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Giving consumers a stronger voice 

Q1. How can we enhance these models and strengthen the role of stakeholders in providing 

input and challenge to company plans? 

We support the principle that network licensees should engage closely with their 

stakeholders and deliver customer requirements, whilst also taking into account the views of 

other parties affected by the gas and electricity networks.  

Through RIIO-1, network licensees have been encouraged to engage with stakeholders and, 

as far as we are aware, they have1. However, the quality of that engagement varies and we 

are unclear what impact this has had on business planning. At present, the strongest driver 

for engagement with stakeholders arises when network companies are seeking planning 

permission for network reinforcement rather than through RIIO or any other aspect of the 

regulatory environment. Forums for customers to share their views about, for example, 

connection processes and charging arrangements provide another important means for 

stakeholder engagement. Stakeholders also take part in panels concerned with reviews of 

codes, e.g. Grid Code, Connection and Use of System Code. It has been argued by some that 

デｴW ゲWIデﾗヴげゲ ヮヴﾗIWゲゲWゲ aﾗヴ Wﾐゲ┌ヴｷﾐｪ Iﾗﾐデｷﾐ┌WS IﾗｴWヴWﾐIW ;ﾐS aｷデﾐWゲゲ aﾗヴ ヮ┌ヴヮﾗゲW ﾗa デｴW a┌ﾉﾉ 
suite of relevant codes is no longer adequate2 although precisely how they can be improved 

is open to question. In our view (a) proposed code modifications are not always brought 

forward in a timely manner and (b) some stakeholders sometimes take a very parochial view, 

objecting to changes that, at the very least, delay their implementation3. 

Other forms of engagement of which we are aware include more general events to which 

almost anyone is welcome and at which the network licensees give high level presentations 

on recent work and forthcoming priorities.  

Aside from the impact of planning applications, we are unclear what impact ﾉｷIWﾐゲWWゲげ SｷヴWIデ 
ゲデ;ﾆWｴﾗﾉSWヴ Wﾐｪ;ｪWﾏWﾐデ ｴ;ゲ ｴ;S デﾗ S;デW ﾗﾐ ﾐWデ┘ﾗヴﾆゲ ﾉｷIWﾐゲWWゲげ business processes and 

planning. It is unclear whether capital expenditure plans have been changed as a result 

except, for example, in measures to reduce the visual impact of network developments. In 

spite of improvements (Wくｪく ｷﾐ ヴWゲヮWIデ ﾗa デｴW ヮ┌HﾉｷI;デｷﾗﾐ ﾗa けｴW;デ ﾏ;ヮゲげ ﾗa IﾗﾐﾐWIデｷﾗﾐ 
opportunities) distribution network operators (DNOs), in particular, still seem to face criticism 

in respect of connection processes, the provision of information and the sharing of risk4.  

Ofgemげゲ ゲデ;ﾆWｴﾗﾉSWヴ Wﾐｪ;ｪWﾏWﾐデ ヮヴﾗヮﾗゲ;ﾉゲ ;ヮヮW;ヴ デﾗ HW oriented towards the 

determination of a price control settlement. This will help ensure that stakeholders are 

                                                      

1 See for example: SP Energy Networks. (2018). Engagement. 

https://www.spenergynetworks.co.uk/pages/stakeholder_engagement.aspx [May 2nd, 2018]; and 

National Grid. (2018). Stakeholder Engagement. http://www.talkingnetworkstx.com/stakeholder-

engagement.aspx [May 2nd, 2018] 

2 See Energy System Catapult, Future Power System Architecture, August 2017. 

3 See for example: National Grid. (2018). Grid Code. 

https://www.nationalgrid.com/uk/electricity/codes/grid-code?meeting-docs  [May 2nd, 2018] 

4 For some discussion, see, for example, Bell, K. and Gill, S. (2018) Delivering a highly distributed 

electricity system: Technical, regulatory and policy challenges. Energy Policy 113: 765-777. 

http://www.talkingnetworkstx.com/stakeholder-engagement.aspx
http://www.talkingnetworkstx.com/stakeholder-engagement.aspx
https://www.nationalgrid.com/uk/electricity/codes/grid-code?meeting-docs
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drawn into the price control process and have the chance to reflect on plans in a considered 

and informed way. If successful then デｴW ヮヴﾗヮﾗゲWS デｴヴWW ゲデ;ｪW ヮヴﾗIWゲゲ ﾗa ふｷぶ さ┌ゲWヴ ｪヴﾗ┌ヮゲざ 
for the transmission licensees5 ﾗヴ さｷﾐSWヮWﾐSWﾐデ C┌ゲデﾗﾏWヴ Eﾐｪ;ｪWﾏWﾐデ Gヴﾗ┌ヮゲざ aﾗヴ 
SｷゲデヴｷH┌デｷﾗﾐが ふｷｷぶ ; さCｴ;ﾉﾉWﾐｪW Gヴﾗ┌ヮざ ;ヮヮﾗｷﾐデWS H┞ OaｪWﾏ ;ﾐS ふｷｷｷぶ さOヮWﾐ HW;ヴｷﾐｪゲざ ┘ﾗ┌ﾉS 
provide additional insights into whether proposed expenditures are needed. They may also 

provide information that complements analyses commissioned by Ofgem about costs.  

One concern expressed ;デ OaｪWﾏげゲ さTｴW F┌デ┌ヴW ﾗa NWデ┘ﾗヴﾆゲざ W┗Wﾐデ ｷﾐ Gﾉ;ゲｪﾗ┘ ﾗﾐ Aヮヴｷﾉ ヱΓth 

2018 was that stakeholder groups, presented with plans that make extensive use of highly 

innovative methods or technologies, would prefer something more conservative. On the 

other hand, a stakeholder group might naturally want a plan with a lower total cost.  

We are pleased to note that Ofgem recognises the need for stakeholder engagement groups 

to have access to expert support. We also note that stakeholders need to make significant 

commitments of time to attend consultative meetings and review documents. Ofgem 

proposes that the individuals or organisations concerned should be compensated for their 

time, though, in the case of licensee user or Customer Engagement groups, this might also 

change the level of independence that the stakeholders feel, or are perceived to have, with 

respect to the network licensee. Gｷ┗Wﾐ デｴW W┝ｷゲデWﾐIW ﾗa デｴW Cｴ;ﾉﾉWﾐｪW Gヴﾗ┌ヮ ;ﾐS けﾗヮWﾐ 
ｴW;ヴｷﾐｪゲげ, the added value of user groups or Customer Engagement Groups to the price 

control process might therefore be questioned. In addition, we wonder about the extent to 

which these groups, the Challenge Group or Ofgem may be expected to be pro-active in 

proposing additional expenditure, e.g. to safeguard against cyber security risks.  

- What are your views on the proposal to have Open Hearings on areas of contention 

that have been identified by the Groups? 

One major question we have about the 3 level process outlined by Ofgem is whether it can 

be implemented - the groups formed and considered, informed views reached - by the time 

Ofgem is required to define allowed revenues and revenue adjustment mechanisms for the 

RIIO-2 period. How does Ofgem envisage their role during the RIIO-2 period and before RIIO-

3? Perhaps their constitution as part of the RIIO-2 settlement process should be treated as a 

trial informing some better developed process for RIIO-3. 

Responding to how networks are used 

Length of price control 

Q2. Do you agree with our preferred position to set the price control for a five-year period, but 

with the flexibility to set some allowances over a longer period, if companies can present a 

compelling justification, such as on innovation or efficiency grounds? 

- What type of cost categories should be set over a longer period? 

                                                      

5 Some form of which should have been happening in the RIIO-1 period anyway. We would welcome 

any evidence that Ofgem can provide that existing stakeholder groups have made any difference to 

デｴW ﾉｷIWﾐゲWWゲげ ;ﾉﾉﾗ┘WS ヴW┗Wﾐ┌Wゲ ﾗヴ ヮﾉ;ﾐゲく 
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- How could we mitigate the potential disruption this might cause to the rest of the 

framework? 

- What additional measures might be required to support longer-term thinking among 

network companies? 

- Do you instead support the option of retaining eight-year price controls with a more 

extensive Mid-Period Review (MPR)? 

- What impact might the alternative option of an eight-year price control with a more 

extensive MPR have on how network companies plan and operate their businesses? 

The main advantage of a long price control period is to provide an incentive to the licensees 

to innovate. If licensees invest in innovation in the early part of the period, they have time to 

earn a return on this, by lowering the cost of delivering a service to their customers and 

meeting licence conditions at a lower cost than was assumed in the price control settlement. 

Only under such circumstances might shareholders be expected to put their money at risk in 

the pursuit of innovative methods and technologies. 

However, long price control periods also have significant disadvantages. Given the speed of 

change in the electricity sector, shorter periods with significant flexibility will allow income to 

be adjusted as the energy system evolves. This is illustrated by the experience of RIIO-1. The 

various factors that, with the benefit of hindsight, led to a number of commentators (Dieter 

Helm, Citizens Advice and Centrica) arguing that network licensee profits were excessive, 

could not have been known with any confidence at the times of the RIIO-1 settlements. 

These include the number, size and location of new connections, demand growth, and asset 

procurement and commissioning costs. Procurement and commissioning costs depend on 

many aspects of the supply chain in respect of both equipment に in turn affected by the state 

of the world market, commodity prices and exchange rates. They also depend on 

employment costs for staff, which may be affected by economic conditions in Britain and 

elsewhere. Brexit introduces additional uncertainties to this wider economic backdrop.   

TｴW SW┗WﾉﾗヮﾏWﾐデ ﾗa WaaWIデｷ┗W けﾉong-デWヴﾏ デｴｷﾐﾆｷﾐｪげ デｴ;デ デ;ﾆWゲ ;SWケ┌;デW ;IIﾗ┌ﾐデ ﾗa デｴW ┘ｴﾗﾉW 
WﾐWヴｪ┞ ゲ┞ゲデWﾏ ┘ｷﾉﾉ HW ﾗa ｷﾐIヴW;ゲｷﾐｪ ｷﾏヮﾗヴデ;ﾐIW ｷﾐ SWI;ヴHﾗﾐｷゲｷﾐｪ Bヴｷデ;ｷﾐげゲ energy system in a 

secure and affordable way. To a large extent, this depends in (a) understanding the potential 

medium to long-term energy system pathways, including key uncertainties6; and (b) the 

identification of least regret investments that, while attracting an option cost, enable the 

future to be adapted to as factors exogenous to the energy networks develop and 

uncertainties are resolved. The latter also requires identification of the times by which key 

decisions should be taken. 

