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KEY MESSAGES FROM AN INITIAL REVIEW OF THE RIIO-GD2 FINAL 
DETERMINATIONS. 

This pack sets out an initial review of Ofgem’s RIIO-GD2 Final Determinations (FDs).  As signalled by the Draft Determinations (DDs), 
the FD represents a tough settlement for companies.  Relative to the DD, Ofgem has increased baseline totex allowances and 
increased the WACC, but there are still significant differences relative to company Business Plans.  As such, companies will now be 
considering whether to appeal the determination to the CMA.  Our key observations and reflections on the FDs are as follows.

There remain significant differences between Ofgem’s view of baseline totex and those of GDNs.  While Ofgem has 
significantly reduced the repex cost gaps compared to the DDs, at the sector level, Ofgem has set totex at 11.3% less than that 
submitted by companies.  This means that half of the GDNs face double digit % gaps.  Notably, all water companies that 
appealed Ofwat’s PR19 FD had cost gaps of around 10% or more.  Ofgem has also continued to maintain a relatively extreme 
position on the level of catch-up efficiency and ongoing efficiency.

Ofgem has sought to set stretching output targets, but how tough they are will vary across GDNs and outputs.  Ofgem 
has also rejected the vast majority of bespoke outputs proposed by companies and has set incentives that are skewed to the 
downside.

Ofgem’s updated view of the WACC is 2.81% for SGN South and Cadent; and 2.85% for SGN Scotland, NGN and WWU 
(CPIH, real), which is higher than its previous view of 2.63%, as set out in the July 2020 DD.  Its controversial downwards 
adjustment for expected outperformance has been maintained at 25bps, and its approach still has a number of other 
methodological weaknesses.  Ofgem’s view is notably significantly below that of the CMA’s in its water redetermination 
Provisional Findings.  We also consider Ofgem’s approach to financeability remains flawed.

In a bid to limit the potential for outperformance, Ofgem has linked approximately 50% of baseline totex to uncertainty 
mechanisms and intends to implement its Return Adjustment Mechanism (taking effect 300bps above the allowed 
return on equity).  These limit the potential upside for GDNs and reduce the incentive for outperformance.

The rest of this document sets out further details of the FDs in relation to: costs; uncertainty mechanisms; outputs and incentives; 
and financing.
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COSTS: OFGEM HAS MOVED SIGNIFICANTLY ON ALLOWED BASELINE TOTEX, 
BUT THERE REMAIN SIGNIFICANT DIFFERENCES BETWEEN OFGEM’S VIEW AND 
THOSE OF GDNs.

Table: Submitted, DD and FD totex allowances for RIIO-GD2, 2018/19 prices
There has been a significant 
upward adjustment to baseline 
totex allowances compared to 
Ofgem’s DDs. 

Key drivers for the upward 
adjustments include:
• resolution of technical 

modelling errors; and 
• acceptance of material 

additional repex, IT and 
capex workload allowances.

While the overall gap is still 
almost 10%, Ofgem may allow 
significant expenditure through 
uncertainty mechanisms.

At PR19, all water companies 
that sought a CMA 

redetermination had costs 
gaps of around 10% or more 
(9.2% to 16.0%) in at least one 

of the network areas.

Source: GDN company annexes

Submitted 
totex (£M)

Draft Determinations
Resubmitted 
totex (£m )

Final Determinations

Totex (£m)
Gap to 

submitted (%)
Totex (£m)

Gap to 
submitted (%)

Cadent EoE £1,621 £1,286 -20.7% £1,606 £1,518 -5.5%

Cadent Lon £1,569 £1,040 -33.7% £1,447 £1,229 -15.1%

Cadent NW £1,171 £972 -17.0% £1,157 £1,017 -12.1%

Cadent WM £957 £780 -18.5% £927 £856 -7.7%

NGN £1,249 £1,083 -13.3% £1,250 £1,174 -6.1%

SGN SC £998 £840 -15.8% £981 £901 -8.2%

SGN SO £2,060 £1,687 -18.1% £2,026 £1,738 -14.2%

WWU £1,182 £997 -15.7% £1,203 £1,157 -3.8%

Total £10,807 £8,685 -19.6% £10,597 £9,590 -9.5%
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COSTS: DIRECT AND INDIRECT OPEX.

