring we maintain a fit-for-purpose network that delivers for customers, is affordable
and can meet the future challenges of demand growth and low carbon technology. In DPCR5 we have
been progressively reducing our support costs whilst increasing investment in our network. In RIIO-ED1,
replacement and renewal investment requirements are kept relatively flat through efficient delivery and
innovative solutions, particularly to network reinforcement challenges. We anticipate a modest increase
in reinforcement and connection costs towards the end of RIIO-EDL1 in response to an increase in low
carbon technology adoption.

5.3 We continue to challenge all aspects of our cost base and are committed to achieving substantial
reductions in operating and support costs. We have benchmarked our cost base within our industry and
against non-regulated asset-intensive businesses to ensure we are competitive. We are also committing
to an annual compound efficiency improvement of at least 1% in each year of RIIO-ED1.

5.4 The following sections look at each of these five expenditure areas, discuss the factors that drive

expenditure and detail our major assumptions in each case. All financial values are presented in 2012-
13 prices and are gross costs prior to any customer contributions.
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Developing efficient costs

Like any business, we constantly challenge ourselves to deliver more value at
a lower cost. Our cost performance has improved significantly during DPCR5

and we are committed to continuing this through RIIO-ED1. Following Ofgem’s
fast-track determination, we have looked again at all aspects at our cost base.

55

5.6

5.7

5.8

5.9

5.10

5.11

5.12

5.13

5.14

Our use of framework contracts gives us stability and predictability in the costs our contractors charge
us and allows us to drive both quality and cost improvements as a result of our purchasing power. We
tend to use five-year contracts to help us do this. All framework contracts are competitively tendered at
the outset and are subject to market testing at various stages during their lives. Each major capital
project is competitively tendered.

Our procurement strategy means we optimise the way we buy major items of plant and equipment.
Sometimes we buy on our own. At others we buy as part of a purchasing group, when the equipment is
less time-critical or we can use plant that conforms to a standard specification.

We test our market-driven and internal costs by benchmarking. We benchmark our teams and sections
against each other within the company. We benchmark our company against:

e Other DNOs

Other asset, engineering and service companies in the UK

International energy companies
e International engineering and asset management companies

Whilst cost benchmarking is important, it tends to lose some of its meaning unless it is also
benchmarked against outputs. We have been leading the industry in the development of tools to allow
efficiency to be assessed across DNOs using unit costs linked to outputs.

We commissioned a number of external benchmarking reports to help us identify areas where we can

become even better gsee Annex 5).

We asked Mott MacDonald to benchmark our entire business against the competitive, unregulated asset
management industry. This provided some major insights, particularly in the proportionality of our
organisation (customer-facing versus support) and optimising our standby and response teams. As a
result, we are now examining best practice in emergency response organisations like the fire and
ambulance services and identifying how we can implement this within our company.

We asked Gartner to benchmark our IT services in terms of scope, service level and cost. Their findings
were generally favourable and ratified our existing plans to streamline non-operational IT services and
reduce resultant support and IT life-cycle costs.

We asked KPMG to analyse our fixed cost base and compare this to “group” organisations, where fixed
costs appear proportionately lower because they are spread across a wider range of operational
companies. Their analysis suggests that the fixed costs of a “double” company should be around 30%
higher than those of a “single” company. We have used this ratio to test the proportionality of our fixed
cost base to other DNO groups and satisfy ourselves that our fixed costs are both efficient and justified.

We have independently developed our Control Room systems over the years to add custom
functionality which has not been available in the wider market. This has supported our automation,
restoration and monitoring performance improvements. We recognise that, over time, “off-the-shelf”
solutions have caught up and we are satisfied that as we prepare to renew our Control Room systems
an “off-the-shelf” solution offers better long-term value for our customers and us. We have carried out a
number of national and international reference site visits to help us make the right choice.

We have used all this independent analysis alongside a number of regulatory comparative efficiency
assessment tools to test and challenge every aspect of our cost base. We are confident that our costs
are among the most competitive in our industry and, when assessed against the Outputs we will deliver,
offer outstanding value to our customers.
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5.15

5.16

5.17

5.18

5.19

We took our July 2013 plan seriously and undertook a lot of work to ensure that it was efficient and
included analysis demonstrating its efficiency. Ofgem’s analysis showed us to be upper quartile based
on its totex analysis but to be outside of the upper quatrtile in its bottom up assessment. We were very
disappointed that our plan was not assessed by Ofgem to be efficient. Our view of the efficiency of our
plan at totex level was very similar to Ofgem’s ultimate view. This shows that our clear focus on
managing the total costs that we ask customers to pay for was successful.

We have undertaken a detailed review of Ofgem’s cost assessment approach. Within Ofgem’s bottom
up analysis, it is clear that inappropriate analysis of a small number of activities has had a
disproportionate effect on the assessed efficiency of our plan. We recommend that Ofgem makes a
small number of important changes to its cost assessment approach for slow track companies to
address these material issues.

More details of our analysis and recommendations can be found in Annex 14.

We have reviewed our plan in great detail in preparation for resubmission and have undertaken
substantial analysis to assure ourselves that our revised plan represents and efficient a well justified
proposition for customers to fund. We have removed costs where there is evidence that the costs
included in our July 2013 plan were inefficient and have removed more than £37 million costs from our
plan as a result. Our analysis shows that we can expect our revised plan to be assessed to be upper
quartile across all activity areas and to be comfortably within overall upper quatrtile.

We are confident that our resubmitted plan represents an efficient proposition for our customers in the
North West to fund.

Developing Efficient Volumes

Our customers want a safe, reliable network and that is what we provide. There
are a number of different ways to do this and we seek to use the optimum mix
of repair, replacement and reinforcement to deliver it.

5.20

521

5.22

5.23

We are generally guided by our asset management strategies and engineering expertise however we
regularly test these with other techniques (eg Cost Benefit Analysis (CBA)) to ensure they are driving
the right mix and level of work.

We asked PB Power to benchmark our initial volume plans and assess them against our network
reliability objectives. Their review identified some areas where alternative approaches and solutions
would deliver similar or better outputs but with reduced levels of work.

Consequently, we implemented a number of changes which resulted in a volume-driven cost reduction
of £53 million across our asset replacement and reinforcement programmes. We verified our new plans
by asking PB Power to repeat their initial exercise and provide an opinion on the efficiency of the revised
programme. They concluded that we had acted on their recommendations and our proposed volumes
were robust. We are confident, therefore, that the volumes and mix of work which underpin our business
plan commitments are efficient (see Annex 17).

We develop volumes from a bottom-up analysis of asset and network condition and performance,
CBRM, policy and standards and national guidelines combined with stakeholder engagement on
priorities and willingness to pay.
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Investing in the Network

Our largest single spend category (35% of our total expenditure) is investing in

our network.

5.24 This covers:

e Replacement and refurbishment of existing assets to maintain network performance and safety

e Management of our safety and environmental impacts

e Improving network performance

. Connecting new customers to our network

e Upgrading the network to increase its capacity

to the network.

Our stakeholders are prepared to pay £2.27 more on their bill to allow us to make further improvements

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual
£m (2012-13 prices) Total Average Total Average % Change

Replacing and refurbishing 377.4 75.5 629.5 78.7 4.3%
network assets

Managing network impacts 74.7 14.9 96.1 12.0 -19.6%
Worst Served Customers 1.3 0.3 3.4 0.4 66.1%
Resilience 7.8 1.6 20.7 2.6 65.2%
Quality of Supply 32.8 6.6 - - -100.0%
Making new connections 47.5 9.5 46.2 5.8 -39.2%
Ensuring capacity 69.8 14.0 103.4 12.9 -7.3%
Total 611.2 122.2 899.2 112.4 -8.0%
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Replacing and refurbishing network assets

Replacing and refurbishing existing network assets is the largest single
component of our network expenditure. Our network comprises a variety of
asset types, each of which performs a specific function in the electricity
distribution process.

5.25

5.26

5.27

5.28

As these assets age, their probability of failure generally increases and they must eventually be
refurbished or replaced. For a small number of asset types it is more efficient to replace them only after
they fail but in most cases it is best to carry out the replacement or refurbishment before failure occurs.
This requires a careful balance between investing too early (potentially foregoing some remaining useful
operating life) and too late (running an unacceptable level of failure with consequential impacts on
network performance, safety and future costs).

We improve network reliability through a combination of automation and operational response. This
improvement depends on maintaining a stable base in underlying network performance. Our investment
in asset replacement and refurbishment provides this stable base. We have a nhumber of options in the
way we combine replacement and refurbishment and we use a number of techniques and models to
help us get the balance right.

We develop pricing from a bottom-up analysis of actuals, forecasting future frontier shift (efficiency
improvements in our business) and Real Price Effects (RPE). RPE is a measure of the actual cost
increases we experience relative to Retail Price Index (RPI) inflation. In RIIO-ED1 we expect the RPE
impact to be £82.6 million. We have fully absorbed this cost impact through cost efficiencies elsewhere
in our business plan.

Where we have multiple intervention options, we combine our asset management practices with CBA to
determine the most cost effective interventions.
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5.29

We will spend £629.5 million over RIIO-ED1 on investment in our network. This is broadly similar to our
annual investment rate in DPCR5, although the mix of work has changed substantially. The investment
plans by a major asset group are as follows:

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual
£m (2012-13 prices) Total Average Total Average % Change

Services 15.4 3.1 23.3 29 -5.7%
Rising lateral mains 3.0 0.6 145 1.8 198.4%
Woodpole lines 47.8 9.6 38.2 4.8 -50.0%
Steel towers 39.4 7.9 80.1 10.0 27.1%
LV & HV cables 25.1 5.0 43.5 54 8.2%
EHV & 132kV cables 46.1 9.2 47.2 5.9 -35.9%
LV & HV plant 49.9 10.0 132.6 16.6 65.9%
EHV & 132KV plant 52.2 10.4 108.8 13.6 30.4%
Civil structures 28.0 5.6 75.8 9.5 69.4%
Operational IT 31.7 6.3 65.6 8.2 29.3%
High value projects 38.8 7.8 - - n/a
Total 377.4 75.5 629.5 78.7 4.3%

Impact on network risk

Our Risk Index approach lets us assess the impact of each replacement on
network risk on a common scale. Overall our target is to keep network risk
within 3% of its 2015 position.

5.30

5.31

To achieve this, we are forecasting improvements from each major asset group for which we have risk
index forecasts. Further details can be found in Annex 2B — CBRM Detailed results. The following
sections describe the investment required to meet this target.

Refurbishment can provide a substantial majority of the benefits of replacement for a fraction of the cost.
We expect to save around £50 million from refurbishing rather than replacing in RIIO-ED1.

Detailed expenditure plans

Services

5.32

5.33

Our underground services which carry electricity from our network to our customers are not managed
using CBRM because their large number and underground location make it difficult to gather reliable
condition data.

We handle faults reactively and our forecast is based on an extrapolation of historic fault rates and unit
costs to repair them with an increment for the replacement of obsolete cable types to ensure that all
replacement services are capable of supporting low carbon technology adoption. We will spend £23.3
million on underground services during RIIO-ED1, a 5.7% annual reduction compared to DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual )

£m (2012-13 prices) Total Average Total Average Change

Services 154 3.1 23.3 2.9 -5.7%
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Rising and lateral mains

5.34 These are the services within multi-occupancy dwellings such as maisonettes and high-rise flats. They
comprise mains wiring to a series of meters within the building. Following national debates over the
ownership of these installations in DPCR4, we established a programme of inspection in DPCR5 and
have commenced replacement where necessary.

5.35 Over the course of RIIO-ED1, we will spend £14.5 million on replacing these services, an increase of
198.4% on our DPCR5 programme due to the recent instigation of this work.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual

£m (2012-13 prices) Total Average Total Average % Change

Rising lateral mains 3.0 0.6 145 1.8 198.4%

Woodpole lines

5.36 Parts of our overhead network are carried by wooden poles, many of which date from the 1950s and
1960s.

5.37 We are completing a major programme of overhead line compliance work in DPCR5 which is replacing
a large number of the poorest condition poles. As a result, our forecast for woodpoles is a reduction in
the replacement rate compared to DPCR5.

5.38 We will use a defect management regime to replace specific poles rather than undertaking widespread
rebuilds or cyclic refurbishment. We will spend £38.2 million on woodpoles over the course of RIIO-ED1,
a 50% decrease on an annual basis from DPCR5.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Woodpole lines 47.8 9.6 38.2 4.8 -50.0%

Steel towers

5.39 Steel towers (pylons) support the majority of our above ground 33kV and 132KV circuits. They are made
up of a number of components and as such are much easier to refurbish than woodpoles (eg through
selectively replacing deteriorated steel members) but more difficult to replace in their entirety. As such,
our management regime for these assets is generally one of on-going refurbishment and painting to
minimise the need to replace whole towers.

5.40 We will spend £80.1 million on refurbishing and replacing steel towers over RIIO-ED1, a 27.1% increase
on an annual basis from DPCRS5.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Steel towers 394 7.9 80.1 10.0 27.1%

5.41 The increase is the result of the completion of our full tower condition survey in 2012. This condition
data was used in our CBRM model to produce our forecast.

LV and HV cables

5.42 Underground LV and HV cables form the bulk of the distribution network by length and value. The very
oldest installations date back to the early 20th century and they are intrinsically reliable. Where issues
do occur, they are often localised based on local environmental factors, disturbance or issues specific to
particular cable types and/or construction methods.

5.43 Our plans are based on the selective overlay of cables exhibiting high fault rates. As they are
underground and rarely disturbed, it is very difficult to collect condition information on these cables and
equally difficult to predict where future faults will occur.
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5.44 Over the course of RIIO-ED1 we will spend £43.5 million on LV and HV cables, an 8.2% increase on an
annual basis from DPCR5.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

LV & HV cables 25.1 5.0 43.5 5.4 8.2%

5.45 As the majority of our spending on these assets is fault related (and we expect to maintain a stable fault
rate) our volumes will remain steady. The reduction in total spending is the result of reduced unit costs
due to delivery efficiencies.

EHV and 132kV cables

5.46 Our higher voltage cables form the majority of our bulk distribution network. Most of these cables are
extremely reliable and replacing them is a highly disruptive activity.

5.47 More recently installed cables are of solid construction which require no on-going maintenance, however
we have significant numbers of earlier cable types where insulation is provided by pressurised gas or oil.
These are electrically very reliable but they bring environmental, service and operational risks. We have
to inspect and maintain the tanks, pumps and other ancillary equipment that are required to operate
these cables.

5.48 In RIIO-ED1 we will spend £47.2 million on these cables, a 35.9% reduction on an annual basis from
DPCRS.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

EHV & 132kV cables 46.1 9.2 47.2 59 -35.9%

5.49 Based on stakeholder feedback and our environmental obligations, we have set a target of reducing oil
lost from these cables by 3200 litres a year by 2023. Part of our response to this is a planned
programme of cable replacement which we started in DPCR5 and will take us 30 years to complete.
Together with on-going refurbishment activities, CBA analysis suggests that this is the best value
approach to managing these assets over the medium term (see Annex 3). As a result, we plan to
replace 57km of these cables with modern solid equivalents in RIIO-ED1. This programme is based on
replacing those cables in the highest risk settings (eg in the vicinity of a watercourse) first.

5.50 The 35.9% decrease in spending is a result of the adoption of the efficient 30-year cable replacement
plan.

LV and HV plant

5.51 These assets are the ones that transform the voltages we use for distribution into standard mains
voltage and route electricity through our LV and HV network. These assets are often located in
residential areas, under pavements and on street corners close to the customers they serve.

5.52 Over the course of RIIO-ED1 we will spend £132.6 million on LV and HV plant which is a 65.9%
increase on an annual basis from DPCRS5.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

LV & HV plant 49.9 10.0 132.6 16.6 65.9%

5.53 Based on the current health of the network and our projections of future risk, we need to increase the
replacement rates for these assets to prevent a significant increase in failures and replacement costs in
the future.
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5.54 One model of LV switchgear contains a fuse board which presents a safety hazard for our employees.
There are several thousand of these on our network. Where possible, we are refurbishing them but a
large number of replacements are unavoidable and this contributes to the increase in volumes and
expenditure.

EHV and 132kV plant

5.55 Plant consists of the transformers used to transform electricity between voltages and the switchgear
used to operate them. These are our largest single assets and are located on major substation sites
around the region.

5.56 Some of the largest sites are shared with National Grid and occasionally other DNOs. Where this is the
case, we co-ordinate with these other operators to ensure we have efficient work programmes.

5.57 As these assets are so fundamental to the delivery of our service and take so long to replace if
damaged, they are duplicated so that the backup transformer can take the load in the event of a fault.
We inspect and maintain these assets regularly and use the condition information to carefully judge the
best time to replace or refurbish each unit. Over the course of RIIO-ED1, we will spend £108.8 million on
replacing and refurbishing EHV & 132kV plant which is a 30.4% increase on an annual basis from
DPCRS.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

EHV & 132kV plant 52.2 10.4 108.8 13.6 30.4%

5.58 These assets are getting older; inevitably older assets require increasing amounts of investment. We
use CBRM to ensure replacement is kept to a minimum, but the technique can not fully mitigate the
necessary increase brought about by age.

5.59 We have included programmes of plant refurbishment in the forecast, including 33kV, 11kV & 6.6kV
circuit breakers, where we have developed innovative options for the installation of retrofit breakers.
This assumption has allowed us to reduce the volume of units planned for full replacement.

5.60 Our forecast also includes refurbishment of over 100 Grid and Primary transformers, using the in-situ oil
regeneration technique we developed in partnership with the University of Manchester.

Civil structures

5.61 The civil structures we look after include buildings, concrete plinths, compound fences and other
structures. These play a vital role in protecting our electrical equipment. We need to invest to ensure
that the civil works are fit for their intended purpose and that they meet all relevant safety standards.

5.62 We will spend £75.8 million on civil work over the RIIO-ED1 period, which is a 69.4% increase on an
annual basis from DPCRS.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Civil structures 28.0 5.6 75.8 9.5 69.4%

5.63 The increased programme size is driven by:
e Additional plant volumes
e New major programmes on cable structures (pits, tunnels and bridges)
e Anincrease in Grid and Primary works (eg substation dehumidifier upgrades)

5.64 The volumes of civil work driven by plant asset replacement have been reduced following
implementation of standard solutions, which allow more in-situ plant replacement and refurbishment.

5 - Expenditure Page 95



Operational IT and Telecoms

5.65 Operational IT and Telecoms assets are those used in the real-time control, monitoring, management
and restoration of our network. The infrastructure includes the Remote Terminal Units (RTU) connected
directly to the primary electrical plant, the control room real-time systems and the communications
infrastructure that links the RTU population to the control room systems.

5.66 We have historically developed and maintained our own custom Network Management System (NMS)
software. This has provided many benefits, particularly in relation to network automation, which were not
available from ‘off-the-shelf’ systems. We have recently completed an evaluation of future requirements
based on developments in the software market and analysis of the requirements of a future smart
network (including smart meter data integration).

5.67 We concluded that continuing to develop bespoke real time systems in house would incur significant
additional cost and present increasing risk to our business. We also conducted a number of expert
reviews of our Operational IT strategy, focused on fit-for-purpose current and future functionality,
simplification of infrastructure complexity and reduction in total cost of ownership.

5.68 We conducted a number of reference client engagements with both British DNOs and with US electricity
and gas companies. We found that internationally, the maturity of the smart grid roadmap and
integration to Advanced Meter Infrastructure (AMI) is generally more advanced than in the UK. As a
consequence most of the real time systems vendors with implementations across Europe and the US
have already started to move their core systems along the smart future roadmap and some have mature
offerings in demand side management, contract management and advanced meter infrastructure.

5.69 The recommendations from the reviews and reference engagements led to the creation of a strategy for
Operational IT and Telecoms investment that is underpinned by a scalable and reliable strategic
platform, which allows the future deployment of new smart grid technologies. This strategy relies on
improving data quality, data management, and implementation of a commercial off-the-shelf NMS
platform. Advanced analytics and smart functionality will be developed on top of this core platform.

5.70 The Operational IT transformation programme will create benefits by integrating smart meter data much
earlier than would otherwise be the case (see Annexes 18 and 28).

5.71 As part of the transformation programme, we will also refresh the Operational IT communications
equipment and RTU population to maintain and improve network performance as smart technology is
progressively implemented in the UK.

5.72 We will spend £65.6 million on Operational IT over RIIO-ED1, a 29.3% increase on an annual basis from
DPCRS.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Operational IT 31.7 6.3 65.6 8.2 29.3%

5.73 Costs are driven by the replacement of our network management system which started in DPCRS5,
implementation of smart grid capabilities such as contract management, energy management and
distributed generation management. Through refreshing and upgrading our operational IT estate to
maintain current performance and to support the increase in automation we will deliver network
performance improvements at a lower overall cost.

Managing network impacts

5.74 We need to ensure that we operate a safe and environmentally sound network. We invest in these areas
to ensure we follow our safety and environmental principles, comply with all applicable legislation, and
deliver our safety and environmental Outputs. We also sometimes have to move our assets where we
no longer have the right to maintain them on land which does not belong to us.
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5.75 Over the RIIO-ED1 period we will spend £96.1 million which is a 19.6% decrease on an annual basis
from DPCRS5. This decrease is driven by the completion of our ESQCR programme.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual
£m (2012-13 prices) Total Average Total Average % Change
Maintaining safe network 14.1 2.8 39.7 5.0 75.9%
Reducing environmental impacts 2.4 0.5 6.4 0.8 67.4%
Reducing electrical losses 0.7 0.1 104 1.3 857.5%
ESQCR compliance 34.4 6.9 3.3 0.4 -94.0%
Diverting our equipment 18.0 3.6 27.2 3.4 -5.6%
Undergrounding 5.2 1.0 9.1 1.1 9.7%
Total 4.7 14.9 96.1 12.0 -19.6%

Maintaining a safe network

Safety is our number one priority and we invest to ensure the safety of our
people, our contractors and the public.

5.76 Many of our assets were installed several decades ago. The materials, tools and equipment available
today have significantly improved. Consequently we are undertaking a range of investment programmes
on our assets to ensure they are fully compliant with modern standards and legislation.

5.77 These programmes comprise:

e Managing the risk from asbestos at substations
¢ Installing safe climbing equipment on our steel towers and key items of plant

e Increasing the security of substation sites to prevent third party access

5.78 We have made good progress on remediation of asbestos at our indoor substations and have planned
for a programme of remediation for our outdoor substations. We have identified overhead line assets
where specific legal and safety issues exist, for example high earth resistance values and the
replacement of ceramic surge arresters.

5.79 We will spend £39.7 million on these safety programmes over RIIO-ED1, a 75.9% increase on an
annual basis from DPCR5.

DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Maintaining safe network 141 2.8 39.7 5.0 75.9%

5.80 A significant part of the increase is driven by our response to an increase in metal theft incidents over
the last few years. This is projected to continue as metal prices rise and we need to upgrade substation
security measures to address this.

Reducing environmental impacts

5.81 We have included volumes in our plan to continue to mitigate a range of environmental impacts
including noise from our transformers, oil loss from our equipment and cleaning up contaminated land.
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5.82

The total spend on reducing environmental impacts over RIIO-ED1 will be £6.4 million, a 67.4%
increase on an annual basis from DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual
£m (2012-13 prices) Total Average Total Average % Change
Reducing environmental impacts 2.4 0.5 6.4 0.8 67.4%
5.83 The increase is a result of greater volumes of remediation work on oil-contaminated land and work on

containment systems to prevent contamination from sites leaking into the surrounding environment.

Reducing electrical losses

5.84

5.85

Electrical energy is lost in the process of distribution. Equipment that leads to lower losses is available
but this is generally more expensive than our existing equipment.

We used CBA to identify where installation of low loss equipment, particularly transformers, would
deliver long-term cost and environmental benefit for our customers. Consequently we have included
£10.4 million in our plans to replace 652 installations over the first four years of RIIO-ED1. This is
expected to produce savings of 10,972 MWh a year, the equivalent of removing 5,709 tonnes a year of
CO, from UK emissions (see Annex 19).

DPCR5 RIIO- RIIO-ED1
DPCR5 Annual ED1 Annual

£m (2012-13 prices) Total Average Total Average % Change

Reducing electrical losses 0.7 0.1 104 1.3 857.5%

ESQCR compliance

5.86

5.87

Our work to ensure our circuits meet the requirements of the Electricity Safety, Quality and Continuity
Regulations (ESQCR) will be complete in 2016.

We forecast that we will need to continue our current programme of rectification into 2016. No specific
forecast has been made for a proactive programme beyond this point. If isolated instances are identified
in the future, whether by customer referral or in the course of routine inspection, we will respond to them
as Troublecall (operational fault remediation) incidents if urgent, or otherwise as part of our planned
replacement and refurbishment work.

DPCR5 RIIO.ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Total Average Total Average Change

ESQCR compliance 34.4 6.9 33 0.4 -94.0%

Diverting our equipment

5.88

5.89

5.90

Diversion costs are incurred where we have to move our assets because the current route or site
becomes unavailable, for example through the termination of the legal rights to locate our equipment, or
because of the construction of a new highway.

Every year we deal with a number of claims from property owners relating to the reduction in value or
productivity of their property and/or land as a consequence of our assets. In these cases, we often pay
the grantor a sum to convert our access right from a terminable wayleave to an easement, which gives
us permanent right to remain. This is done where it is cheaper than moving the assets involved and
where there is a continued requirement for the assets.

In some cases, it is cheaper to move or divert the assets. This may also be the case where the
landowner or developer wishes to develop a new site and serves us with a termination notice.
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5.91 In developing the forecast we have looked at recent trends and concluded that the rate of terminations
has stabilised. We have also considered the effects of the New Roads and Street Works Act (NRSWA)
and of large infrastructure projects in our region. For example with the Network Rail Electrification
Project we have made a provision for the NRSWA diversions within roads and bridges in our
submission, but we have made no provision for overhead line diversions, as we expect these to be
recharged to Network Rail. Combining all of these factors, we expect the volume of diversions work to
remain steady over the course of RIIO-ED1.

5.92 Where diversions are required, at the specific request of third-parties, we will seek to charge them
where appropriate. We have forecast a decrease of 5.6% in diversion expenditure, driven by efficiency
savings on a constant volume of work. We will spend £27.2 million in RIIO-ED1.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Average Total Average Change

Diverting our equipment 18.0 3.6 27.2 3.4 -5.6%

Undergrounding

5.93 We will invest £1.1 million per annum throughout RIIO-ED1. The detailed selection of areas for
undergrounding will continue to be guided by our regional partners and stakeholders. Our investment
will allow us to underground approximately 80km of existing overhead lines by 2023.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Total Average Total Average Change

Undergrounding 5.2 1.0 9.1 11 9.7%

Worst Served Customers

5.94 We are planning to ensure that no customers receive a service that would qualify them as ‘worst-served’
by 2023. Worst Served Customers (WSC) are those who experience 12 or more interruptions due to
faults on the high voltage network, over a three-year period.

5.95 It is our firm view that as our customers’ use of and dependence on electricity increases, particularly as
a result of the decarbonisation of transport, heating and generation, extremities of performance will
become increasingly unacceptable to them.

5.96 We already have the lowest percentage of worst served customers of any DNO outside of London and
will reduce this to zero by the end of RIIO-ED1.

5.97 The investment is a package of measures tailored to the requirements of the network in the vicinity of
the relevant customers. It includes a mix of overhead line rebuilds as well as additional protection and
remote control facilities.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Total Average Total Average Change
Worst Served Customers 1.3 0.3 3.4 0.4 66.1%

5.98 We will spend £3.4 million in RIIO-ED1 on our WSC programme.

Improving resilience to extreme events

5.99 It is important that our network is able to survive and recover from extreme events such as flooding,
terrorist attack, and a total shutdown of the National Grid.

5.100 We have analysed the high-risk points on our assets and routes where multiple circuits can be affected
by a single incident. This study identified seven 132kV and thirteen EHV sites where the risk was
significant. Further work on potential mitigation measures identified that three 132kV sites and three
EHV sites require network reinforcement or diversion to appropriately manage the risk.
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One very high priority site is being addressed in DPCR5. The other five sites are currently included in
our RIIO-EDL1 forecast. The expenditure associated with this work is included in our expenditure

forecasts for civil work and cables.

DPCR5 RIIO-ED1
Annual RIIO-ED1 Annual %
£m (2012-13 prices) Average Total Average Change
Flooding 7.8 1.6 10.7 1.3 -14.4%
Critical National Infrastructure - - 2.6 0.3 n/a
Black Start - - 7.4 0.9 n/a
Total 7.8 1.6 20.7 2.6 65.2%
Flooding

5.101 Protecting our substations from severe flooding is essential to maintain a resilient network. We have
made excellent progress in delivering the DPCRS5 flooding programme with all 31 sites planned for
DPCRS5 completed by January 2014. This will ensure that 550,000 customers benefit from additional
protection against interruptions due to 1-in-100-year flood.

5.102  Working with new data from the Environment Agency we have identified a further 56 sites which are
also now identified as at risk of flooding. We will spend £10.7 million on protecting substations from

flooding in RIIO-ED1, a 14.4% decrease on an annual basis from DPCR5.

the benefits will be.

Dave Walker, Wigan Council

Communication with the public is important — dealing with problems people need to have clear
information available. Also when improvements are being made, publicise what you are doing and what

£m (2012-13 prices)
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Flooding ‘ 7.8 ‘ 1.6 10.7 1.3 -14.4%

Critical National Infrastructure (CNI)

5.103 CNI sites are those deemed most critical to the national interest. As a result of our work with the security
services, we have agreed that two sites should be classified as CNI and protected during RIIO-EDL1. In
addition to the upgrading investment, we need to maintain a dedicated 24-hour monitoring function for
these sites. The most cost-effective solution is outsourcing to a specialist vendor.

5.104 We will spend £2.6 million on our CNI programme over RIIO-ED1.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change
Critical National Infrastructure - - 2.6 0.3 n/a
Black Start

5.105 When an entire region loses electrical power, the generation, transmission, and distribution networks
must be re-energised in a precise sequence known as Black Start. To comply with these requirements,
we need to ensure that our major substations have enough backup battery capacity to be able to switch
back on when required.

5.106 When batteries come up for replacement at these sites, we will upgrade their capacity to 72 hours in line
with guidance from DECC. This will cost £7.4 million over the RIIO-ED1 period.

DPCR5 " RIO-ED1
DPCR5 Annual RIIO-ED1 Annual )

£m (2012-13 prices) Total Average Total Average Change
Black Start - - 7.4 0.9 n/a

Quality of Supply (QoS)

5.107 Over the last few years we have invested significantly to reduce the impact of power cuts on customers
by improving the ability of the network to detect faults and restore supplies. This has produced real
benefits for customers in terms of improved supply availability.

5.108 Customers tell us that this remains their top priority so we expect to continue to invest in such
programmes as we seek to achieve our goal of a 20% reduction in Customer Interruptions and
Customer Minutes Lost by 2019. Much of the investment in our plan has an incidental effect on the
reliability and availability of supply. We have not included funding in our plan for investment which is
solely designed to improve Quality of Supply. This will be paid for through the rewards we earn for out-
performing Ofgem’s RIIO-ED1 performance targets.