We discuss potential barriers to long-term thinking in our answer to Q3 below but note here 

that, while foresight is important, it is not clear who should be responsible for this に 

especially given the separation between not just between distribution and transmission but 

also between transmission system operator and transmission owner. We discuss this further 

in our answer to Q6. 

                                                      

6 See, for example, Watson, J., Ketsopoulou, I., Winskel, M. and Gross, R. (2015) The impact of 

uncertainties on the UK's medium-term climate change targets. Energy Policy 87: 685-695 
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Whole system outcomes 

Q3. In what ways can the price control framework be an effective enabler or barrier to the 

delivery of whole system outcomes? 

- If there are barriers, how do you think these can be removed? 

- What elements of the price control should we prioritise to enable whole system 

outcomes? 

Influences on load-related investments 

As we discussed above, the price control framework に the setting of income allowances over 

a given period of time in order to allow the recovery of reasonable capital expenditure and 

operational costs, and any mechanisms that change income に is a major influence on network 

licensee behaviour, but so are a number of other things. For example, the importance of 

IﾗSWゲ ;ﾐS ゲデ;ﾐS;ヴSゲ ｷﾐ Sヴｷ┗ｷﾐｪ デｴW ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWゲげ I;ヮｷデ;ﾉ W┝ヮWﾐSｷデ┌ヴW ヮﾉ;ﾐゲ ゲｴﾗ┌ﾉS ﾐﾗデ HW 
underestimated. The network design standards for electricity に relevant chapters of the 

Security and Quality of Supply Standard (SQSS) and Engineering Recommendation P2 に are 

obvious, fundamental drivers in respect of load-related expenditure. So too, however, are 

provisions in respect of the sharing of information between DNOs and the transmission 

licensees and the monitoring and control of distributed connected equipment. These are 

primarily determined by the Grid Code and, if a transmission licensee/DNO is unaware of 

most cost-effective ways of meeting a need using distributed resources, they will end up 

spending more than is necessary. 

Arrangements for the procurement of balancing services are also important. These include: 

the correction of energy transaction imbalances in individual settlement periods; the buying 

of additional energy at particular locations to ensure that network import constraints are 

respected or, in effect, the buying back of access when there are export constraints; and the 

purchase of other services outside the energy market to enable system operation, i.e. 

ancillary services. With the exception, to date, of the purchase of energy at particular 

locations to respect import constraints, services such as these bought from distributed 

energy resources (DER), i.e. generation, storage or flexible demand connected to a 

distribution network, are of increasing importance to the whole electricity system. For 

example, inflexible DER is beginning to impose additional costs on operation of the 

transmission systems, e.g. in sunny, low demand conditions in the summer. On the other 

hand flexible, schedulable DER might also offer cost-effective alternatives to transmission 

connected resources. 

Responsibilities for asset-based and operational measures 

For the longer term, an economic and sufficiently reliable electricity system depends on an 

adequate balance between the buying of balancing services に operational measures に and 

their cost, and asset-based interventions such as the installation of new network facilities.  

RIIO-2 takes place against a changing background in respect of institutional arrangements for 

the procurement of balancing services and investments in new network facilities described 
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elsewhere7 に principally the separation of the electricity system operator from transmission 

owner.  

There are important information-related differences between the “Oげゲ ヴWﾉ;デｷﾗﾐゲｴｷヮ ┘ｷデｴ デｴW 
TOs and with the DNOs: 

 The SO has a detailed electrical model of the existing and planned transmission 

networks and aﾗヴﾏ;ﾉ ヮヴﾗIWゲゲWゲ ┌ﾐSWヴ ┘ｴｷIｴ デｴW ﾐWWS aﾗヴ けﾉﾗ;S-ヴWﾉ;デWSげ デヴ;ﾐゲﾏｷゲゲｷﾗﾐ 
network investment can be flagged: the new connection process under which 

transmission connection applications are made to the SO; and the NOA process. 

 The SO currently possesses only quite poor information on the distribution networks 

and how they are operated. 

In both instances, the SO might wish for a TO or a DNO to carry out some investment in new 

facilities in order to reduce the total cost of balancing services, but it cannot oblige it. In 

addition, although デｴW “O ｴ;ゲ ;ﾐ WﾉWIデヴｷI;ﾉ ﾏﾗSWﾉ ﾗa デｴW TOゲげ ﾐWデ┘ﾗヴﾆゲが ｷデ ﾉ;Iﾆゲ ｷﾐaﾗヴﾏ;デｷﾗﾐ 
on the condition of existing assets or the local geography that are important inputs to the 

evaluation of options to meet a new network capacity need. The SO therefore depends on 

the TO for economically efficient delivery of new capacity. On the other hand, the TOs are 

now being required to develop capex plans for the RIIO-2 period with only limited 

information from the SO. As we noted in our answer to Q1, capital expenditure planning is 

subject to significant uncertainty; each of the network licensees will be making their own 

forecasts of credible generation developments に openings and closures に and demand 

growth. These need to concern the whole electricity system as what happens on the 

distribution networks affects what transmission is required and neighbouring transmission 

networks interact with each other. There is a similar need for consideration across scales for 

gas network planning. As heat and transport begin to be decarbonised, network owners must 

take account of the whole energy system. 

It is our understanding that some of the tensions that may be expected to arise from the split 

between TO and SO are already showing themselves, for example: 

 The electricity SO (ESO) would like to have access to quite comprehensive, reliable 

phasor measurement unit (PMU) data in order to help with characterisation of, 

among other things, system inertia but the provision of PMUs and the associated 

communication infrastructure depends on the TO which, in England and Wales, has 

not yet brought forward the associated investments. 

 The E“O Iﾗﾐデｷﾐ┌Wゲ デﾗ ゲヮWﾐS ゲｷｪﾐｷaｷI;ﾐデ ゲ┌ﾏゲ ﾗﾐ Iﾗﾐゲデヴ;ｷﾐｷﾐｪ ｪWﾐWヴ;デｷﾗﾐ デﾗ ﾗヮWヴ;デW けｷﾐ 
デｴW ﾉW;Sげ ;ﾐS ;HゲﾗヴH W┝IWゲゲ ヴW;Iデｷ┗W ヮﾗ┘Wヴ ┌ﾐSWヴ ﾉﾗ┘ デヴ;ﾐゲmission demand 

conditions. It may generally be expected that it would be economic for shunt reactors 

to be installed at key locations to address the problem and reduce dependency on 

けﾗ┌デ ﾗa ﾏWヴｷデげ ｪWﾐWヴ;デｷﾗﾐく Hﾗ┘W┗Wヴが ; Iﾗゲデ ;ﾉﾉﾗ┘;ﾐIW aﾗヴ ゲ┌Iｴ ｷﾐ┗WゲデﾏWﾐデ ｴad not 

been included in the last price control and the England and Wales TO sought extra 

                                                      

7 See for example: Ofgem. (2017). Future arrangements for the electricity system operator: 

its role and structure. https://www.ofgem.gov.uk/publications-and-updates/future-

arrangements-electricity-system-operator-its-role-and-structure [May, 2nd, 2018]  
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income to pay for it. Ofgem judged that the TO had failed to adequately make the 

case and, hence, did not allow extra income. Although the TO might still have made 

the investment, our understanding is that it chose not to. 

Iﾐ デｴW ﾉ;デデWヴ W┝;ﾏヮﾉWが ｷa けデｴW ヴｷｪｴデ ;ﾐゲ┘Wヴげ ｷﾐ ヴWゲヮWIデ ﾗa ﾉｷIWﾐIW IﾗﾐSｷデｷﾗﾐゲ ┘;ゲ デﾗ ｷﾐゲデ;ﾉﾉ デｴW 
shunt reactors, does a failure to do so imply a breach of licence? Presumably, in this case, the 

TO would be in breach as it had failed to deliver the required assets. However, what is the 

materiality of their failure: failure to install the assets; or failure to persuade Ofgem that the 

investment was economic and efficient and, hence, that it was reasonable for the additional, 

previously unforeseen capex, to be recovered via additional income? To what extent に if any 

に was failure to make the case a consequence of inadequate information from the SO, and 

how much of that was a consequence of a strict interpretation of the data confidentiality 

provisions of the Electricity Act 1989? Or, has Ofgem simply made a poor judgement that is 

ﾐﾗデ ｷﾐ Iﾗﾐゲ┌ﾏWヴゲげ HWゲデ ｷﾐデWヴWゲデゲい 

WW Sﾗ ﾐﾗデ ﾗaaWヴ ; ┗ｷW┘ ﾗﾐ デｴW けヴｷｪｴデ ;ﾐゲ┘Wヴげ H┌デ ﾗaaWヴ デｴWゲW W┝;ﾏヮﾉWゲ デﾗ ｷﾉﾉ┌ゲデヴ;デW デｴW 
tensions created by the new arrangements. The tensions and difficulties may be contrasted 

┘ｷデｴ デｴW けデﾗデW┝げ ;ヴヴ;ﾐｪWﾏWﾐデ ｷﾐデヴﾗS┌IWS aﾗヴ SｷゲデヴｷH┌デｷﾗﾐ ｷﾐ ‘IIO-1 under which a single party 

に the DNO に has access to information regarding both asset-based solutions and operational 

measures and has an incentive to choose that with the least cost. However, in respect of 

distribution network investments that would benefit whole system operation, problems re-

emerge. 

It may be supposed that one solution to the apparent disconnection between SO need and 

network owner delivery would be for the SO to have a stronger role in commissioning work. 

For one thing, it may also be supposed that the SO, because they do not own the assets, 

would have no incentive simply to make the asset base as large as possible8. However, 

system operation would be enhanced に and, in general, made much easier に by having 

plentiful network capacity. Might there still be an incentive for the SO to over-specify? 

Interactions between electricity transmission and distribution 

We are pleased to note that the Open Networks project is addressing interactions between 

transmission and distribution, and between the respective network licensees. In our view, 

there are three key issues to resolve9: 

1. Which party procures balancing services from DER? At present, either a DNO or the 

electricity SO might do it, or both. The latter runs the risk of conflict between 

different requirements. 

                                                      

8 The shunt reactor example suggests that the England and Wales TO, at least, preferred not to spend 

money that had not already been allowed even though it might still have been added to the asset 

base in the next price control if it could be shown that the assets were not stranded. In other words, 

the apparent network owner incentive to maximise the size of the asset base is perhaps not as strong 

as some commentators have suggested. 

