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Background on utilisation
What do we mean by utilisation

• A measure of how loaded network assets are – typically interested in the maximum 

• The concept of tracking assets by utilisation is already well established at Primary level via the Load Index

Why an utilisation metric at the secondary level is in both our customers’ interests and the DNOs

• An utilisation metric encourages DNOs to intervene where most needed and in a consistent manner

• Secondary network more complex and uncertain, it makes sense to use utilisation to justify and evidence 
interventions and funding

How could a new utilisation metric work

• Drive towards improved asset data, which can help drive decision making and greater transparency 

• Can reflect different unit costs of interventions at different utilisation levels

Peak demand on an asset

Capacity rating of the asset

12



1 2 3

6 45

DFES →MW MW →Utl Utl→ £

£ →MVA MVA → £ Utl→DFES → £

Convert scenario to load 
forecast at asset level

1m EVs → 1,000MW 1,000MW→ 8% increase 8% increase→ £200m  

-2% → -£30m £200m → 400MVA+50MVA → £30m 

Characterise current utilisation 
and convert load forecast to 

change in utilisation at asset level

Set investment strategy based on 
asset level utilisation triggers i.e. X 
amount of monitoring, Y amount of 
flex and Z amount of reinforcement

Convert Unit Cost 
Allowances to a capacity to 

release over ED2 period

Set a volume driver on 
capacity released to flex 

allowances in period 

Potential ex-post evaluation of 
forecast accuracy and utilisation 

to determine any true up 

Overview 
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Network utilisation strategy incentive

Capacity Volume Driver



Using utilisation to evidence the investment strategy
1 Start with DFES to understand impact of load growth on individual sites and the impact on overall utilisation of the network 

2 Identify types of interventions required and how these may vary by the utilisation of asset – e.g. mix of interventions 

per utilisation band   
3 Develop a £/MVa released per utilisation band or single composite unit cost based on blend of interventions     

4 Forecast capacity to be released per utilisation band to manage load growth

5 Propose allowances based on forecast capacity released in each utilisation band x unit cost for each utilisation band 

and set out forecast utilisation following that capacity released

Utilisation

bands

Step 1 → Step 2 → Step 3 → Step 4 → Step 5

Sites per banding 

Start ED2 (2023-

24)

DNO best view of

sites per banding 

at End ED2 

(2027-28) without 

intervention (%)

Intervention types 

– applied per 

banding

Average Unit Cost 

per intervention 

mix (£/MVa)

DNO best view 

ED2 capacity

released (MVa)

ED2 Ex Ante 

allowance (£m)

DNO best view of

sites per banding 

at End ED2 

(2027-28) with

intervention (%)

0-60% 75% 60% No intervention £0 n/a 0 70%

60-80% 10% 20% Intervention mix 1 £15,000 42 0.6 15%

80-100% 10% 10% Intervention mix 2 £90,000 46 4.1 15%

>100% 5% 10% Intervention mix 3 £600,000 338 203 0%

Average 40% 50% 45%

Total 100% 100% 425 207 100%
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Using utilisation as a basis of a volume driver 

Track utilisation of assets in each year of ED2 and assess the difference between actual and forecast number of 

assets in each utilisation band in each year of ED2 

Report actual capacity released per utilisation band in each year of ED2

Apply unit costs per utilisation band (or composite unit cost) to the difference between actual and forecast capacity 

released to identify where the volume driver kicks in (this could be subject to a deadband)

1

2

3

Utilisation bands Step 1  → Step 2 → Step 3

Difference between forecast and actual

percentage of sites in each utilisation 

banding

Actual capacity released (MVa) per 

utilisation banding per year

Apply unit cost to each utilisation banding

to calculate volume driver allowances 

(£m)

2024 2027 2024 2027 2024 2027

0-60% -2% -2% 0 0 0 0

60-80% 4% 4% 7 10 0.1 0.2

80-100% 17% 17% 7 11 1 1

>100% 5% 25% 50 109 30 65

Total Actual 42.8% 46.9% 65 130 31 67

Total Forecast 41.8% 46.1% 62 107 30 53

Difference 1.0% 0.8% 3 23 1 13

The volume driver encourages DNOs to release more capacity where they can evidence more assets have moved 

into higher utilisation bands 1
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Utilisation strategy incentive 

1

2

Utilisation 
bands

Step 1 and Step 2

Difference between DNO ED2 best view and actual

Forecast sites per 
utilisation 
banding (end of 
ED2)

Expected Capacity 
released (MVa)

Forecast spend 
(£m)

Actual Capacity 
released 
(MVa)

Actual spend (£m) Actual  sites per 
utilisation banding 
(end of ED2)

0-60% 66% n/a 0 0 0 69%

60-80% 25% 42 0.6 50 0.8 27%

80-100% 8% 46 4.1 50 4.5 5%

>100% 0% 338 203 500 300 0%

Average 46.1% 43.2%

Total 100% 425 207.7 600 305.3 100%

Utilisation can be used to assess if the capacity has been released in line with the business plan strategy