Making new connections

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Total Average Total Average Change

Making new connections 47.5 9.5 46.2 5.8 -39.2%

Customer connections (associated reinforcement costs)

5.109 When customers need to connect to our network we sometimes need to increase capacity to allow this
to happen. Customers are sometimes asked to contribute to this cost; this income is not included in the
figures above. We forecast that growth on our network will continue to be largely driven by demand from
customers for new connections to new buildings.
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5.110

The rate of these will be driven by a combination of population and economic growth factors. Connecting
customers is a competitive market, with a number of different service providers capable of providing
guotations and making new connections to our network. The 39.3% change is largely due to a change in
categorisation.

Connecting Distributed Generation

5111

5.112

The amount of local generation (also called Distributed Generation) that connects to our network is
largely driven by the economic rewards for customers and developers. Many customers also want to
connect renewable sources of generation to play their part in reducing their carbon impact.

Successive government policies (such as the Feed in Tariff) have driven an increase in the amount of
distributed generation connected to our network.

45% of customers think it is important for us to help people and schools save energy and reduce their
carbon footprint.

Engaged Consumer Panel

Ensuring available capacity

5.113

5.114

5.115

We need to reinforce our network as the demands on it increase. These increases result from changes
in population, customer consumption and connection of Distributed Generation to our network. We carry
out reinforcement work by installing larger capacity transformers and/or linking parts of the network by
installing new cables.

We also need to ensure that our network is capable with dealing with faults, even at times of peak
demand. These peaks occur at different times of the day and year depending on the load that a
particular substation is supplying, as illustrated in the graph below. Our network is designed to ensure
that sufficient spare capacity is maintained to cope with incidents. Maintaining this spare capacity
underpins future performance levels.

In RIIO-ED1, general reinforcement requirements will be supplemented by a need to connect increasing
levels of Low Carbon Technologies (LCT) such as electric vehicles and heat pumps.
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5.116

5.117

5.118

5.119

5.120

The level of LCT take-up is difficult to predict and therefore we need to take a prudent but responsible
approach to reinforcement forecasting. We led work for the Smart Grid Forum to develop the Transform
model that is used by all UK network operators to predict levels of LCT penetration and clustering (see
Annex 20). Through Innovation Funding Incentive (IFI), Low Carbon Networks Fund (LCNF) and our
own internally funded innovation (such as Demand Side Response) we are developing cost-effective
solutions to allow our network to transition to and fully support the low carbon future. Our Capacity to
Customers (C,C) project aims to significantly reduce the amount of network reinforcement required to
support load growth through applying smart grid technology and demand side response.

In each case we have looked carefully at non-traditional intervention options, either through innovative
technical solutions, looking to exploit existing capacity, or ways of moving the peak demand which
causes the investment requirement.

Spending on reinforcement is separated into general reinforcement and fault level reinforcement. Fault
level reinforcement ensures that in the case of a fault, our network is able to handle it safely and without
incurring damage (see Annex 21).

In forming our plans for RIIO-ED1, we have been careful to take account of the longer term context in
which those plans will be delivered. Whilst we forecast that the need to reinforce our network will
increase considerably in RIIO-ED2 and RIIO-ED3 we do not believe this requires or justifies the need for
additional work in RIIO-ED1. The risk of creating stranded assets is still too great as we do not know
where the reinforcement needs will occur (see Annex 22). In four years’ time we will review this analysis
as we approach the mid-point review of RIIO-ED1.

Our total reinforcement expenditure in RIIO-ED1 will be £103.4 million, a 7.4% decrease on an annual
basis from DPCR5.

DPCR5 " RIIO-ED1 |
DPCR5 Annual RIIO-ED1 Annual
£m (2012-13 prices) Total Average Total Average % Change

General EHV and 41.7 8.3 39.3 4.9 -41.0%
reinforcement 132kV

LV and HV 24.5 4.9 49.5 6.2 26.5%
Fault level EHV and 1.8 0.4 7.7 1.0 173.7%
reinforcement 132kV

LV and HV 1.9 0.4 6.8 0.9 129.2%

Total 69.8 14.0 103.4 12.9 -7.4%

5121

5.122

The requirements for non-low-carbon related reinforcement at the higher voltages reduces in RIIO-ED1
as overall demand requirements are projected to be largely static.

However, we do foresee an increase in the investment required to both prepare for and respond to the
impacts of LCTs. This is particularly pronounced towards the end of the period.

EHV and 132kV general reinforcement

5.123

5.124

5.125

5.126

We study the current and future demand and capacity for each substation group to establish the
reinforcement requirements for the higher voltages. We developed high-level reinforcement solutions
taking into account overall system performance and the status of neighbouring parts of the network. The
resulting projects have been costed using the efficient construction costs we expect in RIIO-ED1.

Total costs have then been discounted by 20% on the assumption that we will be able to drive additional
efficiencies from our innovation programme.

We have developed an integrated reinforcement programme to ensure that any duplication of other
solutions or interventions is removed and that the proposed solution meets the needs of all relevant
requirements on that site or portion of network. We will competitively tender each project prior to
commencement to ensure we are getting the best available prices and contract conditions.

We plan to reinforce 20 major sites during RIIO-ED1 at a cost of £39.3 million, a 41.0% decrease on an
annual basis from DPCR5.
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DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual )

£m (2012-13 prices) Total Average Total Average Change
General 41.7 8.3 39.3 4.9 -41.0%

EHV and 132kV

reinforcement

LV and HV general reinforcement

5.127

5.128

5.129

5.130

While our EHV and 132kV reinforcement programme is made up of a small number of discrete projects,
our LV and HV programme requires a larger number of smaller interventions.

The nature of the new LCT that we anticipate will be connected during RIIO-ED1 will create issues not
previously seen in any significant volume on the distribution network, for example harmonic compliance
and LV voltage compliance. We have included these considerations in our modelling. We have
developed a software model for the whole of the LV and HV network that identifies network overloads at

these voltages (see Annex 21).

A significant proportion of our services are ‘looped’ off another service and do not have a separate
connection to the supplying mains cable. These services have limited capacity which will constrain the
take up of LCT in the locations in which they are found. As such, we propose to address looped services
that constrain the connection of LCT to the network.

The total spend on LV and HV reinforcement in RIIO-ED1 will be £49.5 million, a 26.5% increase on an
annual basis from DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change
0,
General LV and HV 24.5 4.9 49.5 6.2 26.5%

reinforcement
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EHV and 132kV fault level reinforcement

5.131 Fault level reinforcement is undertaken so that our network can handle faults safely and without
incurring damage. We calculate fault levels using network modelling. Using the 2023 peak demand
forecast and associated technical assumptions, we can identify switchgear calculated to have a fault
level in excess of its fault rating and flag it for replacement or reinforcement.

5.132  We will spend £7.7 million on reinforcing our EHV and 132kV networks to handle fault conditions which
is a 173.7% increase on an annual basis from DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual )

£m (2012-13 prices) Total Average Total Average Change

Fault level EHV and 132KV 1.8 0.4 7.7 10| 173.7%
reinforcement

LV and HV Fault Level Reinforcement

5.133  The urban areas in the North West have HV networks operating predominately at the 6.6kV level rather
than the 11kV more commonly found in the rest of our area. This is a legacy from the original network
installation. The fault rating of much of the switchgear associated with this network often presents a
barrier to the connection of LCT. To remove this potential block we propose to remove this switchgear
from our network over RIIO-ED1 and RIIO-ED2 to coincide with the expected profile of LCT adoption.

5.134  We will spend £6.8 million on this programme over RIIO-ED1, which is a 129.2% increase on an annual
basis from DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual )

£m (2012-13 prices) Total Average Total Average Change

Fault level

. LV and HV 1.9 0.4 6.8 0.9 129.2%
reinforcement
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Repair and maintenance of the network

5.135 Our repair and maintenance programme keeps our network fully operational and fit-for-purpose. We
invest to respond rapidly to fix faults, inspect and maintain the equipment regularly, manage the
vegetation growing near our lines and run the substations on which the major plant is sited. 12% of our
total expenditure is on repair and maintenance of our network.

DPCR5  RIO-ED1
Annual RIIO-ED1 Annual %
£m (2012-13 prices) Average Total Average Change

Repairing faults 144.8 29.0 210.6 26.3 -9.1%
Severe weather - - 2.3 0.3 n/a
Inspections and maintenance 48.6 9.7 64.6 8.1 -16.9%
Tree-cutting 16.2 3.2 28.2 3.5 9.1%
Other 8.0 1.6 14.6 1.8 14.6%
Total 217.5 43.5 320.2 40.0 -8.0%

5.136 A percentage change is not applicable for severe weather as this is an allowance for events beyond our

control.
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Repairing faults

5.137  When a fault occurs on our network we act to resolve it as soon as possible. Some faults can be
restored from our control centre or by sending an engineer to site but 70% of faults causing an
interruption to supply need to be repaired before supplies can be restored.

5.138 In atypical day we will respond to 35-40 faults resulting in an interruption to supply and 30-35 other
incidents requiring a response. Responding to faults quickly is critical to achieving our goal of a 20%
reduction in Customer Minutes Lost. The majority of fault response work is carried out by our own
people supported, when necessary, by one of our contract partners.

Our cost forecast has been determined by assessing the historic fault volumes. Fault volumes have
been stable over the last few years and our forecasts are based on the latest three-year average.
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DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Repairing faults 144.8 29.0 210.6 26.3 -9.1%

Severe weather costs

5.139  Severe storms such as those over Christmas 2013 which affected much of the UK have a disruptive
impact on our network. We experience periods of bad weather such as this in most years but
occasionally have an unusually disruptive event which causes widespread damage. We refer to these
as ‘severe weather events’ and include a provision for expenditures as a result of these severe storm
damage events.

5.140 In 2005, we suffered the effect of severe floods at Carlisle, which cost £5.5 million to repair. This was
our largest atypical event of the last few years and passed Ofgem’s threshold to be treated as an
atypical 1-in-20 year event. We have estimated our RIIO-ED1 Severe Weather costs by assuming that
an event of this magnitude will occur once every 20 years and included a pro-rated cost allowance into
each year’s expenditure.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %

£m (2012-13 prices) Total Average Total Average Change

Severe weather - - 2.3 0.3 n/a

5.141 A percentage change is not applicable for severe weather as this is an allowance for events beyond our
control.

Inspections and maintenance
5.142 We maintain our assets to ensure they are safe, reliable and efficient throughout their operating lives. In

total, we will spend £64.6 million on Inspection and maintenance during RIIO-ED1, a 16.9% reduction on
an annual basis from DPCRS.
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DPCR5 RIIO-ED1

Annual RIIO-ED1 Annual %
£m (2012-13 prices) Average Total Average Change

Inspections 10.5 2.1 12.3 1.5 -26.6%
Maintenance - switchgear and 18.7 3.7 31.3 3.9 4.4%
transformers

Maintenance - protection 3.6 0.7 4.0 0.5 -31.1%
Maintenance - civil works 11.6 2.3 11.1 14 -40.2%
Maintenance - other 4.2 0.8 5.9 0.7 -11.2%
Total 48.6 9.7 64.6 8.1 -16.9%

5.143  Our programme is broadly in line with DPCRS5 and we will deliver it at a more efficient cost.

5.144  Maintenance of switchgear and transformers is necessary to ensure reliable and safe operation of the
network. This programme will be marginally bigger in RIIO-ED1 however programme efficiencies mean
we will deliver this increased volume at a lower equivalent unit cost.

5.145 Protection maintenance activities are necessary to ensure our network operates correctly under both
normal and fault conditions. We maintain and inspect relays, batteries and communication links to
minimise the risk of exceptional shutdowns, extensive damage to plant and risk of injury to our people
and the public.

5.146  Our electrical assets are often housed on substation sites which need to be maintained properly to
ensure they continue to protect the equipment they house and minimise the safety risk to the public.
Planned activities on these assets (buildings, fences etc) have been forecast based on the number of
assets within our asset database and policy frequencies for planned maintenance.

5.147  We also carry out a number of reactive maintenance visits, usually in response to issues found during

inspection, or notified to us by customers. Our forecast is based on historic volumes; however we will
deliver this work at a more efficient unit cost.

Tree cutting

5.148

5.149

5.150

Trees that grow too close to our power lines are a safety hazard and can cause power cuts. Our tree
cutting activity is delivered by our own teams, who consistently deliver industry-leading levels of cost
and productivity efficiency.

We have forecast a small increase in total cost despite our decreased unit costs due to additional cutting
work required to comply with resilience standards®. These regulations require us to fell additional trees
in the vicinity of our overhead lines so that trees brought down by storms cannot disrupt them. We are
currently undertaking a 25-year programme to ensure we are compliant with these regulations,
focussing initially on our 33kV network, which has the greatest combination of risk from tree falls and
criticality to our network.

Tree cutting activity is predictable and based on a cyclical programme. As a result, expenditure is very
stable over time. In RIIO-ED1, we will spend £28.2 million on tree cutting which is a 9.1% increase on an
annual basis from DPCRS.

2 ENA Engineering Technical Recommendation 132: Improving network performance under abnormal weather conditions by
use of a risk based approach to vegetation management near overhead electric lines.
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DPCR5 RIIO-ED1

DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change

Tree-cutting 16.2 3.2 28.2 3.5 9.1%

Other operational costs

5.151

5.152

5.153

5.154

5.155

5.156

Substations which are live but no longer used, or where the level of utilisation is very low (eg because a
factory has closed down) are potential safety hazards and are vulnerable to attack, vandalism and theft.

We are obliged by law to dismantle and remove substations when there no longer appears to be a use
for them. During RIIO-ED1 we will spend £2 million on dismantling substations, a 56.6% increase over
the DPCRS5 period, which is driven by higher volumes.

We also have to pay for the electricity that our substations use. We use an energy procurement service,
which reduces the risk to us from energy price fluctuations.

This provides a number of benefits over single supply contract procurement including:

e Allowing the purchase of energy at any time within the contract in order to take advantage of a
falling market price whilst protecting against upside risk

e Avoiding the risk of purchasing on a single day for the year ahead
e Allowing multiple purchases within the contract period which spreads the risk

Our unit forecasts are based on 2012-13 consumption (13,413 MWh, equivalent to just over 4,000
houses) with a 270 MWh reduction (2%) following the deployment of smart meters which we anticipate
will identify abnormally high consumption which can be reduced. Future years will see further reductions
as innovations to reduce energy use within our substations are deployed across the network.

By 2023, it is anticipated that the energy consumed within substations will have been reduced by 18%
through the replacement of substation appliances with more energy efficient units. However, we
anticipate a 33% increase in the unit price for electricity over RIIO-ED1 which results in an increasing
overall expenditure forecast.
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5.157

We anticipate spending £12.6 million on substation electricity over the RIIO-ED1 period, which is a 9.8%
increase on an annual basis from DPCRS5.

£m (2012-13 prices)

DPCR5
Total

DPCR5
Annual
Average

RIIO-ED1
Total

RIIO-ED1
Annual
Average

%
Change

Dismantlement 0.8 0.2 2.0 0.3 56.6%
Electricity 7.2 1.4 12.6 1.6 9.8%
Total 8.0 1.6 14.6 1.8 14.6%

Supporting network activities

5.158

Managing our network requires considerable support activity, whether through the delivery of capital
works, or providing the capability to manage day-to-day operations. We also have to plan for and
manage a range of non-operational assets (such as vehicles and buildings) and also invest in innovation
to continually seek out new ways of doing things. 17% of our total expenditure will be spent on

supporting network activities.

5.159

We will spend 26.1% less annually on these supporting activities in RIIO-ED1 than in DPCRS5 as a result
of cost efficiencies.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change
Supporting investment delivery 227.0 45.4 312.0 39.0 -14.1%
Supporting network operations 38.7 7.7 71.4 8.9 15.3%
Replacing non-operational assets 75.7 15.1 38.6 4.8 -68.1%
Innovation 38.9 7.8 275 3.4 -55.8%
Total 380.2 76.0 449.5 56.2 -26.1%
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Supporting investment delivery

5.160 We support delivery of our investment programmes with design, project management, logistics,
materials and vehicles.

5.161 We will spend £312.0 million on supporting the delivery of investment in our network during RIIO-ED1,
which is a 14.1% decrease on an annual basis from DPCR5. We have made significant savings in
almost every category without compromising our objective of delivering a safe, reliable and resilient
network for our customers.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change
Design and planning 46.4 9.3 60.5 7.6 -18.5%
Project management 23.3 4.7 39.1 4.9 5.0%
Work management 94.1 18.8 119.1 14.9 -20.9%
Managing materials and stock 9.7 1.9 14.3 1.8 -8.1%
Operational training 32.3 6.5 48.3 6.0 -6.7%
Vehicle operations 18.8 3.8 27.6 3.5 -8.1%
Network policy 2.4 0.5 3.1 0.4 -18.5%
Total 227.0 454 312.0 39.0 -14.1%

Design and planning

5.162  Our design and planning team is responsible for determining what work is necessary on our network,
planning its delivery and carrying out the engineering design work on all our major projects.

5.163 In RIIO-ED1, we will spend £60.5 million on design and planning work, which is an 18.5% saving on the
DPCRS5 costs. This saving will be achieved by progressively increasing the number of standard designs
we use, reducing the need for bespoke design on each capital project.
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Project management

5.164

5.165

Our project management team ensures the timely and efficient delivery of our investment programme.
Management of the smaller projects on our secondary network is done directly by the engineer in
charge of the work. Our Grid and Primary projects, which tend to be much larger, are managed by our
Major Projects Unit, which is also responsible for their design.

We will spend £39.1 million on project management over the course of RIIO-ED1, which is a similar
level to DPCRS.

Work management

5.166

5.167

5.168

Work management is a very broad category that includes all the activity required to plan and efficiently
deliver investment on our network. It ranges from strategic planning of the programme through the
efficient co-ordination and scheduling of resources between supply restoration, repair, maintenance and
planned capital programme work and the subsequent management, monitoring and reporting of delivery
against the plan.

It includes managing permissions for working in the highway and the costs of the permits, dealing with
wayleaves and planning consents and the annual costs we incur to secure them, customer liaison and
response to enquiries, providing quotations to connections customers and important health and safety
services.

We have rationalised our support model during DPCR5 to improve efficiency, breadth of support and
flexibility to respond to changes in workload across the business. Some work management costs are
now allocated to ‘Supporting Network Operations’. As a result we have been able to reduce our work
management expenditure by 20.9% to £119.1 million.

Managing materials and stock

5.169

5.170

5171

5.172

We operate a stores system to manage the materials required on our network.

We use an external logistics provider with an offsite storage facility, together with local stores in depots
supported by a number of satellite stores. Materials that are distributed by our provider are purchased
by us through framework agreements with suppliers or are purchased by Framework Contractors
through the same procurement arrangements. Careful stock control and liaison with our policy team
ensures that we minimise the stock holdings but always have the right items in stock when required.
This arrangement is competitively tendered every five years to ensure we continue to get the best rates.

We have recently completed a tender exercise; TVS Supply Chain Solutions will replace our current
supplier, CEVA Logistics, from 1 April 2014.

Our spending on stores will decrease by 8.1% to a total of £14.3 million over RIIO-ED1. This cost
reduction is made possible by improved logistics and inventory management policies.

Operational training

5.173

5.174

5.175

It is critical that the staff who work on our network are appropriately trained and equipped to work safely
and efficiently. We achieve this by delivering programmes of specialist technical training for both our
own people and the contractors who work on our behalf.

As well as our standard training programmes we also operate a Workforce Renewal Scheme. This helps
us recruit and train the next generation of craftspeople and engineers to replace the large number of
qualified employees who will be retiring in the next few years. Based on the profile of leavers and our
plans for upskilling we will recruit the following:

Recruitment per annum

Craftspeople 28

Engineers 41

We will continue to up-skill our existing employees and hire from other DNOs and contractors in the
electricity supply industry. We still, though, need to supplement this by training an increasing number of
new recruits. As part of this, we opened our new Training Academy in Blackburn in 2013.
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5.176

We will spend £48.3 million on training operational employees over RIIO-ED1 which is a saving of 6.7%.
We are able to reduce total spending despite the increase in training of new and existing staff by
switching from outsourced training to our own training academy and by making our graduate and
apprentice training programs shorter but more intense.

Vehicle operations

5.177

5.178

5.179

5.180

We need to operate and maintain our vehicle fleet to ensure it is as efficient as possible. The capital
costs associated with replacing vehicles are dealt with in paragraph 5.197 — Replacing our vehicle fleet.

We run a fleet of 845 operational vehicles. This fleet ranges from small vans through to specialist
equipment for installing poles and working on steel towers. The size and nature of the fleet is
determined by the operational requirements.

We plan to improve our fleet's efficiency and carbon footprint through a number of ongoing initiatives
including:

¢ Installation of rev limiters

e More efficient use of the logistics contractor’s vehicles in delivery of plant and material

e Close scrutiny of fuel consumption to identify and remedy inefficiencies in the fleet

e Publication of the lowest local fuel prices at each site

e  Further use of electric and hybrid vehicles

Fuel usage is monitored monthly against a volume reduction target of 2% per year from 2012 to 2019.

As a result of these and other cost saving measures we have reduced our spending on fleet
management by 8.1% to £27.6 million in RIIO-ED1.

Network policy

5.181

5.182

These costs relate to the small team of engineering experts who develop and maintain our technical
policies, standards and specifications. These specify the equipment we buy and guide both the way in
which it is installed and how the network is operated.

We will spend £3.1 million in this area over RIIO-ED1 which mainly relates to the costs of employing a
small number of expert staff, together with the costs of maintaining the technical library. This represents
a reduction of 18.5% from DPCR5 due to insourcing control of technical authorship and headcount
reductions.

Supporting network operations

5.183

We support network operations with a number of services including running the Control and Customer
Contact centres and managing our records.

DPCR5
Annual
Average

RIIO-ED1
Annual %
Average Change

DPCR5
Total

RIIO-ED1
Total

£m (2012-13 prices)

Running the control centre 19.0 3.8 325 4.1 7.2%
Keeping our records up-to-date 7.1 1.4 114 1.4 0.5%
Customer Contact Centre 12.6 2.5 27.5 34 35.9%
Total 38.7 7.7 714 8.9 15.3%
5.184 The allocation of costs between ‘Work Management’ and ‘Supporting Network Operations’ has been

refined as we have changed how we carry out and manage these activities to reduce costs.

Running the Control Centre

5.185
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The Control Centre is at the heart of our day-to-day operations and allows us to control the entire
network. The key responsibilities of the Control Centre are to manage planned network outages and
restore power quickly after unplanned outages.
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5.186

Our Control Centre operates 24 hours per day, 365 days per year. This will cost £32.5 million in RIIO-
ED1.

Keeping our records up-to-date

5.187

5.188

It is vital to have good asset and geographical records as these are the basis for carrying out work on
site and informing decisions about the future network investment requirements. Records are a key
safety management tool in terms of ensuring that anyone working on or near our network knows what
assets are in the vicinity.

We will spend £11.4 million on records in RIIO-EDL1. Investment in accurate network data helps ensure
our wider investment and repair programmes are as efficient as possible.

Customer Contact Centre

5.189

5.190

We operate a central Customer Contact Centre from our headquarters in Warrington, which operates 24
hours per day, 365 days per year to provide our customers with an exceptional level of service.

We will spend £27.5 million on the customer contact centre over RIIO-ED1. We will improve customer
service through improved training and data management. We will supplement this by investment in a
flagship Customer Relationship Management system, which will be fully funded by us.

Replacing non-operational assets

5191

5.192

We own and operate a range of assets which are not used in the real-time management of the network
but are nevertheless required to support the efficient running of our business. These include IT systems,
buildings and vehicles. This section deals with the cost of replacing and renewing these assets. We deal
with their operating costs in the next section, Business Support.

Our total spending on replacement of non-operational assets in RIIO-ED1 will be £38.6 million which is a
68.1% decrease on an annual basis from DPCR5.

DPCR5 RIIO-ED1
DPCR5 Annual RIIO-ED1 Annual %
£m (2012-13 prices) Total Average Total Average Change
Replacing our IT Systems 57.0 114 21.2 2.6 -76.8%
Investing in our buildings 6.9 1.4 2.6 0.3 -76.7%
Replacing our vehicle fleet 9.1 1.8 121 15 -16.5%
Investing in tools and equipment 2.7 0.5 2.8 0.3 -36.0%
Total 75.7 15.1 38.6 4.8 -68.1%

Replacing our IT systems

5.193

5.194

5.195

We have to replace our non-operational IT systems to ensure that our people are provided with
appropriate IT tools to enable them to do their jobs efficiently and effectively. We have built a future-
proof, cost effective IT estate during DPCR5 therefore our RIIO-ED1 investment programme is focussed
on cost minimisation.

Our investment requirements are driven by general technology refresh cycles and the steps we are
taking to protect our systems and telephony from hacking and other forms of cyber attack.

We will be using extended support contracts to increase the operational lives of our IT assets. This
means we have to refresh our technology less frequently and lets us optimise whole life IT costs.
Consequently, our RIIO-ED1 forecast is based on extended lifecycles for both hardware and software.
This is a reduction of 76.8% from our DPCR5 costs to a total of £21.2 million over RIIO-ED1 (see Annex
18).

Investing in our buildings

5.196

5 - Expenditure

We own a number of buildings that house our operational and support employees. Some of these are
major sites housing hundreds of people and some are small parts of substation sites used by a few
people.
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5.197

5.198

Where we can, we are realigning our non-operational property portfolio (offices and depots) to owned
rather than leased properties. As well as saving money this will ensure that we have consistent and
appropriate accommodation across our non-operational estate to support operational delivery.

Properties Properties Total
Owned Leased Properties
At commencement of DPCR5 4 13 17
At commencement of RIIO-ED1 10 4 14

Our total spending on replacing non-operational property over RIIO-ED1 will be £2.6 million which is a
76.7% decrease on an annual basis from DPCRS5. For more detail on support costs relating to our non-
operational property, see paragraph 5.217- Managing our buildings.

Replacing our vehicle fleet

5.199

5.200

5.201

5.202

5.203

5.204

We need to replace vehicles when they become worn out or out of date. We also purchase new types of
equipment that become available that help us do our job quicker or more efficiently. This includes
generators and other forms of mobile plant

New vehicles are fitted out to an agreed standard by a framework contractor. We have developed
components including van racking that can be recycled from one vehicle to the next. This reduces cost
and can speed up the turnaround of new vehicles. Electricity North West branding is standard across
each vehicle type and is applied by the fitting out contractor.

We also work with manufacturers to develop safer and more cost effective vehicles. We worked with
Toyota to develop and fit out a Hilux model which meets our operational needs but is £10,000 per
vehicle cheaper than competitors’ equivalents. This is now our standard vehicle for this role.

To date, purchase and operational costs have precluded the use of electric or hybrid vehicles. In our
forecast, we assume that the capability and cost of these vehicles will allow us to incorporate a limited
number into our fleet during RIIO-ED1. We have assumed the vehicles will be leased on the basis that
changes in technology would be detrimental to a capital payback period.

We have also assumed that by 2015, the cost of leasing these vehicles will be broadly equivalent to
leasing diesel equivalents.

We will spend £12.1 million on replacement of vehicles over RIIO-ED1 which is a 16.5% decrease on an
annual basis from DPCR5.

Innovation

5.205

5.206

5.207

We have invested significantly in innovation projects during DPCR5 under a number of schemes and
intend to continue to do so in RIIO-ED1. In DPCRS5, the Innovation Funding Incentive (IFI) which had
been running since 2005 was joined by the new Low Carbon Networks Fund (LCNF). IFI enables
investment in innovation projects across the range of our activities whereas the LCNF is aimed at
trialling new approaches and technologies specifically related to accommodating the growth of LCT on
our network.

In RIIO-ED1, the IFI and part of the LCNF scheme will be replaced by a new Network Innovation
Allowance (NIA). We forecast to continue funding projects in these areas at current levels and Section 8
details the Innovation strategy that underpins our identification of future research requirements. As a
result, we plan to invest £23.5 million over RIIO-ED1 (see Annex 23).

In addition, we have three major collaborative projects underway funded via the LCNF Tier Two
mechanism — C,C, CLASS and Smart Street. This is a competitive process managed by Ofgem and we
are likely to make further applications both in DPCR5 and in RIIO-ED1 under its successor mechanism,
the Network Innovation Competition (NIC). Funding for these projects will continue into the RIIO-ED1
period and we expect to invest a further £4 million on them in that time.

Business support

5.208

We have a number of central support activities which are necessary for the efficient operation of our
business. These include managing our IT systems, human resources, building and facilities
management, finance and regulation.
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5.209 We have always sought to drive value for money in all support activities. Since we acquired the
business in 2007, all business support activities have been tasked with focusing on the services
required to support the operational parts of the business so as to deliver improved service more
efficiently. We have been consistently driving the cost of these activities down while ensuring that the
right level of support is provided to the field teams to ensure that as a whole the business is as efficient
as possible.

5.210 As part of this on-going process we have undertaken extensive benchmarking to test our services and
the value they provide. We have undertaken a detailed zero-based bottom-up cost assessment of our
indirect costs to ascertain the most appropriate fixed and variable costs. During RIIO-ED1 we plan to
continue to reduce these costs by 15.5% over DPCR5 on an annual basis.

5.211 We asked KPMG to analyse our fixed cost base and compare this to ‘group’ organisations, where fixed
costs appear proportionately lower because they are spread across a wider range of operational
companies. Their analysis suggests that the fixed costs of a ‘double’ company should be around 30%
higher than those of a ‘single’ company. We have used this ratio to test the proportionality of our fixed
cost base to other DNO groups and satisfy ourselves that our fixed costs are both efficient and justified.

DPCR5 RIIO-ED1
Annual RIIO-ED1 Annual
£m (2012-13 prices) Average Total Average % Change
Managing our IT 84.5 16.9 110.7 13.8 -18.1%
Managing our people 111 2.2 15.7 2.0 -11.4%
Managing our buildings 26.0 5.2 27.8 3.5 -33.1%
Running our corporate functions 78.8 15.8 104.6 13.1 -17.0%
Total 200.4 40.1 258.9 324 -19.3%
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Managing our IT

5.212 A number of reviews were undertaken during 2012-13 to benchmark our IT and Telecoms operating
model and cost-to-serve, for example to review the provision and usage of data centre services and to
examine how we provided back office services. We are acting on the outputs of these reviews to drive
significant savings into our IT cost base during the remainder of DPCR5.

5.213  We will do this by:

e  Optimising provision of a number of service management functions using the most efficient balance
between in-house employees and outsource providers

e Constructing two purpose-built data centres to replace the four we currently operate

e Further consolidation of the Operational and Corporate IT infrastructure and implementation of a
revised IT operating model

5.214  We will build on this during RIIO-ED1 by:

e Regular market testing of systems and services in conjunction with contract reviews and
commercial re-negotiations to ensure best value

e Use of best practice procurement processes led by the specialist central Procurement team
e Undertaking continuous service improvement exercises

5.215 By the end of RIIO-ED1 we aim to have removed almost 26% of our IT and Telecoms business support
costs compared with 2011-12 levels.

5.216  We will spend £110.7 million over the course of RIIO-ED1, which is an 18.1% reduction on equivalent
DPCRS costs.

Managing our people

5.217 We have a centralised Human Resources team, responsible for recruitment, payroll, development and
the well-being of our people. They also deliver non-operational training.
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5.218 During RIIO-ED1, operational efficiencies mean we can reduce these costs to £15.7 million, a saving of
11.4% compared to DPCRS.

Managing our buildings

5.219 We occupy a number of premises to accommodate our operational and support teams. We have to
meet the day-to day running costs (eg heating, lighting, rates and security) as well as pay rent for the
buildings which we occupy but do not own. Our property portfolio plan will reduce our leased premises
from nine non operational properties to four by 2015.