9 For further discussion see Bell, K. and Gill, S. (2018) Delivering a highly distributed electricity system: 

Technical, regulatory and policy challenges. Energy Policy 113: 765-777. Ongoing UKERC research is 

;ﾉゲﾗ SW┗Wﾉﾗヮｷﾐｪ ; ﾐ┌ﾏHWヴ ﾗa け;ヴIｴWデ┞ヮWゲげ ﾗa ヮﾗゲゲｷHﾉW a┌デ┌ヴW ｷﾐゲデｷデ┌デｷﾗﾐ;ﾉ ;ヴヴ;ﾐｪWﾏWﾐデゲ aﾗヴ Iﾗﾐデヴ;Iデｷﾐｪ 
on the electricity system that it is intended to publish in the coming weeks. 
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2. What information is required to be exchanged between parties in different 

institutional models, and what information and communication system investment is 

required to deliver it? 

3. What benefits (or risks) may be expected to come from having multiple parties 

involved in operation of the system? For example, would different distribution 

systems operators (DSOs) in different areas, each interacting with the transmission 

system operator, provide scope for innovation that would be lost if one party had 

absolute control? 

Ideally, in order to enhance confidence that an economic and efficient whole electricity 

system business plan can be identified and delivered, the questions being addressed within 

Open Networks would have been resolved before the RIIO-2 price controls are set. 

Realistically, this will not be possible. However, the adverse consequences of this should be 

reduced by having a 5-year RIIO-2 period instead of an 8 year period with the major impacts 

に not least those arising from the potential for significant growth in electricity demand に 

probably not occurring before a putative RIIO-3 period. 

 

Uncertainty 

We have noted in our answer to Q1 that price control settlements are subject to significant 

uncertainty. This has always been the case, not least in respect of: 

 the number, size and location of generation openings and closures; 

 the need for replacement of aged assets; and 

 け┌ﾐｷデ Iﾗゲデゲげ ﾗa SWﾉｷ┗Wヴ┞ of new network assets. 

Except in respect of individual locations and whether demand will grow enough to trigger the 

ヴWｷﾐaﾗヴIWﾏWﾐデ ﾗa ; SWﾏ;ﾐS ｪヴﾗ┌ヮげゲ IﾗﾐﾐWIデｷﾗﾐ デﾗ デｴW ヴWゲデ ﾗa デｴW ゲ┞ゲデWﾏが SWﾏ;ﾐS growth 

has not been a significant factor in the liberalised electricity industry. However, that is likely 

to change. Carbon budgets set by the Committee on Climate Change suggest that the 

decarbonisation of space and water heating, industrial processes and transport should begin 

in earnest in the next decade. How quickly it will happen and what form it will take are 

currently uncertain but will have a major influence on demand for electricity as well as on 

generation capacity. 

In one respect, uncertainty of the generation background is less than in the past: although 

the associated generation capacity is still not guaranteed to be delivered, central contracting 

of generation for four or more years ahead gives a clearer basis for transmission network 

planning than in the past. The main examples of this are the capacity market and contracts 

for difference for low carbon generation. There seems to be confidence within much of the 

renewables sector that けゲ┌HゲｷS┞-aヴWWげ ヴWﾐW┘;HﾉWゲ can be achieved though it is also argued 

that long-term income uncertainty still means that some form of centralised long-term 

contracting would provide significant benefits in terms of reduced cost of capital. Such 

contracting would help to provide signals for network development that would otherwise 

depend に as in the past に on knowledge gained from generation connection applications. 
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Q4. Do you agree with our minded-to position to retain the current start dates for the 

electricity transmission and electricity distribution price controls, and not align them? 

Ideally, the dates would be aligned as interactions between the respective investment plans 

could be addressed (see our points above on such interactions). However, we recognise the 

practical difficulties not only for Ofgem to assess the respective plans but also for 

stakeholders to review them all at the same time and engage in the consultation process. 

 

 

 

 

Qヵく Iﾐ SWaｷﾐｷﾐｪ デｴW デWヴﾏ け┘ｴﾗﾉW ゲ┞ゲデWﾏげが ┘ｴ;デ ゲｴﾗ┌ﾉS ┘W aﾗI┌ゲ ﾗﾐ aﾗヴ デｴW ‘IIO-2 period, and 

what other areas should we consider in the longer-term? 

- Are there any implementation limits to this definition? 

TｴW け┘ｴﾗﾉW ゲ┞ゲデWﾏげ has a broad definition. UKERC uses a definition that includes all energy 

sources, networks and end uses. It also includes technical, economic, environmental, policy 

and social aspects of energy systems に as well as the interaction between energy systems and 

related systems (e.g. ecosystems and the economy). 

Clearly, RIIO cannot address the full scope of this definition. However, it illustrates the need 

to take into account the wider context in making decisions about network regulation. This 

includes interactions between networks and other parts of the energy system, and the need 

for networks to facilitate the transition to a low carbon energy system and economy. 

Sustainability First have called for the RIIO-2 framework to include a new over-arching low 

carbon incentive, which merits serious consideration10. This would not be straightforward to 

implement, but Sustainability First also provide some useful discussion of the practicalities. 

We suggest that Ofgem work with BEIS and wider stakeholders to give further consideration 

to this proposal.  

The shift towards a low carbon energy system that is already underway is the principle 

reason that we may need for such an approach. There are already interactions between key 

energy vectors に gas and electricity. It is not yet clear how heat and transport will be 

decarbonised, but electric vehicles are gaining in popularity and will present major challenges 

in respect of electricity system infrastructure if adoption levels start to increase rapidly, 

particularly in respect of network capacity. 

In our view, one key to development of the future energy system will be how energy users 

are encouraged to make choices that help to reduce the total costs of the transition towards 

a decarbonised energy system. Central to that would seem to be the articulation of 

け;ヮヮヴﾗヮヴｷ;デWげ ヮヴｷIW ゲｷｪﾐ;ﾉゲ ふヴWaﾉWIデｷ┗Wが ;デ ﾉW;ゲデ デﾗ ゲﾗﾏW W┝デWﾐデが ﾗa Iﾗゲデぶく To inform 

development of the whole energy system, these should be consistent and accurate across 

different energy vectors, including hot water in heat networks.  

                                                      

10 Sustainability First (2018) A Low Carbon Incentive in RIIO-2. Discussion Paper. 
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We understand that Ofgem, among others, has started some work on new network access 

and pricing arrangements for electricity. There are a number of difficult issues to resolve so it 

is very unlikely that a new set arrangements will be ready for the RIIO-2 period. It should, 

however, be regarded as a priority for implementation after RIIO-2. 

Among the choices for how to design price signals are the spatial and temporal granularity 

and what influences on cost are taken into account. In principle, they ought to lead to the 

けヴｷｪｴデげ ﾉW┗Wﾉ ﾗa Hﾗデｴ ﾐWデ┘ﾗヴﾆ ;ﾐS ｪWﾐWヴ;デｷﾗﾐ I;ヮ;Iｷデ┞ HWｷﾐｪ SW┗WﾉﾗヮWS ふ;ﾐS ｷﾐ ﾏﾗヴW ﾗヴ ﾉWゲゲ 
デｴW けヴｷｪｴデげ ヮﾉ;IWゲぶく However:  

1. the signals can be difficult to interpret, especially if they vary significantly hour by 

hour; 

2. not every actor has the scope to respond to signals and make a different choice in 

respect of time or place of electricity use or production. 

A price signal will be useful if an actor has some flexibility (in terms of time of use or 

production of energy or the location) and the actor is able to be informed by the signal such 

that it influences the choices they make.  

Current spatial and temporal dimensions of electricity price signals are neither clear nor 

consistent across different voltage levels and reform is well over-due. However, care should 

be taken that new arrangements are not seen as penal, especially in respect of the smallest 

users. This is likely to require some degree of compromise in the arrangements between 

social acceptability and economic optimality. As well as allowing network users to make 

informed choices, the choices they make に if confidence can be gained in the level of 

continued user commitment (while still giving them flexibility) に will represent important 

signals to the network licensees in respect of the ongoing need for network capacity. 

 

System Operator price control 

Qヶく Dﾗ ┞ﾗ┌ ;ｪヴWW ┘ｷデｴ ﾗ┌ヴ ┗ｷW┘ デｴ;デ N;デｷﾗﾐ;ﾉ GヴｷSげゲ electricity SO price control should be 

separated from its TO price control? 

OaｪWﾏげゲ stated ambition is to extend competition in the provision of transmission network 

assets beyond the tendering exercises that are currently carried out for the delivery of 

equipment, construction and commissioning, to a given specification to competitive 

assessment that, we suppose, includes also design and maintenance. If this ambition is to be 

a┌ﾉaｷﾉﾉWSが ｷデ ┘ｷﾉﾉ HW ｷﾏヮWヴ;デｷ┗W デｴ;デ N;デｷﾗﾐ;ﾉ GヴｷSげゲ TO H┌ゲｷﾐWゲゲ ｷゲ ﾐﾗデ ヮヴｷ┗┞ デﾗ any information 

that is not available to potential TO competitors. This is the primary rational for a separation 

between TO and SO business activities, including separate price controls. However, as we 

note in our answer to Q3, the separation between ownership and operation gives rise to 

problems and tensions of its own. 

 

Q7. Do you agree that we should be considering alternative remuneration models for the 

electricity SO? 

- If so, do you have any proposals for the types of models we should be considering? 
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Although the electricity system operator (ESO) has a much smaller asset base than that of the 

network owners, it is not negligible. In particular, much capital is tied up in its main and 

emergency control centres and the associated information and communication systems. The 

E“Oげゲ main role is in managing around £1 billion per annum of balancing service costs, all of 

which are incurred through contracts with various other industry actors. 

The Balancing Service Incentive Scheme (BSIS) has been in place for some years. Although 

history shows that National Grid has mostly been a winner under the scheme, it could also be 

argued に through perhaps difficult to prove in the absence of a counterfactual に that it has 

been successful in keeping total balancing service costs down.  

The costs incurred in balancing the system are predominantly a function of decisions made 

by actors other than the ESO, in particular the generators and the TOs but also the DNOs. As 

was discussed in our answer to Q3, it seems that the new network assets that the ESO 

believes are necessary are not always delivered. Meanwhile, the changing generation mix 

suggests that balancing service costs will grow as they become more important on a system 

increasingly dominated by renewables, with the provision of such services becoming more 

significant sources of income in an energy market dominated by generators with low short-

run costs.  