Compare DNO’s actual to expected capacity released per utilisation band

Ofgem identifies where actual capacity released is higher or lower than expected. Take into account in a close-out 

mechanism and it can also be linked to the starting point for ED3
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Network utilisation strategy incentive 

• A downside only incentive holds DNOs to their utilisation commitments, protecting consumers from over and under investment

• Scope for end of ED2 assessment to close out incentive and true up allowances

• The network utilisation strategy incentive can operate in conjunction with an LCT incentive
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Start ED2 period

20%

40%

60%

80%

100%

Over-investment triggers a penalty if 

network utilisation is below 40%

• Determining the level of over or under investment in network 

capacity which results from 38% utilisation compared to the 

target 40% (e.g. 15MVa)

• Assess the cost of this over-investment by applying an 

average unit cost (e.g. £90k / MVa) * 15MVa = £1.35m

• Apply the TIM incentive rate (e.g 50%) to assess the penalty 

for the DNO - £675k.

• Where DNOs trigger a penalty we think they should be 

permitted to submit mitigating evidence to Ofgem of factors 

outside their control which caused utilisation to fall

• Recent Covid-19 pandemic a case in point of an externality 

that could impact this mechanism 

Basis of considering penalising DNO B

Key:

DNO commits to 

maintain overall 

utilisation within a 40-

50% deadband

End ED2 period

DNO B’s utilisation is 38% is 

considered for a financial 

penalty

DNO A’s utilisation is 49% -

within the deadband and it 

incurs no penalty 

If DNO A can connect 

more LCTs than forecast 

it can be rewarded 

under the LCT incentive 

DNO A 

DNO B 17

Should the utilisation incentive be evaluated on year 5 data or as an 

average over the period?



Reporting against the capacity volume driver 

The mechanism is designed to improve the quality of data at secondary level to justify investment decisions 

Potential Price Control Deliverable on proposed roll out of monitoring 

Data quality target for end of ED2

Utilisation band # of subs with monitoring % of subs in band with monitoring 

0-60% 500 5%

60-80% 5,000 20%

80-100% 12,000 60%

100-120% 2,000 100%

>120% 3 100%

• Unit costs for monitoring installations may need to differ depending on:
– Whether the installation is bundled with other work at the site maintenance or reinforcement work, or is standalone 
– The type of asset

• Targets should be set to provide sufficient data quality to be used for DNOs to report overall network utilisation by end of ED2
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Setting unit costs and baseline allowances 
We consider that a combination of a disaggregated approach checked against historical £/MVa could be used to set unit costs 

Utilisation bands Illustrative figures 

Step 1: Likely 
blend of 
interventions

Step 2: £/MVa set 
based on a 
weighted average 
of interventions

Step 3: Sense check
against  historical RIGs 
data 

Utilisation 
unknown 

See table opposite 

0-60% 100% no action £0k/MVa

Look at average or upper 
quartile £/MVa released 
from ED1 

60-80% 5% flexibility
95% no action

£15k/MVa

80-100% 10% flexibility
10% load transfer 
20% reinforce
50% no action  

£90k/MVa

100-120% 90% reinforce 
10% no action

£600k/MVa

>120% 100% reinforce £90k/MVa Propose a lower rate to 
avoid over-utilisation

Options for unit rate where utilisation is unknown

Pros Cons

1. No funding for 

MVa released 

where no data 

exists

• Drives investment in better 
data 

• DNOs may not have 
sufficient data coverage 

• Could encourage delays to 
investment 

2. Decreasing 

unit rate through 

the price control

• Enables time to gather 
better data 

• Facilitates investment 

• May encourage over-

investment in first few 

years of ED2 

3. Criteria to be 

met in order to 

obtain unit rate

• Enables time to gather 
better data 

• Facilitates investment
• Acts a check on investment 

• May be overly complex 

to report scheme by 

scheme at secondary 

level 

4. DNOs propose 

a cap on MVa 

released where

utilisation is 

unknown

• Drives investment in better 
data 

• Facilitates investment
• Allows Ofgem to compare 

DNOs

• Could encourage delays

to investment 

Baseline allowances will be set based on evidence presented by DNOs on the number of assets forecast to move into 

different utilisation bands and proposed capacity released. Proposed capacity released can be benchmarked across DNOs
19



Provides robust justification for 

allowances
• Utilisation reveals where planned load growth will require intervention

Encourages the right type of 

investment at the right time
• Encourages both reinforcement and non-reinforcement options and timely intervention

Promotes a transparent network 

intervention strategy

• Promotes transparency on how DNOs plan to manage the secondary network and a way of 

tracking this

Enables DNOs to respond to changing 

circumstances
• Can provide a way for DNOs to proactively manage what is in their control 

Drives better data on which to make 

and justify decisions
• Encourages DNOs to enhance their network monitoring and forecasting capabilities 

Works alongside other mechanisms to 

support low carbon transition 
• Can work with other mechanisms including the LCT incentive to drive cost efficiencies

Merits of a capacity volume driver and an utilisation 
strategy incentive 

The proposal can help meet key objectives:
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Further considerations



Review of approaches to reduce stranding & profiteering risk



Case study: Utilisation mechanism



24





26



Insert Footer 27

Thank you

Overarching Working Group
Strategic Investment
Uncertainty Mechanisms

DRAFT
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• The uncertainty mechanisms proposed are a step forward in managing the requirements to meet Net Zero. 

