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OFGEM Electricity Networks Price Review:  Pay and Pensions 

OFGEM has now published its final proposals on the “Electricity Distribution Price Control Review”. This document – available with supporting material on the OFGEM website- sets out the level of charges the companies can make over the next 5 years. The OFGEM press release states that as a result of their proposals the average electricity bill will increase by £4 30 a year to fund the companies capital expenditure to renew and upgrade the distribution system.

Some of the companies have inevitably expressed disappointment with the outcome in terms of the rate of return they will be allowed to earn on their investments. It is too early to say if there will be any adverse consequences for jobs. However OFGEM has written to the unions highlighting the fact that their proposals contain a substantial allowance of £218 million – equivalent to 4500 jobs- for growth and renewal in the electricity companies’ workforce over the next five years.

Pay 

The proposals are less helpful on the subject pay and conditions. The document notes that the companies have “ typically struck pay deals in the last year that are well above inflation” ( as measured by RPI).OFGEM observe that this should “provide some headroom for below inflation price rises in subsequent years to maintain the level of real wages unless there are productivity improvements…” No doubt this will be cited frequently by the companies in 2010 pay talks.

Pensions

On pensions OFGEM has made a number of important decisions and:

·  Allowed in full what the companies asked for in pension costs.

· Reduced the incentive rates that the companies will be exposed to on any overspend relative to forecast ongoing pension cost.

· Decided to use the Government Actuary Departments statistics to decide whether to trigger an efficiency review in assessing how companies are managing their pension costs rather than data derived from the Pension Protection Fund. 

These are welcome developments but it is certain that the regulator will return to this issue in the next reviews of the transmission and gas distribution price controls.
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