Table: Submitted, DD and FD direct opex allowances for RIIO-GD2, 
2018/19 prices

Submitted 
direct opex 

(£M)

Draft 
Determinations

Re-
submitted 

direct 
opex (£M)

Final 
Determinations

Direct 
opex (£m)

Gap to 
submitted 

(%)

Direct 
opex (£m)

Gap to 
submitted 

(%)

Cadent 
EoE

£507 £398 -21.5% £507 £463 -8.7%

Cadent 
Lon

£438 £339 -22.6% £438 £367 -16.2%

Cadent 
NW

£352 £290 -17.6% £352 £288 -18.2%

Cadent 
WM

£269 £223 -17.1% £269 £231 -14.1%

NGN £313 £318 1.6% £313 £310 -1.0%

SGN SC £255 £229 -10.2% £255 £231 -9.4%

SGN SO £466 £410 -12.0% £466 £393 -15.7%

WWU £329 £300 -8.8% £332 £323 -2.7%

Total £2,929 £2,507 -14.4% £2,932 £2,606 -11.1%

Source: GDN company annexes

Table: Submitted, DD and FD indirect opex allowances for RIIO-GD2, 
2018/19 prices

Submitted 
indirect 

opex (£M)

Draft 
Determinations

Re-
submitted 

direct 
opex (£M)

Final 
Determinations

Indirect 
opex (£m)

Gap to 
submitted 

(%)

Indirect 
opex (£m)

Gap to 
submitted 

(%)

Cadent 
EoE

£164 £129 -21.3% £164 £143 -12.8%

Cadent 
Lon

£142 £109 -23.2% £142 £115 -19.0%

Cadent 
NW

£128 £108 -15.6% £128 £108 -15.6%

Cadent 
WM

£112 £96 -14.3% £112 £100 -10.7%

NGN £132 £131 -0.8% £132 £116 -12.1%

SGN SC £107 £98 -8.4% £107 £97 -9.3%

SGN SO £199 £176 -11.6% £199 £167 -16.1%

WWU £156 £142 -9.0% £156 £147 -5.8%

Total £1,140 £989 -13.2% £1,140 £993 -12.9%
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COSTS: CAPEX AND REPEX.

Table: Submitted, DD and FD capex allowances for RIIO-GD2, 2018/19 
prices

Source: GDN company annexes

Table: Submitted, DD and FD repex allowances for RIIO-GD2, 
2018/19 prices

Submitted 
capex (£M)

Draft 
Determinations

Re-
submitted 

direct 
opex (£M)

Final 
Determinations

Capex 
(£m)

Gap to 
submitted 

(%)

Capex 
(£m)

Gap to 
submitted 

(%)

Cadent 
EoE

£297 £238 -19.9% £288 £299 3.8%

Cadent 
Lon

£182 £125 -31.3% £167 £147 -12.0%

Cadent 
NW

£194 £157 -19.1% £188 £179 -4.8%

Cadent 
WM

£139 £115 -17.3% £137 £142 3.6%

NGN £274 £255 -6.9% £275 £258 -6.2%

SGN SC £306 £239 -21.9% £306 £277 -9.5%

SGN SO £407 £289 -29.0% £407 £344 -15.5%

WWU £256 £208 -18.8% £274 £267 -2.6%

Total £2,055 £1,626 -20.9% £2,042 £1,913 -6.3%

Submitted 
repex (£M)

Draft 
Determinations

Re-
submitted 
direct opex 

(£M)

Final 
Determinations

Repex 
(£m)

Gap to 
submitted 

(%)

Repex 
(£m)

Gap to 
submitted 

(%)

Cadent 
EoE

£654 £517 -20.9% 647 £613 -5.3%

Cadent 
Lon

£806 £464 -42.4% 699 £600 -14.2%

Cadent 
NW

£496 £414 -16.5% 489 £442 -9.6%

Cadent 
WM

£436 £343 -21.3% 343 £383 11.7%

NGN £530 £379 -28.5% 530 £490 -7.5%

SGN SC £329 £274 -16.7% 312 £296 -5.1%

SGN SO £988 £812 -17.8% 954 £834 -12.6%

WWU £442 £348 -21.3% 442 £420 -5.0%

Total £4,681 £3,551 -24.1% £4,416 £4,078 -7.7%
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COSTS: OFGEM HAS TAKEN A MARGINALLY LESS AGGRESSIVE STANCE ON 
CATCH-UP AND ONGOING EFFICIENCY, COMPARED TO DD.

In RIIO-GD1, Ofgem used the 75th percentile to set the efficiency challenge, 
leading to cost allowances being approximately 8% below company requests.  

