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Agenda

2

Item Timing

1. Welcome and introductions 
10:00 – 10:10

2. Minutes of previous meeting and updated terms of reference
10:10 -10:20

3. Update on activity since previous meeting and recap of group function
10:20 - 10:30

4. Presentation: SP and SSE on OAWG priorities/subgroups proposal
10:30 -11:30

5. Presentation: Northern Powergrid on Overarching framework and asset 
lives 11:30-12:30

Lunch
12:30-13:00

6. Presentation: SP on Strategic Investment
13:00- 13:45

7. Presentation: E.ON Provision of EV connections to vulnerable customers
13:45-14:15

8. Presentation: ENWL on Smart Street – Overview and RIIO-ED2
framework considerations 14:15 – 15:00

9. AOB
15:00 – 15:15



Minutes, Terms of Reference and activity since previous meeting
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• December minutes

• Terms of Reference

• Activity since previous meeting



Future meetings
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Topics for discussion Areas where we would be particularly 
interested in hearing proposals

February (17 February - tbc)

Reflecting regional priorities within the 
price control

Approach to reflecting ambitions of Local 
Authorities and devolved administrations 
within the price control

Forecasting and scenarios An appropriate approach to developing a 
common view of the future in RIIO-ED2

March (date tbc)

How to set price controls for DSO 
functions

Treatment of DSO functions undertaken 
by DNOs 

How to set price controls in a big data 
environment



The function of the group: A reminder (1)
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Focus areas:

We want to hear and understand your suggestions for, and assessment of 

proposals for methodological changes that could better achieve these goals, for 

instance:

• Do we need to change how we evaluate costs and benefits?

• Do we need new uncertainty mechanisms?

• Do we need to remove outputs and incentives or introduce new outputs?

• Do existing incentives (such as on totex) drive the appropriate 

behaviour?  If not, what would need to change?

How to set price controls that support 

decarbonisation goals

How to set price controls for a smart, 

flexible energy system

How to set price controls that support 

strategic investment

How to set price controls in a big data 

environment

How to set price controls for DSO functions Approaches to forecasting and scenario 

planning



The function of the group: A reminder (2)
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• Separately, other workstreams are looking key related issues – access reform, DSO 

functions, flexibility markets.  And some of our decision making – for instance in 

relation to competition – will largely be determined once we have sight of business 

plans.  

• This group should consider these issues in so far as they may impact upon the type of 

price control we set & how this may change depending on the decision we make, for 

instance in relation to the range of DSO functions undertaken by DNOs. But this group 

will not be considering which DSO functions DNOs should undertake or whether in 

principle we should introduce competition, for example.
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High level options: An illustration

• In considering changes to the methodology, at a high-level we may in due course have to 

choose between different options for the type of price control that we set.  

• This is particularly relevant for issues relating to decarbonisation where the actions of the DNO 

in RIIO-ED2 are intended to contribute toward the achievement of net zero carbon emissions in 

2050.

• The approach we take may have different implications for the role of the DNOs and the risks 

they are exposed to.

Decarbonisation

Input based

• Better guidance on evidence 
needed to support strategic 
investment

• CBAs to reflect carbon 
impacts

• Mechanisms within price 
control to adjust revenues in 
line with changing demand

Output based

• Incentives on connection times 
for renewables/EV charging 
points

• Incentives on access to 
network/curtailment of 
renewable energy on network

• Capacity utilisation metrics

TIM incentives for delivery 
of planned infrastructure

TIM + output incentives for 
delivery of infrastructure that 

achieves output targets

Outcome based

Incentives on:
• Renewable generation connected
• EV roll-out
• Decarbonisation of heat
• Utilisation of flexibility

Revenues linked to delivery of 
outcomes
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OAWG 

priorities/subgroups 

proposal

17th January 2020
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OAWG draft ToR and previous suggestions for OAWG scope

Sources: 

(i) OAWG draft ToR; 

(ii) Ofgem slides from 29th Oct WG workshop 

Limited time (April?) and many topics – prioritisation and use of 

focussed Work Packages is key
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SPEN/SSEN Initial suggestions of proposed priorities – each with a subgroup 
where necessary (work packages to be expanded)

• Definition of strategic 
investment – creation of 
common principles and 
differentiation of different 
categories e.g. value and risk

• Examples of a range of 
investment projects across 
DNOs 

• Matrix of scale/value/ 
certainty/risk and possible 
mechanisms for funding 

• Options around outputs and 
incentive

• Low carbon drivers

• How to measure outputs 
associated with low-carbon 
transition.