WW ﾐﾗデW デｴ;デ OaｪWﾏ ｷゲ さdriving the ESO to take a more active approach to managing the 

energy transition and to supporting system planning (and whole system outcomes), which is 

one of the core enduring roles we have identified for it. Furthermore, as we are seeking to 

promote the role of competition in networks (and more widely), we expect the ESO to support 

this.ざ11 As with any regulated entity, there is a challenge in ensuring that it discharges its 

responsibilities in a competent manner. There remains a risk that current regulatory 

arrangements drive a focus on cost minimisation, in particular staff costs12. In our view, this 

has led in the past to a failure to address emerging system issues either quickly enough or 

deeply enough, e.g. in respect of changes to the dynamic behaviour of the system or the 

closure of generation that would contribute to system restoration in the event of a blackout. 

Tｴ;デ ｷゲ ﾐﾗ┘ Iｴ;ﾐｪｷﾐｪ ;ﾐS ┘W ┘WﾉIﾗﾏW ｷﾐｷデｷ;デｷ┗Wゲ ゲ┌Iｴ ;ゲ デｴW け“┞ゲデWﾏ OヮWヴ;Hｷﾉｷデ┞ Fヴ;ﾏW┘ﾗヴﾆげ 
;ﾐS デｴW け“┞ゲデWﾏ NWWSゲ ;ﾐS PヴﾗS┌Iデ “デヴ;デWｪ┞げ ヴW┗ｷW┘く Iデ ┘ｷﾉﾉ HW ｷﾏヮWヴ;デｷ┗W デｴ;デ ゲ┌Iｴ ┘ﾗヴﾆ ｷゲ 
continued and that National Grid has access to the requisite depth and breadth of expertise. 

In a number of instances, this can be found within the other network licensees; collaboration 

┘ｷﾉﾉ HW WゲゲWﾐデｷ;ﾉ ┘ｴｷﾉW ヴWゲヮWIデｷﾐｪ デｴW ﾐWWS デﾗ ;┗ﾗｷS ;ﾐ┞ Hｷ;ゲ デﾗ┘;ヴSゲ N;デｷﾗﾐ;ﾉ GヴｷSげs own TO 

business. The other ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWゲげ IﾗﾐデヴｷH┌デｷﾗﾐゲ デﾗ ﾗﾐｪﾗｷﾐｪ ﾗヮWヴ;Hｷﾉｷデ┞ ﾗa デｴW ┘ｴﾗﾉW 
electricity system should be recognised.   

One question that always arises, for all the network licensees not just the ESO, is what can be 

ヴWｪ;ヴSWS ;ゲ けデｴW S;┞ ﾃﾗHげ デｴ;デ デｴW ﾉｷIWﾐゲWWゲ ゲｴﾗuld just get on with and what constitutes 

けｷﾐﾐﾗ┗;デｷﾗﾐげ デｴ;デ ﾏｷｪｴデが ┌ﾐSWヴ I┌ヴヴWﾐデ ヴWｪ┌ﾉ;デﾗヴ┞ ;ヴヴ;ﾐｪWﾏWﾐデゲが ;デデヴ;Iデ ;SSｷデｷﾗﾐ;ﾉ a┌ﾐSｷﾐｪく 
N;デｷﾗﾐ;ﾉ GヴｷSげゲ ゲ┞ゲデWﾏ ﾗヮWヴ;デﾗヴ a┌ﾐIデｷﾗﾐ ｷﾐ デｴW ヮ;ゲデ ┘;ゲ ; ヮﾗﾗヴ ゲ┌ヮヮﾗヴデWヴ ﾗa ヴWゲW;ヴIｴ ;ﾐS 
development to inform innovation. Its focus was on making a return within the 1 or 2-year 

timeframe of BSIS settlements. We welcome the award of a network innovation allowance to 

the ESO and observe that it is now commissioning innovation projects. We discuss innovation 

                                                      

11 Ofgem, RIIO-2 Framework Consultation, March 2018 

12 We discuss the cost of the human resource further in our answer to Q22. 
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below but note that research is required not just to identify and exploit opportunities to 

reduce costs for future consumers に relative to what they otherwise would have been に but 

;ﾉゲﾗ デﾗ ┌ﾐSWヴゲデ;ﾐS WﾏWヴｪｷﾐｪ デｴヴW;デゲく WｴWデｴWヴ デｴW ﾉ;デデWヴ ｷゲ ヴWｪ;ヴSWS ;ゲ ヮ;ヴデ ﾗa デｴW E“Oげゲ けS;y 

ﾃﾗHげ ﾗヴ けｷﾐﾐﾗ┗;デｷﾗﾐげ ｷゲ ﾗヮWﾐ デﾗ ケ┌Wゲデｷﾗﾐ H┌デ ｷデ ｷゲ WゲゲWﾐデｷ;ﾉ デｴ;デ ｷデ ｷゲ SﾗﾐWく 

Whilst we do not have a specific proposal to ensure that the ESO discharges its growing set of 

responsibilities cost effectively, it might be worth considering the establishment of an SO-

ゲヮWIｷaｷI けCｴ;ﾉﾉWﾐｪW Gヴﾗ┌ヮげ. This would be similar to that proposed by Ofgem for the network 

owners.  

 

Network utilisation, stranding and investment risk 

Q9. What options, within the price control, should be considered further to help protect 

consumers against having to pay for costly assets that may not be needed in the future due to 

changing demand or technology, while ensuring companies meet the reasonable demands for 

network capacity in a changing energy system? 

Ofgem notes in its RIIO-2 framework consultation that itゲ aﾗI┌ゲ ｷゲ さensuring that network 

companies choose investments that maximise the long-term value for consumers and not 

just short-term profitsざ ;ﾐS デｴ;デ デｴW┞ ┘;ﾐデ デﾗ さprotect consumers from having to pay for 

costly new investment in network infrastructure that is not used, or neededくざ WW ;ｪヴWW ┘ｷデｴ 
these general aims, though they are difficult to achieve in practice に especially given the 

amount of uncertainty about the future evolution of the energy system. We also note that, 

once a revenue stream has been set, the network owners would appear not to be driven 

simply to increase the size of the asset base.   

When designing regulatory arrangements for the future, it is worth reflecting on the past. In 

broad terms, there are two views which have been expressed in recent months: 

1. Costs have come down and performance has improved. 

2. Profits are excessive. 

In our view, both of the above are likely to be true. If the second view suggests that 

regulatory arrangements to date have been less than perfect, care should be taken to ensure 

that any new arrangements continue to achieve the first outcome. Fundamentally, the 

challenge has not changed: how to make sure that the network licensees do what competent 

network utilities should do at least cost.  

One of the most difficult things to assess is the need for asset replacement. Much of the 

existing electricity network asset base is reaching or has reached the end of its financial life. 

けNﾗﾐ-load relatWSげ I;ヮW┝ ヴWヮヴWsents a large part of a network business plan. The planning of 

asset replacement is difficult and should take account of the condition of the asset, the 

availability of finance, project managers and field staff to effect a replacement, and the need 

for outages. The necessity for outages and the need to maintain a network service in the 

meantime is a constraint that was not faced when the particular section of network was first 

developed. It leads to consideration of bundling of works with other assets that would all 

need the same outage. Iﾐ デｴW I;ゲW ﾗaが aﾗヴ W┝;ﾏヮﾉWが N;デｷﾗﾐ;ﾉ GヴｷSげゲ けLﾗﾐSﾗﾐ Pﾗ┘Wヴ T┌ﾐﾐWﾉゲげ 
development, it entailed an investment in additional network capacity prior to asset 

replacement work in order that outages could be taken without compromising reliability of 
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supply. The condition aspect must be considered alongside the cost of replacement, the 

ongoing cost of maintenance, whether an upgrade to an asset would serve both 

reinforcement and replacement needs, and what the consequences of asset failure would be. 

Given the interactions between asset replacement, outages and network capacity 

enhancement, we are unsure how decision making will be undertaken when there is a clearer 

split between TO and SO and an enhanced role for the SO in capacity planning while the TO, 

presumably, retains responsibility for management of asset health. A further problem is that 

failures to adequately manage asset health, particularly those in critical locations, are likely to 

become apparent only after a number of years. At the very least, we would encourage the 

network licensees to make use of the most up-to-date methods for monitoring asset 

condition, making prognoses about future health and prioritising maintenance, 

refurbishment and replacement works in light of the improvements in network reliability that 

might be realistically be expected from new assets13. However, in enhancing monitoring 

capability, account also needs to be taken of cyber security risks that may only be mitigated 

through replacement of particular assets. 

In its RIIO-ヲ aヴ;ﾏW┘ﾗヴﾆ Iﾗﾐゲ┌ﾉデ;デｷﾗﾐが OaｪWﾏ ﾐﾗデWゲ デｴ;デ さﾐew investment agreed through 

RIIO-2 could have an asset life of over 45 years.ざ However this is true only in respect of 

けヮヴｷﾏ;ヴ┞げ ;ゲゲWデゲが ｷくWく デｴﾗゲW デｴ;デ I;ヴヴ┞ WﾐWヴｪ┞ aヴﾗﾏ ｪWﾐWヴ;デﾗヴゲ デﾗ WﾐS ┌ゲWヴゲく Even then, 

different components of particular primary assets, such as overhead lines or circuit breakers, 

have different lifetimes, some rather shorter than 45 years. The system also depends on 

けゲWIﾗﾐS;ヴ┞げ ゲ┞ゲデWﾏゲ aﾗヴ ﾏﾗﾐｷデﾗヴｷﾐｪが Iﾗﾏﾏ┌ﾐｷI;デｷﾗﾐ ;ﾐS Iﾗﾐデヴﾗﾉ. Secondary assets typically 

have much shorter lives, in many instances due to original equipment ﾏ;ﾐ┌a;Iデ┌ヴWヴゲげ failure 

to support them beyond a few years. Replacement offers new facilities such as enhanced 

operational flexibility and better information on the condition of primary assets. However, 

inter-operability, reliability and security can be difficult to maintain as technologies develop 

and the threat of cyber attacks on power networks increases. 