Due to (in its view) significant outperformance in GD1, Ofgem has set the 
benchmark efficiency challenge at the 85th percentile for RIIO-GD2 –
equivalent to approximately the 2nd most efficient company. 

This is the same as was proposed in Ofgem’s DDs.  However, the FDs have 
allowed a 3-year glidepath.

Each company specific catch-up efficiency challenge is detailed in the table to the 
right.

CEPA was commissioned to conduct an efficiency assessment to inform Ofgem’s 
proposed efficiency challenge for RIIO-2.  

The subsequent ongoing efficiency ranges produced by CEPA were:

• 0.5% - 1.2% for capex and repex

• 0.7% - 1.4% for opex. 

In its DDs, Ofgem proposed to set an efficiency challenge at the upper bound 
of these ranges, at 1.2% per year for capex and repex, and 1.4% per year for 
opex, applied consistently across all companies.  

In its FDs, Ofgem has revised the OE challenge down slightly, to 1.15% per 
year for capex and repex, and 1.25% for opex.  Ofgem has decided that it will 
not make COVID specific adjustments to this OE challenge.

Each company specific catch-up efficiency challenge is detailed in the table to the 
right.

CATCH-UP EFFICIENCY CHALLENGE

ONGOING EFFICIENCY

Notably, Ofgem is proposing a more stretching 
ongoing efficiency assumption than the 1.1% 

Ofwat selected for its FDs and the 1% the CMA 
selected for its Provisional Findings.  In our view, it 

is hard to reconcile Ofgem’s stance to the UK’s 
flatlining productivity.  It also continues to raise 
internal consistency questions in relation to 

the TMR assumed in the WACC.  

Benchmark 
efficiency 

adjustment (£m)

Ongoing 
efficiency 

(£m)

Cadent EoE -£54 -£74

Cadent Lon -£194 -£59

Cadent NW -£72 -£49

Cadent WM -£23 -£42

NGN £0 -£42

SGN SC -£11 -£44

SGN SO -£175 -£84

WWU -£21 -£56

Total -£550 -£450
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REAL PRICE EFFECTS AND THE TOTEX INCENTIVE MECHANISM: OFGEM 
INTENDS FOR CONSUMERS TO RECEIVE A GREATER SHARE OF COMPANY COST 
SAVINGS OVER RIIO-2.

The table to the right details the confidence-dependent totex sharing 
rates that will apply over RIIO-2.  As can be seen, there is little 
movement from DD.

Sharing rates have been set so that consumers receive a greater 
proportion of costs savings under the RIIO-2 price controls than 
under the RIIO-1 controls.

Confidence-dependent sharing rate

DD FD

Cadent 50% 50%

NGN 50% 49%

SGN 49% 50%

WWU 50% 50%

Source: RIIO-2 Final Determinations – Core Document

RPEs

Ofgem has decided to apply RPE adjustments to labour 
(general and specialist) and materials cost categories for 
GDNs. 

As show in the table to the right, Ofgem now expects lower 
RPEs than it did at DD.  Nevertheless, RPEs will continue to 
be indexed.

2020/21 2021/22 2022/23 2023/24
2024/25

–
2025/26

DD RPE 
forecasts

1.4% 1.2% 1.2%

FD RPE 
forecasts

0.9% 1.4% 1.1% 1.0% 0.9%

TOTEX INCENTIVE MECHANISM
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BUSINESS PLAN INCENTIVE: OFGEM OFFERED A REWARD EQUIVALENT TO 7% 
OVERSPEND FOR HIGH QUALITY BUSINESS PLANS. 

Ofgem designed the BPI with an aim to encourage network companies to submit ambitious plans, containing the information 
required for Ofgem to undertake a robust assessment.  

The table below details Ofgem’s DD and FD BPI rewards and penalties for RIIO-GD2. 

Ofgem decided not to proceed with the proposal put forward in the DDs for 
companies to share rewards – with this incentive thus resulting in greater 

upside potential.