• Role of national plan and 
common scenario

• Role of local plans and 
regional scenarios  

• Interaction between 
national/common approach 
and local/regional planning.

• How should regional / local 
plans be updated and 
validated

• What level of granularity of 
local plan is  expected

• What happens when reality 
differs from the scenario

DSO considerations

• Definition of DSO functions 
within ED2 – separate 
outputs or within DNO

• Rational for them sitting with 
DNO (risks and benefits) –
separate outputs or within 
DNO

• Appropriate outputs, funding 
arrangements and incentives 
for DSO

Role of Competition

• Clarify objectives (risk and 
benefits) of early and late
competition.

• If appropriate propose 
competition models  
considering differences 
between T and D, including in 
thresholds.

• Consider whether DSO model 
is one model of early 
competition

• Clarify expectations, 
opportunities and risk for 
native competition

• Ensure models provide 
appropriate protection and 
risk mitigation measures for 
customers

National/Regional Planning and 
scenarios

Achieving Net Zero including 
Strategic Investment

Each group should also consider:

• Lessons from Transmission and Gas Distribution under RIIO-2

• Consequential licence/code changes and impact and interaction thereof
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Some suggestions from others on additional topics to be prioritised  (1 of 2)…

Topic Description Suggested way forward

Making the case for 
the regulatory 
model and Asset 
Lives

How long should asset lives be? Cost Assessment WG with update 
to OAWG

Incentivisation to 
drive consumer 
benefit

Review the overall balance of the incentive framework and how incentive 
based regulation should continue into RIIO-ED2 to deliver optimal outcomes 
for consumers

Making the best 
decisions for 
customers each 
time

How ensure the best decisions for consumers over the right time horizon for 
example CBAs. Is key to choosing between flex, EE and traditional network 
solutions.

What would the outputs be in this 
area? If the expectation is that this 
sub-group will set out the length of 
CBAs, the value of incentive rates, 
the key things to incentivise then 
this may be a group for later? 

Data accessibility Building on the work already happening in the T2/GD2 timescales, OAWG to consider ENA Data group 
output

Principles for 
dealing with 
uncertainty (e.g 
capacity)

Explore where items might be reopeners, baselines or volume drivers. For 
example providing capacity to meet customers’ needs as these may rapidly 
evolve need to address how the uncertainty is managed (e.g capacity 
mechanism)

Proposed Strategic investment 
subgroup

Willingness to pay 
and stakeholder 
engagement

Role of centralised WTP and consumer/stakeholder engagement, and if this is 
different to GD2/T2. Clarification require

Customer Service, Vulnerability & 
connections WG

Financeability Ensure financial foundations are sound, delivering at an efficient cost to 
customers and maintaining attractiveness to investors and lenders so 
consumer needs can be met. 

Finance WG
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Topic Suggested way forward

Whole Systems Cross Sector Ofgem Group and CAM 
in  Ofgem CAM WG

Innovation Cross Sector Ofgem Group 

CEG/CCG interactions

Valuation of Flexibility Load subgroup of SRR WG

Cost Benefit Analysis Cost Assessment WG

Some suggestions of other topics to be prioritised  (2 of 2)…
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Timeline and suggested approach

Aim is for this meeting to :

(i) Agree which topic areas in slides 3-5 need to be discussed with a view to 

producing proposals/analysis to inform summer consultation.  

(ii) Agree which topic areas fall within OAWG or other WGs.

(iii) Prioritise OAWG topic areas (at least the top 3)

(iv) Identify which of those within OAWG would benefit from a subgroup. If no 

subgroup, identify an alternative way of progressing.

Next steps…

Governance of subgroup structure.  Potential ENA role to support?

- Attendees ideally experts in topic areas. Open to all, but limited to 10(?) to 

promote collaboration in limited timeline? Fortnightly meetings? Volunteer chair? 

Ofgem attendance non-compulsory? Minimise resource burden – meetings via 

phone?