WW ┘ﾗ┌ﾉS ┌ヴｪW I;┌デｷﾗﾐ ┘ｴWﾐ SWaｷﾐｷﾐｪ ｴﾗ┘ けﾐWデ┘ﾗヴﾆ ┌デｷﾉｷゲ;デｷﾗﾐげ ｷゲ ﾏW;ゲ┌ヴWS ;ﾐS ﾉｷﾐﾆｷﾐｪ this 

to income. The network licensees have limited influence over what network users do; 

although price signals can encourage network users towards different choices and 

behaviours, the network licensees are largely in a position of responding to need, a need that 

changes. It is reasonable that the network licensees should be encouraged to show 

competence in anticipating future needs and how they might change; however, uncertainty 

cannot be completely eliminated. Ofgem draws an analogy with interconnector 

SW┗WﾉﾗヮﾏWﾐデゲ ;ﾐS デｴW けI;ヮ ;ﾐS aﾉﾗﾗヴげ ヴWｪｷﾏWく Hﾗ┘W┗Wヴが ┘W ┘ﾗ┌ﾉS ﾐﾗデW デｴ;デ ﾏWヴIｴ;ﾐデ ﾗヴ 
quasi-merchant interconnector development generally leads to less than the optimal amount 

of network capacity.  

Total elimination of stranded assets or windfall profits is likely to be impossible. Moreover, it 

might be argued that an excessive concern with the risk of stranded assets has led on some 

occasions to excessive costs to consumers through delays to regulatory approval for the 

recovery of major reinforcement costs and high constraint costs in the interim. 

                                                      

13 Some new assets turn out to be less reliable than old ones. 
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In our view, what is required is a clearer understanding of upside and downside risks14, i.e: 

1. what would be the consequence of over-investment in network assets? 

2. what would be consequences of under-investment? 

We believe that it will be important that such an understanding is developed both by the 

network licensees and, because of its role in setting income allowances, by Ofgem. It will also 

lead to a requirement for new planning methods and tools, something that, notwithstanding 

some recent developments, the network licensees have generally been slow to address in the 

past15. As noted in our answer to Q2が けﾉW;ゲデ ヴWｪヴWデげ ;ﾐ;ﾉ┞ゲｷゲ16 will be an increasingly important 

approach, though it should be treated with care as results are sensitive to choice of 

scenarios. Either an approach such as management of conditional value at risk should be 

used (in effect, an extension of least regret that takes account of the probabilities of the 

outlying scenarios, though these ;ヴW デｴWﾏゲWﾉ┗Wゲ ; ﾏ;デデWヴ ﾗa ﾃ┌SｪﾏWﾐデぶが ﾗヴ ゲﾗﾏW けIｴ;ﾉﾉWﾐｪW 
;ﾐS ヴW┗ｷW┘げ ﾗa a┌デ┌ヴW ゲIWﾐ;ヴｷﾗゲ ｷﾐゲデｷデ┌デWSが ヮWヴｴ;ヮゲ デｴヴﾗ┌ｪｴ OaｪWﾏげゲ ﾏﾗﾗデWS Challenge 

Group. This might go some way to providing some consistency in the sets of assumptions 

used by the different network licensees17. 

Just as the balance of cost and risk has led to quite different design principles for electricity 

transmission compared with distribution, an assessment of upside and downside risks is likely 

to lead to a slightly different regulatory treatment of transmission and distribution. The radial 

nature of distribution networks and the smaller size of groups connected via each circuit 

mean that the impacts of failures are not as large as they might be at a transmission level. 

Uncertainty in demand growth might be managed in the shorter-term on distribution 

networks by the use of temporary storage facilities or small amounts of temporary 

ｪWﾐWヴ;デｷﾗﾐ ┌ﾐデｷﾉ IﾗﾐaｷSWﾐIW ｷゲ ｪ;ｷﾐWS デｴ;デ ; ヮ;ヴデｷI┌ﾉ;ヴ ﾐWデ┘ﾗヴﾆ ヴWｷﾐaﾗヴIWﾏWﾐデ ｷゲ けデｴW ヴｷｪｴデ 
;ﾐゲ┘Wヴげく 

End-use energy efficiency 

Q10. In light of future challenges such as the decarbonisation of heat, what should be the role 

of network companies, including SOs, in encouraging a reduction in energy use by consumers 

in order to reduce future investment in energy networks? 

- What could the potential scale of this impact be? 

                                                      

14 A further question is which parties are best placed to bear and manage different risks. In particular, 

are they best borne by network licensees and their shareholders, or should they be, in some way, 

socialised. 

15 For further discussion, see K Bell (2015) Methods and Tools for Planning the Future Power System: 

Issues and Priorities The IET and K Bell, J Sprooten, A Vergnol and W Bukhsh (2018) Managing risk: 

recommendations for new methods in system development planning. Paper C1-301, CIGRE Session 

2018, Paris. 

16 Iデ ゲｴﾗ┌ﾉS HW ﾐﾗデWS デｴ;デ けﾉW;ゲデ ヴWｪヴWデげ SﾗWゲ ﾐﾗデ ﾏW;ﾐ けﾐﾗ ヴWｪヴWデげく 
17 Aデ ヮヴWゲWﾐデが N;デｷﾗﾐ;ﾉ GヴｷSげゲ さF┌デ┌ヴW EﾐWヴｪ┞ “IWﾐ;ヴｷﾗゲざ ふFE“ぶ have a significant influence over these 

assumptions. We understand that many of the network licensees are starting from the FES when 

developing their own business plans. However, it should also be noted that the FES include 

insufficient detail to fully inform network business planning. 
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Network companies do not have a great deal of influence on end use energy demand. 

However, given the right incentives, system operators (especially future DSOs) could 

indirectly influence the level of demand through incentives for system balancing at least cost. 

As discussed in our answer to Q5 above, we support consideration of a low carbon incentive 

within RIIO-2. That would reinforce the incentive for network companies or system operators 

to use a whole systems approach that is aligned with achievement of UK climate change 

targets. Such an approach includes consideration of demand side flexibility に and potentially 

reduction に as part of a least cost approach to meet these targets. 

Driving innovation and efficiency 

Innovation 

Q11. Do you agree with our proposal to retain dedicated innovation funding, limited to 

innovation projects which might not otherwise be delivered under the core RIIO-2 framework? 

Network licensees are unlikely to invest in innovation に or research and development in 

general に if it does not deliver benefits to the company within a price control period. As we 

explain below, innovation entails uncertainties and there are well-known arguments 

associated with the positive externalities associated with innovation that lead to under 

investment from a societal perspective. We therefore support the proposal to retain 

dedicated innovation funding. There may be definitional/allocation questions に what might a 

ﾉｷIWﾐゲWW HW W┝ヮWIデWS デﾗ Sﾗ ｷﾐ デｴW ﾐﾗヴﾏ;ﾉ Iﾗ┌ヴゲW ﾗa W┗Wﾐデゲが ┘ｴ;デ Iﾗﾐゲデｷデ┌デWゲ け;SSｷデｷﾗﾐ;ﾉげ 
innovation. However we do not believe that these undermine the fundamental important of 

retaining innovation funding. 

One general principle concerning innovation and its funding is that it involves uncertainty: an 

idea that seems good requires some development to establish that it really is good, or to 

develop it further. If the potential benefits are significant and their realisation is some way 

into the future, it may be reasonable for the risk associated with resolving the uncertainties 

to be socialised in some way, e.g. through tax payers or customers. In addition, innovation 

ゲｴﾗ┌ﾉS ┌ﾐSWヴヮｷﾐ デｴW ┘ｴﾗﾉW WﾐWヴｪ┞ ゲ┞ゲデWﾏげゲ デヴ;ﾐゲｷデｷﾗﾐが ﾐﾗデ ﾃ┌ゲデ デｴ;デ ｷﾐ ﾗﾐW sector. For 

example, an innovation in the electricity networks sector might result in benefits in the gas 

sector (such as, for example, reduced need for new compressors). This suggests two tests for 

the appropriateness of specific innovation funding for the network licensees: 

1. The benefits (in respect of lower costs to consumers, reliability of supply, or improved 

social acceptability, e.g. safety or environmental impacts) would either:  

a. accrue to another network licensee; or 

b. accrue to the funded licensee only in a future price control period. 

2. The uncertainties are such that some socialisation of risk is appropriate. 

The level of uncertainty and risk associated with innovation is conventionally categorised by 

ヴWaWヴWﾐIW デﾗ けTWIｴﾐﾗﾉﾗｪ┞ ‘W;SｷﾐWゲゲ LW┗Wﾉゲげ ふT‘Lゲぶく However, the standard definition was 

adopted from the defence and aerospace sector and, as a consequence, has a focus on 

technology to the neglect of methods or working practices, and addresses risk in respect of 

costs and successful operation. While some SWaｷﾐｷデｷﾗﾐゲ ヴWaWヴ デﾗ ヴW;SｷﾐWゲゲ けaﾗヴ a┌ﾉﾉ IﾗﾏﾏWヴIｷ;ﾉ 
SWヮﾉﾗ┞ﾏWﾐデげが けIﾗﾏﾏWヴIｷ;ﾉ ┗ｷ;Hｷﾉｷデ┞げ ﾗaデWﾐ ゲWWﾏゲ デﾗ ヴWケ┌ｷヴW ゲﾗﾏWデｴｷﾐｪ ﾏﾗヴWく 



 
18 

We would encourage the various parties with a stake in energy sector innovation に energy 

companies, Ofgem, the research councils, Innovate UK and relevant academics, in particular 

に to agree:  

a) a revised definition of TRLs ふﾗヴ さｷﾐﾐﾗ┗;デｷﾗﾐ ヴW;SｷﾐWゲゲ ﾉW┗Wﾉゲざ); and  

b) a common approach to which funding sources are appropriate to support work at 

different levels. 

We do not agree wｷデｴ デｴW ┗ｷW┘ ﾗa ﾗﾐW ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWが ヴWヮﾗヴデWS ｷﾐ OaｪWﾏげゲ ‘IIO-2 

Iﾗﾐゲ┌ﾉデ;デｷﾗﾐ SﾗI┌ﾏWﾐデが デｴ;デ さafter 13 years of access to innovation funding for DNOs, it may 

now be appropriate to re-focus support towards larger-scale, whole-system orientated 

projectsくざ Iﾐ our view, this risks the neglect of important, smaller developments and smaller 

projects concerned with developing knowledge and understanding as pre-requisites to future 

consumer benefits and mitigation of longer-term system risks. It also risks an over-emphasis 

ﾗﾐ けヮヴWゲデｷｪW ヮヴﾗﾃWIデゲげ デｴ;デが ｷﾐ ゲﾗﾏW I;ゲWゲが ;ヴW ﾏﾗヴW ﾐﾗデ;HﾉW aﾗヴ デｴW Hｷｪ ﾐ┌ﾏHWヴゲ ;ﾐS 
headlines generated than the learning achieved and shared. 