5.220  Our property strategy is based on investing to improve the utilisation and efficiency, lower the operating
costs and mitigate the environmental impact of our property estate. We will do this through the
completion of a programme we started in DPCR5, namely:

e Rationalisation of desk space across the estate to get optimum use of accommodation

o Refurbishment of offices at Frederick Road in Salford, Hartington Road in Preston and Linley House
in Manchester including replacement of air conditioning and lighting systems with modern energy
efficient equivalents

e Construction of a new depot at Whitegate in Oldham incorporating an energy efficient heating and
lighting system, excellent insulation levels and PV panels on the building’s roof

e Installation of charging points for electric/hybrid vehicles at Frederick Road and Hartington Road
with a further 34 points planned for RIIO-ED1

e Installation of Smart Meters across the estate and formal reviews of energy usage with our facilities
management contractor to optimise energy efficiency

5.221  As aresult, our building management costs in RIIO-ED1 will be £27.8 million, a reduction of 33.1%
compared to DPCRS5 levels.

Running our corporate functions

5.222 We have to meet a number of legal, regulatory and financial requirements as well as deliver the efficient
overall management and support of our business.

5.223 These activities include paying suppliers, running our finance function, dealing with Ofgem and ensuring
regulatory compliance, legal and company secretarial responsibilities, raising finance and dealing with
investors and financial markets, communications and stakeholder engagement, managing and paying
our taxes and insuring our network and operations.

5.224  We will spend £104.6 million during RIIO-ED1 in discharging these and other obligations. This is 17.0%

less than the equivalent DPCRS5 cost, which we have achieved through benchmarking, efficiency
improvements and consolidation of a number of functions.
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Performing our other business activities

These activities are covered by five categories of costs.

5.225 We undertake some activities that are driven by the requests of individual customers, by the need to
support specific projects or to ensure that we comply with the obligations placed on us as a network
company. Most of these are funded in slightly different ways to our other areas of expenditure, with
many of them funded by the customer who requests the work.

DPCR5 RIIO-ED1
Annual RIIO-ED1 Annual %
£m (2012-13 prices) Average Total Average Change

Smart metering readiness cost - - 12.3 15 n/a
Metered connections outside price 58.1 11.6 110.5 13.8 19.0%
control
Unmetered connections outside 10.2 2.0 7.2 0.9 -55.7%
price control
Other customer funded activities 73.0 14.6 51.8 6.5 -55.7%
Non-activity based costs 277.5 55.5 478.6 59.8 7.8%
Total 418.8 83.8 660.4 82.6 -1.4%
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Smart metering readiness costs

5.226

In some instances work may need to be carried out on our network to facilitate the installation of a smart
meter. Much of the work will be funded via an uncertainty mechanism, if and when work is required. Our
plan is based on a need to undertake work in 2% of smart meter installations and to comply with a
nationally agreed service level agreement.

Metered connections outside price control

5.227

5.228

5.229

Our customers can choose who makes their connection for them. We offer an end to end connections
service. Alternatively they can use an Independent Connection Provider (ICP), who will complete the
work required and then transfer ownership of the equipment installed to us to operate and maintain, or
an Independent Distribution Network Operator (IDNO) who will complete the work, retain ownership and
operate and maintain the equipment on the customer’s behalf.

Irrespective of who the customers choose, they pay for the work to make the new connections to our
existing network. These figures represent the gross costs incurred by us in making these connections
for all metered connections including distributed generation.

In some cases, connecting to our network requires us to reinforce the existing network to create
additional capacity or ensure any additional load from increased demand does not compromise the
quality of supply for new and existing customers.

Unmetered connections outside price control

5.230

There are circumstances in which it is not practical or financially viable to meter a supply as the cost of
metering could considerably outweigh the value of the electricity consumed. These are typically
connections to street lighting and other highway equipment. Our plan includes the costs we will incur in
making new connections, transferring connections to new equipment and disconnecting existing
unmetered connections.

Other customer funded activities

5.231

There are other services that we provide to a variety of customers that are charged for separately and
our plan includes the costs we will incur in providing these.
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5.232  These services include:

Diversion costs where we have to move our assets as a result of a customer’s work eg construction
of a new highway

Where a customer wishes to move their service position
Revenue protection activities to combat theft of electricity
Construction of assets for other DNOs or National Grid at shared sites

Any services to related third parties

Non-activity based costs

5.233  We also incur a number of other costs as part of our operations, including transmission connection point
charges, rates, Ofgem licence fee and pension deficit repair costs. We cannot control the amounts we
ultimately spend on these activities. We include costs in our plan based on our latest forecasts. Most are
subject to uncertainty mechanisms described in Section 7, Managing Uncertainty and Risk.
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Total expenditure profile 2011-2023

DPCRS5 RIIO-ED1 RIIO-ED1
£m (2012-13 prices) 2012 2013 2019 2020 2023 Total

% Replacing and refurbishing network assets 52.8 75.2 83.5 79.8 86.1 82.4 71.8 79.1 74.3 82.1 78.3 82.5 79.1 629.5

E Managing network impacts 10.3 15.0 16.8 13.9 18.8 16.8 13.3 12.7 14.4 9.9 9.8 9.5 9.5 96.1

8 Worst Served Customers - - 0.2 0.2 0.8 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 3.4

g Resilience 35 2.3 1.7 0.3 0.0 49 2.3 2.3 2.2 0.8 3.2 2.5 2.5 20.7

£ Quality of Supply 2.6 7.1 5.5 11.0 6.7 - - - - - - - - -

8 Making new connections 23.2 11.6 3.8 3.8 5.1 5.7 6.0 5.7 7.0 6.1 5.3 49 5.6 46.2

g Ensuring capacity 4.2 10.1 12.4 19.4 23.8 11.3 15.1 9.1 11.9 11.7 12.3 18.4 13.6 103.4

E Total 96.5 121.3 123.9 128.3 141.3 121.6 108.9 109.2 110.3 111.0 109.3 118.2 110.7 899.2

5 Repairing faults 29.0 29.0 295 28.5 28.7 274 274 26.9 26.5 26.2 25.8 254 25.0 210.6

'g 8 %‘ Severe weather - - - - - 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 2.3

f % E Inspections and maintenance 111 9.5 11.3 8.5 8.2 8.8 8.0 7.7 8.1 7.5 8.4 8.4 7.8 64.6

g § 2 Tree-cutting 3.3 3.2 3.0 3.3 3.3 3.6 3.6 3.6 35 35 35 35 34 28.2

8:) % g Other 1.2 1.6 1.6 1.7 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8 14.6

€ Total 44.5 43.4 45.5 42.0 42.1 41.8 41.0 40.2 40.3 8.8 39.8 39.3 38.4 320.2

o Supporting investment delivery 45.4 47.5 44.4 45.2 44.4 41.5 40.5 39.5 39.1 38.6 38.1 37.5 37.1 312.0

g =< g Supporting network operations 6.5 6.8 7.8 8.7 9.0 9.0 9.1 9.0 9.0 8.9 8.9 8.8 8.7 71.4

g % § Replacing non-operational assets 32.2 17.2 7.2 10.5 8.5 4.0 4.4 4.4 4.9 55 5.3 5.0 5.1 38.6

% 8 g Innovation 2.4 34 9.5 9.4 14.2 5.7 3.6 34 2.9 2.9 29 29 2.9 27.5

@ Total 86.6 74.9 68.8 73.7 76.2 60.3 57.6 56.4 55.9 56.0 55.2 54.2 53.8 449.5

Managing our IT 18.3 17.9 16.6 16.1 15.6 15.3 13.8 13.6 13.5 135 13.8 13.7 13.6 110.7

§ %‘ Managing our people 2.0 2.9 2.1 2.0 2.1 2.0 2.0 2.0 2.0 2.0 1.9 1.9 1.9 15.7

% % Managing our buildings 6.8 5.8 4.7 4.6 4.1 4.0 3.8 3.7 3.7 3.4 3.1 3.1 3.1 27.8

5 % Running our corporate functions 16.7 15.7 16.2 15.9 14.3 13.3 13.3 13.1 12.9 12.7 135 13.3 12.4 104.6

Total 43.8 42.3 39.6 38.7 36.1 34.6 32.8 32.4 32.1 31.6 32.3 32.0 31.0 258.9

= & Smart metering readiness cost - - - - - 1.8 24 2.9 2.7 25 - - - 12.3

8 % Metered connections outside price control 5.1 11.2 12.3 13.7 15.8 13.9 14.4 13.6 15.0 13.3 13.4 12.9 13.9 110.5

25 | Unmetered connections outside price 37| 32| 12| o0o| 11| o9| o09o| 09| 09| 09| 09| 09| 09 7.2
g '; control

é 8 Other customer funded activities 15.7 20.1 14.3 10.2 12.8 8.1 7.8 6.7 6.0 5.9 5.8 5.8 5.7 51.8

E § Non-activity based costs 52.3 79.5 55.2 41.3 49.2 58.0 59.8 59.6 59.0 59.1 58.9 60.2 64.0 478.6

o Total 76.8 | 114.0 83.0 66.1 79.0 82.8 85.3 83.7 83.5 81.7 79.0 79.8 84.5 660.4

Total Expenditure | 348.1 | 3958 | 360.8 | 3488 | 3746 | 3411 | 3257 | 322.1 | 3221 | 319.7 | 3157 | 323.6 | 3184 2,588.2
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Fixed costs

5.234

5.235

5.236

5.237

5.238

5.239

5.240

5.241

Electricity North West is the only DNO that is in an ownership structure that does not contain another
DNO. As a consequence of this, we incur a level of fixed costs that is higher than other DNOs (because
the other DNOs can share costs with companies in the same group).

We asked KPMG to analyse the level of fixed costs that a single licensee would incur above the level
that would be expected of DNOs in an ownership group that included two DNOs. KPMG's report
estimated that the fixed cost uplift which Electricity North West should be afforded relative to other
DNOs as a result of its single licence status is £10.5 million per year. We included this report in our July
2013 plan and are pleased that Ofgem recognised this as a ‘well presented report'.

We have used the results of KPMG's analysis in testing that our forecast costs represent an efficient
level of costs for a single licensee group.

We accept that single licensee status is not an inherent characteristic and that it is possible that during
the course of RIIO-ED1 our status could change. If we become part of an ownership structure that
includes one or more other DNO licensee operating in Great Britain (either because our current owner
purchases another licensee or because we are sold into a group that already includes a DNO licensee)
we agree that an adjustment should be made to our cost baselines for fixed costs to ensure that any
fixed cost allowance that we no longer need is returned to customers.

We propose to introduce a mechanism, to be set out in our distribution licence, to ensure that an
appropriate adjustment can be made to our allowed costs. This adjustment would effectively reverse
our baseline costs for all or part of the fixed costs that were assumed in our RIIO-ED1 baseline costs at
Final Determination.

In order to ensure that any changes associated with this mechanism are predictable to suppliers and
can therefore be passed through to customers, we propose that adjustments would be proposed and
made at times set out for other uncertainty mechanisms in May 2019 and at the end of RIIO-ED1 period.
These adjustments would take account of any transactions that occurred before those dates so that
customers are fully compensated.

We will work with Ofgem to develop the required licence condition and associated financial handbook
chapters and price control financial model modifications to achieve this.

Annex 29 provides more details of how we have determined the level of fixed costs and our proposed
adjustment mechanism.

Pensions

5.242

5.243

5.244

5.245

Almost all of our employees are members of our pension scheme. There are two key sections of the
scheme, one that provides benefits linked to salary at retirement (the defined benefits section), and one
that provides benefits based on contributions paid in (the defined contribution section). The defined
benefits section was closed to new joiners in 2006. All our new joiners are offered membership of the
defined contribution section.

Our costs for the defined contribution section are easy to predict and budget for, as contributions are
paid as a fixed percentage of relevant pensionable salary. Predicting costs for the defined benefits
section is more difficult, as the balance of cost above employees’ contributions is met by the company,
and this cost can fluctuate. Our pension scheme is set up under trust with Trustee Directors who are
responsible for ensuring that it is run properly. As with all funded UK defined benefit schemes, a
Scheme Actuary has been appointed and he completes regular funding valuations. Formal valuations,
from which cash contributions are set, are carried out every three years in line with legislative
requirements. Our latest valuation is due reflecting the position as at 31 March 2013 and we expect our
contributions to change from 1 April 2014.

As our valuation is still under way, we have asked our actuarial advisers to estimate the contributions we
will pay from 1 April 2014 and we have included these estimates in our plan. We also include an
assumption that our National Insurance Contributions will increase in 2016 in line with recent
announcements from Government about the changes to state pensions and the related National
Insurance rates (see Annex 24).

Our pension costs are included in all the tables in this section. For completeness they are also
summarised below.
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DPCR5 RIIO-ED1
Annual RIIO-ED1 Annual

£m (2012-13 prices) Average Total Average % Change

Defined benefit scheme 61.0 12.2 100.7 12.6 3.1%
contributions

Defined contribution scheme 7.8 1.6 18.9 2.4 52.3%
contributions

Pension admin costs 4.1 0.8 6.4 0.8 -2.0%
Pension protection fund levy 0.7 0.1 1.2 0.2 10.8%
Incremental pension deficit - - 29 0.4 n/a
Total 73.5 14.7 130.1 16.3 10.5%

Future service costs

5.246

5.247

5.248

5.249

5.250

The amount we have to pay into the scheme to fund an active member’s future defined benefit accrual is
based on calculations by the Scheme Actuary taking into account a number of variable factors such as
inflation, life expectancy, asset investment performance and future pay increases.

This is expressed as a percentage of pensionable salary, and is known as the Future Service Cost. As
all our active employee members age by a year together the percentage due per member is likely to
increase. As the scheme has been closed to new members since 2006 there are no younger members
to lower the average rate.

Across the electricity industry the DNOs closed their schemes to new members at different times and
age profiles and individual demographics of the schemes will differ. We believe that we were one of the
earliest companies to close our scheme to new members.

As defined benefit scheme costs are difficult to predict in advance, before finalising our estimated
pension costs for this plan, we looked at costs within different pension risk structures. We refer to these
risks within our assessment of the Cost of Equity in Annex 25.

The range of figures we considered is shown below, and the figures we have used in the plan are
highlighted.

2010 valuation figures rolled forward Established Incremental Future Service
Deficit Deficit Cost
31 December 2012 — Technical Provisions £183.5m £0.1m 37.1%
31 March 2013 — Technical Provisions £191.3m Ksz.sm) @7% to ‘9%
31 March 2013 — Low Risk (self sufficiency £311m £15m 52.2% to 49.5%
rate)
31 March 2013 — Least Risk £464m £26m 62.1% to 57.5%
5.251  Where historic pension liabilities exceed the invested assets there is a deficit. Deficits relate to historic

5.252

liabilities and are separate to the Future Service Costs. Deficits can be recovered through cash
payments from the employer, from outperformance from the invested assets, or from a mixture of the
two.

Ofgem require that any deficit is split into the Established Deficit (for service prior to 1 April 2010), and
the Incremental Deficit (for service after 1 April 2010). Under Ofgem’s Pension Principles, the
Established Deficit, if judged to be reasonable by Ofgem can be recovered through customer prices as a
separate allowance. The Incremental Deficit, together with the Future Service Costs are considered by
Ofgem to be part of our total costs of employment within Totex and are subject to comparative
assessment and the total ex-ante allowance.

Real Price Effects

5.253

Real Price Effects (RPE) are the differences between the actual inflation we experience across our cost
base compared to the inflation allowance we receive through Retail Price Indexation (RPI). We discuss
this in more detail in Section 7, Uncertainty Mechanisms.
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5.254  Our estimate of RPE inflation for RIIO-ED1 is £82.6 million. We have more than offset this through cost
and frontier shift efficiencies.

Ongoing efficiencies

5.255 We recognise that future technological change or new working practices can be expected to deliver
further savings beyond current efficient levels. We will continue to deliver efficiency savings and have
included stretching assumptions in our plan. Where we expect that our innovation projects will deliver
significant savings in a particular area we have included for these.

5.256  We asked Oxera to examine the potential for electricity distribution companies to improve their costs
through ongoing efficiency improvements. Their analysis suggested that a frontier shift of 0.7% per year
could be expected (See Annex 15). We have challenged ourselves to beat this expectation and have
applied a 1% per year saving in our plan across all activities. The exact way in which these savings will
be achieved is currently unknown, but we are confident that our innovative ways of working will deliver
this.

6 - Finance Page 126



6 Finance

Ours is along-term business. We invest in, maintain and manage assets
which will deliver for our customers and stakeholders over many
decades. As such, it is fair that the cost of renewing, expanding and
maintaining our network is spread across the generations of customers
who will benefit from it. Spreading this cost is one of the main functions
of the regulatory price control

6.1 We need to pay for equipment, supplies, labour and services when we install and use them.
We also have to pay for our day-to-day operating expenditure as and when it is incurred.
Ofgem has decided that the period over which we can recover our investment costs will be 45
years, an increase of 25 years over previous price controls. This creates a significant mismatch
between when we spend money and when we recover the cost through our service charges.

6.2 We bridge this cash flow gap by raising the capital (cash) we need to invest and operate
through a combination of shareholder investment (equity) and borrowing (debt).

6.3 Ensuring that the spread of the allowances to recover these costs and the costs of paying the
interest on the debt are sufficient to ensure we can meet all our obligations year to year is the
key factor to ensure our ongoing financeability.

Developments since July 2013

6.4 Since the previous version of our Business Plan there have been a number of developments in
relation to the potential allowances for the Cost of Capital under the RIIO-ED1 price review.

6.5 In our previous plan we set out our concerns about the shortfall in the allowances for Cost of
Debt when compared to our actual, efficiently incurred, debt costs. Based on guidance from
Ofgem we assumed the Fast Track Reward of £46 million (2012-13 prices) in our forecasts,
which together with our innovative proposal to voluntarily defer £25 million of allowed revenue
from the last year of DPCRS5 into RIIO-ED1, generated a total of some £71 million of additional
revenues. Our modelling showed that this additional revenue across the eight years of RIIO-
ED1 was sufficient to maintain key financial metrics at levels required to sustain stable
investment grade credit ratings. These forecasts also assumed our proposed level for the Cost
of Equity at 6.8% which we justified based on detailed reports from Oxera covering the key
aspects of the Capital Asset Pricing Model (“CAPM”) including a relative risk analysis
supporting an Equity Beta of 0.91.

6.6 Based on this proposed package we were able to conditionally accept that the Cost of Debt
allowance should be based on Ofgem’s proposal of a simple 10-year trailing average of single
A and BBB iBoxx indices of bond yields less the implied 10-year RPI inflation rate.

6.7 Since Ofgem’s decision not to Fast Track our plan and accept the proposals in the round and
to assess plans against a “central reference point” for Cost of Equity of 6.3% we have revisited
our Financing proposals and in particular the steps required to ensure the company maintains
stable credit ratings and remains financeable.

6.8 As a consequence we are no longer able to accept Ofgem’s policy position for the Cost of Debt
allowance and we propose an alternative proposal for different weightings to the trailing
average calculation. This amended Cost of Debt allowance forms a key part of our updated
business plan.

6.9 In addition, Ofgem'’s decision to reduce the Cost of Equity to 6.3% and potentially lower, given
its most recent decision published on the 17 February 2014, creates further downward
pressure on key financial metrics.

6.10 We believe that the uncertainty over Ofgem’s final decisions on allowances for the Cost of
Capital, taken together with the rest of the overall price review settlement for factors such as
potential Information Quality Incentive (“IQI”) Reward could create concerns for our key
financial stakeholders, including the Credit Rating Agencies but also lenders and investors.
Therefore we summarise in this Chapter our proposals for the Cost of Capital allowances as
part of our overall business plan but the detailed analysis supporting our proposals is set out in
Annex 25 which will be provided to Ofgem only and will not be published at this stage.
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6.11

6.12

6.13

6.14

Ofgem has a duty to ensure a DNO can finance its activities under section 3A of the Electricity
Act 1989. This means the regulatory settlement must allow us to fund our efficient investment,
operating and interest costs and pay a reasonable return to investors.

Our licence requires that we maintain an ‘Investment Grade’ credit rating, which allows us to
access the global capital markets and helps us negotiate efficient interest rates on our
borrowing. Our current credit ratings are:

e Standard and Poor’s - BBB+ Stable outlook
e Fitch Ratings Limited - BBB+ Stable outlook
e Moody’s Investor Services Limited - Baal Stable outlook

We are confident that given Ofgem’s duties and our performance as a leading and efficient
DNO we will secure an acceptable package for RIIO-ED1 that, in the round, provides for the
long-term sustainability of the business. Our financial stakeholders will then be able to assess
the overall settlement and our performance against incentive mechanisms when the final
details are known in December 2014.

The following sections consider the two components of the Cost of Capital allowance in our
plan, namely the allowance for our borrowing costs (the Cost of Debt allowance) and that to

compensate our shareholders for the money they have invested (the Cost of Equity allowance).

We have set out the other components of the package which determine our total revenues for
the eight-year period, such as capitalisation rates and depreciation lives, the options we have
considered and the basis for the decisions we have made. These sections reflect our updated
proposals given Ofgem’s decision not to Fast Track our business plan in July 2013 and the
recent decision on the Equity Market Returns®. Detailed analysis and all supporting reports are
in Annex 25.

Cost of Equity

Shareholders seek a return on their investment which is appropriate for
the industry sector in which it is invested. As a general rule, the more
risk they take, the higher return (reward) they will seek. Investment in
regulated UK industries is seen as relatively low risk.

6.15

6.16

We calculate our Cost of Equity through a number of contributing components:

e ARisk Free Rate, which is the minimum return we may reasonably expect on long-term,
AAA-rated Government debt

e An Equity Risk Premium, which reflects the additional return needed to attract investors
into the equity market

e An Equity Beta, which is a ‘multiplier’, applied to the Equity Risk Premium to reflect the risk

of a stock relative to the broader equity market

We use an established investment risk assessment technique — the Capital Asset Pricing
Model (CAPM) — to determine our Cost of Equity as follows:

e Risk Free Rate + (Equity Risk Premium x Equity Beta)

3 See “Decision on our methodology for assessing the equity market return for the purpose of setting the RIIO-ED1
price controls” published 17 February 2014
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6.17

Ofgem had set a Cost of Equity range of 6.0% to 7.2% (post-tax real) for all the RIIO price
controls and has agreed the following Cost of Equity allowances in those price controls which
have now completed.

Price Control Risk-free Equity Equity Cost of
Rate Risk Beta Equity
Premium
Gas Distribution (RIIO-GD1) 2.0% 5.25% 0.90 6.7%
Gas Transmission (RIIO-T1 Gas) 2.0% 5.25% 0.91 6.8%
Electricity Transmission (RIIO-T1 Electricity) 2.0% 5.25% 0.95 7.0%

6.18 In the decision document published on the 17 February 2014 Ofgem did not include a detailed
breakdown of the components of the CAPM that it had used to derive its “central reference

point” of 6.0% nor for the 6.4% awarded to Western Power Distribution (“WPD”) under the Fast
Track decision. We can see no logic for a difference in the estimated Risk Free Rate or Equity
Risk Premium components of the CAPM since these have to be based on the updated view of

observed market data.

6.19 Therefore we conclude that Ofgem’s differential between the “central reference point” of 6.0%
and the 6.4% awarded to WPD can only be justified based on different allowances for the

Equity Beta and we derive these in the table below.

6.20

This shows the comparative components of the CAPM as allowed for in most DNO’s July 2013
plans, the Competition Commission decision for Northern Ireland Electricity and our
interpretations of Ofgem’s November 2013 and February 2014 publications.

Ofgem Feb Ofgem Feb
DNO ED1 Ofgem ED1 2014 Ref 14 WPD
CAPM Component Fast-track Nov 2013 CC NIE Point Fast Track
proposals Ref Point Assumed Assumed
build up build up
Risk Free Rate 2.00% 1.60% 1.25% 1.60% 1.60%
Market Risk Premium 5.25% 5.25% 4.75% 4.85% 4.85%
Equity Market Return 7.25% 6.85% 6.00% 6.45% 6.45%
Asset beta 0.38 0.38 0.42 0.32 0.35
Debt beta 0.10 0.10 0.10
Equity beta 0.90 0.90 0.75 0.91 0.99
Cost Of Equity 6.70% 6.30% 4.80% 6.00% 6.40%
Cost Of Debt 2.72% 2.72% 3.40% 2.60% 2.60%
Gearing 65% 65% 50% 65% 65%
WACC 4.11% 4.00% 4.10% 3.80% 3.90%
6.21 Such an assessment would appear to be consistent with Ofgem’s February 2014 Decision

document which states that:

“In light of this central reference point, we assessed that DNOs’ cost of equity proposals would
only be satisfactory for a company that commits itself to especially tough cost efficiency
assumptions. Our assessment was that only WPD’s plans would deliver the cost efficiencies
consistent with their financial proposals”.

6.22 On the basis that an especially tough cost efficiency proposal links to the level of relative risk in
a DNO's plans, failure to deliver the forecast efficiencies is largely a risk for shareholders and

so should be reflected in the Equity Beta.

6.23 In Ofgem’s assessment of our July 2013 Business Plan it stated:

“We conclude that it is a strong overall plan. However, at this stage, we are not convinced that
its proposed expenditure allowances are efficient.”
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6.24 As set out in Annex 14 our review of Ofgem’s methodologies for making its assessment of
comparative efficiencies of the Fast Track business plans reveals that a small number of
inappropriate decisions were made that had a substantial effect on the results. For example,
had Ofgem decided to place more weighting on Totex models, as indicated in its March 2013
Strategy Decision, then it would have concluded that our plan was the most cost efficient.

6.25 In this version of our business plan we submit some amended cost proposals and provide
compelling additional justification to support certain areas of our network investment and
business support cost proposals. We are confident this evidence will address Ofgem’s
concerns and the uncertainty expressed in the Fast Track decision.

6.26 We therefore conclude that our this version of our business plan meets Ofgem’s definition of
“especially tough cost efficiency assumptions” and that accordingly the equity beta measured
risk associated with our proposed package is commensurate with that awarded to WPD in the
Fast Track assessment. However, we recognise that under Ofgem’s emerging methodology for
the RIIO-ED1 price review, some premium should attach to Fast Track status. Therefore we
accept that on a proportionate basis the Cost of Equity for our business plan should be 6.3%.
We provide a break-down of our proposed CAPM components below.

6.27 In the table above we showed our assumed build up of Ofgem’s central reference point and the
WPD allowance. We have also cross-checked our 6.3% proposal against the fundamentals of
the CAPM. We have taken the upper-end of the ranges for the RFR and ERP identified by the
CC of 1.5% and 5% respectively. Our basis for this decision is the analysis of Mean Reversion
which we set out in Annex 25 and the longer timeframe of RIIO-ED1 period when compared to
the NIE review (2012-2017).

6.28 From our assumed build-up of the WPD allowance above we infer an Asset Beta of 0.35 which
at a gearing level of 65% translates to an Equity Beta of 0.99%. We take a marginally lower
Asset Beta for our base case of 0.34% which at 65% gearing translates to an Equity Beta of
0.96%. This then generates an overall Cost of equity of 6.30%.

6.29 In selecting this level of Equity Beta we note the published arguments pointing to lower levels
of Equity Beta for regulated utilities and indeed Ofgem’s statement that it will carry out further
work on the absolute levels of Equity Beta ahead of the RIIO2 price reviews. However we have
to use the inferred levels from Ofgem’s February 2014 Decision document within this same
RIIO-ED1 price review as the basis for our comparative analysis.

6.30 We also refer to the Comparative Risk Analysis included in our July 2013 plan which was
based on work by Oxera which supported an increase in the Equity Beta when compared to the
risks in the DPCR5 and RIIO-GD1 price reviews. This included such factors as cash flow risk
for the levels of Totex compared to opening RAV, pension cash flow risk and those linked to
the longer 8-year price review. This analysis supports the selection of Equity Beta at these
levels on a comparative basis. Ofgem has moved away from this focus on comparative
cashflow risk it used in the RIIO-GD1 and RIIO-T1 reviews in its assessment of DNO proposals
for Equity Beta and gearing. We have therefore not repeated the analysis but remain of the
view that it is robust and credible and supportive of our proposed base case position.

6.31 In its Fast Track decision document Ofgem asked companies to submit plans in March 2014
including an assessment of their contingency position if Ofgem fully reflects its “minded to”
position of a Cost of Equity at 6.0%. On a consistent basis with our base case proposal we
have calculated the lower level of Equity Beta required to result in a Cost of Equity of 6.0% and
this is 0.90%.

6.32 In Annex 25 we outline in detail our concerns at the potential impact on key financial metrics of
such a reduction whilst holding other aspects of the CAPM constant. We conclude that a
reduction in notional regulatory gearing would be necessary to ensure financeability and
propose a reduction to 62.5% gearing. We consider that such a reduction is consistent with a
further small reduction in the Equity Beta to 0.89%.
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6.33 CAPM Components of proposed Base case and potential adjustments for Cost of Equity of

6.0%:

R CU L e ENV\FI)IFobp?)Sseafase mpact a;o(iJrf]?em Ret ngﬁ{)uns;;lmgeenatritr?g
Risk Free Rate 1.50% 1.50% 1.50%
Market Risk Premium 5.00% 5.00% 5.00%
Equity Market Return 6.50% 6.50% 6.50%
Asset beta 0.34 0.315 0.335
Debt beta
Equity beta 0.96 0.90 0.89
Cost of Equity 6.30% 6.00% 6.00%
6.34 In conclusion our base case proposal is for a Cost of Equity of 6.3% on the basis that our

overall business plan is sufficiently challenging to justify a proportionate Equity Beta to that
inferred from Ofgem’s decision and allowance for the Fast Track companies. We have used the
levels for the RFR and ERP consistent with the Competition Commission’s range for the NIE
decision.

6.35 In the event that Ofgem assesses that its “minded to” position should apply, we will require
notional gearing to reduce to 62.5% at a Cost of Equity of 6.0% to maintain a sustainable plan

Cost of Debt

Ofgem has introduced a 'Trailing Average’ index method to set the Cost
of Debt allowances for Electricity and Gas Transmission and Gas
Distribution. Ofgem has decided to implement this mechanism for RIIO-
ED1.

6.36 The index is based on actual Corporate Bond yields on a daily basis over a preceding 10-year
period and averages these to set the Cost of Debt for the current year. The trailing average
theoretically removes some of the distortion caused by the use of spot interest rates and
creates an objective benchmark for DNOs’ debt costs.

6.37 We have some serious concerns about this approach and as we set out in the update for
developments since July 2013 are no longer able to accept this mechanism as a basis for
setting our Cost of Debt allowance as part of this version of our business plan. The calculation
of the index is such that for the first year of RIIO-ED1, nine of the ten years are already fixed.
Interest rates in the next few years would have to materially increase to prevent the Simple
Trailing Average being lower at the end of RIIO-ED1 than at its beginning. This is the most
likely scenario given current all time low interest rates. Based on a forecasting methodology
from leading UK banks, including Lloyds Bank and Royal Bank of Scotland, we expect the
average real Cost of Debt allowance during RIIO-ED1 will be 2.45%.