Stage 1: 
completeness of 

information

Stage 2: additional 
consumer value 

offered

Stage 3: quality of 
cost justification

Stage 4: review for 
high-confidence costs

FD cap / 
collar (+/-
2% totex)

FD total 
reward / 
penalty

DD FD DD FD DD FD DD FD

Cadent
No 

penalty
No 

penalty
£0m £0.7m -£0.1m -£0.1m £0m £0m £92.4m £0.6m

NGN
No 

penalty
No 

penalty
£1.6m £0m £0m -£2.8m £0m £5.4m £23.5m £2.6m

SGN
No 

penalty
No 

penalty
£0m £0m -£1.1m -£0.8m £0m £0m £52.8m -£0.8m

WWU
No 

penalty
No 

penalty
£0m £0m £0m £0m £0m £0m £23.1m £0m

Source: RIIO-2 Final Determinations – Core Document
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Ofgem has decided 
that approximately 
50% of baseline totex 
will be linked to UMs 
in RIIO-2, such as price 
control deliverables 
and volume drivers.

The table to the right 
summarises RIIO-GD2 
specific uncertainty 
mechanisms set out 
by Ofgem in the FDs. 

Table: Proposed uncertainty mechanisms for GD2

UNCERTAINTY MECHANISMS: OFGEM HAS ATTACHED UNCERTAINTY 
MECHANISMS TO A LARGE PROPORTION OF COSTS – LIMITING THE POTENTIAL 
FOR COST OUTPERFORMANCE.

Applicable to GD2 specific UM Type of mechanism

All GDs Pension deficit charge adjustment Pass-through

All GDs Third-party damage and water ingress Pass-through

All GDs Miscellaneous pass-through Pass-through

All GDs Gas Transporters share of Xoserve costs Pass-through

All GDs Theft of gas (supplier responsible) Pass-through

All GDs Shrinkage Pass-through

All GDs NTS exit capacity Pass-through

All GDs Repex – Tier 2A iron mains Volume driver

All GDs Repex – HSE policy changes Re-opener

All GDs Repex – Tier 1 iron stubs Re-opener

All GDs Repex - Diversions Re-opener

All GDs Multi-occupancy buildings (MOB) Re-opener

All GDs Heat policy Re-opener

All GDs Domestic connections Volume driver

All GDs New large load connections Re-opener

All GDs Smart meter rollout costs Re-opener

All GDs Specified streetworks Re-opener

All GDs Fuel Poor Network Extension Scheme (FPNES) Re-opener

SGN only Stranraer LDZ Pass-through
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OUTPUTS AND INCENTIVES: OFGEM HAS SOUGHT TO SET STRETCHING OUTPUT 
TARGETS AND REJECTED MANY OF THE BESPOKE OUTPUTS PROPOSED BY 
COMPANIES.

Ofgem has sought to set stretching targets, but how tough they are will vary by 
GDN and output.

GDNs are subject to 22 common outputs – the same number as at DD, although 
Ofgem has made some changes to the specific outputs.

Ofgem has rejected the vast majority of the bespoke outputs and Customer 
Value Propositions (CVPs) proposed by companies.  As illustrated opposite, out 
of the 59 bespoke ODIs proposed by GDNs, Ofgem has accepted only 2, down 
from 7 at DD; and out of the 69 CVPs proposed, Ofgem has accepted only 1, in 
line with its position at DD.  The reasons for more ODI rejections at DD varied.  
Ofgem has also rejected the majority of bespoke PCDs and all of the bespoke LOs. 

As set out on the following slide, Ofgem has retained its pragmatic approach to 
setting caps and collars on ODIs, based on arbitrary percentages of base revenue.  
In addition to ODIs, GDNs will also face risks from financial mechanisms 
connected to some LOs and PCDs.  Notably, Ofgem has doubled the payments to 
customers for failure to meet the Guaranteed Standards of Performance (GSOPs) 
compared to RIIO-GD1.

In relation to the common financial ODIs, Ofgem maintained its DD position for 
the complaints metric ODIs.  It modified the deadband to cover all three surveys 
for the customer satisfaction survey ODI, and excluded major incidents from the 
performance measure for the planned interruptions ODI.  For the shrinkage and 
environmental emissions ODI, it had consulted on three options for performance 
targets at DD and opted for the one set out on the following slide.

Figure: Bespoke ODIs and CVPs accepted/rejected

2

57

ODIs

1

68

CVPs
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OUTPUTS AND INCENTIVES: OFGEM’S ODIs PROVIDE LIMITED INCENTIVE FOR 
OUTPERFORMANCE AND MAY SKEW RISK TO THE DOWNSIDE.

The table below sets out Ofgem’s position on the target levels and incentives for the common financial ODIs.  In addition to those 
presented, we note that Ofgem has labelled the penalty associated with the NARM as a financial ODI.  

ODI Performance target Incentive value Cap and collar

Customer 
satisfaction survey

Common targets, based on 
performance in three surveys.