 

Q12. Do you agree with our three broad areas of reform:  

i) increased alignment of funds to support critical issues associated with the energy 

transition challenges 

ii) greater coordination with wider public sector innovation funding and support and  

iii) increased third party engagement (including potentially exploring direct access to 

RIIO innovation funding)? 

We agree that greater coordination with wider public sector innovation funding and support 

would be of benefit. As noted above in our answer to Q11, we would encourage a revised 

SWaｷﾐｷデｷﾗﾐ ﾗa けデWIｴﾐﾗﾉﾗｪ┞げ ﾗヴ けｷﾐﾐﾗ┗;デｷﾗﾐげ ヴW;SｷﾐWゲゲ ﾉW┗Wﾉゲ デｴ;デ ;SSヴWゲゲWゲ the gathering of 

knowledge and understanding through to the establishment of commercial viability. This 

could be used to map the scope of different funding streams. However we would also note 

that different streams can に and do に overlap. For example, research council funding can 

support the design, development of technologies or methods, and testing in physical labs, 

ゲﾏ;ﾉﾉ ゲI;ﾉW けﾉｷ┗ｷﾐｪ ﾉ;Hゲげ ﾗヴ ｷﾐ SWﾉｷHWヴ;デｷ┗W ゲﾗIｷ;ﾉ ヴWゲW;ヴIｴき ゲﾗが ┘W HWﾉｷW┗Wが I;ﾐ NWデ┘ﾗヴﾆ 
Innovation Allowance funding. We see no reason why this cannot continue to be so and note 

the potential benefits of leveraged funding. 

Universities in the UK can play a key part in helping energy Iﾗﾏヮ;ﾐｷWゲげ デヴ;ﾐゲｷデｷﾗﾐ デﾗ デｴW ﾐW┘が 
low carbon world. This requires not only individual academics who meet standard university 

performance metrics by publishing learned papers, but also teams capable of helping 

industry navigate the challenges facing them, resolve key uncertainties and adopt 

appropriate innovations. In a context of continually squeezed public spending where the 

research councils are under the same pressures as other public bodies, the support provided 

by the Network Innovation Allowance (NIA) and Network Innovation Competition (NIC) is 

extremely valuable in helping to ensure that academic work is industrially relevant and has 

けｷﾏヮ;Iデげが ;ﾐS ｷﾐ ヮヴﾗ┗ｷSｷﾐｪ a┌ﾐSｷﾐｪ デﾗ Wﾏヮﾉﾗ┞ ヴWゲW;ヴIｴWヴゲく However challenges arise for 

academic groups trying to retain intellectual capacity through short/fixed term contracts. . 

One example of a need for greater coordination therefore lies in investment in building and 

retaining research capacity. This is, in our view, of long-term importance and could be 
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enhanced through more effective coordination of Government and private sector funding 

sources. 

 

Q13. What are the key issues we will need to consider in exploring these options for reform at 

the sector-specific methodology stage, including: 

i) What the critical issues may be in each sector and how we can mitigate the bias 

towards certain types of innovation through focusing on these issues? 

ii) How we can better coordinate any dedicated RIIO innovation funding with wider 

public sector funding and support (including Ofgem initiatives such as the 

Innovation Link and the Regulatory Sandbox)?  

iii) How we can enable increased third-party engagement and what could be the 

potential additional benefits and challenges of providing direct access to third 

parties in light of the future sources of transformative and disruptive innovation? 

WW ;ｪヴWW ┘ｷデｴ OaｪWﾏ デｴ;デ ゲﾗﾏW ﾗa デｴW a┌デ┌ヴW Iｴ;ﾉﾉWﾐｪWゲ ヴWﾉ;デW デﾗ さlarger volumes of 

consumer data, enabling consumers to shift patterns of demandざ ;ﾐS デｴ;デ ｷデ ┘ﾗ┌ﾉS HW 
appropriate for funding to be made available to the sector to maximise the value from data 

and facilitate demand side flexibility. Ofgem also notes a future Iｴ;ﾉﾉWﾐｪW ｷﾐ さidentifying 

those consumers in vulnerable situationsざく O┌ヴ ┌ﾐSWヴゲデ;ﾐSｷﾐｪ ｷゲ デｴ;デ デｴW DNOゲが ｷﾐ ヮ;ヴデｷI┌ﾉ;ヴが 
already have a responsibility to develop and maintain a Priority Services Register for people in 

need (that might be more strongly enforced)く WW ヮヴWゲ┌ﾏW デｴ;デ デｴW ｷSWﾐデｷaｷI;デｷﾗﾐ ﾗa けヮヴｷﾗヴｷデ┞ 
ゲWヴ┗ｷIWゲげ W┝デWﾐSゲ ;ﾉゲﾗ デﾗ ﾆW┞ ｷﾐゲデｷデ┌デｷﾗﾐゲ ゲ┌Iｴ ;ゲ ｴﾗゲヮｷデ;ﾉゲが ┘;デWヴ デヴW;デﾏWﾐデ ┘ﾗヴﾆゲ ;ﾐS 
communication facilities.  

A systematic review of the more than 60 Low Carbon Network Fund (LCNF) projects carried 

out on behalf of UKERC and HubNet18 found that few LCNF projects addressed the potential 

for distribution connected resources to help manage the wider electricity system in respect, 

for example, of whole system balancing, with relatively little attention to novel methods, 

working practices or commercial arrangements. DNOsげ focus in LCNF projects was 

predominately on equipment which was new to them. 

Focusing ﾉWゲゲ ﾗﾐ HWﾐWaｷデゲ デﾗ ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWゲげ ﾗ┘ﾐ I┌ゲデﾗﾏWヴゲ ;ﾐS ﾏﾗヴW ﾗﾐ WﾐWヴｪ┞ ┌ゲWヴゲ ;ゲ 
a whole may help to mitigate some of the biases that Ofgem perceives and help to ensure 

ﾏﾗヴW ﾗa ; け┘ｴﾗﾉW ゲ┞ゲデWﾏ ;ヮヮヴﾗ;Iｴげく As we have already noted, we believe there is a need to 

address risks not only possible opportunities. 

In respect of better coordination of RIIO innovation funding, see our answers to Q11 and 

Q12. 

Iﾐ ヮヴｷﾐIｷヮﾉWが ﾗヮWﾐｷﾐｪ ┌ヮ ;IIWゲゲ デﾗ ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWゲげ I┌ゲデﾗﾏWヴゲげ ﾏﾗﾐW┞ デﾗ ヮ;┞ aﾗヴ ┘ﾗヴk both 

proposed and undertaken by 3rd parties promises to widen the scope for innovation. 

However, proposals should be assessed with a critical eye as, in many cases, the proposers 

may lack knowledge of quite what the network challenges really are or be motivated by a 

けケ┌ｷIﾆ H┌Iﾆげ ヴWｪ;ヴSﾉWゲゲ ﾗa ﾉﾗﾐｪWヴ-term energy system or consumer benefits.   

                                                      

18 Damien Frame, Keith Bell and Stephen McArthur, A Review and Synthesis of the Outcomes from Low 

Carbon Networks Fund Projects, UKERC/HubNet, August 2016. 
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It should be noted that 3rd parties are already heavily involved in network innovation 

projects. However, we have some concerns about the way they sometimes seem to be 

engaged. Iﾐﾐﾗ┗;デﾗヴゲげ ヮヴｷﾏ;ヴ┞ I┌ヴヴWﾐI┞ ｷゲ デｴWｷヴ ｷSW;ゲが aﾗヴﾏWS ;ゲ ｷﾐデWﾉﾉWIデ┌;ﾉ ヮヴﾗヮWヴデ┞ and the 

associated intellectual property rights (IPR). They depend both on other people picking up 

their ideas and on gaining some value from them themselves in order to help to fund their 

continued creative and developmental work. The network licensees are regulated and, for 

the most part, are monopolies whose activities are closely scrutinised by Ofgem to ensure 

┗;ﾉ┌W aﾗヴ デｴW ﾉｷIWﾐゲWWゲげ I┌ゲデﾗﾏWヴゲが Hﾗデｴ ヮヴWゲWﾐデ ;ﾐS a┌デ┌ヴWく OaｪWﾏ ｴ;ゲ SWWﾏWS デｴ;デ ｷデ ｷゲ 
permissible for ﾉｷIWﾐゲWW I┌ゲデﾗﾏWヴゲげ ﾏﾗﾐW┞ デﾗ HW ┌ゲWS デﾗ a┌ﾐS ﾉｷIWﾐゲWW ｷﾐﾐﾗ┗;デｷﾗﾐ デｴヴﾗ┌ｪｴ 
the Network Innovation Allowance (NIA) and Network Innovation Competition (NIC), subject 

デﾗ ; ﾐ┌ﾏHWヴ ﾗa IﾗﾐSｷデｷﾗﾐゲく Fﾗヴ W┝;ﾏヮﾉWが さOne of the purposes of the NIA is to allow learning 

to be shared amongst Network Licensees. The NIA Project must develop new learning that can 

be applied by Relevant Network Licensees.ざ19 Iﾐ ;SSｷデｷﾗﾐが さWe recognise that the Projects 

financed by the NIA may create IPR either for the Funding Licensee or for any Project Partners 

(whether for one, both or jointly)ざ ;ﾐS さNetwork Licensees must ensure that their IPR 

arrangements allow for the Dissemination of knowledge in respect of a Project. This 

knowledge includes the knowledge necessary to reproduce or simulate the outcome of a 

Project. ぐ Iデ ｷゲ ﾐﾗデ W┝ヮWIデWS デｴ;デ デｴW IﾗﾐaｷSWﾐデｷ;ﾉ SWデ;ｷﾉゲ ﾗa IP‘ ┘ﾗ┌ﾉS HW SｷゲIﾉﾗゲWS ｷﾐ PヴﾗﾃWIデ 
Progress Information, only sufficient information to enable others to identify whether the IPR 

ｷゲ ﾗa ┌ゲW デﾗ デｴWﾏく ぐ FﾗヴWｪヴﾗ┌ﾐS IP‘ ┘ｷデｴｷﾐ CﾗﾏﾏWヴIｷ;ﾉ PヴﾗS┌Iデゲ ｷゲ ﾐﾗデ SWemed Relevant 

Foreground IPR. However, these must be made available for purchase by Network Licensees 

;aデWヴ デｴW PヴﾗﾃWIデく ぐ E;Iｴ P;ヴデｷIｷヮ;ﾐデ ゲｴ;ﾉﾉ ﾗ┘ﾐ ;ﾉﾉ FﾗヴWｪヴﾗ┌ﾐS IP‘ デｴ;デ ｷデ ｷﾐSWヮWﾐSWﾐデﾉ┞ 
creates as part of the Project. Where Foreground IPR is created jointly, it may be owned in 

shares that are in proportion to the funding and work done in its creationくざ 

We have become aware that some network licensees are adopting the following practices in 

respect of innovation projects: 

a) insisting that all Foreground IPR in an innovation project is fully and exclusively owned 

by the network licensee; 

b) asking third parties to volunteer their ideas but then commissioning others to take 

them forward. 