6.38 We set out in Annex 25 our analysis and detailed proposals. In summary the simple trailing
average allowance will be insufficient to cover our actual cost of debt over the RIIO-ED1
period. We note that the CC allowed NIE an allowance based on 80% of its embedded debt
costs and 20% reflecting forecast costs for new debt broadly based on the simple trailing
average mechanism. This very much reflected NIE’s debt profile during the price review and is
very similar to Electricity North West's debt profile. We also note in its recent publication Ofwat
has set an allowance for the PR14 review on a similar basis of 80% embedded cost allowance
and 20% for new debt based on the water companies’ debt profiles.

6.39 We consider that as part of an overall Cost of Capital settlement the CC would most likely grant
us an allowance based on 80% of our efficiently incurred embedded cost together with a Cost
of Equity allowance that would likely be aligned with its approach for NIE.

6.40 We have calculated what this allowance would be using 80% of our embedded debt costs at

April 2015 and 20% using the simple 10-year trailing average. This does give us an
enhancement to allowances over what we forecast the simple 10-year trailing average to be.
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6.41 However we considered alternatives in an attempt to submit a proposal that is consistent with
Ofgem’s RIIO-ED1 Strategy Decision where Ofgem said:

“if a company can show in its business plan that the 10-year simple trailing average index is not
appropriate for its circumstances, it can propose modifications. We will consider the merits of
such a proposal when evaluating the business plan and would need to satisfy ourselves that the
adoption of a different approach is both robust and justified.”

6.42 We propose two modifications to the mechanism:

6.43 Firstly, given Electricity North West's BBB band credit rating we propose that our allowance
should only be made up of the iBoxx BBB band bond index data rather than the average of
both the A and BBB band indices

6.44 Secondly, we propose using the 15-years of available iBoxx data at the beginning of RIIO-ED1
and then continuing to extend the trailing average up to 20-years as new data is incorporated.
This term better matches the maturity profile of the company’s’ debt and its worth remembering
that the original decision to adopt a 10-year trailing average of the iBoxx indices was heavily
influenced by the then available data set.

6.45 Based upon our forecasts, the resulting adjustment to the simple 10-year trailing average has
essentially the same impact as using the CC’s 80% of embedded cost allowance we refer to in
paragraph 6.38. See Annex 25 for the specific forecast values and resulting financial ratio
analysis.

6.46 In summary this version of our Business Plan is based on our proposed changes to the cost of
debt methodology. We consider that these two changes are entirely consistent with the
underlying principle of adopting a mechanistic process for setting the allowance through ED1
and require very little changes to the annual rate setting process for inclusion in the Price
Control Financial Model.

Gearing

6.47 Gearing describes the proportionate relationship between equity and debt. In our base
proposal we propose to maintain our existing gearing level of 65%, which means that 35% of
our total capital comes from investor funds and 65% comes from borrowing.

6.48 Gearing at these levels remains consistent with the credit rating agencies’ guidance for an A-
/BBB rated network company.

6.49 As set out above in paragraph 6.35 we consider that changes to the notional gearing are an
effective financeability solution where the core cost of equity allowance and the overall WACC
is insufficient to maintain metrics consistent with a solid investment grade credit rating.
Accordingly if Ofgem adopts its “minded to” position on the Cost of Equity allowance then we
propose a reduction in notional gearing to 62.5%.

Capitalisation Rate

We meet our day-to-day operating costs through the proportion of our
expenditure which is funded from revenue (cash) each year. The
capitalisation rate is the proportion of expenditure that is funded over
the long term.

6.50 As a single licence DNO, our operating costs comprise a larger proportion of our total cost
base and therefore drive a comparatively lower capitalisation rate than that of multi-licence
groups, where operating costs are diluted by higher aggregate capital programmes.

6.51 Our capitalisation rate proposal is based on an analysis of our RIIO-ED1 expenditure plans
using the current DPCR5 methodology of ‘fast pot’ and ‘slow pot’ calculations. This provides an
equivalent capitalisation rate of 72%. This rate is broadly in line with our statutory capitalisation
rate, which ranges between 72% and 74%, depending on annual capital programme levels and
therefore is consistent with Ofgem’s Strategy Decision. Annex 25 provides the support for
these calculations.
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Financeability

All regulated network companies face an inherent cashflow shortfall
because they must meet nominal financing costs but their cash
allowances are calculated on areal basis. By compensating investors
for the effects of inflation through the indexation of the RAV, and not in-
year in the allowed cost of capital, the regulatory mechanism creates a
potential short to medium term weaknesses in cash flows. Higher
assumed gearing levels exacerbate the problem. This feature of the
price control review framework means that we must pay particular
attention to ensuring our business plan is financeable and test this with
sensitivity analysis.

6.52 Ofgem will start its assessment assuming that our actual Cost of Debt exactly matches the 10-
year Trailing Average. Their model uses a rate of 2.72% real for the full price review period
which is calculated from a ten-year period ending 2013.

6.53 We do not believe that this is a reasonable assumption. We therefore make two key changes in
our assessment. First, we use as our base a forecast for the Trailing Average allowance for
RIIO-ED1, we construct this by employing a mechanism developed by Lloyds Bank using
forward swap curves. This forecast reflects the inevitable decline in the allowance level in the
near term.

6.54 Second, we remove Ofgem’s assumption that our Cost of Debt will equal their Trailing Average
and replace this with our efficiently incurred actual Cost of Debt, calculated on a real basis
which strips out an allowance for inflation from nominal rated debt. We assume that any new
debt raised in the period is at the then Trailing Average. This is our base case from which to
undertake sensitivity analysis.

6.55 These changes have a material impact on the interest and dividend cover ratios. The key Post
Maintenance Interest Cover Ratio (PMICR), a ratio developed by the credit rating agencies to
assess financeability without the potentially distorting effects of regulatory depreciation, would
weaken to below acceptable levels without the mitigating measures we propose. The full detall
of our analysis and conclusions is set out in Annex 25.

Financeability solution

Based on our assessment set out in Annex 25 we have decided to utilise
two techniques to strengthen financeability to an acceptable level.

6.56 First, we propose to transition to a 45 year asset life over a single price control in line with the
profile shown below. This gives an average asset life of 34 years over the course of RIIO-ED1.

2016 2017 2018 2020 2021 2022

23 26 29 32 35 38 41 45

6.57 Second, we adopt the modified trailing average calculation for the Cost of Debt allowance, as
set out in this Chapter 6 and in full detail in Annex 25.

6.58 In the event that Ofgem determines a Cost of Equity of 6.0% then a further financeability step
of reducing notional gearing to 62.5% would be necessary.
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Finance proposals

The previous version of our business plan clearly set out the basis on
which we were able to accept the 10-year simple trailing average
calculation for our RIIO-ED1 Cost of Debt Allowance, this being
conditional on the Fast Track Reward which we proposed to use to
explicitly fill the shortfall in debt funding costs. In this version of our
business plan submission, without such a reward being available, we
are obliged to propose a package which we consider will ensure the
financeability and sustainability of our business.

6.59 Our proposed financing package for the March 2014 business plan assessment is as follows:

Cost of Equity 6.3% Post Tax Real

Cost of Debt Based on iBoxx 15 to 20-year Trailing Average of BBB only.

Gearing 65%

Regulatory Capitalisation 72%

Regulatory Depreciation One period transition to 45-years in equal incremental steps

Financeability Measure Ofgem agreement not to penalise us through the under recovery
mechanism for a deliberate under recovery of £11 million of revenues
from 2015 to 2016.

Impact on customer prices

RIIO-ED1 is, in many ways, a gateway to an uncertain future. We
recognise our role in helping our customers and stakeholders prepare
for that future now.

6.60 We believe our plan demonstrates a prudent, flexible and innovative approach to managing
much of this uncertainty and enabling a reliable, affordable and sustainable distribution
network. We will achieve all of this at prices which will be, on average, 16% lower than our
average DPCRS prices. We are very proud of this achievement. This also represents a further
reduction to customer prices from our proposals in July 2013. The additional savings have
been achieved by including more ambitious cost efficiencies, some scope reduction in our
planned network investment programme, the effects of removing the Fast Track Reward from
our plan and applying a lower Cost of Equity allowance.

6.61 This material price reduction can be achieved whilst still including our financeability proposals
to ensure the business can continue to deliver a safe, reliable and flexible network into the
future.

6.62 Overall, we are confident that our plan offers excellent value for money for our customers and
that the benefits in other parts of the plan outweigh the marginally higher costs. Despite the
inclusion of the modified trailing average our customers will pay some of the lowest prices for
electricity distribution of any in Great Britain during the RIIO-ED1 period. We have compared
the prices in our plan with the information available from all the other DNOSs in July 2013. This
shows that our prices remain the second lowest of any DNO group. This is not a surprise as
our base revenue is over £76 million lower than in our previous business plan submission in
July 2013. Last year Ofgem assessed the total costs of each DNO’s business plan and their
analysis showed that our total costs are amongst the lowest of any DNOs in Great Britain. This
efficient cost base feeds directly into lower prices for our customers.
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6.63 We consulted with our stakeholders on the profile of prices we should adopt when we
published our Strategic Direction Statement at the end of February 2013. The feedback we
received, particularly from our external stakeholder panel, indicated that we should reduce
prices as quickly as possible to a stable and sustainable level and then hold them relatively
constant. The price profile below meets this requirement whilst also taking account of other
factors. It results from moving revenues to ensure that a minimum and stable PMICR ratio can
be achieved in every year of our plan with our actual Cost of Debt and forecast for the likely
path of the modified iBoxx index. The graph also reflects the impact of the £5 per domestic
customer discount in 2014-15.
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7 Managing Uncertainty and Risk

Any business plan must address risk. The principle we have adopted is
that risk should be borne by the party most capable of managing and
mitigating it. This means we seek to manage all risks that we can
exercise reasonable control over. Consequently our plan allows for all
business as usual risks, such as unit costs and delivery, to rest with us
and we reflect this in our Cost of Equity calculation.

7.1 Some areas are so uncertain, though, that it is not possible or sensible for us to price the risk
into our plan. If we did, it may result in unnecessary price increases being passed on to
customers. These uncertainties include load-related investment (including general
reinforcement and low carbon technology), smart meter impacts and changes in legislation. In
these circumstances, Ofgem offers a range of mechanisms which seek to protect both the
DNO and its customers from significant cost and price risk. These include reopening specific
aspects of the price control, flexing cost allowances as volumes change and pass-through of
certain costs.

Low carbon technology

The Government is committed to legally binding targets to reduce total
UK greenhouse gas emissions by 80% compared to their 1990 levels by
2050.

7.2 These targets are underpinned by binding carbon budgets and comprehensive plans to
introduce a range of policy measures and stimulus packages to reduce carbon emissions.

7.3 Some of the key enablers are:
e Electric vehicles to decarbonise transport
e Heat pumps to decarbonise heating

e Photovoltaic cells (solar panels) to decarbonise electricity generation

7.4 Widespread adoption of these technologies will increase consumers’ demand for electricity.
This will place a significant additional load on Great Britain’s transmission and distribution
networks.

7.5 There are two major implications for our plan. The first is the rate at which these technologies

will be deployed and therefore the degree to which we will have to upgrade (reinforce) our
network to deal with the additional load. The second is the concentration of these technologies,
commonly referred to as clustering.

7.6 We have analysed the DECC future scenarios for different combinations of technologies and
incentives to meet the low carbon goal. These are produced at a national level and therefore
require a level of moderation when translating them to local impacts. We have used the
research we commissioned from CEPA and the Tyndall Centre of the University of Manchester
to help us do this and concluded that the DECC Low scenario is most appropriate for our best

case forecast (see Annex 8).
Monitoring change

7.7 Experience with the effect of the Government’s feed-in tariff for photovoltaic cells has shown
that stimulus packages can cause rapid and dramatic changes in consumer behaviour and
adoption rates. Similarly, as technology becomes cheaper, more efficient and more accessible,
the case for installing it becomes more compelling. Again, this can have a significant effect on
consumer adoption rates.

7.8 We have established an effective monitoring programme which will allow us to respond quickly
to changes in low carbon adoption rates.

7.9 The main indicators we use are:

e Government policy and market stimulus initiatives that may trigger changed behaviour or
faster adoption
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e Marketing activity by specialist providers of low carbon solutions
e Pricing and development trends in low carbon technologies
e Trends in connection activity for low carbon installations

7.10 Monitoring connection trends is facilitated by the registration required for heat pumps to be
eligible for the Government’'s Renewable Heat Incentive and for photovoltaic cells to be eligible
for the Government's Feed-In Tariff. IET wiring regulations mean customers are required to
notify us of the installation of electric vehicle charging infrastructure. We believe that this and
similar active monitoring will give us between six and 12 months to flex our plan in response.

Flexing our plan

7.11 We want to play our full part in enabling the transition to a low carbon future. This means we
need to take reasonable steps to ensure our customers and communities can benefit from low
carbon technologies when they want.

7.12 We already operate a Connect and Manage programme, whereby we facilitate low carbon
connections to our network and undertake to manage any load implications while the case or
need for reinforcement is developed. We will continue this programme through RIIO-ED1. We
will improve it through the use of smart meter data, which will help us analyse load
requirements on our low voltage network, where we expect most of the low carbon
technologies will be deployed.

Distributed generation

7.13 The Energy Act 2013 contains enabling legislation that will provide for Electricity Market
Reform, the development of a capacity mechanism and new Feed-In Tariffs for renewable
generation. DECC have forecast the effect that this will have on the economic case for
renewable generation at the scale that connects to our network (known as Distributed
Generation). We have based our forecasts on the very latest information and forecasts for
Distributed Generation provided by DECC.

Other load-related investment

7.14 Our investment proposals are also based on our assessment of economic growth and the
associated impact on demand and connections. Our independent analysis supports a view that
economic growth and social expansion in our region will be relatively modest and our forecasts
reflect this. The risk of a significant variation in load related expenditure will remain throughout
RIIO-ED1.

Efficiently managing these uncertainties

7.15 Ofgem has proposed that we should be able to reopen part of the price control in
circumstances where our forecasts of load-related expenditure are out by more than 20%. We
support this and think it provides the most cost-effective solution for our customers.

Smart meter implementation

The Government’s smart meter programme requires the installation of
smart meters in all domestic and small commercial premises by 2020.
We plan to use smart meter data to improve the way we interact with our
customers and manage our network. We also have arole in supporting
the smart meter installation programme.

7.16 The rate at which smart meters will be rolled out remains unclear. The completion date of 2020
is now one year later than originally planned, primarily to allow the electricity and gas retailers
to agree data and system designs and complete their testing programmes. Whilst there is
scope for the end date to move again, we are confident that Government and industry support
for the smart meter case means this would not be beyond the end of RIIO-ED1.
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7.17 Smart meters will be installed by meter operators on behalf of electricity suppliers. When they
do, they will carry out a complete safety inspection of the meter, the cut-out and associated
installation. Where the cut-out is found or suspected to be defective, the meter operators will
look to DNOs to carry out the necessary repair work. Where we are required to undertake this
work we will comply with a nationally developed service level agreement setting out DNO and
supplier obligations which we support.

7.18 Estimates for the rate of cut-out interventions vary. Early analysis suggested that as many as
7% of installations would require remediation. Later analysis suggests this number may be
closer to 2%.

Efficiently managing these uncertainties

7.19 We have based our plan on the 2% estimate. We will monitor actual rates as the smart meter
programme progresses. Where volumes increase beyond this estimate, Ofgem has proposed a
volume-driven price adjustment which assumes unit costs will become more efficient as
volumes increase. We think this is an equitable approach for our customers, our company, the
meter operators and the electricity suppliers.

7.20 DNOs will have to pay for access to and use of smart meter data. The costs of this access and
use are difficult to forecast whilst the data and system designs are still being finalised.

7.21 Ofgem proposes a pass-through mechanism for these costs until full deployment is complete.
Thereafter, their expectation is that on-going costs will be offset by operational efficiencies. We
agree with this approach and have reflected it in our business plan. In total we forecast that
customers will receive over £20 million of direct benefits across our RIIO-ED1 and RIIO-ED2
business plans. These benefits will be realised across the latter third of RIIO-ED1 and increase
significantly in RIIO-ED2. To enable these benefits we will invest a total of £18.1 million, £3.1
million of which will be funded from our existing DPCR5 allowances.

7.22 The above savings are based on the DECC low LCT adoption scenarios. Savings under higher
adoption scenarios are likely to be much higher. In particular, the forecast reduction in losses is
the minimum value likely to be observed, however under higher LCT growth scenarios coupled
with the introduction of active time of use tariffs by Suppliers, then this benefit could rise to as
much as £9 million pa by RIIO ED2 equating to over £72 million of additional benefits for

customers.

7.23 In addition to losses savings, time of use tariffs under the high scenario would be likely to add a
further £4.8 million of reinforcement savings pa by 2025 totalling an additional £29 million in the
ED2 period.

Traffic Management Act

The Traffic Management Act 2004 details the regulations that we must
follow when working in the public highway. The Act has been
progressively implemented since 1 April 2008 and gives Highway
Authorities the powers to introduce Permit to Work regulations and
charges. Under these arrangements, the Highway Authorities can
introduce specific restrictions, requirements and charges for the work
we need to do on public streets.

7.24 Permit to Work powers are being implemented at different times and different rates by each of
our region’s Highway Authorities. We have included a reasonable estimate of costs for RIIO-
ED1 based on the charging we have experienced so far in a few areas where we operate, such
as St Helens. We have also made an estimate of the much greater levels of costs we could
incur as new schemes recently introduced in Greater Manchester are fully implemented.

Efficiently managing these uncertainties

7.25 A mechanism to address this uncertainty already operates in the DPCR5 price control. Ofgem
has proposed that this mechanism be continued in RIIO-ED1. Whilst we have not needed to
invoke the uncertainty mechanism in DPCR5, we believe that implementation in Greater
Manchester could result in approximately £20m of additional operating costs. In the event that
actual costs are significantly greater than our forecast, we will submit evidence for an
adjustment to our allowances in line with the 2019 reopener mechanism proposed by Ofgem.

7 — Managing Uncertainty and Risk Page 139



Changes in legislation

Our plan is based on existing EU and UK legislation.
7.26 We are aware of a number of potential EU legislation changes that would affect it, including:
e  Generation Connection Code
e Demand Connection Code
e Interconnector Status
e Creosote — used in the treatment of woodpoles
e SFsusage

7.27 We are actively engaged in monitoring and influencing developments with a view to protecting
our customers’ interests.

7.28 The RIIO-ED1 price control has a specific review process whereby we and Ofgem may
consider whether the Outputs we are required to deliver have materially changed. This is to
take place in 2019, if required, and is referred to as the mid-period review. Given the significant
uncertainty of this legislation being enacted, its timing and cost impact, Ofgem’s preference is
to address any implications at the mid-period review. We agree that this is an appropriate
solution.

New nuclear power station in Cumbria

NuGen has applied to National Grid Electricity Transmission for the
connection of a 3.6GW nuclear power station at Moorside near
Sellafield. To enable this connection, National Grid will need to provide 4
X 400KV transmission circuits. At present, no firm commitments on the
timing of the connection works or the route for the transmission circuits
have been made.

7.29 NuGen have submitted a modification application to National Grid Electricity Transmission to
commence the formal application process for a connection to the transmission network.
National Grid and Electricity North West are preparing a modification offer for approval by
NuGen. The optioneering process undertaken by National Grid in co-operation with us and
regional stakeholders has been wide-ranging and has considered overhead lines, underground
cables and sub-sea cables; AC and AC/DC solutions have also been considered.

7.30 Following consideration of the many options National Grid announced that they are considering
the three particular options. . The most likely option has a significant impact on our 132kV
distribution network, whereby National Grid’s proposals would mean displacing our existing
lines to establish a 400kV overhead line double circuit around the west coast of Cumbria.

7.31 We do not expect our customers to meet any part of National Grid’s costs or the consequential
costs of accommodating their chosen route. It is likely, though, that we would have to upgrade
or replace some of our assets as a result. Where this is the case, and our customers benefit
from it, then the costs will be reflected in our charges (see Annex 26).

7.32 Our options are to:

e Include the costs and risk in our base plan and reflect this in prices to customers
e Incur the costs and reflect these in prices through the annual iteration process

e Use the existing High Value Project uncertainty mechanism, which is available to all DNOs

e Use the Strategic Wider Works uncertainty mechanism, which is generally only available to
Transmission operators
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7.33 The first option is inappropriate because customers would be required to pay for the project,
even if it is delayed or does not happen. The second and third options place a significant
additional cash burden on us and the resultant Cost of Equity needed to compensate for this
and maintain our Investment Grade credit rating is substantially beyond the reasonable range
that customers could be expected to bear.

7.34 Ofgem has suggested that we use the established Strategic Wider Works uncertainty
mechanism. We think this is a sensible approach which will ensure our customers pay for those
assets and services which benefit them, but only when the cost, timing and scope of the work
is known.

7.35 We have already established a collaborative and constructive relationship with National Grid
and NuGen. We will continue to work with them to ensure our customers’ interests are properly
considered and to play our part in enabling a significant addition to UK low carbon generation
capacity.

Rail Electrification

The Government is committed to investing in a programme of
electrification that will help transform the railway and provide Britain
with a sustainable world-class transport system. Network Rail is
electrifying key rail routes across the North of England. This work
involves a considerable number of diversions of our assets where they
are in effected roads and bridges.

Manchester to Liverpool, and Huyton to Wigan: by December 2014

7.36 We have worked with Network Rail to modify bridges between Newton-le-Willows and
Liverpool, and Huyton and Wigan. Work is now continuing to install the overhead line
equipment to allow electric trains to be introduced between Manchester Victoria and Liverpool,
and Liverpool and Wigan, by December 2014.

Preston to Blackpool: by May 2016

7.37 A fully electrified route between Preston and Blackpool will connect the area to the west coast
main line; the key rail artery linking the North West with London and Scotland. Network Rail
have already upgraded 15 bridges. Overhead line equipment on this route will be installed in
2015/16.

Manchester to Preston: by December 2016

7.38 Work on modifying the bridges and tunnels will start in the spring of 2014 and continue through
2015, followed by the installation of the overhead line equipment. The line will be fully
electrified by December 2016.

Oxenholme to Windemere and Wigan to Lostock

7.39 The Department for Transport announced in the autumn of 2013 additional funding to electrify
these routes. Network Rail is currently carrying out an assessment of the structures to
understand which need to be modified for electrification.

Manchester to Leeds and York

7.40 Funding to electrify the North Transpennine route was announced in November 2011. Work
has started on modifying bridges on the first phase of the Transpennine route from Manchester
Victoria and Guide Bridge to Stalybridge, which will be fully electrified by December 2016. East
of Stalybridge, Network Rail is currently carrying out an assessment of the bridges and tunnels
between Manchester and Leeds once complete, a fully electrified route will be provided
between Manchester, Leeds and York by December 2018.
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7.41 There are a number of potential diversions on the Preston to Blackpool, Manchester to Preston
and Manchester to Leeds phases of this work. We are aware that Ofgem have agreed a
mechanism to advance fund similar costs in other DNOs’ business plans, with an uncertainty
mechanism to companies to allow these costs to be returned to customers if another party
ultimately funds the work. We have made a provision for the NRSWA diversions within roads
and bridges in our submission, but we have made no provision for overhead line diversions.
Following extensive dialogue between DNOs, Network Rail, Treasury and Ofgem we expect
these to be recharged to Network Rail. We are aware of at least six 132kV and four lower
voltage overhead line diversions with an estimated capital cost of £1.75 million but have
assumed that these will be recharged and will not be paid for by our customers. We do not
believe that including an uncertainty mechanism with the advanced funding of these costs
would be in our customers interests and have not included this in our business plan.

Real Price Effects

Inflation is generally measured by the Retail Price Index (RPI) and our
income is adjusted to match RPI each year. This mechanism manages
the general inflationary uncertainty associated with both new and
existing assets. However, the types of goods that we purchase are very
different from the basket of goods that are used to measure RPI.

7.42 Inflationary pressures on our cost base are driven by copper, steel, oil and other commodity
prices, construction costs, specialist labour rates and capacity in the contractor market. We
purchase a lot of equipment from global markets and with other parts of the global economy
potentially performing better than the UK; this may create further differences between domestic
RPI and the inflation we face. Contractor and specialist labour rates may also increase beyond
RPI when demand, particularly in the infrastructure sector, outstrips capacity.

7.43 The difference between general inflation (RPI) and the actual inflation we experience is known
as the Real Price Effect (RPE). We commissioned EC Harris to forecast the RPE outlook for
RIIO-ED1. We reviewed their analysis alongside our own economic projections and determined
the RPE impact on our RIIO-ED1 plan (after we have mitigated some of these increases) is
£82.6 million (see Annex 16). We have fully offset this impact with efficiencies.

Pass through costs

We are unable to manage the costs of our licence fee, which is
determined by the level of activity in Ofgem, National Grid’s
Transmission Connection Point charges and our overall rates bill which
is determined by the Government’s Valuation Office.

7.44 The existing DPCR5 mechanism allows us to pass any variation between actual and forecast
costs to future prices. Ofgem has proposed to continue this mechanism in RIIO-ED1. We think
this is an appropriate way to keep the risk balance between customers and ourselves constant.

Flexing our delivery model

The framework arrangements in our delivery model mean that we can
flex contractor support to respond to changes in our reinforcement
programme, whether in response to low carbon, socio-economic factors
or the proposed Moorside nuclear power station.

7.45 Our RIIO-ED1 investment programme has a relatively smooth year-on-year profile. This helps
us optimise delivery efficiency by giving our operational team and contractors a stable base
from which to develop their plans. The monitoring steps we discuss above will give us sufficient
time to revise these plans should the need arise. Plan revision will include flexing operational
and contractor support to deliver an increased investment programme (see Annex 7).
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7.46 Clearly, there is finite capacity in our internal workforce and the contract market. In the event
that the DECC High scenario materialises, we believe there would be significant pressure on
our delivery programme. Whilst we could look to secure substantial additional capacity, we do
not think this is the most economic approach to take. Instead, we will re-profile those parts of
our core investment programme which are less time-critical and thereby create space to
accommodate any major shocks in low carbon adoption rates. We have assessed our plan and
identified that on average just over 10% of any year's investment activity could be moved by
two years to help optimise capacity.

Managing charging volatility

We recognise that volatility in our use of system charges to electricity
suppliers could result in them including a risk premium in customers’
bills. Our proposals are designed to minimise the need for such a
premium.

7.47 The design of the price control means that many of the revenue components which give rise to
volatility in charges are not factored into charges until two years after the details have been
finalised. These components include rewards and penalties under the incentive mechanism,
the recovery or repayment of revenue from previous years and the funding of additional costs
allowed under the uncertainty mechanisms described above.

7.48 We already provide electricity suppliers with long-term projections of our expected revenues
and charges and we plan to supplement these by giving 15 months’ notice of indicative tariffs
along with the assumptions underpinning them. This gives electricity suppliers the predictability
they need in making their offers to customers and is consistent with Ofgem’s proposals on risk
allocation designed to keep customers’ electricity bills to a minimum.
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8

Innovation

Innovation is one of our core values and we constantly challenge and
improve the way we do things. Innovation is about delivering new
technical solutions and changing the way we do our day-to-day
activities so that we continue delivering more for our customers now
and in the future.

8.1

8.2

8.3

8.4

8.5

This is an exciting time for our business; we face unprecedented change in the face of
emerging challenges and opportunities brought about by decarbonising our energy supplies,
the economic needs of our customers and the ever increasing importance of the reliability of
energy networks. Our customers and stakeholders should be assured that our business plan is
designed to meet these challenges and deliver the benefits, efficiencies and services they
need.

We have an enviable innovation track record. We are leading the industry in developing
innovative solutions that transform the way in which DNOs distribute electricity. Our innovations
deliver significant benefit for the amount of investment made, with many innovations achieving
more than a tenfold return for stakeholders and customers.

Core to our business plan are three critical developments; our innovation strategy, our smart
meter strategy and our smart grid strategy. Our innovation strategy (Annex 29) describes our
overall approach to embracing and developing new techniques and technologies for the benefit
of our stakeholders. Innovation pervades all areas of our business plan from customer service,
asset management planning and field delivery.

Key to our businesses success will be the realisation of the significant potential of smart meters
and smart grids. Our strategy for realisation of the benefits of smart meters is outlined in our
smart metering strategy, Annex 28 and Annex 13 outlines our smart grid strategy.

Our strategy for innovation is aligned to our four stakeholder priorities of reliability, affordability,
sustainability and customer service and we measure our success by the level of improvement
we make in these areas.

Why innovate?

Changes in future demand on our network and services are inevitable
but difficult to predict. Our continued success is dependent upon how
we plan for an unpredictable future.

8.6 Over the past five years we have seen dramatic changes in the local, national and global
economies and greater demands for the protection of the environment and the communities we
serve. These challenges will continue through RIIO-ED1.

8.7 Working with CEPA (Cambridge Economic Policy Associates) we anticipate that over the next
10 years we will see:

Network capacity being pushed to its limits using ageing infrastructure and
assets

Network Continued unpredictability in economic growth in the region

Alternative methods for the storage of excess energy and greater flexibility in
network loading and capacity

Customers demanding greater transparency over the way in which they are
charged for electricity and more control over their own electricity consumption

Customers Demands for improved quality of service

Extensive smart meter roll-out

Greater demands for electricity as more customers switch from gas
Carbon and Domestic use increasing by up to 20% through the connection of Low Carbon
Social Technology (LCT) to the network

Continued upward pressure on energy prices
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8.8

8.9

8.10

8.11

Unprecedented market uncertainty and increased focus on social and environmental issues
over the past five years has taught us that adapting to change quickly is critical. We have used
innovation to deliver increased reliability, sustainability, affordability and service for our
stakeholders and customers by continuously challenging and improving the way we do things.

We have an excellent pedigree in leading UK-wide innovation in our industry. Significant cost
savings, efficiency improvements and increased levels of customer service are delivered by
DNOs across the UK using innovation developed and shared by us. We think we should
continue to invest in innovation to support collaboration between DNOs and industry partners
and the collective impact of implementing UK-wide initiatives on the national economy.

We will invest over £26 million in innovation in DPCR5 and propose to invest at least
£24 million in RIIO-ED1. These investments will deliver £133 million of customer savings in
RIIO-ED1 and an anticipated £180 million in RIIO-ED2.

Our innovation programme includes work we will complete with our partners, work we will
conduct with other network operators and work led by others that we will adapt for use on our
network. We are seeking an innovation funding rate of 0.8%, equivalent to £3 million per
annum for RIIO-ED1. This funding is essential to allow us to complete our innovation plans and
deliver the customer benefits included in our plan.

Innovation principles

8.12

8.13

Our approach to innovation is based on the following principles:

e Understanding the changing needs of our customers and stakeholders as the UK
decarbonises and the key role we can play in facilitating it

e Seeking to collaborate with partner organisations to develop solutions and learn from or
pass on our knowledge

e  Focussing upon customer involvement in all our innovation work ensuring that innovative
commercial solutions and the evolution of smart customers drives our programme

This means we have a problem-led rather than product-led approach, which ensures that we
target our innovation around meeting needs in the most practical and cost effective way.

Innovation governance

We apply robust governance to the process for identification, selection
and delivery of innovation projects.

8.14

8.15

8.16

This ensures our investment in innovation is tested and validated and the impacts understood
prior to rolling out as a business-as-usual activity.

We have developed an internal process to ensure each innovation project has a subject expert
to act as a project champion. The project champion is responsible for defining how the project
would be rolled out into business-as-usual and how the project benefits would be measured.
We also have a small, centralised team of specialists within our Future Networks team who are
responsible for promoting innovation and developing business cases for each initiative.