- Quick turnaround of proposals; reporting progress and proposals to OAWG 

monthly

Work Packages

(i) All to propose potential Work Packages for each topic area by 23rd Jan?  

Volunteer to consolidate.  How to prioritise and start work?
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In order to meet the challenging timeline …

January

• OAWG endorse 
approach

• Work packages 
agreed

• Experts 
nominated

• 1st subgroup 
meetings: 
nominate chair, 
plan work Feb-
April

February

• Subgroups 
report on 
progress/plans 
to OAWG

• Hold 2 subgroup 
meetings for 
each subgroup

March

• Subgroup 
present initial 
proposals/analys
is to OAWG

• Hold 2  subgroup 
meetings for 
each subgroup

April

• Subgroups 
present 
proposals/analys
is to OAWG

• Hold 2  subgroup 
meetings for 
each subgroup

Aim: to start 2-3 subgroups in January … others in February …
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• We now have three presentations of proposals put forward by 

members.

• To consider:

- Is this a priority for the group to focus on?

- How would consumers benefit from the proposal?

- What alternative solutions might there be to address the 

issue identified?

- How would the framework need to change in order for the 

proposals to be implemented?

- What evidence or analysis would we need to see to progress 

the idea?
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OAWG 
Strategic Investment

17 January 2020
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The strategic challenges faced under RIIO-ED2 in relation to growth in EVs, other Low Carbon Technologies and 

delivery of Government’s net zero policy objectives will drive a greater need for strategic / anticipatory 

investment to ensure the network is developed and managed to facilitate delivery of customer requirements in a 

timely and efficient way.

Strategic / anticipatory investment is not a new concept for networks, but there is concern that the scale and 

pace of change going forward will be more significant and uncertainty regarding timing and / or scale of 

investment may be greater, creating additional risk for DNOs and customers. 

A robust and transparent framework is required to ensure stakeholders have confidence in decision 

making and to ensure risks are managed in an efficient and proportionate way.

In general, tools currently exist to deal with strategic / anticipatory investment, uncertainty and risk but further 

development e.g. to confirm how and when they should be applied is required. Tools include: 

• Use of planning and forecasting scenarios to demonstrate value and risk under base case and 

extremes

• Engineering and technical justification 

• Cost Benefit Analysis

• Outputs and Price Control Deliverables

• Totex Incentive Mechanism

• Close out adjustment or claw back mechanisms

• Revenue Adjustment Mechanisms

Background and Context
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Strategic / Anticipatory Investment – Approach to Funding
U
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The diagram above sets out a high level approach to funding based on overarching principles.

 Definitions for Low, Medium and High Uncertainty / Risk need to be developed

 Definitions also need to be developed for tranches of investment

 Alternative approaches to volume drivers and reopeners or PCDs exist and need to be defined

M
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Medium Risk / Low Value

Funded through Base 

Revenue

High Risk / Medium Value

Funded through Reopener

Medium Risk / Medium 
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Funded through volume driver
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Funded through Reopener
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Low Risk / Low Value

 Value of investment is below a predetermined threshold e.g. <£1m.  This could be applied at a project or scheme level; and   

 Need for investment is known e.g. secondary reinforcement, leading indicators, asset condition 

Low Risk / Medium Value

 Value of investment is within a predetermined range e.g. £1m to £10m

 Need for investment is known as above, or has been demonstrated e.g. Cost Benefit Case and Engineering / Technical 

Justification

 There is clear User or Stakeholder Commitment 

Low Risk / High Value

 Value of investment is above a predetermined value e.g. >£10m

 Need and Commitment clear, as set out above

Medium Risk / Low Value

 Value of investment is below predetermined threshold e.g. £1m, as above

 There are elements of need that are not certain, but cost of incremental investment is low.  Predetermined thresholds for 

appropriate uncertainty levels could be set e.g. cost associated with incremental investment / risk is less than 15% of base 

cost, or efficiency savings associated with carrying out work now are less than the incremental cost of deferring incremental

investment until some future point in time



41Level of confidentiality: 
EXTERNAL USE

Medium Risk / Medium Value 

 Value of investment is within a predetermined threshold e.g. £1m to £10m

 There are elements of need that are not certain giving risk score of more than a predetermined amount or incremental cost of 

more than a predetermined amount e.g. +25%.   