The explanation given to us of practice (a) has been that it is needed in order that the 

network licensee can disseminate the learning. It seems to us that such a position is incorrect 

given the various stipulations of the NIA governance arrangements summarised above. 

Moreover, at least in respect of many universities, it is common practice for the university to 

own any Foreground IP independently developed or to institute shared ownership, to offer a 

free licence to the client to use the ┌ﾐｷ┗Wヴゲｷデ┞げゲ FﾗヴWｪround IP developed in the project, and 

to actively promote dissemination of knowledge.  

We are not clear on how widespread the above practices are but both of them are likely to 

act as deterrents to 3rd parties volunteering to become involved with network licensees or to 

offer their ideas. 

 

                                                      

19 Ofgem, Electricity Network Innovation Allowance Governance Document version 3.0, 2017. 
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Q14. What form could the innovation funding take. 

- What would be the advantages and disadvantages of various approaches? 

The UKERC/HubNet LCNF review found that, in a number of cases, there appears to have 

been poor initial design of experiments, with a failure to clearly state what information is 

ゲﾗ┌ｪｴデ ;ﾐS デﾗ SWaｷﾐW ヴﾗH┌ゲデ ﾏWデｴﾗSゲ デﾗ ﾗHデ;ｷﾐ ｷデく Tｴｷゲ ﾏ;┞ HW S┌W デﾗ DNOゲげ ｷﾐW┝ヮWヴｷWﾐIW up 

to that point with the specification, management and execution of research, development 

and demonstration (RD&D) projects. Of 63 projects reviewed, 30 had a university as a 

SWﾉｷ┗Wヴ┞ ヮ;ヴデﾐWヴき ; ﾆW┞ ;ゲヮWIデ ﾗa ; ┌ﾐｷ┗Wヴゲｷデ┞げゲ IﾗﾐデヴｷH┌デｷﾗﾐ ゲｴﾗ┌ﾉS HW W┝ヮWヴデｷゲW ﾗﾐ デｴW 
framing, testing and reporting of research, but it appears this may not have always been 

utilised effectively.  

Successful delivery criteria linked to a recoverable funding contribution, as applied in the 

LCNF arrangements, may be an appropriate method of incentivising performance in learning 

outputs in regulated industries; however, any reward criteria must be focussed on the quality 

of learning outputs not just their delivery20. A framework and good practice guide for 

shaping, capturing and assessing the learning outputs of funded innovation projects is, we 

believe, essential and ゲｴﾗ┌ﾉS HW SW┗WﾉﾗヮWSく Aﾉデｴﾗ┌ｪｴ OaｪWﾏげゲ Electricity Network Innovation 

Allowance Governance Document ﾗ┌デﾉｷﾐWゲ さRequired Project Progress Informationざが ｷデ ｷゲ ﾗ┌ヴ 
impression that the stipulations are not being clearly or consistently followed. Moreover, 

Ofgem guidance says little about design of experiments or trials in which stakeholders can 

have confidence in respect of generation of learning and the associated evidence. 

A framework should support both assessment of projects at the bid stage and ongoing 

evaluation of success, and should be oriented towards the following: are projects targeting 

key uncertainties with an appropriate set of planned experiments and, once funded, are they 

producing high quality learning that moves the knowledge of the sector forward? And, if core 

business deployment is not yet fully proven, can the knowledge generated and shared be 

easily built on by subsequent innovation projects?21 

 

Q15. How can we further encourage the transition of innovation to BAU in the RIIO-2 period? 

How can we develop our approach to the monitoring and reporting of benefits arising from 

innovation? 

Fundamentally, the network licence conditions ゲｴﾗ┌ﾉS Sヴｷ┗W けデｴW ヴｷｪｴデ ;ﾐゲ┘Wヴげく Once an 

innovation has been tested and shown to be commercially viable, failure to adopt the 

innovation when conditions arise that would make use of it could be a breach of the licence. 

Of course, the difficulty would lie in proving such a breach. 

The UKERC/HubNet review of LCNF developed a framework for evaluating innovation 

adoption readiness. This could provide a useful component of ongoing formal evaluation of 

                                                      

20 For further discussion, see Fヴ;ﾏW Wデ ;ﾉが さInnovation in regulated electricity distribution networks: A 

review of the effectiveness of Great Britain's Low Carbon Networks Fundざが EﾐWヴｪ┞ PﾗﾉｷI┞が J┌ﾉ┞ ヲヰヱΒく 
21 Iﾐ ﾗ┌ヴ ┗ｷW┘が デｴW ENAげゲ け“ﾏ;ヴデWヴ NWデ┘ﾗヴﾆゲ Pﾗヴデ;ﾉげ ヴWﾏ;ｷﾐゲ ; ┗Wヴ┞ ｷﾏヮWヴaWIデ ヮﾉ;デaorm for 

dissemination. It could be much improved in respect of, for example, tagging of projects via an 

improved set of keywords, access to data, summaries of key conclusions (with citation of the 

supporting evidence and where to find it) and listing of project partners. 
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デｴW けゲ┌IIWゲゲげ ﾗa ｷﾐﾐﾗ┗;デｷﾗﾐ ヮヴﾗﾃWIデゲく Iデ Iﾗ┌ﾉS HW Wﾐｴ;ﾐIWS デﾗ ;ﾉﾉﾗ┘ aﾗヴﾏ;ﾉ ゲWﾉa-assessment of 

an innovation's readiness to be deployed when required, and the required progression in 

respect of reduction of uncertainty. It could be accompanied by an in-depth discussion of the 

supporting evidence produced by the project. For projects with a positive score, a description 

of the expected pathway towards deployment should be ヮヴﾗ┗ｷSWSく Tｴｷゲ けｷﾐﾐﾗ┗;デｷﾗﾐ ;Sﾗヮデｷﾗﾐ 
ヴW;SｷﾐWゲゲ ヮ;デｴ┘;┞げ Iﾗ┌ﾉS デｴWﾐ HW ゲ┌HﾃWIデ デﾗ ｷﾐSWヮWﾐSWﾐデ W┝ヮWヴデ scrutiny and would support 

ongoing knowledge capture, strategy development, and appropriate design of future 

innovation projects. 

Whether it is around the adoption of innovative solutions or the use of more established 

methods or technologies, it has will continue to be a challenge for the regulator to establish if 

a network licensee is discharging its duties competently. As far as we are aware, to date, the 

only attempt that has been made has been as part of a price control review in which past 

capital expenditure has been assessed with a view to deciding whether particular items can 

be added to the asset base. One approach that might (a) provide enhanced information and 

(b) spread the assessment workload would be a random audit approach. This would be 

analogous to financial audits in which randomly selected transactions are followed through 

all stages. Where these closely scrutinised transactions are shown to have been treated 

correctly, confidence can be gained that business processes are appropriate and that the 

majority of accounts are correct. In the network licensee audit analogy, randomly selected 

investments would be assessed in detail in terms of their origin, analysis, business case 

development, evaluation, final decision and implementation. 

Competition 

Q16. Do you agree with our proposal to extend the role of competition across the sectors 

(electricity and gas, transmission and distribution)? 

- What are the trade-offs that will need to be considered in designing the most efficient 

competitions? 

The main evidence usually cited in support of competitively awarded network development 

and ownership contracts is the experience of Offshore Transmission Owners (OFTOs). When 

claiming specific savings, Ofgem should state clearly what these savings are relative to and 

how any counterfactual was formed. 

While there may well be some consumer benefits to come from extended competition in the 

provision of electricity and gas network capacity, we would counsel against reading too much 

into the apparent evidence from OFTOs: 

 None of the OFTOs has actually designed and built anything yet.  

o The OFTOs have acquired assets that were commissioned and initially financed 

by the generation developers. 

 OFTOs own and operate connections to the main interconnected transmission 

systems (MITS) and not any assets within the MITS.  

o The costs and benefits of different configurations of connections to the MITS 

are relatively easily defined, especially once a connection design standard as 

expressed in the Security and Quality of Supply Standard (SQSS) has been set. 
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 As far as we understand it, the OFTO personnel responsible for maintenance of the 

assets have been inherited from the generation developers. 

OFTOs may have given rise to more innovative and more cost-effective maintenance 

practices than the established transmission licensees. However it the OFTO arrangement also 

permits benefits that may come from けfinancial engineeringげ rather than physical engineering. 

The generation developers can raise finance for development of the connection to the MITS 

knowing that they can sell it on almost immediately to another party, an OFTO. The OFTO 

knows that its risk is strictly limited by the floor of the cap and floor income model and so can 

raise finance quite cheaply. We are not clear on the extent to which they are exposed to the 

main risk に cable failure entailing unavailability of the connection for many months に and how 

this compares with that faced by the established, regulated TOs in respect of onshore 

connections. 

The difficulties we highlighted in answers to earlier questions associated with separation of 

network ownership from system operation would also arise in respect of CATOs. 

 

Q18. What could the potential models be for early stage competitions (for design or technical 

solutions)? 

- What are the key challenges in the implementation of such models, and how might we 

overcome them? 

Whatever clever ideas are used in maintaining an asset, the biggest savings come from not 

needing it in the first place, whilst the biggest benefits come from the asset being available. It 

seems to us that the main potential benefit of the competition envisaged by Ofgem is to 

provide scope for genuine innovation in respect of the design of new electricity network 

capacity, e.g. to consider different technologies or different routes, such as taking a Western 

Isles connection along the sea bed to the south of Scotland rather than across the shortest 

stretch of water and across land to somewhere in the north. However, the winning bidder 

would be required to present a business case addressing, at least, whole electricity system 

benefits and to take on the planning consents risks. It should also be recognised that 

considerable work would be needed from each and every bidder to assess the different 

options and develop a case for the preferred one, effort that would be priced into a bid. 

Moreover, the capability of consultants to undertake this and to assess whole electricity 

system benefits will be limited relative to that of the network licensees, ┘ｴﾗゲW けS;┞ ﾃﾗHげ ｷゲ デﾗ 
know their network and its place in the wider system.  