We have defined processes in place to ensure every stage of new innovation projects is
assessed by representatives from the relevant business section. We also encourage our staff
to bring forward innovative ideas and suggestions. The development of the Bidoyng smart fuse
is an example of a successful innovation identified and developed by one of our engineers that
has now become business-as-usual for us and many other DNOs.
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8.17

The diagram below shows the generic governance process in place for innovation, together
with the associated fora and reporting requirements.

Funding innovation activities

Innovation is jointly funded by us and customers.

8.18

8.19

8.20

8.21

The Innovation Funding Incentive (IFI) mechanism was introduced in DPCRA4 to foster technical
innovation within electricity distribution networks. In DPCR5 Ofgem created the Low Carbon
Networks Fund (LCNF) Tier 1 and Tier 2, the Smart Grid Forum and Smart Metering
Consultation to stimulate the industry to respond to future challenges. Specifically, the LCNF is
designed to promote the innovation, trial and deployment of new technologies and commercial
mechanisms. We also receive funding from bodies such as the Engineering and Physical
Sciences Research Council (EPSRC) to offer under-graduates and graduate students
internships within our organisation to work on innovation projects.

Funding is provided on an annual basis and determined by the submission of well-justified
innovation plans for the price review period (see Annex 23). So far in DPCR5 we have funded
around £9 million in innovation projects. External funding has contributed a further £8 million.

RIIO-ED1 introduces a new innovation funding mechanism called the Network Innovation
Allowance (NIA), which replaces the existing IFI mechanism, and the Network Innovation
Competition (NIC) which replaces LCNF Tier 2. The level of the award is determined by the
well-justified innovation plan for the price review period with a clear emphasis on delivering
specified output measures.

This business plan outlines our NIA requirements for RIIO-ED1.
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Our track record

Our robust governance process and the application of our innovation

principles has helped us select and support innovation projects which
have consistently delivered a sustainable benefit for our stakeholders
greater than the level of investment.

8.22 We are one of the few DNOs to have successfully invested our DPCRS5 IFI funding each year.
The success of our LCNF and IFI-funded initiatives means our customers will share in around
£140 million of savings which we will deliver by the end of DPCR5. The table below highlights
our funded innovation projects and the benefits delivered in DPCR5 and projected for RIIO-
ED1.

8.23 Our innovation strategy (Annex 23) highlights our funded innovation projects, the benefits
delivered in DPCRS5 and projected savings for customers in RIIO-ED1.

Delivering innovation for customers and stakeholders

We invest in innovation to deliver value for our stakeholders, either in
monetary terms through more efficient investment or in quality terms
through better network performance or customer service.

8.24 Our partners are essential to the success of our innovation strategy; without them we could not
harness the technology available to deliver benefits to our customers. We strive to build strong
relationships with our partners;

“Innovation is approached differently by each of the network companies; with Electricity North
West innovation is more innate, with change coming from within the organisation. It is evident
that there is strong leadership, and a consistent approach towards innovation, with customer
value at the centre.”

Kevin Tutton, UK Divisional Lead — Smart Grid, Siemens

“We have worked on several projects together with Electricity North West and have always
found them to be exceptionally receptive towards new ideas and concepts. Moreover, many of
our existing products would not exist had it not been for the open and collaborative approach
taken by the Electricity North West leadership.”

Peter Cunningham, Managing Director, Kelvatek

“In all cases, Electricity North West has demonstrated its commitment to develop and implement
solutions which benefit the company, their consumers, and the industry as a whole.”

Robert Davis, CEO, EA Technology

“Electricity North West is leading the UK in radical solutions to our distribution network
challenges and your Capacity to Customers and CLASS projects are of global interest and
significance.”

“Your activities on how low carbon technologies and electric vehicles will affect LV networks are
of crucial importance to the EU, and especially in typical European cities such as Manchester.”

Professor Peter Crossley, Head of Electrical Energy & Power Systems, the University of
Manchester
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Benefit/
Saving
RIIO

Innovation Initiative Benefit

Funding
Type

Project
Cost

Saving
Projection
DPCR5

ED1

Stakeholder Priority - Customer
Network Operation - Development of a time
domain relectometry approach to LV fault IFI £7,000
finding Delivers faster repairs with less time and
excavations to locate the fault saving
Network Operation - Delta VV Developments repair costs and CML
& Trial Development of a voltage gradient IFI £63,000
approach to LV faults finding
Network Operation - Modular/Master Slave
Rezap - Development of an LV autorecloser = £316.000 £3.6m £14.4m
that will fit into all ENWL's LV fuse pillars ' Reduces impact of transient faults by
and boards autoclosing post fault
Network Operation - FuseRestore/Bidoyng -
Development of a device to automatically IFI £453,000
restore a fuse after a transient fault
Network Operation - Smart Fuse L_CNF £350,000 Reduces_ impact of transient faults by
Tier 1 autoclosing post fault
Network Operation/Investment Planning - Removes the need for oil samples to be
Chromatic Analysis of Insulating Oil - Non- IFI £116,000 | remove from transformers for analysis £50k pa
intrusive testing of Insulating Oil and allows more frequent oil monitoring
NetvonkOperaon - e vea Dt e ot s
Gathering - Installation of a Power Line IFI £95,000 . p . £100k
. and increases security of
Carrier System L
communications
Release additional capacity from
. . distribution transformers and reduce
Network Operation - Next Generation LV )
Board/Link Box - LV Network Automation IFI £579,000 network_losses, Ioad/gener_atlon - £5.5m
connections at lower cost, improved
power quality
Network Operation - Customers - Research Faster more accurate information Qualitati
into the customer/DNO interface and how it IFI £283,000 | provided to customers -improved - ve
can be improved customer experience
Network Operation - Demand control - AIIOWS. d'St.”bu“O.n netwo_rks .to be used
L ! ™ to assist with national objectives for the I
Investigation of DNOs’ capability to offer . Qualitati
. ; . IFI £31,000 | adoption of renewable energy -
technical solutions to support transmission ) : . ve
- generation without customers being
network stability :
impacted
Network Operation - Composite Link Box Provides faster restoration times Qualitati
3 C o . : IFI £11,000 ) -
Lids - Investigation of composite materials following faults ve
Stakeholder priority - Reliability
Investment Planning - Oil Regeneration - Study with Manchester University into
Testing the capability of oil regeneration to IFI £270,000 | benefits of regenerating transformer oil - £33m
improve health index on site to extend their asset life
CBRM was initially developed for
Investment Planning - CBRM - Developing t?]li?scieR:H:}Ieugav\\llﬁigﬁnr:g]suggctgn?:\{ﬁg)p
the ability to use CBRM outputs to define IFI £540,000 | . d >£50m £65m
. industry standard approach to asset
non-load investment programmes ) -
management - improved asset decisions
reliability
Investment Planning/Network Operation —
Vegetation Management - Identification and Enables targeted preparation for the Qualitati
o= . IFI £298,000 : -
definition of vegetation growth rates as affects of climate change ve
affected by climate
cimrates th need o proe i
>udy g . IFI £70,000 | voltage switching devices on long cables £8.7m -
effects of switching transformers with long =
(avoiding costs)
cables
Investment Planning - Network Resilience - . o
Investigation into the potential impacts of IFI £24,000 Enables targeted preparation for the .| Qualitat
) - affects of climate change ve
climate change on network resilience
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Innovation Initiative Funding Project Benefit Saving Benefit/
Type Cost Projection Saving
DPCR5 RIIO
ED1
. . Ongoing
Safety_/lnv_estment Pla_nnlng ) l?oly_merlc Improves the reliability of high voltage requires
Investigation - Forensic Investigation of IFI £56,000 ) - o
- . switchgear quantific
failed and new insulators -
ation
Network Planning - Harmonic Cabling . .
Modelling — Analysis of the technical Allows the connection of higher levels of Avoided | Avoided
) : IFI £9,000 | generation without network
requirements for the connection of non - Costs Costs
. reinforcement
linear loads
Investment Planning - Stay Rod Testing - Testlng cpmpleted and prove_d
. B . inconclusive and therefore will not
Non intrusive testing of below ground IFI £17,000 . . ; - -
proceed, alternative techniques will be
structures ! -
investigated
Network Protection and Control - Fit Allows more targeted investments and Qualitati
Calibrate HAT's - Forensic investigation of IFI £24,000 | facilitates connections based on - ve
network load measurement systems available information
) . Used to develop Quality of Supply o
Netwqu F_’erformance - Nafirs - Academic = £27,000 | Investments and their likely } Qualitati
Investigation of fault data . ve
effectiveness
Stakeholder priority - Affordability
Investment Planning - Expansion Planning Allows more targeted investments in Qualitati
\/2 — Development of network models for IFI £372,000 . 9 -
) - reinforcement for load growth ve
demand forecasting and pricing
Network Design - Earthing - Investigation of = £5 400 Reduces investments in underground _ | Qualitati
transfer potential under fault conditions ' electrode systems ve
Network Operation/Design - Fault Current Avoidance of network reinforcement to
Limiter - Development and installation of a IFI £540,000 | mitigate fault levels exceeding - £3m
super conducting fault current limiter equipment safety ratings
Enhances safety of operatives following
Safety/Investment Planning - OLTC high profile OLTC failures and is also
Monitoring - Acoustic monitoring of OLTCs IFl £277,000 used to assess health of asset for more £750k £500k
targeted investments
Network Capacity - Dynamic Line Rating - = £323.000 Allows the connection of wind turbines to _ | Avoided
Weather related overhead line ratings ' remote overhead lines Costs
Network Capacity - Storage - Defining the Facilitates the connection of low carbon Qualitati
economic and regulatory benefits of energy IFI £183,000 | technologies allowing demand - ve
storage management
Network Planning - Load Related Risk -
Development of load-related output = £20.000 Allows more targeted investments in _ | Qualitati
measures to succeed the current Load ’ reinforcement for load growth ve
index (LI) methodology
Stakeholder priority - Sustainability
Understand benefits of ENWL'’s Low
. . Carbon Network Tier 2 project, C,C-
Demand Side Management_— DSM Signals - IFI £15,000 | realised through avoiding investment in - £10m
Assessment of DSR price signals )
network reinforcement and Demand
Side Response
Network Capacity - Load Allocation - Improved modelling of inherent capacity
Development of software to project and on the network as required by local
identity overloads due to the projected take IFl £460,000 conditions of increased demand and £1m £600k
up of low carbon technologies generation
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Delivering innovation in reliability

Knowing when to invest in replacing, refurbishing or retiring our assets
has a fundamental effect on the reliability of our network and the quality
of service experienced by our customers.

8.25

8.26

We have developed best practice asset management strategies through the development of
Condition Based Risk Management and Condition Data Capture, which allows greater visibility
of the health of our assets. Once we understand the health of our assets we can then
determine the appropriate intervention and investment required. We have led the industry in
pioneering this approach and it is now widely used and referenced by all DNOs.

CBRM helps us develop whole life asset management strategies based on analysis of current
and expected future performance. We have invested £500,000 in this initiative so far and have
realised approximately over £50 million in benefits through cost and delivery efficiency and
scope optimisation. CBRM is now a business-as-usual activity and has played a major part in
supporting our business plan.

8.27

With our partners the University of Manchester, we researched the benefits of in-situ oil
regeneration for our transformers. We can now regenerate transformer oil on-site through this
pioneering technique, reducing the need for removal and replacement and significantly
extending the operating lives of our transformers. We have used the IFl investment of
£215,000 to defer significant non-load related investment during RIIO-ED1. In RIIO-ED1 we
plan to use this technique to avoid the replacement of over 12 Grid and 77 Primary
transformers, which will save customers an estimated £33 million.

8.28

We have worked extensively with local police forces and specialist security advisors to develop
a number of innovative techniques to complement more traditional security strategies in order
to secure our network and reduce the number of customers suffering supply interruptions due
to criminal activity.

e Metal theft — A marking system for copper earth tapes and cables that allows positive
identification of the materials rendering the materials extremely difficult to dispose of
without detection

e Active tracking — New technology adapted from military applications where tracking
devices are attached unobtrusively onto most types of substation assets and materials.
The equipment can then be monitored and tracked when moved, allowing recovery from
theft

e  Security hardening — A number of initiatives specifically targeted to limit the impact of theft
at substations including a £3.2 million implementation of new electrical mechanical locking
systems across 500 sites to prevent illegal access to secondary network substations

Innovation in sustainability

We play a lead role in the Smart Grid Forum and development of the
Transform model that is used by all Distribution Network Operators. We
have also used IFI funding to develop a more granular network capacity
management model.

8.29

8.30

We call this the Capacity Headroom model. This model supplements Transform and allows us
to understand how our customers use our network now and forecasts the future impact of
adopting Low Carbon Technologies such as electric vehicles and heat pumps at an LV
individual feeder-by-feeder level. Whilst this model tells us where our load carrying capability
has to increase we also use it to more accurately target our future requirement for network
reinforcement solutions. This ensures that we can deliver low carbon solutions whilst
minimising the cost of network reinforcement for our customers.

Our stakeholder engagement has clearly shown that in order for customers to adopt these new
Low Carbon Technologies, the connection experience must be streamlined and simple. We
have led the ENA heat pump and electric vehicle group to implement customer-friendly
connections processes.
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8.31 We have developed Demand Side Response (DSR) solutions to ensure we can support more
sustainable technologies whilst maintaining reliability and affordability. DSR involves customers
agreeing to shift their consumption patterns away from times of peak demand. This gives us
more options to optimise load capacity and less reliance on reinforcement work. We anticipate
that this could save £10 million in reinforcement costs through RIIO-ED1 under the DECC Low
scenario.

8.32 During 2012 we worked with the Met Office and other DNOs on the EP2 project to assess the
potential impact of climate change on electricity networks. On average 20% of all faults on the
low voltage overhead network are related to tree-induced damage. Using Met Office
projections relating to the future effects of temperatures, we commissioned work on future
vegetation growth rates in defined UK bioclimatic zones.

8.33 The outcome of this research allows us to produce mitigation measures and accurate
expenditure forecasts for tree cutting, flood resilience and erratic electricity demand fluctuations
attributable to climate change. This means customers will benefit from greater network
reliability and reduced asset replacement costs.

Innovation in affordability

The cost of connecting to our network can be prohibitive for some
customers. We have invested in the development of innovative
commercial arrangements under our LCNF Capacity to Customer (C,C)
programme to make this service more affordable.

8.34 New commercial arrangements allow customers to connect to the network using latent network
capacity and offer voltage managed contracts for Distributed Generation customers. The real-
time network voltage is used to control the use of existing assets, enabling us to minimise the
connection costs of new generation connections. We are the first DNO to enter into these types
of commercial arrangements with customers.

8.35 We recognise that developing solutions to address fuel poverty and help our vulnerable
customers is extremely important. We have been working with a range of charities and
government bodies to truly understand the issues around fuel poverty and how we as a DNO
can make a positive difference. We have worked with Save the Children and National Energy
Action (NEA) and have hosted a working dinner on fuel poverty with MPs from the North West
at the Houses of Parliament.

8.36 We have implemented Connect and Manage strategies for low voltage domestic micro
generation such as solar panels. In Stockport we transformed our processes for connecting
large numbers of solar panels on the roofs of social housing by introducing this Connect and
Manage approach. This reduced costs for Stockport Council considerably, as it negated the
need for costly and time-consuming investigations into scenario and load planning. Instead, we
simply connected all the solar panels, deployed inexpensive LV monitoring and dealt with a
very small number of resulting problems. The trial was so successful that this Connect and
Manage approach has replaced our existing process for all solar panel connections.

8.37 We are currently conducting a feasibility study with NEA and Stockport Council on an
innovative project to get their social housing stock and tower blocks fit for the 21st century.
Rather than spending more money to strengthen the electricity network for social housing
through costly reinforcement works, we have taken the innovative approach of improving the
energy efficiency and insulation of the properties instead. The energy efficiency reduces the
amount of energy required to run the properties and therefore reduces the need to reinforce
our network.

8.38 We will trial this approach later in the year alongside other techniques for reinforcement
avoidance such as Demand Side Response. NEA believe that this sort of innovative approach
not only saves money, and is environmentally friendly, but more importantly directly helps
those most in need of support by reducing household energy bills.

8.39 In May 2013 the first stage of a new initiative to become a Smart Energy Community was
successfully completed by Wigton in Cumbria. The initiative addresses fuel poverty by putting
in place wirelessly-operated smart meters, which provide residents with more visibility of their
energy usage to help them control what they use, allowing them to reduce their bills and save
money. The first stage enabled the town to control their energy and share findings with the
hope of expanding the trial to more homes and businesses in the future.
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Innovation in customer service

Analysis of the performance of our low voltage network revealed a
disproportionate impact on our customers from transient faults. These
are intermittent faults that disrupt customers’ supplies but have no
identifiable cause and can occur a number of times before the fault is
identified and repaired.

8.40 To solve this problem, we have worked with Kelvatek, a technology manufacturer, to develop a
number of devices such as the Modular Re-Zap (a unit that switches loads on low voltage
networks) and the Bidoyng smart fuse (a device that can automatically restore customer supply
in under three minutes).

8.41 These devices have transformed the management of LV network cable faults. We will continue
to implement this technology on our network and assist other DNOs by passing on our
learning. Our £400,000 investment has resulted in over £2.3 million of price reductions on
equipment purchases from our suppliers, a benefit that is passed on to our customers through
cost reductions and improved supply.

8.42 Almost 50% of the visitors to our website used a smart phone or tablet to access key pieces of
information and over 25% of our website visitors access our website specifically looking for
power cut information. With customer input we have developed a mobile-friendly website that
fits customer needs by giving customers accessibility irrespective of the mobile device they are
using. This is ideal when customers are looking for information during a power cut and the use
of a desktop is not an option.

8.43 During 2014, mobile internet use is expected to take over from desktop internet use, making
this service crucial to enhancing our customers’ interactive experience with us.

Collaborating for innovation

We recognise that we cannot lead on every issue but we are committed
to continue the progression of innovation within our industry through
collaboration with partners and leadership of national industry forums.

8.44 This role allows us to deliver more value for our customers by ensuring we are at the forefront
of sharing best practice and have a position of influence regarding the future needs of our
customers and stakeholders.

8.45 The national industry forums we participate in include:

e The DECC and Ofgem led Smart Grid Forum and the Electricity Networks Association
(ENA) Futures Group. The Smart Grid Forum is focussed on identifying future challenges
for electricity networks, system balancing and removing barriers to the efficient deployment
of smart meter and smart grid technologies. This group’s work is at the heart of shaping
the future decision making and strategic direction of our industry

¢ We lead the ENA Heat Pump Working Group and ENA Electric Vehicle Working Group.
These groups are working closely with manufacturers, installers and other stakeholders to
agree on standard UK approaches for heat pump and electric vehicle charger installations

e  We chair the Distribution Code Review Panel and through this we have introduced new
customer friendly Connections Standards for renewable generation

8.46 We have also collaborated closely with local and national groups to drive innovation:

e  The Greater Manchester Combined Authority (GMCA) to prepare for a number of planned
heat pump installations stimulated by the Renewable Heat Incentive

e UK Distribution Network Operators through the Strategic Technology Programme (STP)
operated by EA Technology and the Energy Innovation Centre. Electricity North West
currently hold the chair of the STP Board and use this position to support EA Technology
to identify and develop a range of new projects for UK DNOs, including identifying areas of
common interest, identifying new asset management techniques, development of new
testing techniques and investigation of future trends in low carbon technology adoption
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8.47 In addition to these groups we have worked with a network of individual organisations
developing innovative solutions for specific problems. Examples include regular knowledge
sharing sessions with Liverpool and Manchester Universities, where we define our needs and
they explore potential innovative solutions based on their expertise. We also have partnerships
with Durham and Strathclyde Universities. Furthermore, we have a humber of collaborations
with other DNOs and National Grid to drive development of industry best practice.

Our innovation plan

Our innovation plan for RIIO-ED1 needs to adapt to an unpredictable
future and we have identified key areas of innovation investment rather
than being constrained by specific project definitions.

8.48 Whilst much of our innovation has and will continue to come from within our organisation as a
direct response to changing customer needs, it originates in our contacts with manufacturers or
as a result of collaboration with other network operators and technology suppliers. Our focus
will continue to be on developing innovative solutions which deliver tangible, positive benefits
for our customers and stakeholders. In some selected areas such as storage, we will continue
to be a fast follower where we will adopt best practice solutions developed by other DNOs as
well as continuing to lead at industry level to help create and share innovative ideas for the
benefit of all.

Delivering innovation in RIIO-ED1 2015 - 2019

8.49 During this period we expect increasing customer demand and the clustered connection of Low
Carbon Technologies to push local network capacity to its limits. We will focus on
understanding in greater detail the capability of our network to expand and meet demand
increases whilst maintaining exceptional levels of reliability and customer service.

8.50 We will use innovative approaches to provide more from our current network:

e Focus on the collection of real-time data on network performance, capacity and load from
automated data capture, including data from smart meters

e Use our Capacity Headroom Model to identify and quantify network capacity and identify
areas of strain on our network in real time

e  Progress development of technologies currently in research through continued
collaboration with our partners to achieve our stakeholder priorities

e Develop and invest in our employees’ core skills in the areas of commercial, financial and
technical innovation

e Focus on the delivery of priority services for vulnerable customers and those affected by
fuel poverty

e  Continue our leadership in industry forums and working groups

8.51 We have combined learning from several pieces of research work from the EATL Strategic
Technology Programme (a collaborative research group involving all network operators which
we chair). This has led to the incorporation of innovative ideas using research undertaken by
EATL and by other DNOs with our own developments to give direct customer benefits such as
strategies for low voltage domestic micro generation such as solar panels.

8.52 Work undertaken by WPD was extremely useful in developing the various trigger levels in our
policies below which it was not necessary to put reinforcement in prior to connection. This
allows domestic customers to connect solar panels at a lower cost. Our social housing
stakeholders such as Wigan and Leigh council and Stockport homes have welcomed the
savings this brings and the speed at which it allows them to install solar panel equipment.

Delivering innovation in RIIO-ED1 2019 — 2023

8.53 Our focus in this period will be the delivery of our data strategy and use of smart meter
information to drive further efficiency, reliability and low carbon capacity on our network:

¢ Micro level data management of network performance

8 - Innovation Page 154



e Move from research and development to industrialisation of developed technologies
e Integration of smart meters into control room systems

e Response to stronger market demand within RIIO-ED1 for DSR and an increased
requirement to manage network constraints and balance network supply

e Development of RIIO-ED2 investment plans based on real time data and Demand Side
Response outputs

¢ Roll-out of Smart Grid solutions supporting the increased level of heat and transport load
on our network

8.54 The development of smart grids is being championed as a key facilitator in the transition to a
low carbon, low cost, greener future for Great Britain. In Annex 13, we outline our vision of a
smart grid in Electricity North West and point to a number of key activities and work areas
which are contributing to the development of the future distribution network.

8.55 Smart Meters will be installed in the homes and businesses of our customers over the next few
years. These devices will help our customers realise savings and benefits never before
available. As our customers’ usage of and reliance on electricity increases, smart meters will
become a vital part of our network management infrastructure.

8.56 Annex 28 outlines how we will use smart meters to improve our services and deliver savings to
our customers. As the meter installation programme gathers pace our initial challenge will be to
assist electricity suppliers in ensuring customers receive a safe and trouble free transition to
the new meters. In parallel with this installation programme we will upgrade our IT systems to
be able to use the meter data for the benefit of our customers.

8.57 This IT upgrade programme has already started and to ensure we deliver benefits as soon as
possible we have commenced several elements of this work in DPCR5. We are also working
with electricity suppliers to ensure customers are properly informed about both the installation
programme and the benefits on offer.

Funding our RIIO-ED1 innovation plan

We are requesting a Network Innovation Allowance of 0.8%. This
equates to a total value of £23.5 million for RIIO-ED1.

8.58 In DPCR5, we will spend an average of £3.3 million per annum on innovation. This business
plan contains a 10% reduction in innovation investment but a significant increase in benefits
delivered for customers arising from two factors.

e  First, we anticipate that more learning will be available from the wide range of projects
being delivered by other DNOs or developed collaboratively with other partners. This
allows us to identify and implement best practice solutions without the cost burden of
extensive research and development being passed on to our customers

e Second, we have already funded a number of innovations from the efficiencies they yield
in our expenditure plans, such as Connect and Manage and our work on promoting energy
efficiency. We will continue to utilise this approach in RIIO-ED1

8.59 Funding from the Innovation Roll-out Mechanism (IRM) will also allow us to deliver RIIO-ED1
innovations with our partners for our stakeholders. We are committed to sharing our knowledge
and experience with other DNOs through our continued chairmanship of and contribution to
industry forums and working groups.

8.60 We also understand that we may not be able to predict the scale and complexity of future
innovations. For larger scale innovations we will apply for additional funding through NIC with
our partners.

8.61 The diagram below sets out the key areas of focus for the innovation programme, their forecast
profile and expenditure.
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RIIO-ED1 innovation initiatives

O|€e ead
Average al spend 06 6 8 Proje
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Load impact LV 0.8
modelling HV ’
N . LV
Reliability Thermal capability Y 1.2
Asset Lv 12
management HV '
Network LV 12
configuration HV ’
Reference Lv 12
networks HV ’
Affordability
. LV
Network modelling 1.7
HV
Feeder operational | LV 15
modes HV ’
Voltage Lv 20
management '
Sustainability HV
. LV
Feeder design 15
HV
Demand side Lv 20
management HV '
. LV
New connections 1.2
HV
High performance | |y
Customers computlng/ data 0.8
manipulation HV
Automatic fault LV 12
restoration HV ‘
Distribution LV
System Operator 0.8
services HV
LV
Data clouds 1.2
Commercial HV
Development of LV 15
autonomy HV .
. LV
Assets New materials 29
HV
Total 23.6
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9 Glossary

AA1000APS AA1000 AccountAbility Principles Standard. An international standard to help
organisations identify, prioritise, and respond to sustainability challenges

Affordable That can be afforded, inexpensive and reasonably priced

AGMA Association of Greater Manchester Authorities

AMI Advanced Meter Infrastructure

Asset management

A systematic and cost-effective process of operating, maintaining, upgrading
and disposing of assets

BCF Business Carbon Footprint. The measure of the carbon emissions of our
business

BITC Business in the Community. Campaigns for and supports businesses to
operate responsibly

Black Start A restart of the electricity distribution and/or transmission network after a
complete loss of power

BMCS Broad Measure of Customer Service

BSI British Standards Institution

Capex Capital expenditure

CAPM Capital Asset Pricing Model. A mathematical model for determining a
company's Cost of Equity

CBA Cost Benefit Analysis. Systematic process for calculating and comparing
benefits and costs of a project or investment decision

CBRM Condition-Based Risk Management. The creation of an effective link between
information and knowledge of assets to strategic planning and processes

C.C Capacity to Customers (a Low Carbon Networks Fund project)

CDC Condition Data Capture. The collection of condition data on our assets

CEPA Cambridge Economic Policy Associates. Economic and financial policy
advisory business

CEVA Our contracted logistics provider to April 2014

cGu Cash Generating Unit

Cl Customer Interruption. The number of customers interrupted per 100
customers

CLASS Customer Load Active System Services (LCNF/future networks project)

CNI Critical National Infrastructure

CO2 Carbon Dioxide

Competition Tests

Tests introduced by Ofgem into DNOS' licences at the start of DCPR5 to
assess compliance with legal requirements in respect of the making of
connections and to measure the development of competition in relevant
market segments of the connections market. Passing these tests allows a
DNO to charge an unregulated margin for contestable connections activities;
not passing them could result in Ofgem referring a DNO to the Competition
Commission

Competitive
connections

Connections that can be completed by Third Party Providers, not just
Distribution Network Operators

CORD

Central Oil Reprocessing Depot

Cost of Debt

The effective rate that a company pays on its debt.

Cost of Equity

The effective rate that a company pays to its shareholders.

CPNI

Centre for the Protection of National Infrastructure
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CRM Customer Relationship Management

CSR Corporate Social Responsibility

Customer A stakeholder who pays for a service that we provide

DCC Data and Communications Company. The entity that will coordinate

communications between smart metering equipment in domestic consumers’
homes and authorised smart metering data users.

Decarbonisation

The reduction or removal of carbon dioxide from a process

DECC

Department of Energy and Climate Change

Defra

Department of Environment, Food and Rural Affairs

Delivery model

The resource mix and execution strategy selected to deliver the desired
business outcomes

DG Distributed Generation. Generation connected directly to Electricity North
West's network rather than through National Grid

DLO Direct Labour Organisation

DNO Distribution Network Operator

Domestic Renewable
Heat Incentive

Government-funded initiative. The world’s first long-term financial support
programme for renewable heat, launched in 2011

DPCR4 Distribution Price Control Review 4, 2005-2010

DPCR5 Distribution Price Control Review 5, 2010-2015

DUoS Distribution Use of System

EHV Extra High Voltage (usually 33kV in our region)

ELT Executive Leadership Team

ENA Energy Networks Association

ENWL Electricity North West Limited

ENWSL Electricity North West Services Limited (formerly United Utilities Electricity
Services)

ESG Environment, Social and Governance

ESQCR Electricity Safety, Quality and Continuity Regulations (Amended)

ETR138 Engineering Technical Report 138. Resilience to flooding of grid and primary

substations

Fast pot / fast money

Costs which can be partially or wholly recovered in the current period rather
than being added to the regulated asset value and recovered over a long
period

FIT Feed-In Tariff. Price at which energy suppliers buy energy from Distributed
Generation.
FFO Funds From Operations

Framework contractor

A contractor with whom we have a long term agreement to carry out work at
a pre-agreed price and under pre-agreed terms and conditions

Frontier Shift

Productivity improvements industry made possible by new technology and
ways of working

Fuel poverty

A household which needs to spend more than 10% of its income to heat the
home to an adequate standard of warmth is classified as fuel poor

Fugitive emissions

Release of greenhouse gasses as a result of leakages or accidental
releases. In the context of Electricity Northwest this mainly refers to SFg
emissions

GIS

Geographic Information System

GSoP

Guaranteed Standards of Performance. Standards set by Ofgem which must
be adhered to by every Distribution Network Operator
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HI Health Index

HV High Voltage, 6.6kV or 11kV in our area

HVCA High Volume Call Answering

IAASB International Auditing and Assurance Standards Board

iBoxx The iBoxx bond market indices are benchmarks for professional use and
comprise liquid investment grade bond issues

ICP An independent connections provider not affiliated to a distribution network
operator

ICS Institute of Customer Service

IDNO Independent Distribution Network Operators own and operate various small
networks embedded within DNO networks. IDNO do not have a defined
distribution service area

IET Institute of Engineering and Technology

IFI Innovation Funding Incentive

Investment Grade

A credit rating that indicates that the rated instrument has a low chance of
default. Many investors will only buy bonds that have an Investment Grade
credit rating and Ofgem requires us to maintain our credit rating at BBB and
Baa3 level

ISAE 3000 The ISAE 3000 (2003) is the International Standard on Assurance
Engagements. This is a recognised international standard to ensure the
quality of assurance work, including report verification, as well as, assurance
on environmental performance, corporate governance, internal compliance,
stakeholder engagement and other areas central to corporate responsibility

1ISO 14001 International Standard for Environmental Management

1ISO 31000 International Standard for Risk Management

kv Kilovolts

kVh Kilovolt hour

LCNF Low Carbon Networks Fund

LI Load Index

LCT Low Carbon Technology. Technology which is developed to substantially
reduce carbon dioxide emissions

LLP Limited liability partnership

LRRM Losses Rolling Retention Mechanism

LV Low Voltage, 6.6kV or 11kV in our area

MwWh Megawatt hour

NGET National Grid Electricity Transmission

NGO Non-Governmental Organisation

NEA National Energy Action

NIA Network Innovation Allowance

NIC Network Innovation Competition

NMS Network Management System

NTR Non Trading Rechargeable

NuGen A UK nuclear company owned by GDF SUEZ and IBERDROLA. NuGen'’s
Moorside project is a new nuclear power station of up to 3.6 GW on land in
West Cumbria, North West England

NWEN(J) North West Electricity Networks (Jersey) Limited

Ofgem Office of Gas and Electricity Markets
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Ofgem strategy
decision for RIIO-ED1

Decision document which sets how DNOs will be regulated during RIIO-ED1

OHSAS 18001

Occupational Health and Safety Advisory Services 18001. A health and
safety management system certification

OLTC On-Load Tap Changer. A device which allows us to adjust the secondary
(output) voltage of a transformer while it is under load

Opex Operational expenditure

PAS-55 Publicly Available Specification 55. An asset management certification.

