DISTRIBUTION PRICE CONTROL REVIEW 
Efficiency

· Large efficiency savings and cost reductions have been achieved and passed onto customers post privatisation. 

· Further efficiency savings are now limited, because of a significant number of upward cost pressures such as lane rentals and investment in the network.  

· Efficiency is not the same as lowest cost and lowest cost does not necessarily deliver best value for money. 

· Distribution prices have fallen by 50% in real terms in less than 10 years.  

Investment

· DNOs operate asset intensive businesses. The asset base is ageing and replacement requires long term, co-ordinated planning in order to minimise disturbance to customers, protect security of supply, ensure adequate skill resources are available, and provide price stability.  

· Since privatisation, good asset management has resulted in the DNOs spending more effectively on reinforcement and replacement using best practice techniques. 
· DNOs require the freedom to fund cash flow requirements with debt or attract equity investment. 
· The price review should be based on an appropriate post-tax cost of capital regime due to different tax charges. DNOs believe that this requires a pre-tax cost of capital of 8%.
· Cost of investment estimated at £5 for each customer.

· DNOs facilitate competition where it is in customers’ interests but the threat of stranded assets as a result of the introduction of competition to parts of the regulated asset base must be avoided. 
· It is inappropriate to strand the assets through subsequent regulatory developments, such as the introduction of competition in metering.  

Regulation

· The Better Regulation Taskforce’s principles of good regulation should be followed in developing the price control framework. 
· Regulation should not impose unnecessary burdens.
· They should have regard to the desirability of encouraging investment and forms of self-regulation.
· Regulatory impact assessments on the more important proposals should be published.
· Rolling mechanisms over longer periods are needed to encourage investment. 

· Risk should be appropriately recognised by an appropriate premium on base costs.
· Where Government policy changes there should be clear policy guidance given to Ofgem for companies to carry out these changes and be remunerated appropriately.

· Ofgem should allow for the additional cost of replenishing pension funds

Distributed Generation

· This price review is the last before 2010 when the Government’s environmental targets are due to be met.
· There is no framework at present established by Ofgem to factor in the inevitable increases in costs associated with connecting DG.

· To facilitate DG, the price review should encourage network transformation by providing incentives for distributors to invest in new infrastructure; connecting more renewable energy sources; and incorporating active system management, at an appropriate return on investment.
