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Introduction:

The Strategy and Policy Statement is developed in accordance with the Energy Act 2013 and sets out
the government’s strategic priorities and other main considerations of its energy policy; the policy
outcomes to be achieved as a result of the implementation of that policy; and the roles and
responsibilities of those who are involved in implementation of that policy.

Ofgem (the independent energy regulator in Great Britain), and the Future System Operator, once
established, will be required to have regard to the strategic priorities in the Strategy and Policy
Statement when carrying out their functions. They must also carry out their respective regulatory
functions in the manner which the Secretary of State or the Authority (as the case may be) considers
is best calculated to further the delivery of the policy outcomes.

3 questions posed:

1. Does the strategy and policy statement identify the most important strategic priorities and
policy outcomes for government in formulating policy for the energy sector in Great Britain?
If not, please provide details of the priorities that you think should be included.

2. Does the strategy and policy statement effectively set out the role of Ofgem in supporting
government to deliver its priorities? If not, please identify where these expectations could be
made clearer.

3. Given the Future System Operator does not exist yet but will need to have regard to the
strategy and policy statement once it does, do you consider that we have effectively
reflected the Future System Operator’s role in this document? If not, please identify where
these expectations could be made clearer.

General views:

The Statement is broadly reasonable and is well laid out. If is useful to have set out the guidance for
the FSO at this point even before it is formally operational. This will help drive them to deliver earlier
than would be the case if this guidance only followed their initiation.

Heat:

There is a tendency to drift between ‘energy’ and ‘electricity’ on occasions and there is very little on
heat. Interestingly there is reference to the fact that Ofgem is to be tasked with regulating heat when
it says on Page 20:

Government has announced that it intends to appoint Ofgem as the heat networks reqgulator
across Great Britain via the Energy Bill.

But this is not referred to in terms of the potential responsibilities that Government intends to place
at Ofgem’s feet. Although this is only an announced intention it seems peculiar that this important
responsibility is not referred to elsewhere. In other places it refers to energy, electricity, gas,
hydrogen, but there is little refence to heat in the general flow of the document. As an example on
Page 14 under Enabling Clean Energy and Net Zero Infrastructure the 2" para says:



Whole system impacts: FSO should build up capability to take a whole system view of
network planning, design and markets across electricity, natural gas and hydrogen, which
also considers the system impacts of other emerging and innovative technologies like carbon
capture usage and storage (CCUS).

i.e. there is no mention of heat networks at the point. This seems at odds with the clear intent
stated later. Unless heat is fully factored into the holistic network design that the country so
desperately needs then the FSO will fail to plan for and enable this.

Examples of the siloed thinking are shown in:
Pg 17

Significant and urgent reform of the connections regime so that new generation and demand
projects critical to net zero can connect to electricity networks in a cost-effective and timely
manner and in way that meets the needs of connection customers and the electricity system
as a whole.

Strongly suggest that the word ‘electricity’ should be replaced by ‘energy’ as this could also refer to
heat networks and even gas.

Pg 18.

The electricity and gas transmission and distribution networks need to be transformed to
meet the demands of a decarbonised energy system and to meet government’s ambitions for
low carbon and renewable energy generation...

Omits heat networks although heat networks are mentioned later in the paragraph in refence to heat
pumps.

Innovation.

Although ‘innovation’ is frequently used throughout the document it would appear that the
definition of the word is very narrow. It seems to almost exclusively limit itself to innovation in
finance, billing and markets. It does not really seem to extend to the innovations needed to generate
the electricity and produce the energy we will need. This is unsurprising given Ofgem’s remit of a
market regulator, however this does lead to a bias towards looking at the challenges of
decarbonisation through financial and administrative lenses. This needs to be more balanced and the
definition of innovation needs to be expanded to explicitly include new technology and generating
processes.

This is important as it gives Government the opportunity to mobilise Ofgem and the FSO’s capacities
to help drive innovation and therefore help the UK retain and build upon its lead in key technology
areas. The UK has set out its intentions to be an ‘Innovation Super Power’ and the most fertile space
for such innovation will be in the transition to Net Zero. It is incumbent upon all parts to society to
fully contribute to this mission. Ofgem and the FSO need to be expressly empowered to play their full
part.

Hitherto Ofgem has been singularly disinterested in, if not actively hostile to, calls to enable new
generation technologies. It does not see its behaviour as such, but in years of dealing with Ofgem |
have constantly found them unengaged with the need to maximise the opportunities to assist
innovations.



To date the only real offer has been to allow ‘regulatory sand-boxes’ to try out business models.
These have merit, but are of limited value because they only really enable businesses ideas to be
tested in the abstract. There is also a fundamental need to get ideas into the field and tested in real
conditions.