Provides guidance and certification for good practices in asset management.
Electricity North West has been certified since 2007

Pass-through costs

Costs outside our control, such as taxes, insurance and rates which we pass
through directly to suppliers

PFI

Private Finance Initiative

Photovoltaic cells

Cells that convert solar energy into electricity

Planned outages

Scheduled power cuts to ensure vital maintenance work can be carried out
on the distribution network

PMICR Post-Maintenance Interest Coverage Ratio. A financial ratio which measures
how much money we have available to pay our interest expenses after
essential spending on our network

PSR Priority Services Register. A database of vulnerable customers who require
extra assistance during power outages

QoS Quality of Supply

RAV Regulatory Asset Value

RCF Revolving Credit Facility

Reliable Able to be trusted; predictable or dependable

Relevant market

Ofgem defined nine connections market segments that covered demand,

segment distributed generation and unmetered connections where it was considered
that competition in connections was likely to happen

RIDDOR Reporting of Injuries, Diseases and Dangerous Occurrences Regulations
1995

RIIO Ofgem’s new price control framework - Setting Revenue using Incentives to
deliver Innovation and Outputs

RIIO-ED1 The first electricity distribution price review under the RIIO framework (2015-
16 to 2023-24)

RIIO-ED2 The second electricity distribution price review under the RIIO framework
(2023-24 to 2031-32)

RIIO-GD1 The first gas distribution price review under the RIIO framework

RIIO-T1 The first transmission price review under the RIIO framework

RPE Real Price Effect. An increase in the real (adjusted for inflation) price of a
particular good/service or basket of goods and services

RPI Retail Price Index. A measure of inflation

SFs Sodium Hexaflouride — an insulating gas for switchgear that is also a potent

‘greenhouse’ gas

Slow pot / slow money

Costs which are added to the regulated asset value and recovered over time

Smart grid

A distribution network capable of dynamically routing energy to balance
supply and demand

Smart meter

A meter that records electricity demand and can communicate demand to
consumers, network operators and suppliers

Stakeholder

Anyone or any organisation that can affect or is affected by our network or
our actions
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Strategic wider works | This is a mechanism for considering and determining potential revenue
adjustments during the price control period to enable the delivery of projects
of larger strategic importance. It is usually applied to Transmission Network
Operators such as National Grid but we will use it to deliver the network
modifications required to support the new nuclear generating station in

Moorside.

Sustainable 1. Capable of being sustained long-term. 2. Capable of being maintained at a
steady level without causing ecological damage.

Totex Total expenditure

tCO2e Tonnes of carbon dioxide equivalent

WACC Weighted Average Cost of Capital

WSC Worst Served Customer

WFR Workforce renewal. To secure and develop the workforce of the future by
setting workforce renewal targets for training and new apprentices

10-year trailing The average of the preceding 10 years

average
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1.Executive summary

1.1 Overview of our stakeholder engagement approach

The findings from our stakeholder engagement activity have helped shape our Well Justified
Business Plan (WJBP). Our approach to engagement to help develop our plans
complemented our existing engagement activities and processes.

Consulting specifically for our RIIO-ED1 plan, we focused our engagement on our plans up
to 2023.

In line with our established approach to stakeholder engagement we:
1. identified relevant stakeholders for engagement;
2. defined the issues material to those stakeholders in relation to the business plan;
3. sought feedback from those stakeholders, on the issues material to them; and
4. responded to stakeholder feedback within our plan, and back to them direct.

To ensure that we understood stakeholders’ views and had incorporated them correctly into
our plans, we ran three complementary cycles of engagement.

Each cycle helped to refine feedback and ensure that we had interpreted them accurately.
The main content of engagement to inform the business plan took place in Cycle 2.

Cycle 1: Preparation and introduction phase
Education and initial feedback through trial of innovative channels

Cycle 2: Main engagement phase
Refine focus of engagement. Bulk of testing with, and feedback from, stakeholders

Cycle 3: Analysis and evaluation phase
Final testing of our proposals with stakeholders for agreement

Additional Cycle

A further cycle of stakeholder engagement was carried out in early 2014 following
feedback from Ofgem on our original plan. For more information on this additional
engagement see section 5 of this annex.
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2.Cycle 1 — Preparation and introduction

2.1 Purpose

The purpose of Cycle 1 was largely educational, including the establishment of a new
campaign and brand identity: ‘Switched On: North West’. This enabled us to set a
framework for engagement, and make it clear to stakeholders the purpose and scope.

This preparation phase allowed us to set out how the next two cycles would develop.

We recognise that a clear barrier to engagement is a lack of knowledge about who we are
and what we do among some stakeholders. To address this issue, we used this opportunity
to trial new and innovative ways to engage stakeholders, including:

e getting more from school visits with take-home packs to engage parents;
e shopping centre roadshows with a new mascot and giveaways; and
e establishing a presence on social media.

This was complemented by a new campaign website, videos and online survey to attract
stakeholders who may not otherwise have engaged with us.

Activity

Identified key stakeholder groups and channels of engagement

Created brand (Switched On) and mascot (Edison)

Create engagement website www.enwl.co.uk/switchedon

Establish social media presence (Twitter, Facebook, Youtube, LinkedIn)

Create educational videos (Who we are; Future challenges)

Full questionnaire available at www.enwl.co.uk/switchedon/have-your-say

Engaged consumer panel (February 2012)

Roadshows — shopping centres and business parks

School visits

Media analysis

2.2 Feedback, business analysis and outcomes

Successful channels of engagement with stakeholders were determined by the engagement
team to take forward into Cycle 2.

Responses to questions at our roadshow events helped give an appr eciation of topics
concerning customers, however given the lack depth to these conversations the findings
were inevitably restricted to high-level themes. Nonetheless, this helped shape our focus
and engagement questions for Cycle 2.

Our online campaign site and q uestionnaire proved popular — and feedback from
stakeholders showed an appreciation of its transparency, including the number of aspects
that we must consider, and the impact of each on a customer’s final bill.

Responding to stakeholder feedback, we developed a triangle of stakeholder priorities of:

e Reliability
o Affordability
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e Sustainability
All delivered with exceptional customer service.

This focus helped direct our engagement during Cycle 2, and allowed stakeholders to plot
themselves against the triangle to show where their priorities lay.

Feedback from Cycle 1 was fed back into the business to help develop the ED1 WJBP
Executive Summary, with a s eparate ‘What our stakeholders say’ brochure developed
setting out broad stakeholder views on each of the six key outputs. This brochure was then
distributed to stakeholders and published online at www.enwl.co.uk/switchedon.
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3.Cycle 2 — Main engagement phase

3.1 Purpose
The purpose of Cycle 2 was to continue the successful methods used in Cycle 1 using initial

feedback from stakeholders to refine areas for discussion and establish detailed stakeholder
responses.

The majority of feedback from stakeholders was gained in Cycle 2.

Activity
MP survey

2x MP events including engagement with National Energy Action and Professor
John Hills as guest speaker on Fuel Poverty

UK-wide survey of domestic customer opinions to compare with results from NW
customers

Stakeholder workshops across the region, bringing diverse stakeholder groups
together to discuss issues raised in Cycle 1 in more detail and testing initial business
proposals in reaction to Cycle 1 feedback

Further consumer roadshows with questionnaires (Rail stations and Business Parks)

Sponsorship of key publications — 100 years of Blackpool illuminations, Preston
Guild official magazine, Cumbrian Newspapers to promote campaign and website

Third engaged consumer panel

Parish council survey

Engagement activity continued from Cycle 1:
Schools activity (Bright Sparks)

Public roadshow engagement activity
Social media outreach

Monthly Impact surveys of customers

Online questionnaire
Engage AccountAbility to assess stakeholder process and carry out gap analysis

Formalising stakeholder engagement strategy including plan to achieve stakeholder
engagement assurance

3.2 Feedback, business analysis and outcomes

Stakeholder | Summary of feedback How and where have we

group addressed this issue in
the business plan?

Domestic Reliability of the network is the key issue | Improving reliability

customers for domestic customers. There IS [ Communication / customer
acceptance that faults can occur, but when | seryice improvements
they do communication and expectation

KeY ar?t_aas management is very important. Providing Vulnerable customer
Reliability, for vulnerable customers is high on the | Srategy

affordability, | ist of priorities for domestic customers, | Reducing flooding impact
customer including prioritised restoration if possible. | through investment

service Specific details about future planning is not | Safety campaign planned

high on do mestic customers’ priorities,

Planned outage timings to
although protection for events such as g g

be reviewed
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flooding is. Wider safety campaigns are
popular with domestic customers, as well
as working with schools. There is a
preference for planned outages to take
place overnight or between 12pm-2pm.
Preference to share costs of network
studies between all customers prior to
new connections as everyone benefits.
Balanced approach to environmental risks
preferred, including oil capture schemes
and replacement of oil-filed cables.
Reducing bills and fuel poverty seen as
important by reducing demand and losses,

Connect and m
mitigates need
network studies

anage
for full

Oil-leak protection planned
based on risk assessment

Commitment to operational
and communications
measures to reduce
demand, including work
with National Energy
Action.

leading to decreased need for new
infrastructure  to  provide increased
capacity.
Business All investment decisions we make should | Improved information about
customers focus onimproved reliability, this is the | planned power cuts to
(inc major | most important aspect for businesses. | customers
customers) Better information about planned outages [Upsizing~ during  asset
and during power cuts is important for | repjlacement based on
Key areas business customers to enable them to plan | yetailed analysis.
o effectively.  Upsizing  during  asset | condition-Based Risk
Reliability, replacement is important, but only where | Management process also
affordability, | there has beena clear cost-benefit reducgs cost P
customer analysis. Undergrounding for Visual .
service Amenity (UVA) is less important to Cost-share for  capacity
businesses and m ajor customer than to |mprove_ments and
NGOs or domestic customers — most connections
businesses feel that undergrounding | More information on D SR
should only be done where it will improve | and pricing to customers.
reliability. If an area needs more capacity | C2C trial pursued with
then the costs should be socialised, if a | thorough engagement with
specific business needs more capacity | businesses  on  prices
then they should foot the bill. DSR is | (Www.enwl.co.uk/c2c)
attractive but more information is needed
and the price needs to be right.
Generation There is a conflict between some groups | C2C
connectees | and generation connectees. As the
generators are commercial enterprises,
some other stakeholder groups feel that
Ke)_’ ar;gas they should pay for theﬁ own network
Reliability, connections  or reinforcement

sustainability

any
needed. The connectees feel that the
costs should be s ocialised to encourage
more connections, and because
customers are benefiting from improved
security of supply.

Local
government
(inc LAs,
parish
councils, sub-
regional

Need to minimise investment to reduce
bills for fuel poor. More should be done
to promote services for vulnerable
customers. Work with LA partners to
identify vulnerable and get messages to
them. Better = communication with

Reduce prices in real terms

Condition-Based Risk
Management approach
saves cost

Vulnerable customer
strategy
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development

residents about who we are and what we

Price difference depending

bodies) do. Undergrounding for Visual Amenity | on geographical
(UVA) supported, but priority should be | location/number of faults
Keyareas | e 25 they have more poer |-

i Balanced approach to
Affordability, | cuts? This would reduce need for costly securit PP q
reliabilit ) urity ~measures an

Y improvements for low numbers of based on level and i mpact
customer - - pac

. customers. Invest in substation/asset | ¢ i<k
service security measures, but not excessively.
MPs Reliability is key, a number of MPs see | Reliability improvements

this as our only task. We should | targeted
Kev areas communicate more effectively with MPs ["pore proactive and
R Iy bilt and their constituents about who we are | siryctured communications
eliability, and how they can contact us, and issues | with  customers  and

customer ifi

; specifically relevant to them. We should | stgkeholder
service,

affordability,

plan for the future success of the North
West by looking at capacity issues to

C2C programme to reduce

sustainability | glow for growth. Work with vulnerable cost and  speed  of
customers and exploring how we can connections
reduce fuel poverty is important. We | Vulnerable customer
should keep our substations neat and tidy | strategy
as they can have big impacts on | Substaton  maintenance
communities. programme
NGOs Single issue groups represent fuel | Addressing fuel poverty
(including poverty issues and a number of | through partnerships with
regional environmental matters. If we can improve | National Energy Action,
single-issue energy efficiency or reduce consumption | Britsh Red Cross and
groups) among domestic customers, then we will | others as per Vulnerable
reduce the needf or reinforcement | Customer Strategy
Key areas saving us direct cost, and pot entially "yyA conflicts considered in
N removing people from fuel poverty. |terms of cost. Overall
Affordability, | yndergrounding for Visual Amenity | poneficial to majority of

sustainability

(UVA) schemes are seen as key by
environmental groups with a request to
extend the programme beyond National
Parks, Areas of Outstanding Natural
Beauty (NPs and A ONBs). Can we
consider design of poles and py lons in
different areas that are more sympathetic
to their environment. We should
encourage smart growth to reduce need
for more infrastructure. Communication is
important as many groups may not know
who we are or how our activities might
affect them.

stakeholders. Funding per
year slightly increased but
to remain on c ase-by-case
basis in joint discussions
with NPs and A ONBs and
other relevant stakeholders

C2C and other innovation
to enable smart growth

Improved customer and
stakeholder communication

Electricity
suppliers

Key areas

Customer
satisfaction,
affordability

Suppliers view themselves as customers
of ours andr equest premium customer
service. They key output requested from
the business plan is stability and
predictability.

Customer service
improvements for electricity
suppliers

Price impacts defined

This information culminated in the production of our 2013 s trategic direction statement,

focusing on our plans for 2015-2023.
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4.Cycle 3 — Analysis and evaluation

4.1 Purpose

The purpose of Cycle 3 was to ensure that all relevant stakeholders were engaged on
issues material to them and further test areas that require more information to allow us to
adequately represent stakeholder views.

We issued the strategic direction statement developed from information gathered in Cycle 2
to all stakeholders previously engaged, and added a copy to our website. Further feedback
was sought in key areas, and approval and endorsement of our final plans sought.

Cycle 3 also acted as a review stage to evaluate the engagement carried out with an
opportunity to further formalise our ongoing stakeholder engagement activity. This included
a third-party audit of our process to ensure its validity and trustworthiness.

Part of establishing this formal process included setting up bo th internal and ex ternal
stakeholder panels. These panels reviewed our stakeholder engagement process and
feedback, including how we have interpreted this feedback in relation to the business plan
and how it has influenced our proposals.

These panels will remain in place up to and including the ED1 period to ensure that we
remain focused on delivering what stakeholders want and need. The external stakeholder
panel is encouraged to challenge both our plans and our processes to help us maintain
robust and justifiable plans.

Key activity

Strategic Direction Statement published

First formal Internal Stakeholder Panel

First formal External Stakeholder Panel

All feedback from all stakeholders collated and reviewed

Further topics tested with stakeholder groups

Stakeholder engagement process assurance by Deloitte LLP

Formal endorsement of plans and business operations from stakeholders

4.2 Feedback, business analysis and outcomes

Testing the 2013 strategic direction statement with stakeholders gave an extra opportunity
for stakeholders to comment on our plans before submission.

Our commitment of improved customer service and reliability for a reduced cost in real
terms has proved popular with stakeholders.

Further engagement was requested from a number of stakeholders, up to and throughout
the RIIO-ED1 period and we have committed to provide this.

Our revitalised framework for stakeholder engagement, developed in line with
AccountAbility’s Principle Standard, sets a solid basis for our ongoing future engagement.
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The main feedback from stakeholders in Cycle 3 was that the outputs were largely correct,
however we should focus on delivering it as efficiently as possible. Stakeholders want more
for less.

We also acknowledge many stakeholders’ views on reducing fuel poverty, including analysis
of reports from DECC, National Energy Action and the Joseph Rowntree Foundation. As a
result of this engagement — and research during Cycle 2 that showed that North West
domestic customers the DE demographic were least willing to fund future investments in the
network — we increased our focus on services for vulnerable customers, and have stretched
our targets for efficient delivery, without compromising on outputs.

NEA: Fuel poverty in the context of wider enerqy policy (August 2012):

http://www.nea.org.uk/Resources/NEA/Policy%20and%20Research/Documents/Fuel%20Po
verty%20in%20the%20Context%200f%20Wider%20Energy%Z20Policy.pdf

Joseph Rowntree Foundation: Tackling fuel poverty during the transition to the low-carbon
economy (October 2011):

http://www.jrf.org.uk/sites/files/jrf/fuel-poverty-carbon-reduction-summary.pdf

DECC: Annual Report on Fuel Poverty Statistics (May 2013):

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/199833/Fuel_
Poverty Report 2013 _FINALv2.pdf

Electricity North West Limited 10 17 March 2014


http://www.nea.org.uk/Resources/NEA/Policy%20and%20Research/Documents/Fuel%20Poverty%20in%20the%20Context%20of%20Wider%20Energy%20Policy.pdf
http://www.jrf.org.uk/sites/files/jrf/fuel-poverty-carbon-reduction-summary.pdf
http://www.jrf.org.uk/sites/files/jrf/fuel-poverty-carbon-reduction-summary.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/199833/Fuel_Poverty_Report_2013_FINALv2.pdf

5.Cycle 4 — additional engagement

5.1 Purpose

Following the submission of our plan to Ofgem in July 2013 and the subsequent feedback
we received, our plans have been reviewed and resubmitted.

There were three aspects of our resubmission that we sought further stakeholder input on,
to ensure that we are making the right decisions for stakeholders.

1. Changes to our original submission
2. New proposals
3. Further formal input and support of original plans

These three aspects cover the following main topics that we carried out additional
stakeholder engagement on:

¢ Connections — should we change to our targets for time to quote and time to
connect, and if so how?

¢ Vulnerable customers — we're adding more detail on what we’re doing for
vulnerable customers. Does it still reflect your views?

e Storm compensation — how do we get the balance right between compensating
fairly and keeping bills down?

e Electricity theft — should we be doing more to tackle this issue on behalf of
suppliers?

Activity carried out in Cycle 4

Key activity

Engaged consumer panel, January 2014

Extraordinary External Stakeholder Panel — RIIO resubmission, January 2014

Further formal endorsement from expert stakeholders

5.2 Feedback, business analysis and outcomes

Topic Feedback Outcome

Investment While setting up our engaged We know that the priority for our
consumer panel to tackle specific | stakeholders remains reliability.
questions related to improving Providing support for our most
our business plan, we took the vulnerable customers is also key.
opportunity to continue to Stakeholders also believe that

benchmark general willingness- | tackling electricity theft is

to-pay in a number of investment | important, along with many other
areas. issues. In balancing investment
On average, engaged in these different areas we
consumers are prepared to pay | believe we are taking the
around £6 extra to fund network | @ppropriate steps and continuing
investment, although 36% were | to lead the industry.

not willing to fund any additional | Engaged consumers, and our

investment. stakeholder panel also told us
In terms of priorities, the panel that they did not believe we
told us: needed such short times for
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o Reliability is still the main
priority

e Support for vulnerable
customers is second
most important

¢ Reducing electricity theft
comes 6™ out of 11
options

e Improving speed of
connections is second
lowest investment priority.

quoting or making new
connections to the network. We
have therefore responded and
are proposing more appropriate
and stakeholder-led targets.

Connections Consumers can find it difficult | Balancing these views, we are
to assess however given an proposing to increase our original
open question, would prefer 7 | targets to six days to quote for a
days to quote and 13 days to | domestic connection and 30
connect days to complete a domestic
81% of engaged customers connection. This still allows us to
agreed with proposal to be market leaders, while
reduce targets but remain reducing cost and risk to the
within top three performers business.
10 days to quote and 30 days
to connect seen as
acceptable to Consumer
Futures.
Not particularly an issue for
commercial customers due to
longer project lead times.
Vulnerable Consumers consider older Following feedback from
Customers customers, and those with stakeholders we have decided to

medical needs to be most

vulnerable.

Families with newborns also

considered to be particularly

vulnerable.

Most important support in

order would be to:

1. upgrade the power
network around hospitals
and care homes

2. provide temporary power
during outages

3. provide additional training
for frontline staff

4. invest an additional £8m
over and above current
plans

5. contact all vulnerable
customers once a yeatr.

External panel commented

that our approach is in line

with other DNOs and stressed
need for tailored services
depending on vulnerability.

Investing in the network at

key sites, and also contacting

vulnerable customers

make our plans for vulnerable
customers more specific and
explicit. In doing this, we have
increased our previous five
outputs to seven.

In line with feedback from
engaged consumers, we will:

1. keep proposal to upgrade
the network at 56
hospitals and care homes

2. provide extra generation
during outages

3. provide enhanced training
for frontline staff

Feedback is clear that it is what
we do, not how much we spend
that is important to customers.
Therefore we propose to focus
on specific measures rather than
spend levels.

We remain committed to
contacting vulnerable customers
regularly, however based on
feedback and the balance of
costs and service, propose to
reduce our regular planned
contact from ever year, to every
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regularly seen as important.

two years

Storm Stakeholder panel recognise | The majority of our engaged

compensation the difficulty in getting the consumers told us that £54 after
balance right and suggested | 18 hours without power due to a
specific willingness-to-pay storm is about right. We agree,
research with our Engaged and despite there being an
Consumer Panel, however exemption available for severe
they did add that it is storms that allows DNOs to only
important for a DNO to compensate customers after 48
maintain a level of discretion | hours, we have not used this
to consider appropriate exemption during recent severe
compensation on each weather events in December ‘13
situation. and February ‘“14.
There is little appetite for We're planning on continuing
increasing current with that approach, and
compensation levels if it consulted stakeholders to ask if
means increasing bills. we should never use the
70% of engaged consumers exemption. It is our intent not to
surveyed thought that £54 use the exemption, however our
after 18 hours was stakeholder panel were keen for
reasonable if an outage was us to maintain an element of
outside our control. discretion.
There was a relatively even | \we considered the approach of
split between engaged some DNOs to simply double
consumers who thought | payments, however that still
compensation should be paid | jnyolves a trigger point at 48
at either 18 hours or at 48 hours. Our customers tell us that
hours following severe they want us to keep the trigger
weather. point for payments at 18 hours,
A third of engaged consumers | meaning that we will pay more
are happy with current levels | customers more compensation.
of compensation following Despite 32% of engaged
severe weathe!' , however consumers believing that
almost half believe an extra business customers should be
£50 per.day would be compensated for total loss of
apﬁ)roprlate. earnings, we believe the current
88% of engaged consumers | 4 angements are appropriate in
believe everyone affected order to remain affordable for all
should receive compensation, customers.
not just those who contact us.
32% of engaged consumers
surveyed believed that
business customers should
be compensated for total loss
of earnings. 49% disagreed,
and 19% did not know.

Electricity Theft Consumers appear keen for | We were one of the only DNOs

us to tackle electricity theft,
even where the costs
outweigh the financial
benefits of doing so.
However, there was some
confusion highlighted by a
consumer comment that it
would ‘save money in the
long run’.

to include information on
electricity theft in our original
plan. We checked with our
stakeholders to see if it was
something they really did care
about, and they told us just what
an important issue they think it is
for us to tackle. As a result, we
are committing to boost the
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e Consumers also recognised numbers in our revenue
the safety as well as financial | protection team in DPCRS, rather
incentive to tackling the than waiting until RIIO-ED1. We
problem. have always been at the forefront
e Although seen as important to | of this issue for DNOs, and we
tackle, our stakeholder panel | will continue to promote our
recognise the need to draw a | approach to Ofgem.

clear line where a DNO’s Since we submitted our original
social obligations must end plan in 2013, we are pleased to
due to costs to customers. see that Ofgem has announced a

new licence condition in RIIO-
ED1 obligating all DNOs to follow
our example in tackling electricity
theft.
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SUB-ANNEX A1: Stakeholder engagement
strategy (from entry to Ofgem’s 2013
stakeholder engagement incentive scheme)



1.2 Stakeholder engagement at
Electricity North West

Stakeholders offer a huge source of knowledge and expertise. We rely
on stakeholders, as experts in their fields, to inform our day-to-day and
longer-term plans to help us meet their needs and expectations.

Our engagement is about continuous improvement and innovation. Allowing stakeholders to

influence what we do and how we do it through structured and relevant engagement is essential to
the successful operation of our business.

We worked closely with AccountAbility, a global think-tank and developers of internationally-
recognised stakeholder engagement standard AA1000APS, to review our stakeholder engagement
approach in 2012/13.

As a result of this work, we developed and launched a company-wide Stakeholder Engagement
U U Manual, setting out a clear strategy with appropriate governance and structure, consistent operating
procedures, and cohesive reporting and evaluation mechanisms.

The manual is written as both a strategic guide and practical handbook for employees describing how
engagement is done at Electricity North West. It was developed based on:

= our own best practice, including feedback from last year’s stakeholder submission for Ofgem’s
Broad Measure of Customer Satisfaction;

«  benchmarking against best practice by other utilities and businesses; and

*  AA1000APS and direct consultancy from AccountAbility.

1.2.1 Identifying stakeholders

The first stage of our robust stakeholder engagement strategy is to identify our stakeholders. We have
developed our process for stakeholder identification into an objective framework, allowing us to

° ° review our existing list of stakeholders and add or remove stakeholders based on set criteria, ensuring
consistency and fairness in selection and prioritisation. A set process for this element of our plan also
removes the risk of the loudest stakeholder drowning out others.

Our list of stakeholders is formally reviewed internally every three months by our Internal Stakeholder
Panel and every six months by the External Stakeholder Panel. For our latest list of stakeholders see
the Stakeholder Engagement Manual (appendix 3).

E

People we have legal,
financial or operational
responsibilities to

G F

People who are affected People who are likely to
by our organisation’s influence our organisation’s
operations performance
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1.2.2 Materiality determination process — what should
we engage on?

Our second stage is to identify issues material to those stakeholders, and our own organisation. We
have done this through a materiality determination process, resulting in a materiality matrix (below).
This matrix forms the basis of the issues on which we engage, and allows us to apply a uniform
approach to determining proportionality.

Inclusion of priorities in the matrix is influenced by three factors:

1. Feedback from stakeholders on what is important to them.

2. Electricity North West's own five values: customer, people, safety, performance and innovation.

3. Ofgem’s key output areas for the next 10 years: reliability and availability, customer service, safety,
environment, conditions for connections, and social obligations.

Using our corporate risk matrix’ we have scored each priority against the risk of not including it, in
terms of financial, legal, regulatory, health, safety, environment, people, reputation and security of
supply impact.

We then multiplied this against a ‘likelihood’ score indicating the likelihood of the issue to have a major
effect on our business in the next 10 years.

By categorising stakeholders in relation to how they are affected by, or affect our operations — using
the stakeholder identification Venn diagram — we have been able to attribute appropriate and
proportional weightings to their views.

Using these weighted stakeholder opinions, and also incorporating a calculation to incorporate the
number of stakeholders affected, we have plotted relevance to stakeholders. The process and resulting
table was then reviewed by both the Internal Stakeholder Panel and External Stakeholder Panel.

As with our stakeholder identification process, the materiality matrix will be reviewed by each panel at
every meeting.

© -retiabitiy
e - Customer service

o - Network resilience

- Safety
- Pricing

o - Financial performance

Very important

- Vulnerable customers
- Streetworks

- Innovation

- Speed of connections

- Providing sufficient capacity
- Skills development

- Reducing network emissions

RELEVANCE TO STAKEHOLDERS

- Fuel poverty

- Low carbon future

Important

- Major contractor relations

- Substation appearance

- Undergrounding for visual amenity

Important Very important
RELEVANCE TO ELECTRICITY NORTH WEST

- Reducing carbon footprint

0606600066000
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| | 1.2.3 Responding to stakeholder feedback

Our third stage is to engage with those stakeholders on those issues relevant to them. One way we
ensure that we do this is by simply asking our stakeholders which issues they would like to engage
with us on, and how they would like to do it. This process of checking back with stakeholders is
evident throughout our process, including External Stakeholder Panel feedback on our stakeholder
identification and materiality determination.

The final stage is to report all engagement outputs, feed them into the business, record outcomes,
and then report back to stakeholders on tangible changes to our business or plans as a result of their
engagement.

Through our stakeholder engagement process, we know who our stakeholders are, what matters to
them, and how they want to engage with us. We then tailor our approach based on this information —
keeping them updated on relevant business activities, decision-making and other developments, but
not wasting their time on things that are immaterial to them, or irrelevant to us.

In addition, we recognise that it is our job to balance stakeholders’ sometimes-conflicting views to the
satisfaction, or at least understanding, of all parties.

1.2.4 Engagement needs

The table below shows our high-level stakeholder groups, the need for engagement and examples of
engagement in 2012/13.

STAKEHOLDER GROUP ENGAGEMENT NEED ENGAGEMENT IN 2012/13

Our customers include anyone who pays for our services, including domestic,

. ) L . + Ongoing customer service phone interviews
business, connections and distributed generation customers. We need to 8oing P

Customers . L . . . « Willingness-to-pay surveys
listen to our customers’ views to improve our operations and the services we .
. « Online feedback forms and web survey
provide for them.
From local government and schools, to emergency services, MPs and - Regional workshops
national government — we have a number of key relationships and a vast - Emergency planning meetings
range of public sector stakeholders. Engagement locally is essential due to = MP events, survey and 1-1 engagement
Public sector the unique nature of our business which directly affects local communities. + Ongoing engagement through CEO’s chairmanship of
Engagement nationally as a regulated business is also essential, ensuring that Energy Networks Association (ENA)
we communicate appropriately at all levels and recognise our wider role in » School liaison through BrightSparks educational

Our industry engagement includes engagement with electricity suppliers, « Supplier meetings through ENA and our own 1-1s
employees, contractors and other utilities. By working together we can gain - Contractor forums

the benefits of a range of experience and viewpoints to help meet local and « National Joint Utilities Group

national stakeholder demands. « Industry working groups

We interact with a number of NGOs, including environmental and other lobby
groups. We have a local and national perspective to our responsibilities. For + Undergrounding for visual amenity quarterly group
example, environmentally, we must manage our own direct impact with local - External stakeholder panel

Non-governmental organisations  stakeholders, and nationally we must continue to facilitate the UK's movetoa < Regional workshops
low-carbon future. Stakeholders include Areas of Outstanding Natural Beauty, < Participation in stakeholders’ meetings/workshops
Friends of the Lake District, RSPB, National Energy Action, British Red Cross, +1-1 meetings

« For more information see:
www.enwl.co.uk/about-us/investor-relations

* Regular meetings with banks and credit rating
agencies to keep them informed

Our financial stakeholders, including our investors, banks and credit rating
Financial agencies, clearly have a big impact on our organisation. Appropriate
engagement is key to the successful financing of our business.
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1.3 Relevant accreditation schemes and assurance

Our 2012/13 stakeholder engagement process has been independently assured by Deloitte LLP in
accordance with the International Standard on Assurance Engagement 3000 (ISAE 3000 - a standard
that has been designed by the International Auditing And Standards Board (IAASB) to assure
non-financial data). (See Deloitte’s assurance statement in appendix 1.)

