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* In this presentation we aim to:

— Explain the incentives that need to be reviewed

— Present our indicative timeline

— Express that we are keen to engage with stakeholders on this
process, in particular:

On the extent to which the actions that are incentivised are generating benefits
to consumers?

On whether the current framework is fit for purpose?

On whether there is any change that could be made to maximise benefits?
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 New gas SO incentives in place from April 2013
* Incentives aligned with RIIO-T1 — 8 year schemes
 However, three newly introduced incentive schemes to be reviewed after

2 or 3 years
| incentive | Duration | Expirydate

Maintenance (two targets) 2 years 31 March 2015
D-2 to D-5 demand forecasting 2 years 31 March 2015
GHG emissions 3 years 31 March 2016
D-1 demand forecasting 8 years 31 March 2021
Residual balancing 8 years 31 March 2021
Shrinkage 8 years 31 March 2021
Constraint management 8 years 31 March 2021
Unaccounted for Gas 8 years 31 March 2021
Operating Margins 8 years 31 March 2021
Information provision 8 years 31 March 2021
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Maintenance (two targets) £1.5m -£1.5m
D-2 to D-5 demand forecasting £10m for perfect forecast -£1m
GHG emissions £0 (downside only) No floor
D-1 demand forecasting £10m for perfect forecast -£1.5m
Residual balancing £2m £-3.5m
Shrinkage £7m -£7m
Constraint management £20m -£60m
Unaccounted for gas Reputational incentive

Operating margins Reputational incentive
Information provision Reputational incentive
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Do the three incentives target the right behaviours?

Have we got the appropriate balance between the targets
and the potential for incremental benefits?

Should we include anything else under these incentives?

Dt

Decide an appropriate course of action for each
of the three incentives




ofgem g s postve e SO pe rformance |

) 4
Maintenance Change Target Maintenance Days Target
74 80
6 - 70
60

o] % 50
>
£a- 50 N
: o ———
%3 S 30
z 20

27 10

[
1
o

Apr-13 May-13 Jun-13 Jul-13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13

0 T T T T 1 T T T 1
Apr-13 May-13 Jun-13 Jul-13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13 ———Forecast Annual Days Used Target (Days)
==Y ear to Date Number of Days Changed ====Performance Measure == Forecast Annual Days Used (Days)
* NGG is performing well against the incentive - so far it has I+ The data provided is NGG’s monthly forecast on the length of
not made any changes to its maintenance plans. | I their annual maintenance works.

I I * We will receive the final data at the end of the year.

—
—
-_— e e o= ol



Making a positive difference
for energy consumers

ofgem

SO performance Il

v

Demand Forecasting D-2 to D-5

mmm Average Daily Error - 2013/14 (mcm) e==2013/14 Target (mcm)

25

20

mcm

10 4

)

]
&

e ¢
&
@ N

Green House Gas (GHG) Emissions Venting Target

Cumulative Venting (kt) I Current Month Venting (kt) === Annual Venting Target (kt)

w
wn
)

w
o
|

tonnes (thousands)
- - N N
o v o

o
wn
|

o
o

&

* Until December 2013 NGG average daily demand forecast error
was constantly below the target of 16 mcm.

However, December saw the forecast error increase up to 20
mcm, which is 4 mcm above the target.

* Wesstill do not have the data for the remaining winter months.
During colder winter months typically the demand volatility is
higher which makes demand forecasting more complicated.

* December 2013 saw levels of venting at 348 tonnes, taking the total
amount vented to 2419 tonnes, 83% of the annual target.

* Wesstill do not have the data for the remaining winter months.

* However, typically we have observed higher venting levels during
colder months.
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Spring/Summer Winter

2014 2014/2015 Spring 2015
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Stakeholder Engagement,

1 April
2015/2016

License
takes
effect

License changes

FP consultation implementation

including consultations

N.B. We intend to review the three incentives at the same time.
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Any questions?

For further questions email: soincentives@ofgem.gov.uk
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Ofgem is the Office of Gas and Electricity Markets.

Our priority is to protect and to make a positive
difference for all energy consumers. We work to
promote value for money, security of supply and
sustainability for present and future generations.
We do this through the supervision and
development of markets, regulation and the
delivery of government schemes.

We work effectively with, but independently

of, government, the energy industry and other
stakeholders. We do so within a legal framework
determined by the UK government and the
European Union.

www.ofgem.gov.uk