To date there has been a lack of vision in Ofgem to see how they could enable innovation. The
standard mantra seems to have been one of ideas not being within the scope of their remit. Bearing
in mind that remit was in part set by stature and the last guidance issued in 2010, the lack-lustre
approach to generation innovation is unsurprising. It is therefore essential that this guidance does
not perpetuate the present bias against ‘physical’ innovation.

There is a hint that Government has also not grasped this opportunity in the ‘Government Policy
Outcomes’ in Section 1 where it says:

Sustainable funding models for innovation that ensure investment through private finance
does not distort the market.

Once again this seems to be focussing on preventing innovation from damaging the market rather
than recognising that the market to data has served consumers poorly and is far from perfect.

OREF would draw attention to the statement on Pg 19.

Alongside competitive markets, government is working to ensure effective policy support and
stability to encourage innovation.

It does not feel like that from within the industry.

To be honest Ofgem has generally failed to encourage innovation in areas other than the back-office
and money worlds. It has failed to encourage technical innovation in the production of energy and
this is where the effort needs to now be directed in order to reach net zero.

By way of analogy; we could have many ‘challenger suppliers’ who compete to sell the same
polluting energy to customers in different and imaginative ways and in doing so drive down cost.
What we actually need are technical innovations that either involve selling less energy and/or clean
energy from different sources. Ofgem has failed to set the right environment for this for decades and
this Strategy and Policy statement should be more explicit in the direction it needs to see taken. The
statement:

Ofgem has a key role as the sector regulator, ensuring that requlation is proportionate and
allows for key innovations that will contribute to net zero and drive down costs for
consumers.

Is accurate, however it is unapplied at present beyond just the market mechanisms. This needs to be
actively applied to the generation and physical side of the process, not just the sales and back-office
activity. Ofgem have been incapable of this, but whether this can be delivered by the FSO remains a

matter of grave concern.



Grid ahead of need
Pg 18.

In undertaking its statutory duty to protect consumers, Ofgem should consider the cost to
consumers of delays to infrastructure delivery and the impact of disruption by multiple
increases in network capacity over time as opposed to a single significant strategic upgrade.

Is an interesting statement. Whilst it makes absolute sense it is not clear how this would be
accommodated and what changes would be needed withing Ofgem to deliver this. At present
improvements to the network are piecemeal. This short-term approach has been repeatedly
challenged in Orkney over two decades, but the DNO have shown a marked reluctance to even
consider “future proofing’ grid enhancements citing that Ofgem would not allow it.

If this approach is to be taken of investment-ahead-of-need then Ofgem will need to stop putting up
its usual opposition of excessively worrying about funding stranded assets. At present there is an
overly precautionary approach to investment and this leads to schemes which are generally only just
big enough for the demand. In such changing times they are almost immediately too small.

Ofgem were tasked though the Societal and Environmental Guidance issued in 2010 of enabling
investment ahead of need, but singularly failed to do so. The text in the Statement is therefore
probably inadequate when it says:

.....To facilitate strategic investment and achieve the necessary acceleration in network
deployment, Ofgem should significantly expedite the regulatory approvals process for
strategic network infrastructure, as it did in its December 2022 decision on Accelerating
Strategic Transmission Investment.

In that it is not just about speeding up the process (which is glacial), but it is also about actively
seeking to find opportunities to do it better and with greater capacity; even if that leads to greater
risk of stranded assets.

Pg 18

e Fairness: including that there should be no undue discrimination between network users;
earlier adopters of key low carbon technologies should not be unduly penalised through
network charging arrangements; network users should not be able to unduly avoid network
charges; and that consumers in vulnerable situations should receive an adequate level of
protection.

This sentence is OK as far as it goes, however it is still one sided. It looks negatively at the imposition
of costs and does not recognise the up-side benefits of the investments. There are also benefits to
consumers, innovators and generators alike of fair and ready access to the energy grids (heat,
electricity and gas). At present it can be argued that the lack of such access is unfairly disadvantaging
remote communities and working directly against ‘Levelling Up’ objectives. However this unfairness
is not seen because the grid is inaccessible and therefore the work is ‘un-done’.

It will require something of a step change of vision to have the confidence to agree that the provision
of energy infrastructure will deliver as yet un-seen benefits. Whilst the phenomenon has been seen
so many times before (internet, ports, roads, railways), it seems that the regulator has hitherto been
stuck in a parsimonious mind-set of minimising cost and avoiding possible stranded assets at any



cost. This limited mindset has not served the county well as evidenced by the systematic failure of
the much heralded ‘challenger suppliers’ of energy and the lack of investment in resilience and
indigenous supply that was exposed by Ukraine.

Flexibility
The statement:

Government will ensure that the legal and institutional framework exists which can promote
investment and competition and have the best chance of delivering a net zero energy system
which is resilient, at lowest cost and with security of supply.