High Risk / Low Value

 Value of investment is below a predetermined value e.g. £1m 

 Some level of investment is required and supported by customers or stakeholders but scale or timing is not clear

 User or Stakeholder Commitment is not provided  

Medium Risk / High Value

 Value of investment is above a predetermined value e.g. >£10m

 There are elements of risk that are not certain, giving a risk score of more than a predetermined amount or incremental cost of 

more than a predetermined amount e.g. +25%

High Risk / Medium Value

 Value of investment is within a predetermined threshold e.g. £1m to £10m

 Some level of investment is required and supported by customers or stakeholders but scale or timing is not clear

 User or Stakeholder Commitment is not provided  
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Value of investment is above a predetermined threshold e.g. >£10m

Some level of investment is required and supported by customers or stakeholders but scale or timing is not clear

User or Stakeholder Commitment is not provided  

High Risk / High Value 

Note:  All figures shown above are for illustrative purposes at this stage, to facilitate discussion. 
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 Base Revenue – where the cost of investment, risk or uncertainty is within acceptable parameters, funding should be provided through 

base revenue.

 Volume Driver – volume drivers can be used to release revenue in increments as need becomes clearer and risk reduces.  Mechanisms 

currently exist and have been used in distribution and transmission e.g.  £ / unit of incremental capacity applied for or delivered.  

 Reopeners – where uncertainty, risk and value are material, reopeners can be used to ensure due consideration is given to all factors 

e.g. triggered for specific events and at specific points in time.  Some modification may be required for ED2; consideration should be 

given to whether frequency and thresholds should be more flexible than they are at present.  There is also generally some form of 

materiality test applied e.g. project has to be greater than X% of base revenue or greater than a predetermined amount e.g. 25m for 

HVPs.  Consideration should be given to whether this is still appropriate. 

 Layering Approach – a combination of base revenue, volume drivers and reopeners are likely to be required for ED2 reflecting the 

different value and risk associated with individual projects.  Base revenue would be provided up front to cover projects where need and 

cost are reasonably certain.  Reopeners and volume drivers could be used on top of base revenue to “check in” and release incremental 

revenue as appropriate.

 Cost Benefit Case – the need and level of risk / uncertainty could be analysed for all projects or schemes above a defined threshold e.g. 

£1m as part of the Business Plan review.  Guidance around Cost Benefit, Engineering and Technical justification needs to be developed 

to take account of the short, medium and long term nature of projects or schemes and the broad range of benefits, including  economic 

and societal benefits, associated with low carbon transition. 

 User or Stakeholder Commitment – this is an essential tool to help reduce risk.  Commitment can take many forms.  Consideration 

should be given to developments in Transmission e.g. payment of a connection fee, placing of security and liabilities, planning application 

submitted / consent achieved, customer funding in place, customer equipment ordered etc.

 Uncertainty / Risk – consideration should be given to guidelines on how to reduce levels of uncertainty, including the role of stakeholder 

evidence and legislative requirements in reducing uncertainty.

 PCDs – may be appropriate for projects that are uncertain but unit costs are known.

 Close Out – this provides a useful tool for Ofgem to check a DNO’s decisions to ensure overall, the network has been developed, 

operated and maintained in an economic and efficient manner. 

 Outputs – must be relevant and within a DNOs control to drive appropriate behaviour. Relevant outputs could include existing 

measures e.g. Customer Interruptions, Customer Minutes Lost, Time to Connect, Broad Measure of Customer Satisfaction.  However, 

additional measures may also be relevant and could be considered on a project by project basis as with High Value Project reopeners 

e.g. incremental capacity delivered.  This may include timeliness of delivery and delivery within budget.  Given the nature of strategic 

investment and net zero, profiling of outputs may be required along with flexibility to accommodate changes in need / delivery dates.  

This can be assessed as part of Business Plan and CBA assessment. 

