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In it to win it 

USING CONTESTS TO INCENTIVISE NETWORK INNOVATION 

The operation and regulation of electricity networks in Britain has been largely 
unchanged for two decades.  But now the regulator has recognised the need to kick-start 
the innovation needed if the Government’s carbon reduction targets are to be met. In 
2010 it launched the Low Carbon Networks Fund, offering multi-million pound prizes 
for the best trials of new network management techniques. Now that the first group of 
project winners has been announced, this bulletin assesses the fund’s initial results.  

For the past twenty years, Britain’s electricity distribution networks have been 
designed, operated and regulated with the aim of providing a robust service, big 
enough to meet all likely demands, at the lowest cost.  The system has been 
largely successful at meeting its objectives, and the Distribution Network 
Operators (DNOs) have become very good at delivering this established model. 

In future, however, that will not be enough.  Radical change is needed if the 
system is to foster a low-carbon energy sector.  Most of the change is needed at 
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the two ends of the supply chain – in electricity generation at one end and among 
final customers at the other.  But the DNOs, which are the links between the two 
ends, will need to learn to do things differently too.   

For example, locally-connected (and intermittent) renewable generation on the 
one hand, and the use of electric cars on the other, are likely to make energy 
flows and their management increasingly complex.  Meanwhile, new technologies 
to store power and manage smart grids may give network operators more 
options, but need different skills.  Forming partnerships with users to manage 
demand may become as important as overcoming engineering challenges in the 
construction of the basic network. 

At the last distribution price review, therefore, the challenge for Ofgem – the 
regulator for Great Britain – was how to stimulate the DNOs to focus on 
innovation tasks unfamiliar to their management.  Needing to do this fast, and on 
an ambitious scale, Ofgem decided to utilise the power of contests.    

DIDN’T THEY DO WELL? 

Of course, businesses are constantly “contesting” for market share, procurement 
contracts or the takeover of competitors, and racing each other to register 
patents.  But formal contests for prizes, with pre-announced rules and judges, are 
more familiar to us on TV gameshows than in departments of state – although 
they echo traditions in public policy that date back before the industrial 
revolution.  And even in more recent times, Ofgem has used small-scale contests 
to encourage energy companies to go above and beyond their statutory 
obligations, awarding small prizes to companies that exceed licence requirements 
in their treatment of vulnerable customers.  As on some TV shows, the prestige 
associated with winning may be more highly-valued than the money.  

At the most recent price control review, however, Ofgem raised the financial 
stakes.  It launched the Low Carbon Networks (LCN) Fund.  Up to £500m will 
be distributed out of this fund over the five-year control period.   

Ofgem’s aim is to stimulate the DNOs to bring forward ideas that can be trialled 
on their networks, designed to deliver innovations that can be more widely 
applied.  By far the largest part of the fund can only be accessed by operators that 
enter, and win, a contest (see box).  The criteria for success include carbon 
savings, customer benefits, collaboration with third parties, access to additional 
funding, project management arrangements and knowledge dissemination. 

The first contest took place in 2010, and the winners were announced in 
November of that year.  The results are encouraging.  They suggest that the 
scheme did succeed in getting senior management at the DNOs to focus on 
innovation.  Despite tight deadlines and the unfamiliar nature of the contest, all 
the DNOs took part, and the bids totalled £153m – well in excess of what was 
on offer.  So there was a real contest, with winners and losers too.  

Moreover, the quality and ambition of the bids were commended by Ofgem, and 
these were deemed sufficiently high for almost all of the funding allotted for that 
year to be awarded. The bids all involved network companies forming new 
partnerships, including with local councils, universities, or technology providers, 
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something that Ofgem was keen to encourage.  The bids also covered a range of 
different project types, which should provide an equally wide range of lessons.   

LET’S HAVE A LOOK AT WHAT YOU COULD HAVE WON… 

So far, then, the scheme looks like a success. It has generated a lot of action and 
information in a short space of time. However, there is still much for the 
regulator, and companies, to do to ensure that the scheme maximises value to 
policy-makers and customers.  And there are points to be watched on both the 
winning and losing sides. 