Each additional 0.1 deviation from the 
deadband is worth ±0.07%, ±0.11%, or 
±0.33% of base revenue, depending on 

the survey.

± 0.5% of base revenue.

Complaints metric
Minimum performance is set 

at 5.

A penalty of 0.1% of base revenue 
applies for each 1-point increase above 

the minimum performance level.

Maximum penalty of 0.5% of 
base revenue (for performance 

of 10 or above).

Unplanned 
interruptions

Company specific ‘minimum 
performance’ and ‘excessive 

deterioration’ levels.

Penalties increase linearly between 
these two levels.

Maximum penalty of 0.5% of 
base revenue.

Shrinkage and 
environmental 

emissions

Baseline set on average 
pressure and gas conditioning 
levels over the last three years.

Amount above the baseline is 
multiplied by the cost of the associated 

GHG emissions plus the cost of gas.  
This value is also subject to each 

network's totex incentive sharing rate.

± 0.25% of base revenue.

Ofgem reports a skewed ODI RoRE range of -0.7% to +0.3%.  Ofgem has not set out any detailed reasoning as to why it is 
appropriate to have such a downside skew, or how it has arrived at the arbitrary caps and collars that it is based on.  

Furthermore, Ofgem has not conducted any overall risk analysis, so the likelihood of different outturn ODI RoRE levels is 
unknown (and, relatedly therefore, it is unclear how meaningful Ofgem’s published ranges are).
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FINANCING: OFGEM HAS INCREASED THE WACC TO 2.81% FOR SGN SOUTH 
AND CADENT; AND TO 2.85% FOR SGN SCOT, NGN AND WWU (CPIH, REAL).  
THIS IS AN INCREASE FROM THE 2.63% SET AT DD.

Parameter
SSMD

(May 2019)
DD

(July 2020)

CMA water 
Provisional 

Findings
(Sept 2020)

FD (December 2020)

SGN South & 
Cadent

SGN Scot, NGN & 
WWU

Debt beta 0.10 - 0.15 0.10 - 0.15 0.04 0.075 0.075

Asset beta 0.35 - 0.40 0.34 - 0.39 0.31 0.349 0.349

Notional equity 

beta
0.66 - 0.85 0.66 - 0.79 0.76 0.759 0.759

Total market return 6.25% - 6.75% 6.25% - 6.75% 6.95% 6.25% - 6.75% 6.25% - 6.75%

Risk-free rate -0.75% -1.48% -0.96% -1.58% -1.58%

Cost of equity 4.80% 4.20% 5.08% 4.55% 4.55%

Expected 

outperformance
0.50% 0.25% N/A 0.25% 0.25%

Allowed return on 

equity
4.30% 3.95% 5.08% 4.30% 4.30%

Cost of debt 1.93% 1.74% 2.45% 1.82% 1.88%

Notional gearing 60% 60% 60% 60% 60%

WACC 2.88% 2.63% 3.50% 2.81% 2.85%

Figures are CPIH-real.
The change in the WACC compared 

to DD is due to a combination of 
new data and methodological 

changes. 

The FD WACC is significantly below the CMA’s view in its 
Provisional Findings for the water redeterminations.  Ofgem’s 

position on TMR and RfR appear particularly questionable.
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FINANCING: OFGEM’S APPROACH TO THE WACC STILL HAS A NUMBER OF 
METHODOLOGICAL WEAKNESSES, INCLUDING THE DOWNWARDS 
ADJUSTMENT FOR EXPECTED OUTPERFORMANCE OF 25bps.

Key points on Ofgem’s approach to estimating the cost of equity include:

• Ofgem’s proposed asset beta is likely to continue to be an area of debate, given the subjectivity surrounding the: (i) 
weighting of the five listed companies; (ii) balance of estimation time periods and techniques; (iii) relative risk of energy
versus water companies; and (iv) approaches to gearing / re-gearing.  Ofgem’s conclusion that ‘pure play’ energy firms face 
similar systematic risk to water companies, and the discounting of SSE’s beta, are potentially open to challenge.

• Ofgem’s position on TMR is unchanged from DD and the SSMD, with a range of 6.25% to 6.75% (CPIH, real).  The regulator 
referenced the CMA’s position in the NATS appeal as supportive.  However, this is at odds with the CMA’s more recent 
provisional determination in water (and, in our view, remains questionable).