The potential consumer benefits of a late model will be much less, simply as a consequence 

of the design having been largely set. The network licensees go out to tender, for 

Iﾗﾐゲデヴ┌Iデｷﾗﾐ ;ﾐS SWﾉｷ┗Wヴ┞ ﾗa デｴW ;ゲゲWデゲき デｴW W┝デWﾐデ デﾗ ┘ｴｷIｴ ; けIﾗﾏヮWデｷデｷ┗Wﾉ┞ ;┘;ヴded 

デヴ;ﾐゲﾏｷゲゲｷﾗﾐ ﾗ┘ﾐWヴげ (CATO) can achieve further savings is open to question. For example, as 

we understand it, one of the constraints, at least in the recent past, comes from a set of 

standard technical specifications, largely inherited from CEGB days and tending to be quite 

specific to Great Britain and therefore sometimes requiring bespoke modifications of 

equipment available on the global market. 

The contracting out of detailed design, construction, commissioning and maintenance of 

transmission network assets to a given, quite high level functional specification has been 

tried before by National Grid に デｴW さAﾉﾉｷ;ﾐIWゲざく O┌ヴ ┌ﾐSWヴゲデ;ﾐSｷﾐｪ ｷゲ デｴ;デ ｷデ ┘;ゲ ﾐﾗデ ; ゲ┌IIWゲゲき 
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we would therefore advise Ofgem to delve deeply into learning why this was the case before 

committing to any particular CATO model. 

 

Simplifying the price controls 

Our approach to setting outputs 

Q19. What views do you have on our proposed approach to specifying outputs and setting 

incentives? 

- When might relative or absolute targets for output delivery incentives be appropriate? 

- What impact would automatically resetting targets for output delivery incentives 

during a price control have? Which outputs might best suit this approach? 

We believe that the principle of rewarding に or penalising に the network licensees according 

to their performance in delivering core services to network users is a good one. However, the 

devil is in the detail of quite how it is done. There are factors that influence measured 

outputs that are genuinely outside their control, and there will be random variations from 

one year to another.  

Our approach to setting cost allowances 

Q20. What views do you have on our general approach to setting cost allowances? 

As has been noted by many, including Ofgem and by us in our answers to earlier questions, 

there is considerable uncertainty around both the future need for network investment and 

how much it will cost to deliver. Generation connections and closures are outside the control 

of the network licensees and the demand for electricity and gas will undoubtedly change in 

the next decade or two. New methods and technologies, such as making use of the flexibility 

afforded by power electronics or offered from the demand side, promise to reduce the need 

for conventional primary assets though they also present new operational challenges. 

Effective utilisation of flexibility depends on monitoring, control and coordination and this 

depends on assets that become obsolete quickly and, if not appropriately designed and 

managed, are vulnerable to cyber-attack. There is also considerable variation in the cost of 

particular assets, in respect of land, civil works, the cost of design and commissioning 

personnel, and the cost of equipment. The last of these is in turn affected by the state of the 

global market, exchange rates and commodity prices. 

In principle, the impact of at least some of these uncertainties on デｴW ﾐWデ┘ﾗヴﾆ ﾉｷIWﾐゲWWゲげ 
ability to meet their licence conditions within a set revenue stream ought to be manageable 

by income adjustment factors. Of course, this is conditional on making the factors dependent 

on the right things and assigning the right size to them. 

Given enough relevant data, statistical analysis would reveal interdependencies and 

correlations between factors, such as those influencing prices of particular items of 
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equipment22. Access to relevant data is clearly critical; however, much of it is not published. 

Ofgem may have better scope to access this than others. 

 

Q22. What impact would resetting cost allowances based on actual cost performance (eg 

benchmarked to the average, upper quartile or best performer) during a price control have? 

Which cost categories might best suit this approach? 

We offer no particular views on this question in general but highlight one specific issue that 

has arisen in the past in relation to measurement of network licensees relative to each other. 

It has been asserted, for example by network licensees to trades unions representing their 

staff, that, due to the revenue constraints set by Ofgem, pay settlements should be at or 

around the median for the sector. This neglects the fact that there would normally be a 

spread, for all sorts of reasons. If every company paid at the median, they would all be paying 

the same. In our view, a spread is reasonable as it might be more difficult to recruit and 

retain staff in some locations than in others; companies should also be free to choose what 

emphasis they wish to place on high levels of skills and what that means for the business as a 

whole.  

Our understanding, e.g. via the IET Power Academy, is that the electricity sector, in particular, 

still finds it quite difficult to attract enough engineers of sufficient calibre. This seems to be 

applicable across the sector from fitters, technicians and Senior Authorised Persons to 

Chartered Engineers and engineering managers. Much of that difficulty can be traced to the 

challenge of attracting young people to study engineering and pursue it as a career, a 

challenge that is especially acute in respect of young women. Many companies have 

depended on recruits from outside the UK, especially from elsewhere in the European Union. 

We therefore highlight the significant challenge to recruitment and retention that is likely to 

be faced when the UK withdraws from the EU. Two broad outcomes might be expected to 

arise: skills found within the body of recruits would generally be lower, raising risks for 

business activities that might only be mitigated by increased expenditure on training and 

education by the businesses themselves; or higher salaries will need to be offered to attract 

those who already have the required knowledge and skills. 

 

Annual reports/reporting 

Q32. How can we make the annual reports easier for stakeholders to understand and more 

meaningful to use? 

One of the most important performance metrics for the DNOs is the reliability of supply to 

Iﾗﾐゲ┌ﾏWヴゲ ;ゲ ケ┌;ﾐデｷaｷWS デｴヴﾗ┌ｪｴ けI┌ゲデﾗﾏWヴ ﾏｷﾐ┌デWゲ ﾉﾗゲデげ ふCMLぶ ;ﾐS けI┌ゲデﾗﾏWヴ ｷﾐデWヴヴ┌ヮデｷﾗﾐゲげ 

                                                      

22 An example of a similar approach used to try to understand influences on the capital cost of wind 

a;ヴﾏゲ ｷゲ Dく MIMｷﾉﾉ;ﾐ ;ﾐS Gく A┌ﾉデが さWind farm capital cost regression model for accurate life cycle cost 

estimationざが IﾐデWヴﾐ;デｷﾗﾐ;ﾉ CﾗﾐaWヴWﾐIe of Probabilistic Methods Applied to Power Systems (PMAPS), 

Istanbul, 2012. 
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(CI). These are subject to a quality of service incentive. Consolidated, up to date annual 

reports on these metrics for each licence area enable ready comparison of the actual CML 

and CI performance but we believe that it will not be immediately obvious to many 

ゲデ;ﾆWｴﾗﾉSWヴゲ デｴ;デ デｴW┞ I;ﾐ HW aﾗ┌ﾐS ｷﾐ ;ﾐ ;ヮヮWﾐSｷ┝ ﾗa ; さ‘IIO-EDヱ Aﾐﾐ┌;ﾉ ‘Wヮﾗヴデざく Iデ Iﾗ┌ﾉS 
be improved by clearer presentation of licensee performance in terms of the service 

delivered to network users, for example: reliability of supply; number of new connection 

facilitated relative to the price control forecast; how quickly connection offers are made and 

how many are accepted; the proportion of the population of different asset types that were 

planned for replacement versus how many have actually been replaced, number of 

frequency and voltage excursions, etc.. 

 

Fair returns and financeability 

Financeability 

Q39. Do you consider the introduction of a revenue floor, to protect the ability of companies 

to service debt, to have merit? 

Aside from times when politicians have responded to major loss of supply events by claiming 

that they are evidence of under-investment by the network companies, we are not aware of 

particular public concern - since liberalisation of the gas and electricity supply industries -

about under-investment in the networks. Rather, some commentators have claimed over-

investment or excessive profits23. In addition, connection applicants sometimes complain 

about delays to connections being completed, or excessive use of system charges. The 

rWｪ┌ﾉ;デﾗヴゲげ ヮヴWSﾗﾏｷﾐ;ﾐデ IﾗﾐIWヴﾐゲが WIｴﾗWS ｷﾐ デｴW most recent RIIO-2 consultation, also seem 

to have been over-ｷﾐ┗WゲデﾏWﾐデが W┝IWゲゲｷ┗W ヴWデ┌ヴﾐゲ ﾗヴ a;ｷﾉ┌ヴW デﾗ ﾏWWデ ┌ゲWヴゲげ ﾐWWSゲく Iデ ｷゲ ヴｷｪｴデ 
デｴ;デ OaｪWﾏ ゲWWﾆゲ デﾗ ゲ;aWｪ┌;ヴS Iﾗﾐゲ┌ﾏWヴゲげ ｷﾐデWヴWゲデゲ ｷﾐ デｴWゲW ヴWゲヮWIデゲく  

ThWヴW ｷゲ ;ﾉ┘;┞ゲ ;ﾐ WﾉWﾏWﾐデ ﾗa さデｴW┞ ┘ﾗ┌ﾉS ゲ;┞ デｴ;デが ┘ﾗ┌ﾉSﾐげデ デｴW┞ざ ┘ｴWﾐW┗Wヴ デｴW ﾐWデ┘ﾗヴﾆ 
licensees complain about squeezed returns but it seems to us that there is a tone to the 

ｷﾐｷデｷ;ﾉ ヴW;Iデｷﾗﾐゲ デﾗ OaｪWﾏげゲ けIﾗﾏヮWデｷデｷﾗﾐ-ヮヴﾗ┝┞げ ヮヴﾗヮﾗゲ;ﾉゲ aﾗヴ HｷﾐﾆﾉW┞ Pﾗｷﾐデ に Seabank and 

what it augurs for the RIIO-2 settlements that seems different. It may be necessary, for the 

first time, to consider the possibility of under-investment due to decisions by the network 

licensees, many of which are part of companies that operate in many different markets, to 

spend their money elsewhere. As we noted in our answer to Q9, the consequences of both 

over-investment and under-investment should be considered by both the network licensees 

and Ofgem. Over-investment would have unwelcome impaIデゲ ﾗﾐ Iﾗﾐゲ┌ﾏWヴゲげ Hｷﾉﾉゲき ┌ﾐSWヴ-

investment might lead to excessive constraint costs, put security of supply at risk or delay the 

;IｴｷW┗WﾏWﾐデ ﾗa デｴW UKげゲ SWI;ヴHﾗﾐｷゲ;デｷﾗﾐ デ;ヴｪWデゲく 

 

                                                      

23 For example, Helm, D (2017) Cost of Energy Review. Report for the Department of Business, Energy 

and Industrial Strategy. 