 For the winners, delivery will be challenging. Putting forward a project proposal to 

the required standard against a tight deadline was hard enough. Executing 

complex innovation projects involving multiple counterparties and new 

technologies is much harder. Excellent project management will be crucial. 

 For the losers, good feedback is essential. In contests, some people always have to 

lose, even if their ideas were good ones. It is vital that those that did not win 

this time around stay engaged with the process and develop new proposals 

for future rounds. Encouraging them to try again, and providing useful 

information as to why they didn’t win the first time, is a vital task for Ofgem. 

 For the future, Ofgem needs to find ways of disseminating the lessons learnt.  These need 

to be embedded in the network operators’ business plans before the next 

price control review. 

However, timing is tight.  The next review is due to be completed by 2013 and is 

intended to last for eight years.  This is the first to be held under the new 

“Revenue, incentives, innovation and outputs” (RIIO) approach, which is the

1.1.1 Four factors for the carbon contestants 

The Low Carbon Networks Fund is intended to encourage innovation among 
network operators, through trials that offer value for the whole industry. Most 
funding is allotted through an annual contest for funding, with four elements:  

Tender: DNOs submit proposals and Ofgem, following advice from a panel of 
expert advisers, awards funding to the schemes it considers best meet the fund 
objectives. Up to £64m is available each year.  

Cost recovery: The DNOs have to make a contribution themselves, of at least 
10 per cent of the funding requested. They can earn this back if the projects meet 
agreed targets set out in the tender document. 

Prizes: a further monetary prize may be awarded to schemes that Ofgem judge 
to be exceptional.  

Price control incentives: taking part in trials may help operators understand the 

changes required to manage networks in future, so allowing the winners to 

extract further value under standard price control incentive mechanisms. 
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new model of price control regulation implemented by Ofgem following its RPI-
X@20 review.  However, most regulatory decisions for the next review will have 
to be taken before the full lessons from these LCN projects can be assimilated. 
And even though Ofgem has indicated that the review can be reopened to 
accommodate these lessons, the risk of such a reopening is that it may balloon 
into a full-scale review, negating the benefits of lengthening the control period. 

AND ON THE CONVEYOR BELT TONIGHT… 

Although there is still work to be done to ensure the LCN Fund is a success, the 
signs to date are encouraging.  This gives pointers for other regulators to follow. 

First, contests can be useful for grabbing the attention of senior management.  
Ofgem’s small prizes had already demonstrated how prestige could incentivise 
behaviour “above and beyond” the statutory minimum.  The LCN fund has now 
helped shift management attention to new partnerships and ways of thinking.  It 
helped that the innovation sought was of clear relevance to industry success and 
industry was engaged early (and well) during the development process. 

Second, the contest worked well because entrants believed it was fair and they 
had an equal chance of winning. Ofgem now has plans to develop and extend the 
LCN Fund to cover transmission and gas networks, opening up the contests to 
non-network third parties in the process. A key challenge will be to make sure the 
contests are still seen to be fair, even when contestants have different 
characteristics. Handicapping is often used to even out chances in sporting 
contests, but this might be controversial in a regulatory context. Introducing a 
series of competitions for different types of entrants might be more palatable. 

Third, Ofgem distributed enough prizes to reduce the risk to contestants, while 
still keeping the prizes pretty big.  In consultation about the scheme, there was a 
strong industry push towards greater certainty that costs would be covered even 
if this meant that smaller prizes were on offer. Firms don’t like losing money, 
given that only results in an awkward conversation with shareholders. 

CONCLUSION 

Ofgem’s contest has much to commend it. To have got all of the companies to 
participate actively in a short space of time is a real achievement. Further, the 
evidence is that the quality and ambition of the schemes marks a step change in 
the “business as usual” approach to network development. This has almost 
certainly accelerated the process of innovation in the sector, needed to progress 
towards a low carbon economy. It is now crucial that the learning generated from 
winning projects is effectively shared between all companies. This is the next 
challenge for Ofgem, and any other regulator seeking to follow its example. 

Frontier (Europe) advised CE Electric on its project “Customer-led network revolution” which 
won funding from the LCN Fund of £26.8 million. 