We have systematically reviewed and revitalised our approach to stakeholder engagement
throughout the year in line with AAT000APS. We are committed to the principles of inclusivity,
materiality and responsiveness.

In 2012/13 we appointed a full-time corporate social responsibility manager (CSR manager), and
entered the Business in the Community (BITC) Corporate Responsibility (CR) Index for the first time.
The CR Index takes the form of an online survey where companies follow a self-assessment process
intended to help them identify both the strengths in their management and performance, and the
gaps where future progress can be made. BITC then independently validate submissions to ensure
reliability and consistency.

As in previous years, we also continued to report our CSR and stakeholder engagement activity
against Global Reporting Initiative (GRI) guidelines. Our 2012/13 CSR report is due for publication in
August 2013.

1.4 Evidence of culture change and senior
management buy-in

A strategy paper on our renewed approach to stakeholder engagement, including our commitment
to follow the AALOOOAPS, was approved by our Executive Leadership Team in 2012 (included in
Stakeholder Engagement Manual, appendix 3).

The overall governance structure of our stakeholder engagement activities is outlined below.

Governance structure and information flow:

= Information flow

BOARD

{

BUSINESS PLAN STEERING GROUP €= EXECUTIVE LEADERSHIP TEAM

| !

CHIEF EXECUTIVE OFFICER

STAKEHOLDER ENGAGEMENT  — 4 —
INTERNAL EXTERNAL

STAKEHOLDER STAKEHOLDER
PANEL PANEL
CSRFORUM
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Governance responsibilities:

BOARD

Investors: Responsible for
company policies, corporate
governance, ELT approvals

EXECUTIVE
;HIEF EXECUTIVE OFFICER LEADERSHIP TEAM
Chair of Internal and External Stakeholder =~ ——————— ’ . -
Panels: Responsible for strategy and Directors: Responsible for managing risk,

implementing business strategies, approving

decision-making material changes to business

l X

INTERNAL EXTERNAL
STAKEHOLDER PANEL CSR FORUM STAKEHOLDER PANEL
Senior Leadership Team members: Cross-section of employees: Independent stakeholder
Responsible for individual Responsible for guiding representatives: Responsible for
stakeholder relationships and CSR strategy and making providing views and oversight on
day-to-day management, raising recommendations to our engagement activities, advising

issues proactively and Executive Leadership Team and challenging on engagement
responding reactively and interpretation of feedback

STAKEHOLDER TEAM

Head of Communications, Stakeholder
Manager and CSR Manager: Responsible
for guiding and facilitating engagement,

stakeholder manual and process

Our new Internal Stakeholder Panel meets formally at least every three months to discuss stakeholder
engagement issues. It is made up of 10 members of the senior leadership team, representing every
business area, and is chaired by the chief executive officer, supported by the customer director and
stakeholder engagement team.

The panel has its own terms of reference which are included in our Stakeholder Engagement Manual
(appendix 3), and is responsible for developing and implementing the stakeholder strategy, including
its integration into business processes and decisions. The decision-making process is aligned with our
business model, and is described in detail in our stakeholder manual.

Our External Stakeholder Panel is attended by our chief executive, and although it purposefully has a
level of autonomy, members of Electricity North West's senior management team are available to be
called to attend the panel on request to present to or answer questions from panel members on topics
of their choosing. Its terms of reference are also included in our Stakeholder Engagement Manual
(appendix 3).

The internal and external stakeholder panels work closely together to complement each other
and provide the right balance of responsibility from the internal panel and challenge from the
external panel.
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1.5 Results and feedback from stakeholder engagement

Our formalised framework for stakeholder identification has given our processes improved . h dm
transparency and credibility. We have engaged with stakeholders at levels appropriate to their SW]-tC e

relationship with us and interest in issues concerning our organisation. Through a prioritisation

technique we have ensured that our engagement is proportionate to each stakeholder. [ NorthWest

In addition to our ‘business as usual’ stakeholder engagement, our 2012/13 stakeholder engagement
activity focused on gaining feedback to help us develop our business plan for 2015-2023.

Based firmly on AA1000APS, our process continued to follow three cycles of engagement with
stakeholders as we set out in 2011/12, wrapped up in the ‘Switched On: North West’ campaign.

Cycle 1

v/ Stakeholder identification v/ qualitative key stakeholder audit v/ Switched On: North West branding and
key output and materiality determination v engaged consumer questionnaire minisite launched
first engaged consumer panel v/ MP events and newsletters (www.enwl.co.uk/switchedon)
Greater Manchester local government and v Employee Opinion Survey v online willingness-to-pay survey
business event v/ Executive Leadership Team internal v/ educational videos produced
launch of first Strategic Direction Statement roadshows v first public roadshows.
(2011) v/ school visits; social media launch
PROCESS KEY AIMS KEY OUTPUTS

Stakeholders clearly have differing views, and differing motivations and levels
of interest. Challenge identified to ensure proportionality and materiality in all
engagement. Further challenge identified in lack of knowledge becoming barrier to

Identify, approach and inform stakeholders about
Stakeholder engagement  the business, process for developing our plan and key

output areas
engagement.
Are we addressing the areas that stakeholders want Focus on customer service and quality stakeholder engagement critical to all
Business decision-making  us to address? Are we engaging with stakeholders on stakeholders. Plans must follow cyclical approach to keep stakeholders’ interest.
issues that are material to them? ‘Engaged customer panel’ concept developed to address accessibility issues.
Cycle 2
A Output-focused regional workshops v/ new process for highlighting types of work v/ Parish Council Survey
second strategic direction statement produced carried out with new ‘communications for ¢/ further videos produced
v/ North West vs National willingness-to-pay survey project managers’ document rolled out A benchmarking engagement against other
v further public roadshows in key rail stations v/ 'What our stakeholders say’ brochure similar companies to identify best practice
v sponsorship of key publications produced o 1-1 meetings with key new stakeholders
v increased promotional and public v/ 'How stakeholders are influencing our including National Energy Action.
relations activity business plans’ brochure produced
PROCESS KEY AIMS KEY OUTPUTS
Elicit feedback from relevant stakeholders and Three-way challenge identified, to produce plan focused on affordability, reliability

SRV G A customers on specific output areas to inform the plan. and sustainability.

Customer-service focus of plan growing alongside asset management responsibilities.
Key function of reliability reinforced — proper asset management fundamental in
providing good operational customer service.

Cycle 3

Develop business plan informed, proportionally, by
stakeholder opinion, balancing conflicting views.

v Internal panel established v third strategic direction statement produced v industry-wide suppliers’ engagement
external panel established v further engaged consumer panel v Independent connection providers
formal stakeholder engagement strategy survey focused on customer service and workshop.
developed and documented financeability

PROCESS KEY AIMS KEY OUTPUTS

Explaining conflicts helps stakeholders understand potentially difficult decisions
we must make. Transparency key to credibility with stakeholders. ICP workshop to
improve robustness of engagement with group.

Are stakeholders happy with our interpretation, and
Business decision-making  how we have addressed their views in our plans? Is
further engagement needed on any specific areas?

Present interpretation of stakeholder engagement so

SELCRSE O IR far back to stakeholders for further feedback

Commitment to continuing engagement with stakeholders during business plan
period (2015-2023)
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SUB-ANNEX A2: Deloitte LLP assurance
statement



Independent assurance report by Deloitte LLP to Electricity North West Limited (ENWL) on
the application of Electricity North West Limited’'s 2012/13 description of its 2012/13
stakeholder engagement programme for the reporting year ended 31 May 2013.

Scope of assurance work

We have been engaged by the Board of Directors of Electricity North West Limited to provide limited
assurance® of ENWL description of its 2012/13 stakeholder engagement programme for the reporting
year ended 31 May 2013 as found in sections 1.2.1, 1.2.2 and 1.2.3 of Sub-annex Al: Stakeholder
engagement strategy (from entry to Ofgem’s 2013 Stakeholder Engagement incentive scheme) of
Annex 1: Stakeholder Methodology and Responses of ENWL's Well Justified Business Plan dated July
2013.

Basis of our assurance work and our assurance procedures

Our work was carried out by a multi-disciplinary team of corporate responsibility and assurance
specialists in accordance with the International Standard on Assurance Engagements 3000 (ISAE
3000). To achieve limited assurance the ISAE 3000 requires that we review the processes, systems
and competencies used to compile the areas on which we provide assurance. This is designed to give
a similar level of assurance to that obtained in the review of interim financial information. It does not
include detailed testing of source data or the operating effectiveness of processes and internal
controls.

Key assurance procedures

Our key procedures included:

Interviewing those responsible for management of the ENWL stakeholder engagement
programme to understand activities in the reporting period, how the company is applying the
AA1000APS (2008) principles and how issues identified are reviewed and managed.

Review of documentation associated with the stakeholder engagement programme.

Reviewing the responsibilities of the internal and external stakeholder panels including
interviewing a sample of members of both panels.

Reading and analysing internal and external information relating to ENWL’s stakeholder
engagement practices and the company’s performance during the year

Our work was based on procedures performed at ENWL only. For the avoidance of doubts we have not
tested the integrity of the underlying system/information.

Our conclusion

Based on the assurance work performed, in all material respects, nothing has come to our attention to
cause us to believe that ENWL's description of its 2012/13 stakeholder engagement programme for
the reporting year ended 31 May 2013 as found in sections 1.2.1, 1.2.2 and 1.2.3 of Sub-annex Al:
Stakeholder engagement strategy (from entry to Ofgem’s 2013 Stakeholder Engagement incentive
scheme) of Annex 1: Stakeholder Methodology and Responses of ENWL's Well Justified Business Plan
dated July 2013.

Footnote 1: The levels of assurance engagement are defined in ISAE 3000. A reasonable level of assurance is similar to the audit of financial
statements; a limited level of assurance is similar to the review of a half year financial report



This conclusion has been formed on the basis of, and is subject to the inherent limitations outlined
above.

Responsibilities of Directors and independent assurance provider

ENWL's responsibilities: The Directors are responsible for the preparation of the Part 1
submission (Evidence to present minimum requirements of stakeholder engagement) under
Ofgem’s Electricity Stakeholder Engagement Incentive Scheme 2012/13 and for the
information and statements contained within the sections. They are responsible for
determining the stakeholder engagement goals and establishing and maintaining appropriate
performance management and internal control systems from which the reported information
is derived.

Deloitte’s responsibilities: Our responsibility is to independently express conclusions on
the subject matter specified by ENWL. This is set out above.

« We complied with Deloitte’s independence policies, which address and, in certain areas,
exceed the requirements of the International Federation of Accountants Code of Ethics for
Professional Accountants. We have confirmed to ENWL that we have maintained our
independence and objectivity throughout the year, and in particular that there were no
events or prohibited services provided which could impair our independence and
objectivity in the provision of this engagement.

= Our report is made solely to ENWL in accordance with our letter of engagement for the
purpose of the Directors’ governance and stewardship. Our work has been undertaken
so that we might state to ENWL those matters we are required to state to them in this
report and for no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than ENWL for our work, for this report, or for
the conclusions we have formed.

This report provides no assurance on the maintenance and integrity of ENWL’s website
nor the controls used to maintain this website’s integrity, and in particular whether any
changes may have occurred to the information subsequent to our work. These matters
are the responsibility of the Directors of ENWL.

Deloitte LLP

London, 21 June 2013



SUB-ANNEX A3: Engaged Consumer Panel
summary, February 2013



Engaged consumers less willing to pay extra for reducing the
duration of power cuts than unengaged consumers

There is little difference in the willingness to pay extra to reduce the duration of power

cuts between ENW customers (£1.01 - small sample or £0.96 - large sample) and non-
ENW customers (£0.94). However, ENW'’s Engaged Consumers (£0.86) are much less
willing to pay extra to reduce the duration of power cuts. This is probably because,
Engaged customers have been made aware of how reliable their existing electricity

network is (99.99%) and are less willing to fund marginal gains than the wider population.

Engaged consumers less willing to pay extra for reducing the
frequency of power cuts than unengaged consumers

There is little difference in the willingness to pay extra to reduce the frequency of power
cuts between ENW customers (£0.79 - small sample or £0.66 - large sample) and non-
ENW customers (£0.68). However, ENW’s Engaged Consumers (£0.58) are less willing to
pay extra to reduce the frequency of power cuts. Again, this is probably because, engaged
customers have been made aware of how reliable their existing electricity network is

(99.99%) and are less willing to fund marginal gains than the wider population.



http://www.enwl.co.uk/index.htm

Engaged consumers much more willing than unengaged
consumers to pay extra for reducing major equipment failure.
There is little difference in the willingness to pay extra to reduce major equipment failure
between ENW customers (£0.00 - small sample or £0.12 - large sample) and non-ENW
customers (£0.05). However, ENW'’s Engaged Consumers (40p) are much more willing to
reduce major equipment failure. Engaged customers appear more likely to recognise
benefit in investing to reduce major power cuts - those lasting more than 18 hours - than

investing to reduce the duration and frequency of normal outages.



http://www.enwl.co.uk/index.htm

ENW customers more willing to pay extra than non-ENW
customers

Electricity consumers in ENW’s region are more willing to pay for investment in the
network than those outside of the region. On average, non-ENW customers say that
they would be prepared to pay £4.02 per year to fund additional investment. ENW
customers would be willing to fund £4.31 (large sample) or £4.59 (small sample) of
additional investment in the network. Engaged ENW customers, who understand the
electricity sector and the role of DNOs better than un-engaged customers, say that they

would be willing to pay £5.14 extra to fund investment in the network.

Rural customers more willing to pay extra than urban customers
Outside the ENW region, rural customers (£4.22) are a little more willing to pay extra for
network investment than urban customers (£3.96), a gap of 26p. The gap between rural
(£5.27) and urban (£4.12) willingness to pay within ENW’s region is about four times

bigger, with ENW’s rural customers willing to pay 115p more than its urban customers.



http://www.enwl.co.uk/index.htm

SUB-ANNEX A4: Engaged Consumer Panel
summary, December 2012



Summary

Willingness to fund investment is falling

Continuing recessionary pressure and increasing electricity bills are dampening appetite
to fund additional ENW investment. On average, willingness to fund additional
investment has dropped by 22% (from £6.03 to £4.68) since last year. There is less
appetite for investing to reduce the environmental impact of the network, but much
more for improving the network’s ability to withstand extreme events like floods and

storms.

Restore power more quickly in the Winter

Almost all Engaged Electricity Consumers say that it is important for ENW to repair
power cuts more quickly in the Winter than in the Summer. Three in five would accept
an average summer restoration time of 5.5 hours in exchange for an average winter
restoration time of 1.5 hours. ENW should consider re-structuring resources to meet

heightened consumer concerns — and expectations — in the Winter.



http://www.enwl.co.uk/index.htm

Summary

Worst time to be without power is evening — especially in the Winter

The least inconvenient time to be without power is after 10pm followed by Lunch Time
(12 noon to 2pm). Conducting planned outages in the Summer after 10pm or between
12 noon and 2pm would be the ‘best’ times for ENW to schedule essential maintenance

on the network.

Fewer longer planned outages preferable to more short ones
More than half of Engaged Electricity Consumers say that the maximum number of
planned outages should be two or less per year. While most express no preference for

when scheduled work should occur, those that do prefer weekdays to weekends.

More than eight in ten say that extending a planned power cut to complete work on the
same day is preferable to restoring power and scheduling another planned shutdown on
another day. Over half would accept a 4 hour extension if work cannot be completed

within the scheduled time.



http://www.enwl.co.uk/index.htm

Summary

65% say that £9 per year to fund interest payments is acceptable to ensure power flows
Though describing the cost of capital in terms of mortgages and personal finance helps,
most don’t understand the concept. Nonetheless, the majority say that they prefer the

certainty of long term loans to any potential savings associated with short term loans.

Nine in ten say that they would prefer the current approach to funding capital costs based
on repaying interest only at an additional cost of £3 per year to an approach incorporating
capital repayment at an increased cost of £14 per year. Consumers don’t understand who,
how or when they would benefit from ENW repaying capital and some are suspicious

about who would benefit most: consumers or shareholders.

Awareness and recognition of ENW’s role is improving slowly
Awareness of the ENW brand has increased from 23% in 2010 to 29% in 2012.

Recognition of what you do has improved from 5% to 12% over the same period.



http://www.enwl.co.uk/index.htm

Key Findings
]

Engaged Electricity
Consumer panel

1 North West residents are willing to pay for further infrastructure

improvements

Despite widespread concern about rising energy prices and the
research process highlighting the impact on personal bills,
participants are prepared — on average — to pay £2.27 more than
the ‘medium’ level of your initial investment plan to allow
Electricity North West to make further improvements to its service
provision.

Across Electricity North West’s 2.4 million connections and over a
5 year period, this equates to permission —and willingness to pay
— for £27 million worth of additional investment.

“When you’re paying over a thousand pounds in power bills, £2 is
actually nothing, isn’t it?”

“If you go to a substation to repair it, I'm sure it’s better to repair it
for the future ... if something has gone wrong, you should put it
right and put it right for the future as well.”

“£2 over a year isn’t a lot. Most people can afford it.”
‘Will it keep the lights on?’

In assessing investment decisions, participants tend to consider
three issues in deciding whether they are — or are not — prepared
to pay for additional investment. The most important of these is
the extent to which participants believe any decision will
contribute to maintaining, or ideally, improving the reliability of
the network.

Consumers look first and foremost to ensure that they have a
reliable connection to the electricity network and so prioritise
decisions like replacing assets before they fail, stopping disruptive
metal theft, and upsizing assets to allow for future growth.

“In our house, we rely on the electricity completely, so a power out
is a problem.”

“They’ve had these swoops on cables recently ... we ought to try to
look to protect any cables or substations or whatever where they
are going to be vulnerable.”

“If you’re running a company and you’re dependent on power and
it goes out, your company is crippled and you can’t make any
money.”
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Engaged Electricity
Consumer panel

3 ‘Is it dangerous?’

The second of the three considerations is for the safety of the
public and Electricity North West’s staff. Participants show clear
concern for safety, easily imagining the dangers posed by the
electricity network, and so are prepared to fund an increased
programme of asbestos removal, measures to address the use of
oil in substations and cables, and others measures to minimise
public safety incidents.

“I think a planned programme for getting rid of asbestos and the
oil in substations ought to be built in.”

“Asbestos ought to be prioritised so that the staff are protected
from that because it’s a known hazard that they’re going to have
to go into.”

4 ‘Does it protect the vulnerable?’

The third consideration in assessing the value of an investment
decision is the extent to which any measure is seen to protect or
aid vulnerable groups. Priority service for vulnerable groups was
the area participants were most willing to fund additional
investment for, with other measures — like enhanced service to
sole-energy customers — popular too.

“When a baby needs feeding and it needs to be a warm feed, they
don’t have any appreciation of why they’re not getting it instantly
... looking after a very young baby that’s crying for its nosh is very
difficult.”

“My stepmother, who is 87, she got a phone call to say that we are
doing some work and you’ll be off from two until six or whatever. |
thought ‘that’s very good””.

5 Scepticism about long-term investment

Participants demonstrate considerable scepticism about the ability
of any organisation, including Electricity North West, to make very
long-term investment decisions. They question on what basis the
North West’s electricity needs and demands in 2032 or 2052 can
be predicted and call on Electricity North West to limit investment
in preparation for electric vehicles, heat pumps, and new
renewable energy sources.

“Investing for solar panels or wind power for me is a total waste of
time because | wouldn’t receive any payback.”

“I think when we’re currently in a recession, | think generally if you
asked Joe Public to pay more for something that’s 20 or 30 years
off in principle, | think they’re feeling the pinch now, so it’s quite
hard for them.”

“I don’t see what providing the electric stations or whatever for
recharging cars should be borne by people who many not use a car
or may not see the need for it.”



Engaged Electricity
Consumer panel

6 The DE challenge

In total, one-in-five are unwilling to pay the ‘medium’ investment
level. This rises, however, to almost half amongst socio-economic
group DE; those working in semi or unskilled manual jobs or those
entirely dependent on the state through unemployment, disability,
or old age. This socio-economic group, characterised by low
incomes, demonstrates a clear tendency to be less willing — or able
—to pay the ‘medium’ investment level.

“I’'ve got four kids and they’ve all got everything they want twice
over ... | get really disgruntled thinking there’s a giant amount of
profit that my energy provider is making and they are sitting there

77

going ‘brilliant’.
Views are largely uniform

Aside from the divergent views of socio-economic group DE, there
are few significant differences between men and women, older
and younger participants, and rural and urban respondents.
Younger participants, those aged 18-34, do however demonstrate
a greater willingness to fund investment into environmental
measures like connecting renewable power generators and
reducing Electricity North West’s carbon footprint.

“You’ve asked about the environmental impact and the visual
impact ... for me, it would be important for them to focus on [the
environmental] aspect because | think it’s really important at the
moment. We’re supposed to be getting to the point of no return.”

Protecting the vulnerable is seen as good value-for-money

Participants were asked to consider their willingness to pay for
each investment option as a theoretical decision without cost
implications and, again, with a cost attached. In most cases,
willingness to pay decreased once a cost was attached.

For a small number of decisions, however, willingness to pay
increased once cost was considered and these included enhanced
service to sole-energy customers and priority service for
vulnerable people. Participants, assessing the relatively low cost
of these measures against their positive impact for vulnerable
people, deemed these investments to be socially worthwhile and
to offer good value-for-money.

“I was surprised at how little cost for some of the things.”

“That’s a priority really ... vulnerable people, old people, invalids,
kids, pregnant women. | think that should definitely be the
priority.”

“If you said to me do | want to pay £2 extra a year for green issues,
or do | want to pay £2 a year towards the vulnerable, | would say
go for the vulnerable. I’'m not prepared, if I’'ve got the choice, to go
for the green.”

Awareness of Electricity North West has increased slightly

Since the first wave of research, recognition of the Electricity
North West name has increased from 23% to 25% and
understanding of Electricity North West’s role in the electricity

industry haseliY'bed from 5% to 8%.



“I’'ve seen the vans in my area, but didn’t realise what they actually
do.”

“I'd heard of them because where we live we tend to have slightly
more power cuts. | tend to ring them up fairly reqularly.”

“I was amazed when | did the survey because | honestly still
thought that NORWEB had something to do with the power.”

|
Summary

B 21% say they are unwilling to pay your ‘medium’ level of
investment. Nearly half of these come from social grade D or E.

DEs are much more unwilling to pay your ‘medium’ level of
investment than the population as a whole.

This group is at least three times more likely to prioritise the
following investment decisions as ‘low’ than the panel as a
whole.

m Before knowing impact on their bill, customers are prepared to
pay on average £6.03 to fund additional ENW investment. After
considering impact that investment decisions would have on their
bill, willingness to fund drops to £2.27 above the cost of your
‘medium’ investment level.

m On average, the panel is willing to pay more than your ‘medium’
level of investment on all investment decision except:

Preparing for electric vehicles/heat pumps

Addressing equipment noise

Fixed price small scale connections

Protection against flooding

Connecting and managing renewable power generators

m The areas on which the panel is willing to pay 10% or more than
your ‘medium’ level of investment are detailed below. ENW may
wish to consider increasing the ‘medium’ level of investment on
these areas:

Engaged Electricity Providing priority service for vulnerable
Consumer panel
Socialisation of A&D charges

Replacing assets before they fail



Protection against metal theft

Removing asbestos

Opportunistic upsizing of assets to facilitate future connections
Reduce oil spills from substations

Minimising public safety incidents

Reducing ‘pinch points’

Reduce oil spills from cables

Providing enhanced service to sole-energy customers

|
Tracking Measures

Awareness of Electricity North West has increased slightly since
December 2010 with 25% of adults in the North West aware the
ENW brand.

The public’s understanding of what ENW does is also improving
slightly from a very low base. Just over a year ago 5% of people in
the North West could identify what ENW does. Now, 8% recognise
the role you play in the electricity sector.

Engaged Electricity
Consumer panel



SUB-ANNEX A5: Engaged Consumer Panel,
North West vs National summary, June 2012



Key findings

= Theissues on which consumers in the North West are more willing to pay for an

enhanced service than the British population as a whole are:

Mobile generation for customers if power cannot be restored within three hours
Reducing equipment failure that causes major power cuts

More comprehensive safety campaigns

More proactive call centre




SUB-ANNEX A6: Engaged Consumer Panel
summary, July 2011



Engaged consumer panel 2011
Power cuts — fear of them, the need to minimise them, the inconvenience and disruption caused by them —were a dominant

issue throughout the Engaged Consumer Panel and focus group research.

* Many viewed Electricity North West’s only task as ‘keeping the lights on’.

* For most, their only expectation of Electricity North West is that the company will
work hard to keep power on and most wanted to see Electricity North West improve
on the existing 99.99% reliability.

* Reducing the number of power cuts and limiting their duration was seen as
Electricity North West’s most important short-term goal, most important objective
for long-term investment and the most important value for the company to hold.

“When the guy next door cut the street’s power off,
it was in winter, so it was pitch black, so you get
home and you’ve no lights. You don’t know where
your candles are ... you do get anxious quite
soon.”

‘I expect the power to
always be on, you need it
for everything you do.”

“We had a power cut. | think it was earlier this year, it wasn’t that long ago, it was off for about an
hour, an hour and a half. When it first goes, it's gone in the morning, you've no idea how long it’s
going to be off for. Is it going to be off for five minutes or five hours? You get so used to the power
being on, | went to the front room to put the telly on, to see if there was anything on the news about
it, | was trying to put the telly on even though the power was out.”
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Reducing the number and duration of power cuts is seen as the most
Important investment priority for ENW, with reducing the impact of
extreme events the next most important.

“Having a power cut, even though they don’t happen very often, that’s the thing that you think about,
and that’s the thing that people really don’t want to happen. So that’s whyl think it is important.”

50%

45%

40%

35%

30%

25%

20%

15%

10%

5%

0%

49%

43%

Reducing the Reducing the Improving the Improving Reducing the Preparing the Improving the
number of power duration of power networks ability to  Electricity North environmental  network for future appearance of the
cuts on the network cuts on the network withstand extreme West's ability to impact of the energy users like network
under normal under normal events like floods respond to extreme network new houses and
conditions conditions and storms events like floods new offices
and storm
Q Please rate the areas of investment ... [Figures in bars % saying most or 2" most important area of
investment]

36%

31%

Base: 221

“Over the past couple of years, it's all
the floods, every winter there’s another
place flooded ... and so power
companies should be keen to try and
prevent that, or work, to help people.”

22%

15%
5%



Nearly half are not prepared to pay anything extra to fund additional
Investment by Electricity North West.

Average amount prepared to pay to fund additional investment: £4.70

Not prepared to pay any extra 48%

£0.01 - £5 19%

£5.01 - £10 15%

More than £10 18%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Q How much extra, if anything, would you be prepared to pay in your electricity bills per year to fund
additional investment?

Base: 221



Key issues to consider

* Fear of power cuts dominates thinking about ENW

« Expectations of ENW are simple but unrealistic (perfect reliability of
supply) —important to explain why cuts happen and how quickly ENW
gets the power flowing

* Reaction is strongly negative to any suggestion that ENW might limit /
control when and how appliances can be used

» Despite being ‘Engaged Consumers’ many admit it is difficult to make
judgements on benchmarking / investment — better understanding of the
costs and benefits is essential



SUB-ANNEX A7: Regional stakeholder
workshops summary and slides, December
2012
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Electricity North West ran a series of stakeholder workshops in different parts of its service area during Autumn 2012, to have informed
discussions with key stakeholders about its proposed investment plans under the next Ofgem price control period.

The workshops were organised as independently-facilitated focus groups, with each event tackling specific themes and bringing together
between five and ten key stakeholders with three or four representatives from Electricity North West. The stakeholders represented
generators, major industrial and commercial customers, developers and development consultants, local authorities, environmental
organisations and business groups. Each event was hosted by the Electricity North West regional operations manager for the geographic area,
supported by colleagues with particular knowledge of the themes under discussion.

A total of 34 key stakeholders took part in the workshops, and a further two key stakeholders who were unable to attend submitted written
comments. As expected from a diverse group of stakeholders, many different opinions were aired and there were some conflicting views
about investment priorities. Some stakeholders were keen to see more investment in certain areas, even if it would mean increases in
customers’ bills, while others saw opportunities for savings that would help to reduce bills.

However, a number of key themes emerged on which there was broad agreement, if not full consensus, as follows:
Communication

Across the workshops, the key stakeholders asked for more and better communication from Electricity North West, particularly around power
outages.

Suggestions included greater use of Twitter and social media, and inviting customers to register their email and mobile phone contact details
via a website so they could receive automated message updates during outages. Business stakeholders wanted more detailed and accurate
information about both planned and unplanned outages so they could mitigate against business risks, and several asked if Electricity North
West would consult some business representatives about how they would like to see communication and account management improved.
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Reliability and availability of the network
A consistent theme was that as a general principle, investment should lead to increased reliability and availability of the network.

This came up under a number of different discussions; for example, when discussing the issue of compensation for customers who experience
power cuts, many of the stakeholders said they would rather the money was spent on preventing power cuts in the first place than
compensating those who suffered them. When asked if Electricity North West should do more for customers who had no oil or gas, the feeling
was that investment in improving reliability of the network would benefit them in particular, as well as the wider community. On the subject of
undergrounding overhead power lines in rural areas, many felt that the investment was only justified if it led to improved network reliability as
well as environmental benefit. And on the subject of tackling metal theft, many felt that increased investment in security was justified if it led
to increased network reliability as well as improved safety.

Vulnerable customers

The stakeholders generally felt that current provision for vulnerable customers was about right, but there should be improved communication
and information about how vulnerable customers are defined, what Electricity North West will do for them, and how they should go about
getting help when they need it.

Among suggestions that gained support was that utilities, local authorities and emergency services could work together to create local
emergency response groups, which would take over the support of vulnerable customers in times of crisis so that people received a consistent
multi-agency approach.

Stakeholder workshop process

The vast majority of the stakeholders who attended the workshops felt they were very useful, welcomed the opportunity to give their views,
and praised Electricity North West for taking the initiative to engage in full and frank discussion in this format. Many said they hoped the
workshops would be just a first step in the company listening more to its key stakeholders as they felt that by working together they could help
Electricity North West prioritise its investment to benefit as many people as possible.



Date

Venue Contact Details

ENWL Team

Delegates

20™ November

Skiddaw Hotel, Main Street,
Keswick, Cumbria CA12

Martin Deehan
Michael Proctor

Morgan Donnelly, Wind Prospect — Project Manager/Engineer
Dave Shaw, Tata Steel — E&I Project Engineer

5BN Alex Moore Hennie van der Westhuizen, Iggesund — Central Engineering Manager

Keswick Alan Brown, Iggesund — Strategic Planner
017687 72071 John Stables, British Gypsum —

Denice Gallen, Copeland Borough Council — Nuclear and Energy Officer
' 21°"November Britannia Hotel, Beaumont | Lee Maxwell Clir Michael Green, Lancashire County Council — Cabinet Member for Transport...