Funding Mechanisms and Considerations
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 Define strategic / anticipatory investment

 Review example projects to understand different values, levels of uncertainty and 

risk, and to test principles / approach

 Carry out further analysis to define appropriate limits and trigger points for funding 

each category of strategic / anticipatory investment based on value and uncertainty

 Develop a framework and guidance for supporting tools such as CBA, Engineering 

and Technical Justification, scenario planning etc. to ensure there is a clear and 

robust framework that ensures all appropriate risks and benefits are considered and 

quantified over a reasonable time horizon to help inform decisions

 Develop options for volume / revenue drivers

 Develop possible reopener mechanisms and parameters

 Develop thinking on outputs, time periods for delivery and review 

 Provide examples of where a PCD may be more appropriate than a reopener 

mechanism 

Next Steps



How to set price 
controls that support 

decarbonisation goals
E.ON UK



The just transition to Net Zero

Decarbonisation of electricity

• Currently, a significant contribution 
by all through electricity bill

• Voluntary involvement (you don’t 
have to put PV on your roof) 

• Policy has (just about) delivered grid 
parity for renewables.

• Clear direction of travel for future 
policy (continued CfDs, SEGs 
charged through bill incentivises low 
carbon investment)

Decarbonisation of heat

• Currently, a small contribution by all 
through general taxation

• All customers will eventually have to 
be involved (new heating system, 
either heat pump or hydrogen boiler)

• Policy is a long way from delivering 
parity with gas. No clear direction of 
travel

• No clear direction of travel

Decarbonisation of transport

• Currently, a small contribution by all 
through general taxation

• All customers will eventually have to 
be involved (new zero carbon car) 

• Policy has (nearly) delivered parity 
with petrol/diesel.

• Mass market uptake likely during 
2020s removing need for grants and 
making zero carbon transport 
cheaper though high capex will 
continue to be a barrier to 
vulnerable customers

Everyone contributes through elec 

bill, can opt out of direct 

involvement. Just transition 

question about fairness of 

contribution

Lack of policy direction makes 

fairness of funding mechanism 

difficult (esp. due to eventual 

mandatory involvement 

Grants likely to fall away, but 

eventual mandatory involvement 

makes just transition more difficult



Grant-enabled routes to delivery tend to see vulnerable 
customers miss out …

Examples

• Feed in tariffs/SEG

• Renewable heat incentive

• Scrappage schemes

• EV/charging point grants

Example

• Energy Company Obligation

• Smart meter rollout
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Obligations maybe better route for mandatory 
involvement

Uptake is lower amongst 

vulnerable customers, 

partly due to the lack of 

engagement 

Targets/supports 

vulnerable customers 

specifically (though not 

closed to non vulnerable)

For non-mandatory 

involvement just have to 

ensure that levies are 

applied justly i.e. not 

through a regressive 

mechanism

As vulnerability is taken 

into account, obligation 

maybe a better route to a 

just transition  



DNOs are in a good position to deliver a residential EV 
charging point obligation alongside local authorities/housing 
associations
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For the mandatory involvement in the decarbonisation of transport, DNOs are in a good position to deliver 

an EV charging point rollout obligation because DNOs:

Vulnerable customers are less likely to have off street parking so its is imagined that the obligation would 

best work for ‘set-aside’ charging bays in identified target residential areas. This is broadly similar to the 

On-Street Residential Chargepoint Scheme which opened to local authorities in 2017. 

Residents must be able to charge their cars at the same price as a domestic property.

Funding for the obligation would be through a progressive mechanism such as general taxation.

• have data on customer vulnerability via the PSR and improved data sharing with suppliers/Govt/LAs 

etc

• have the capability and financial backing to deliver the national rollout of EV charging points at least 

cost

• have existing relationships with local authorities to identify appropriate sites/potentially pass 

ownership to after installation

• can benefit from knowing where EV charging points are being installed (better forecasting) and 

contracting with the local authority to deliver local flexibility services 













Our core purpose is to ensure that all consumers can 
get good value and service from the energy market.
In support of this we favour market solutions where 
practical, incentive regulation for monopolies and an 
approach that seeks to enable innovation and 
beneficial change whilst protecting consumers.

We will ensure that Ofgem will operate as an efficient 
organisation, driven by skilled and empowered staff, 
that will act quickly, predictably and effectively in the 
consumer interest, based on independent and 
transparent insight into consumers’ experiences and 
the operation of energy systems and markets.

www.ofgem.gov.uk