• DNOs need to have confidence to be able to invest ahead of LCTs connecting to manage safety/network risk 

and prevent DNOs being a barrier.

• There is no “one size fits all” approach which could apply across the voltage levels and different requirements 

for strategic investment. 

• Net Zero will most significantly impact LV (& HV) networks. These networks have greatest uncertainty due to:

• Network impact of LCTs is highly network specific – investment very sensitive to (location, timing, size, clustering ...)

• Least amount of available measured data.  

• Some assets carry higher safety risk and must be replaced ahead of LCT connections (e.g. looped services). 

• Variation in intervention solutions means that a single unit cost are not easily applied.

• A combination of uncertainty mechanisms is required to facilitate LCT in ED2.

Introduction
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Uncertainty Mechanisms by Voltage Level

Uncertainty 
Mechanism

Definition
Applicability to Voltage Levels

132kV and 132/EHV EHV and EHV/HV HV and HV/LV LV Circuits LV Services

Reopener

Reopener to provide additional 
allowances for investment that 
would not be covered by volume 
driver.

✓

Revise reopener to resolve dead band which currently 
strongly disincentives investment over baseline levels.
(supported by Load Index)

✓

Large projects exceeding a threshold included in 
reopener. (E.g. large voltage uprating.)
Reopener superseded by  Capacity Volume Driver 
for High Volume Low Cost interventions. 


Superseded by 
Service Volume Driver

C
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Tier 1: 
Capacity 
Volume 
Driver

DNO identifies cost of adding a 
unit of capacity (e.g. 1MW), to 
each utilisation band. 

Unit costs should increase with 
utilisation levels of networks 
(due to reinforcement costs).



Not suitable due to large variations in projects at these 
voltage levels.  (High Cost Low Volume)

Covered by Baseline allowance and reopener 
(supported by Load Index)

✓

MW of capacity added is an appropriate metric to 
facilitate High Volume Low Cost interventions.

Application of network wide utilisation is 
challenging  and banding would need to be based 
on modelled values presenting challenges for 
consistency etc.

Approach requires testing for unintended 
consequences.

 N/A

Tier 2: 
Service 
Volume 
Driver

Symmetrical volume driver to 
facilitate required wide-scale 
replacement of undersized and 
looped services.

 N/A ✓

Volume driver linked to 
number of services 
replaced to 
accommodate LCTs.

Price 
Control 
Deliverables 
(PCDs)

Bespoke for defined major projects which uncertainty in progression/timing within ED2.

Combination of uncertainty mechanisms to facilitate LCT in ED2
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Uncertainty Mechanisms by Voltage Level – Discounted Mechanism

Uncertainty 
Mechanism

Definition Applicability to Voltage Levels

132kV and 132/EHV EHV and EHV/HV HV and HV/LV LV Circuits LV Services

LCT Volume 
Driver

Definition of output or outcome 
that would be achieved as a direct 
results of this strategic Investment.  N/A  N/A  N/A  N/A  N/A

• DNOs need to have confidence to be able to invest ahead of LCTs connecting to manage safety/network 

risk and prevent DNOs being a barrier.

• Challenges with notifications of LCTs makes measurement of volume diver problematic.

• Large range in LCT requirements - e.g. 
• slow/fast EV chargers

• large range in HP capacity

• Large range in network impacts - e.g. 
• large urban LV network with headroom vs small rural network fed from 25kVA pole mounted transformer 

• Cannot consider granular network requirements – e.g. 
• LCT clustering

• Uncertainty for services needs to be based on number replaced rather than linked to wide area LCT volumes
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Example of requirement for Service Position Volume Driver

We must upgrade household electricity supplies to ensure that customers continue to receive a safe 

and reliable supply. Network investment is complimentary to using flexibility. 

Network investment
Cut out units: older units will need to 

be replaced to facilitate LCT demand. 

Service cables: up to 0.5 million*

homes supplied by ‘looped’ service 

cables that cannot accommodate 

LCT demand. 

*Values for SPEN’s distribution network

Domestic Flexibility services can 

help manage constraints in the 

wider network but are not 

effective at service level.

Flexibility
Domestic generation, heat pumps 

and other white goods flexibly 

respond to price signals.

EV flexibility, such as smart 

charging and vehicle-to-grid.

Electricity use increases threefold – the network is not 

currently designed for this. We must intervene to avoid 

customers losing supply and damage to critical 

infrastructure.



www.ofgem.gov.uk

Ofgem is the Office of Gas and Electricity Markets. We are a non-ministerial 

government department and an independent National Regulatory Authority, 

recognised by EU Directives. Our role is to protect consumers now and in the 

future by working to deliver a greener, fairer energy system.

We do this by:

• working with Government, industry and consumer groups to deliver 

a net zero economy at the lowest cost to consumers.

• stamping out sharp and bad practice, ensuring fair treatment for all 

consumers, especially the vulnerable.

• enabling competition and innovation, which drives down prices and 

results in new products and services for consumers.