Road, Bolton, BL3 4TA Vincent Cranny Dorothy Kelk, Friends of the Earth - Volunteer

Bolton Alex Moore Marion Seed, Friends of the Earth - Volunteer
01204 855582 Sarah Walls Clir Peter Goldsworthy, Chorley Borough Council - Leader

Richard Jennison, CPRE — Environment Director

26™ November

Manchester

King’s House Conference
Centre, King’s Church,
Sidney Street, Manchester,
M1 7HB

0161 276 8194

Mark Williamson
Michael Proctor
Tony McEntee

Jonathon Booth

Jackie Copely, CPRE

Andy Beaumont, Lyondell Basell — Senior Electrical Manager
Mike Reed, Trafford Council — Growth and Masterplan Manager
Li-Hsia Chan, MIDAS — BDM Energy and Environment

Russ Comrie, Cargill — Energy and Utilities Manager

27" November

Stockport

The Stockport Guildhall,
169 Wellington Road
South, Stockport, Cheshire,
SK1 3UA

0161 480 6531

Mark Williamson
Vincent Cranny
Brian Hoy
Steph Rourke

Combined with Manchester event

28™ November

Preston

Preston Masonic Hall,
Ashlar House, Saul Street,
Preston, PR1 2QU

01772 252170

Lee Maxwell
Michael Proctor
Tony McEntee
Brian Hoy

Karen Smith, Matalan — Utilities Manager

Dave Derbyshire, Matalan — Environmental Manager

Shaun Costain, BAE Systems — Investment and Infrastructure

David Halliwell, Green Energy from Nature -

Rob Green, Blackpool Bay Area Co — Head of Enterprise and Investment
John Knox, Energy Coast West Cumbria Ltd, Industrial Liaison Consultant
Bev Taylor, Bruntwood — Energy Manager

Wayne Calland, Bruntwood

30™ November

Kendal

Kendal College, Milnthorpe
Road, Kendal, LA9 5AY
01539 814700

Martin Deehan
Alex Moore
Jonathon Booth

Jack Ellerby, Friends of the Lake District

Clir Mike Tonkin, Eden District Council - Environment

Chris Hardman, Carlisle City Council — Planning Manager

David Haughian, Cumbria County Council — Strategic Programme Co-ordinator
Andrew Davison, English Heritage — Principle Inspector of Ancient Monuments NW
Richard Kemp, Tenet Consultants - BDM

Richard Willacy, Telford Hart Associates

Barry Watkinson, Morgan Sindall — Nuclear Development Director

John Farmer, Cumbria Wildlife Trust




~ We're engaging with stakeholders across the North West,
from domestic customers to local government and large
businesses

I~ We've held surveys, roadshows and school visits, helping us
to shape our plans

~ We're also engaging with national stakeholders, like suppliers
and the Department for Energy and Climate Change, to make
sure that our plans reflect the views of all stakeholders

™ We're encouraging people to have their say through our
engagement website and leaflets

www.enwl.co.uk/switchedon

Regional feedback so far ‘ What we're already delivering ‘

™ We expect to invest around £2bn between 2015-2023 (in
addition to £1.4bn between 2010-2015)

= This investment will focus on:

« Improving reliability for customers by replacing ageing assets and
increasing resilience against flooding or extreme events

« Making the network sustainable for customers in the long term by
extending capacity for a low carbon future where people use more
electricity, and improving environmental performance

» Keeping our part of the bill affordable for customers by innovating to
keep costs at current levels

Octaber update (13.0) I~ Based on the feedback we've already had from stakeholders,
- o we have some proposals for the future of the network
- Do you agree with our proposals? What’'s most important to
you considering Reliability, Affordability, Sustainability?

- We want to know what you think about our specific proposals,
and also get your input on any other issues you want to raise




K o
~ We're here to listen to your views

We'll report your views back into the business so that we can
finalise our plans Sue Hayman - Facilitator

We don'’t intend to answer everything today, but we’'ll keep in
touch and report back to you with our final business plans

Q1 Q2

Many people feel that overhead power lines and pylons spoil
the natural environment in our National Parks and Areas of
Outstanding Natural Beauty. We are already investing in
putting power lines underground in sensitive areas — but
should we do more?

Some of our larger and older underground cables use oil as
an insulator. As they wear out or are damaged, leaks can
occur which may harm the environment. We plan to replace
20% of oil-filled cables by 2023, but we could spend more, or
save money by reacting only when there is a problem.

Q3 ~Q1

The transformers in our substations are also filled with cooling Some of our customers are described as ‘vulnerable’ because
oil. They can leak when things go wrong. Large substations they may be elderly, or have new babies, or have particular
have measures to catch oil leaks, but we could save money needs. What extra services should we provide them free of
by working to minimum safety standards, or spend more by charge?

including small substations.

Social Obligations I Social Obligations I

Q2 ~Q3
What about customers who don't have gas or oil and only Noise. Much of our equipment is silent, but sometimes noise
have electricity for their heating? Should we provide them with can be created. Where it does occur, how should we deal

anything extra? with it?




Q1 ~Q2

Metal theft from substations is a huge problem and extremely We are committed to ensuring the safety of everyone who
dangerous for the criminals, for our staff and sometimes for comes into contact with our network. How should we promote
the public. It can also cause power cuts. Should we spend safety awareness?

more money to secure our equipment?

Q3

Asbestos. Some of our older substations contain asbestos.
What should our policy be on removing asbestos from these
buildings?

Questions?

Reliability & Availability ‘ Reliability & Availability ‘

Q1 ~Q2
Many of our pylons, overhead lines, underground cables, On average in the North West, a customer goes two years
substations and equipment are ageing and will need replacing between power cuts and is without electricity for less than two
eventually. When this happens, should we replace them with hours in every two years. However, some customers, often in
the same or improved equipment? very rural areas, can have more than 15 power cuts in three

years. What should we do?

Reliability & Availability Conditions for connection to the network

Q3 Q1
We could also do more to reduce the risk of major equipment As homes and business use more electricity, the capacity of
failure; this is already low, but when faults do happen they the network is used up. When its size needs increasing to

can cause a major power cut of 18 hours or more. help meet demand, who should pay?




]
Conditions for connection to the network

Q2

If a small business, like a farm or food producer, wants to
expand or modernise and needs more electricity than their
connection can handle, should they pay all the cost of
upgrading the network, or a flat fee towards it? Or should the
cost be shared amongst us all?

Customer Satisfaction

Q1

If domestic customers lose power for more than 18 hours, we
automatically pay them compensation. This is coming down to
12 hours, but should it be even less? Or should we only pay
compensation if people claim it?

]
Satisfaction

Q3

To maintain an efficient network, there are times when we
need to turn the power off on a planned basis. When this
happens, how much notice should we give people? Is 2 days
enough? Or 7 days? Or more than 7 days, with detailed
timings of when power will be on and off?

]
Conditions for connection to the network

Q3

What about when we need to increase the network to get new
generators connected, like wind farms? Should the generator
pay for any improvements needed, or just those that only they
will use, or should we all share the burden?

Customer Satisfaction

Q2

Under the existing regulations, industrial customers are only
entitled to very low levels of compensation if they are without
power. Is this fair?

Questions?




SUB-ANNEX A8: Parish council survey
summary, December 2012



Key Findings from thS Parish Council Survey

Analysis of the survey results shows that for 15 of the 20 questions, the most
commonly-selected answer was the Medium option. As a general rule, this meant
the council felt that current or proposed levels of investment in this area were about
right and should continue.

Low priority areas

For four of the questions (1, 3, 8 and 14) the Low response was the most commonly-
selected answer. Selecting the Low answer meant the council saw this area as a low
priority and would be happy for investment in this area to be reduced, potentially
leading to a reduction in electricity bills.

Questions 1 and 3 were around who should pay for new infrastructure required
when new connections are made to the network, either to put electricity in or to
take it out. The councils felt that generally the developers should pay, and the public
should not have to contribute through the socialising of costs across all consumers.
Question 8 referred to compensation for businesses who experience power cuts;
again, the councils felt that the cost of compensation for businesses should not be
spread across all consumers.

Question 14 asked how long, on average, it would be acceptable for a consumer to
be without power. The majority of councils selected the Low option (50 minutes),
rather than supporting proposed investment to bring the average power cut
duration down to 40 or 25 minutes.

High priority areas

Only one of the 20 questions drew the High option as the most popular answer. This
was Question 6, which focused on the frequency of power cuts. It said that on
average, a customer in the North West goes two years between power cuts, but in
some very rural areas consumers can have more than 15 power cuts in three years.
The majority of councils supported increasing investment so that no customer
suffers this number of power cuts, even if this means increasing electricity bills.

This answer tends to reflect the fact that most parish councils are in rural areas. It is
likely that if the same question was asked of consumers in urban areas, who are less
familiar with power cuts, fewer would select the High option.

However, it is clear that for those who live and work in rural areas, reducing the
frequency of power cuts in those areas is a higher priority than most other areas for
investment.

Undergrounding of overhead lines

Question 11 asked councils whether they felt more should be spent on
undergrounding existing overhead power lines. This is often an emotive subject,
particularly when new high-voltage power lines are being proposed.



However, two-thirds of councils who responded picked the Medium option, feeling
that the current policy of spending £1m per year on undergrounding overhead lines
in sensitive locations identified by key stakeholders was the correct approach. Only
28% favoured doubling spending in this area, while a very small minority of 6%
favoured stopping spending on undergrounding to reduce bills.

32



SUB-ANNEX A9: Stakeholder report
summary, July 2011



Executive Summary

Journalists

e Journalists view Electricity North West almost exclusively through their
relationship with the press office. Electricity North West’s press office, although
recognised as only recently established, is viewed positively and seen as
responsive and helpful. Jonathan Morgan is spontaneously named by some
journalists and is well-regarded.

e In terms of improvements, journalists want faster responses to queries, better
access to management or company experts, and pro-active stories with local
angle. Electricity North West’s press office is inevitably compared to the larger,
better established United Utilities operation. Though viewed positively, some
believe that Electricity North West’s press office has some way to go to match
the level of service delivered by United Utilities.

e Knowledge of, and interest in, the electricity industry is very limited amongst
non-specialist journalists. Local/regional journalists feel that they need to know
only enough to write individual stories about Electricity North West and have no
need for a more detailed or broader understanding.

Energy Suppliers and IDNOs

e This category, largely consisting of energy suppliers, approaches Electricity North
West from a business perspective rather than a stakeholder perspective.

e They have regular contact with Electricity North West, and other DNOs,
regarding invoicing and other supply issues. They look for Electricity North West
to respond quickly to their queries, to express sympathy when mistakes are
made, and to be ‘can do’ in putting things right. While Electricity North West is
not regarded as particularly poor in this regard, these stakeholders are critical of
all DNOs, seeing them as too often unresponsive and accusing DNOs of failing to
grasp the need to provide good customer service. Some are critical of Electricity
North West’s inflexible billing systems and the perception that, at times, you are
unwilling to explain how mistakes in billing came about.

e While Energy Suppliers and IDNOs have a good understanding of the energy
industry and Electricity North West, not all have an actual interest in the
industry. Many have little, if any, desire to know about aspects of Electricity
North West's business outside their immediate sphere of interest.

MPs

e MPs, beyond recall of an association with United Utilities, know little about
Electricity North West. Most MPs are uncertain as to the role played by
Electricity North West, struggle to recall contact and have no basis on which to
comment on Electricity North West’s performance.

Populus
July 2011



e MPs both call for greater contact with Electricity North West — welcoming the
prospect of a short introductory meeting or briefing — while admitting that they
are extremely busy and difficult to contact. MPs suggest carefully targeting
communications to their interests or constituency needs.

e While MPs currently assume that Electricity North West is performing well —
assuming that if it was underperforming they would have had complaints from
constituents or others — their lack of knowledge poses a long-term danger. MPs,
like consumers, have unrealistically high expectations of Electricity North West
(perfect reliability at a minimum cost) and little sense of the difficulties of
maintaining and renewing the North West’s electricity infrastructure.

Regional Stakeholders

e Electricity North West’s regional stakeholders — the largest business users, local
government officials and elected members, local and regional forums — are
extremely positive about Electricity North West. They praise both their contact
with Electricity North West, Electricity North West’s operational performance,
and its commitment to long-term planning.

e So positively do regional stakeholders regard Electricity North West, that they
criticise it for not doing more to promote itself. They call on Electricity North
West to make it clearer — to the general public and opinion formers — the role
Electricity North West plays in investing in the North West, in employing
thousands and maintaining vital infrastructure. Regional stakeholders, alongside
MPs, are the keenest supporters of local and regionally focused CSR actions.

NGOs

e NGOs are often extremely narrowly focused, with a detailed knowledge and
interest in a particular area but with little awareness beyond this specialist area.
NGOs are sharply divided in terms of their contact and perceptions of Electricity
North West.

e Those engaged by Electricity North West are extremely positive. They see
Electricity North West as sharing their passion, typically for environmental
issues, and praise the company’s performance and staff. Contact with Electricity
North West has given these stakeholders some understanding of the issues faced
by Electricity North West and its role in the wider sector.

e Those NGOs without contact, however, know much less about Electricity North
West. These NGOs are not critical of Electricity North West, but instead simply
know too little about it to express any type of informed opinion of the company.

Regulators

e Regulators, amongst all stakeholders, tend to have the greatest knowledge of
Electricity North West and have regular contact with it.

Populus
July 2011



e Electricity North West is viewed positively and across a range of areas — quality
of contact, operational performance, forward planning — is seen to compare
favourably to the bulk of other DNOs.

e Much of regulators’ contact with Electricity North West is required by law and
part of the regulatory regime governing the industry. Regulators are keen to
stress that this is a minimum level of contact and that Electricity North West and
DNOs are free to do more. Regulators stress the importance of this in relation to
Electricity North West (and other DNOs) doing more to engage with non-
regulator stakeholders and to maintain both informal, and formal, relations with
regulators.

Populus
July 2011



SUB-ANNEX A10: Engaged consumer panel,
full report, January 2014
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Engaged Electricity Consumer Panel
Electricity North West
January 2014



http://www.enwl.co.uk/index.htm
http://www.enwl.co.uk/index.htm

Summary

Strong support for ENW’s plan to be amongst the top 3 DNOs on connections
Consumers find it difficult to estimate the time required for new connections, but, on
average, expect a quote for a new connection within 7 days. ENW’s current proposal is
ahead of this expectation level. However, the expected time to actually install the new
connection is on average 13 days, well below the current number of daysin ENW’s
proposal. More than four-fifths of respondents favour ENW’s plan to be in the top three

performers.

Upgrading medical networks and providing additional support during outages are most
important ways to support vulnerable customers

Engaged Electricity Consumers — and over 55s in particular, believe it is important for ENW
to protect the vulnerable, most notably by upgrading hospital infrastructure and providing
temporary power during outages. While almost all respondents consider those with
medical needs and the elderly as vulnerable, it is notable that more than half (especially

women) say that families with newborns should also be classified as vulnerable.

p2
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Summary

Appetite for ENW to take action against electricity theft even if costs outweigh the
financial benefits increases with age

A desire for fairness evokes strong emotions in the call for action against electricity theft.
At least four in five Engaged Electricity Consumers say that it is important for ENW to do
all of the activities under consideration — especially assessing/identifying premises where
electricity theft is likely. While 74% of over 55s want ENW to take action even if the

costs outweigh the financial benefits, less than half of 18-34s (43%) agree.

Efficient and easy customer service is vital when customers are without power
Respondents consider a number of customer service areas to be extremely important,
most notably having their calls answered quickly, explaining why the power is out and
when it will be restored. Text and the ENW website are the most likely alternative
methods of contacting ENW when phone lines are down. A small proportion would use

social media including Facebook and Twitter.

p3


http://www.enwl.co.uk/index.htm
http://www.enwl.co.uk/index.htm

Summary

Under normal circumstances, there is little appetite for increasing current
compensation levels if it means an increase in electricity bills

70% of Engaged Electricity Consumers do not think that compensation levels should be
more than £54 after 18 hours without power. Some resist the ‘blanket compensation
culture’ and suggest that compensation should be based on culpability relating to poor
maintenance rather than uncontrollable events —including extreme weather. However,
nearly half (46%) think that compensation relating to extreme weather should be paid
after 18 rather than 48 hours. Nearly half favour compensation of at least £50 per day,

while a third favour retaining the existing level of payment.

Respondents believe that compensation should be paid to all affected by the outage, and
that the level of compensation should be the same irrespective of the number of
customers affected, however those aged 18-30 are somewhat less convinced by both
these arguments. Only a third (32%) believe business customers should be recompensed

for total loss of earnings.
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Summary

Willingness to fund investment is growing
On average, willingness to fund additional investment has increased by 28% (from £4.68

to £5.97) since 2012. Males and over 55s are most willing to pay extra.

As in previous years, investment related to ‘keeping the lights on’ tends to be most
prised by Engaged Electricity Consumers. ‘Improving support for vulnerable customers’
(measured for the first time this year) is also clearly important to consumers. Other areas
measured for the first time (reducing electricity theft and new connections) are relatively

unimportant.

Awareness and knowledge of Electricity North West continues to grow

Awareness of the ENW brand has increased from 23% in 2010 to 38% in 2014.
Understanding of the role of ENW has also grown to 21% in 2014, from 5% in 2010. Both
awareness and recognition of ENW’s role is higher among men and over 55’s than other

demographic groups.
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Awareness and understanding of ENW
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Awareness of ENW continues to grow...

Before today, which of the following companies and organisations had you heard of?

EDF

National Grid

Ofgem

Electricity North West

p7
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Awareness of ENW continues to grow...

Before today, which of the following companies and organisations had you heard of?

EDF

National Grid
9 m 2010
Ofgem R 72%
S 81% 2011
23% ™ 2012
Electricity North West 2 0%
38% = 2014
“I had never heard of them before the
survey then the very next day a van past
p8 me whilst | was walking the dog with an
emergency ring.” )

[Base 2014: 914]
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... as does understanding of what ENW does

To the best of your knowledge ... Describe what Electricity North West does

5%
: 8%
North West Region DNO L 12%

3%
. . . 3%
Electricity retailer /o,

21%

2%

1%
Operates power stations lz?% W 2010
2% 2011
_ _ P W 2012
Private contractor to National lz% 20
. 39 14
Grid 3%
1%
North West consumer group 14’%
1%
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... as does understanding of what ENW does

To the best of your knowledge ... Describe what Electricity North West does

North West Region DNO

Electricity retailer

Operates power stations

Private contractor to National
Grid

North West consumer group

[Base 2014: 914]

5%
8%
N 12%

3%
3%
| 1%
2%

1%
2%
N 2%

2%

2%
2%
W 3%

3%

21%

“It is between the National
Grid and EDF and Scottish

Power and they are

responsible for the cabling and

the actual network.”
N

~

/

W 2010
2011
N 2012
2014
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groups
Before today, had you heard of Electricity North West?
All

Men
Women
18-34
35-45
55+

To the best of your knowledge ... Describe what Electricity North West does

All
Men 9%
Women

18-34

35-45

55+

pll

[Base 2014: 914]

Men and over 55’s tend to know more about ENW than other

44%

43%
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Connection Targets

pl2
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ENW’s current proposal beats the average expectation of 7 days to
quote

In days, how long do you feel it is reasonable for Electricity North West to need in order
to...

Give a quote to a householder for a new connection Average
number of days
Immediately
1 7
2
3
4 Don’t know: 21%
5
6
7 23%
8-10
11-14
15+

p13
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ENW'’s current proposal beats the average expectation of 7 days to
quote

In days, how long do you feel it is reasonable for Electricity North West to need in order

to...
Give a quote to a householder for a new connection Average
number of days
Immediately
1 7
2
3
4 Don’t know: 21%
5
6
7 23%
8-10
11-14 “If you’re asking for an
15+ estimate | would expect
them to give it to you
p14 within a couple of weeks.”

[Base 2014: 824]
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13 days is well below the current number of days included in ENW’s
plan

In days, how long do you feel it is reasonable for Electricity North West to need in order

to...
Actually do the work Average
number of days
Immediately
1 13
2
3
4 Don’t know: 21%
5
6
7
8-10
11-14
15+ 20%
p15
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13 days is well below the current number of days included in ENW'’s
plan

In days, how long do you feel it is reasonable for Electricity North West to need in order

to...
Actually do the work Average
number of days
Immediately
] 13
2 8%
3
4 Don’t know: 21%
5 “If it was when | was ready to be )
6 connected, | phoned and they
7 14% | saidyou will have to waita
8-10 month to be connected, that
11-14 15%\. would bother me.” y
15+ 20% | |
pl6
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The vast majority favour ENW'’s plan to be amongst the top 3
performers

Should Electricity North West...

06 4% 12%
81% .
H Aim to do better Male
than a top three
performance
o,
Proceed as s
planned
A9/70
9% H Aim to do less well
5% 4% than planned - this
J I = could save money
' ' Female
Aim to do Proceedas Aimtodoless Don'tknow
betterthana planned-and  well than = Don't know
top three aimto be planned - this 85%
performance - ranked asone  could save
this could mean ofthe top 3 money

increased costs performers
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performers

The vast majority favour ENW'’s plan to be amongst the top 3

Should Electricity North West...

81% \
“You should alwaysaimto be
better.”
> 5% 4% —— “ Ily think it’ A
J personally think it’s not
: N . . .
Aim to do Proceedas Aimtodoless Don'tknow worth it. Wa Itmg a few more
betterthana planned-and  well than days for a non-emergency
top three aimto be planned - this project to save money is fine”
performance - ranked asone  could save /
this could mean ofthe top 3 money

increased costs performers
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Vulnerable Customers
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Elderly and those with medical needs considered most vulnerable.
Women more concerned than men about vulnerability of families
and the ‘rurally remote’

Which, if any, of the following groups do you believe have a particularly high need for a

reliable supply of electricity?
95% g9g9

Q20 . “II
93% 0 91(%90%74/0
B-Male—
Femate
46%
19%19%20%
8% 79% 9% 0
e 3%q0,4% 3%3%2%
_ — _ em—
Those witha The elderly Families with Those living Those who  Those with Other No-one
medical need newborns in remote work from large families should be
for electricity ruralareas home or run treated as
their business having a high
from home priority need

for electricity
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Elderly and those with medical needs considered most vulnerable.
Women more concerned than men about vulnerability of families
and the ‘rurally remote’

Which, if any, of the following groups do you believe have a particularly high need for a
reliable supply of electricity?
95% 9% aros N\
93% . 91%90% <" “ '
Elderly people, especially
those people that live on their
own. And those people with

. young children”.
2% 9% N /

~

“If somebody’s on a ventilator
at home obviously they need
it because that batteryis not
going to last forever.”

19%19%20?

Those witha The elderly Families with Those living  Those wh
medical need newborns in remote work fro
for electricity ruralareas homeorr

M
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Most important support for vulnerable customers are hospital
infrastructure and temporary power supplies during outages. Over
55s are most concerned about supporting the vulnerable

Please say how important or unimportant you think it is for Electricity North West to do
each of the following. (Average rating)

Very Important WAl m18-34 © 35-54 W55+

1.38

141134140 435 ) 5y 120137 195

1.17 1.14

Somewhat

0.97
0.9 0.87
0.84 0.84 0.82 .
Important 08 0.7

Neither Important
nor Unimportant

Upgrade the network  Provide additional Provide additional Invest an additional Contact all known
at 56 hospitals across support - like training to front-line £8 million, over and vulnerable customers
the region by 2017 temporary power staff as to the needs, above current plans, once ayear to check
Somewhat supplies during support and between 2015 and on their needs and
Unimportant periods of planned or identification of 2023 in supporting views

unplanned power loss vulnerable people vulnerable customers

Very Unimportant

p22
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Most important support for vulnerable customers are hospital
infrastructure and temporary power supplies during outages. Over
55s are most concerned about supporting the vulnerable

Please say how important or unimportant you think it is for Electricity North West to do
each of the following. (Average rating)
" ) \ 55+
They need to bring a

Very Important

generator for those vulnerable
people whilst they are waiting
for cables to be fixed.”

1'381 41 141 37
A1 134 132 1,7 1298

Somewhat
Important

0.87
0.8 0.76

Neither Important
nor Unimportant

Upgrade the network  Provide additional Provide additional Invest an additional Contact all known
at 56 hospitals across support - like training to front-line £8 million, over and vulnerable customers
the region by 2017 temporary power  staff as to the needs, above current plans, once ayear to check
Somewhat supplies during support and between 2015 and on their needs and
Unimportant periods of planned or identification of 2023 in supporting views

unplanned power loss vulnerable people vulnerable customers

Very Unimportant
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Electricity Theft
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Each element of ENW’s plan to combat electricity theft is
considered important — especially assessing/identifying premises
where theft is likely

For each of the following possible actions, please say how important or unimportant you
think it is for Electricity North West to do each of the following.

B Very important ™ Somewhat important  Neither important nor unimportant @ Somewhat unimportant B Very unimportant

Assess and identify the premises where electricity theft is likely 41% 7% %1%
.. . . | |
Set-up a 24 hour helpline s;)hsuspec.ted theft can be reported by 40|% | 14% 2%
e public | |
Educate consumers on how to identify signs of potential theft 44% 13% 2%
| |
Work with others to establish an industry code of practice 45% 15% 1%

p25
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Each element of ENW’s plan to combat electricity theft is
considered important — especially assessing/identifying premises

where theft is likely

For each of the following possible actions, please say how important or unimportant you
think it is for Electricity North West to do each of the following.

B Very important @ Somewhat important  Neither important nor unimportant @ Somewhat unimportant B Very unimportant

Assess and identify the premises where electricity theft is likely

“These companies should be
saying ‘we know this is a three
bedroom house and should be
using x amount and they are
only using 1000 watts, so let’s

»nm

go have a lookintoit”.

Share "best practice" with other Distribution Network Operators
share its approaches with others and learn from them

Set-up a 24 hour helpline so suspected theft can be reported by
the public

Educate consumers on how to identify signs of potential theft

Work with others to establish an industry code of practice

p26
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The call for action on electricity theft — even when costs outweigh
financial benefits — increases with age

Thinking about Electricity North West's general approach to tackling electricity theft,
should they...?

B Take action only
when the financial
benefits of doing so
are greater than the
costs of doing so

Take action if the
financial benefits are
likely to match the
costs of doing so

B Take action even if
the financial benefits
of doing so are less
than the cost of doing
so

® Don't know

p27
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The call for action on electricity theft — even when costs outweigh
financial benefits — increases with age

Thinking about Electricity North West's general approach to tackling electricity theft,
should they...?

B Take action only l

when the finandial “They have got to stop people |
benefits of doing so : : -
are greater than the doingit at thg end of the day,

costs of doing so and they will save money -

doingso inthe longrun.” -

Take action if the
financial benefits are
likely to match the
costs of doing so

“They need to take action
because not only do you have
the theft of the fuel, you have

the danger to the engineers |
and the peoplein the house.”Jﬁ

B Take action even if
the financial benefits
of doing so are less
than the cost of doing
so

® Don't know
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financial benefits — increases with age

The call for action on electricity theft — even when costs outweigh

Thinking about Electricity North West's general approach to tackling electricity theft,

should they...?

B Take action only
when the financial
benefits of doing so
are greater than the
costs of doing so

Take action if the

likely to match the
costs of doing so

B Take action even if
the financial benefits
of doing so are less
than the cost of doing
so

® Don't know
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“It’s seen as a victimless crime

anditisn’t; it spoilsit for
everybody.”

financial benefits are —_—

“You shouldn’t go looking for
it; it’s going to cost money to

do that. | don’t want to spend

good money after bad.”

Vs
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Storms and compensation for power outages
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There is little appetite for increasing current compensation levels if
it means an increase in electricity bills

Keeping in mind that increasing the level of compensation payments is likely to raise the
costs of all electricity customers slightly, do you think the compensation level should be
higher than £54 after 18 hours without power?

H Yes
® No

B Don't know

p31
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There is little appetite for increasing current compensation levels if
it means an increase in electricity bills

Keeping in mind that increasing the level of compensation payments is likely to raise the
costs of all electricity customers slightly, do you think the compensation level should be

higher than £54 after 18 hours without power?
“Yes, 18 hoursis a long time
to be without electricity.”

“"

‘As long as everything’s

been maintained asit
should be and they can
prove that then you
can’t blame them and
kexpect compensation.”

H Yes

® No

B Don't know

ﬂ’l think culpability must
come intoit. If they are
culpablethen fair
enough they should pay

Kcompensation.”
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Appetite for paying compensation after 18hrs rather than 48hrs is
split with 18-30s leaning slightly toward 48hrs and over 55s,
towards 18hrs

Keeping in mind that increasing the level of compensation payments is likely to raise the
costs of all electricity customers slightly, do you think that all customers affected by
extreme weather should be paid compensation after 18 hours rather than 48 hours?

M Yes, all affected customers
should be compensated
after 18 hours

m No, all affected customers
should be compensated
after 48 hours

® Don't know

p33
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Appetite for paying compensation after 18hrs rather than 48hrs is
split with 18-30s leaning slightly toward 48hrs and over 55s,
towards 18hrs

Keeping in mind that increasing the level of compensation payments is likely to raise the
costs of all electricity customers slightly, do you think that all customers affected by
extreme weather should be paid compensation after 18 hours rather than 48 hours?

ﬂ' “No, it’s not their fault \
ﬂ what's happened and | do

A believe that the utility
companies do their best, so
at the end of the day | don’t
think it should change.” /

“The storm could last Ionger\
than that, and youdon't
want people outside putting
themselves in danger fixing

it” )
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Most say that compensation should be the same irrespective of the
number of customers affected, though 18-30s are less sure

Should compensation be the same irrespective of how many customers are affected?

M Yes
®m No

®m Don't know

p35
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While a third of consumers are happy with current compensation
levels after extreme weather, nearly half favour an increase of at
least £50 per day

Which of these levels of compensation do you think would be most acceptable after
being without power after an extreme weather event?

£50 per 24 hours 18%

I

£100 per 24 hours 6%

Incremental increases per day i.e. £50 first 24 hours, £100 for second 24

[v)
hours (so, £150 for 48 hours) 21%

A token compensation of £25 per day for being disrupted and all other
costs claimed from customers' house insurance

21%

The existing level of payment (£27 after 48 hours plus £12 per additional

12 hours) 34%
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The vast majority (especially over 55s and women) say
compensation should be paid to all affected by the outage

Should compensation be paid...?

M To all customers
affected by the power
outage

B Only to those who
contact Electricity
North West

H Don't know
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Half are against compensating business customers for total loss of
earnings

Keeping in mind that increasing the level of compensation payments is likely to raise the
costs of all electricity customers slightly, do you think all business customers should be

recompensed for total loss of earnings?

H Yes
H No

B Don't know
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Providing Information/ Social Media
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Over half say that these service areas are very important when
reporting a problem to ENW

If you were to call Electricity North West to report a problem, how important or
unimportant would each of the following be?

B Very important Somewhat important Neither important nor unimportant
B Somewhat unimportant B Very unimportant

w
O
oN

That your call is answered quickly

The person you speak to is able to explain why you

4%

have no power |
The person you speak to is able to tell you when a%
your power will be restored | °

Information on how to determine if the problem is
. \ : 6%] 1%
with ENW's network or in your own home |
The call centre is based in the UK 8% @6 2%
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Over half say that these service areas are very important when
reporting a problem to ENW

If you were to call Electricity North West to report a problem, how important or
unimportant would each of the following be?

B Very important Somewhat important Neither important nor unimportant
B Somewhat unimporta