• Ofgem maintained its DD approach and based the RfR on only real gilts, to avoid having to adjust for the inflation risk 
premium.  In our view, this position is flawed, as it fails to recognise that neither real gilts, nor deflated nominal gilts, 
provide a ‘perfect’ measure of the RfR.

• The controversial downwards adjustment to allowed equity returns for expected outperformance is unchanged from 
DD and set at 25bps.  The regulator relied on a range of evidence to inform this, and largely dismissed the arguments and 
consultancy reports put forward by companies.

In relation to the cost of debt, key points include:

• Ofgem has maintained its approach from DD and used the iBoxx Utilities 10yr+ index.  The regulator decided not to apply a 
‘halo’ adjustment, arguing for a conservative approach.  For smaller companies, Ofgem allowed an additional 6bps (as they 
are expected to issue less often), compared to no additional adjustments at DD.  This allowance was made for SGN Scotland, 
NGN and WWU.

• On additional borrowing costs, Ofgem is allowing an uplift of 25bps, compared to 17bps at DD.  This covers transaction 
costs, liquidity costs, a cost of carry, and a CPIH issuance and basis mitigation allowance.  We note this is greater than the 
10bps uplift Ofwat allowed in its PR19 FDs, but the comparison requires closer inspection.

We consider that Ofgem’s position on the adjustment for 
expected outperformance is flawed in terms of its logic 
and quantification – and is vulnerable to challenge.
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FINANCING: RoRE RANGES ARE NARROWER FOR RIIO-2 THAN THEY WERE FOR 
RIIO-1, AND HAVE WIDENED COMPARED TO DD.

Company
DD (July 2020) FD (December 2020)

RoRE downside RoRE upside RoRE downside RoRE upside

Cadent 2.03% 5.46% 1.93% 6.33%

NGN 1.83% 5.67% 1.79% 6.39%

SGN 1.98% 5.51% 1.98% 6.28%

WWU 1.88% 5.57% 1.74% 6.44%

Sources: FD Finance Annex; Table 31; p.201.  DD Finance Annex; Table 44; p.222.

The ranges published by Ofgem are largely driven by its assumed mean, min and max incentive 
performance levels.  However, it is unclear ‘how robust’ the regulator’s assessment of these key parameters 
is.  In addition, its overall RoRE ranges seem to reflect an ‘additive’ methodology. This likely means that the 

ranges do not take into account interrelationships between individual incentives; nor the fact that the 
probability of being on the more ‘extreme’ ends of performance on multiple incentives simultaneously is 
lower than the sum of individual probabilities.  The absence of robust risk analysis likely represents 

another area of vulnerability for Ofgem, in the event of CMA appeals.
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FINANCING: FINANCEABILITY IS A KEY AREA IN WHICH OFGEM’S APPROACH 
REMAINS MATERIALLY FLAWED AND OPEN TO CHALLENGE AT CMA.

Ofgem’s overall approach to financeability remains largely 
unchanged.  Therefore, the main issues of controversy 
also remain as follows:

• potential tensions between target investment grades 
and the assumptions that underpin the cost of debt; 
and

• whether revenue advancement / capitalisation can 
meaningfully resolve financing constraints. 

Most critically, it is Ofgem’s underlying working 
assumptions (which pre-suppose that the rest of the price 
control is correctly set) that still primarily drive its 
conclusion that the notional firm is financeable.  This 
remains questionable factually, but moreover in our view, 
is questionable even in terms of an approach. 

In our view, financeability is therefore a key area in which 
Ofgem’s approach remains materially flawed. We 
would be confident that the CMA would agree with
our assessment in this regard.

Ofgem has maintained its proposal to introduce a 
sculpted sharing mechanism that will adjust a 
company’s RoRE when it deviates from a pre-determined 
collar.  Under this mechanism, the more an individual 
company outperforms / underperforms the threshold, the 
more their outperformance / underperformance will be 
shared with consumers.

Key features of these mechanisms include:

• RAMs will be symmetrical, allowing adjustments for 
both under- and outperformance.

• They will have a primary threshold of 300bps, 
relative to the baseline allowed return on equity.  
Returns outside of this threshold will be adjusted 
upwards / downwards by 50%, if the downside / 
upside primary threshold is met.

• They will also have a secondary threshold of 400bp,
relative to the baseline.  Returns outside of this 
threshold will be adjusted by 90%, if the downside / 
upside secondary threshold is met.  This element has 
been added at FD.

• Company performance will be assessed using 
combined totex and financial ODI performance.

FINANCEABILITY RETURN ADJUSTMENT MECHANISM
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