Fails to mention “flexibility’ and once again corroborates the tone that the system is fine and it is all
just about price. It isn’t. This is the tone that systematically led to the hollowing out of resilience and
led to many of the challenges we have over security of supply.

Furthermore:

Ofgem shall be responsible for promoting competition, wherever appropriate, and ensuring
there is fair competition between existing players in the energy sector and new entrants.

Once again points to an excessive focus on purely cost and fails to recognise that ‘new entrants’ are
more than just people with a new business model or a gimmick to make them seem different.
Sometimes new entrants need to be able to disrupt the market, but they need to be enabled to do
so over an extended period.

The role of Gas and Hydrogen.
Through the transitory period of decarbonising our economy, we will continue to rely on
unabated natural gas.

Why? This statement is defeatist and limp and should be challenged. Unabated gas should be ground
out of the system at the earliest opportunity through effective and decisive action now.

It is not clear what:

Government will work with Ofgem to prevent distortions in the gas market and ensure the
right price signals are in place to enable a least-cost transition from natural gas to net zero.

means. The risk is that a part of Ofgem sees its task as just protecting the gas market, when Ofgem
needs to take a holistic view of the energy market in the light of decarbonisation. Government has
recently, and somewhat belatedly, taken the steps to move the climate levies onto the fuel that is
now the most polluting (gas) and this direction of travel should be maintained. As an example the
planned levy to pay the high costs of nuclear energy (Page 21 ) should also be applied to gas
customers and not to electricity suppliers who are not supplying nuclear energy.

Having heard Ofgem partners in the past say that they need to be fair to both gas and electricity
markets is a concern. Ofgem needs to be clearly tasked with aggressively pushing polluting fossil gas
out of the energy market. It is not clear that this statement gives that signal.

Hydrogen as a heating fuel. (Pg 20)



Extreme caution should be exercised over this proposal. Based on personal experience of OREF
members hydrogen is a challenge to handle and it is prone to escape. Whilst it is recognised that
using it as a drop in fuel to replace fossil gas is attractive on one level, the practicalities of storing
sufficient hydrogen and safely conveying it to households and then their using it safely are non-trivial
concerns. The move to the supply of heat to properties will be more disruptive in the short term, but
will be less risky and more energy efficient in the longer term.

Pg 20 Heat Pumps and Heat Networks
It is extremely welcome that:

Government has announced that it intends to appoint Ofgem as the heat networks regulator
across Great Britain via the Energy Bill.

If properly implemented this will enable the much needed holistic view of the energy sector to be
taken. It will be important that ofgem and the FSO be appropriately tasked to deliver heat, areas in
which they have no present experience and where there is likely to be inertial resistance by the
incumbent energy vectors of gas and electricity. Based on personal experience of adding new duties
into large organisations; this will take time and will require determined management effort.

Looking in more detail at the rest of this section:

Ofgem’s role will include enforcing consumer protection rules under the regulatory
framework so that heat network consumers receive a fair price, a reliable supply of heat, and
transparency of information on their heat supply and bills.

Ok as far as it goes, but once again there is nothing about enabling the development of the
technology and supporting the ‘muddy boots’ side of innovation.

Ofgem’s role will also include supporting and advising government on any heat pump and
hydrogen rollout from a system perspective and having regard to any relevant developments
in hydrogen when undertaking its functions with network planning.

As above. Ofgem, and one assumes the FSO, will need the necessary skills and the management
determination to embed this urgently and effectively.

The regulatory framework will also facilitate market growth by providing heat network
developers with access to powers equivalent to other utilities, such as gas and electricity,
including powers to excavate roadways.

The powers will also need to extend beyond roadways and one assumes this is just short-hand. The
ability to install in common areas and onto private land will need to be granted.

It will ultimately introduce technical standards and carbon emissions limits on heat networks
to deliver more efficient, low carbon heat networks. Ofgem will be responsible for monitoring
compliance and will have powers to take enforcement action where necessary.

Carbon Capture, Usage and Storage.

Whilst it is recognised that this has been endorsed by the CCC it would be remiss not to take this
opportunity to express sincere concerns that this is being used as a delaying tactic by the incumbent
energy suppliers to continue with business as usual. CCUS of existing atmospheric carbon will be
necessary to return the planet to more habitable conditions, but seeking to use it as a fig-leaf to



enable the continued extraction of more fossil fuels is reprehensible and needs to be ended as soon
as possible.

Nuclear.

OREF is firmly in support of a renewables based energy system and sees little if any need for nuclear
energy. It is disappointing to therefore see that there is yet another attempt to burden electricity
consumers with the unwarranted costs of nuclear energy in the form of a levy on all electricity
suppliers in the UK even if they do not use nuclear to supply their customers needs. (Page 21). This is
firmly opposed and OREF sees no need to burden Ofgem with the task of collecting this nuclear tax.

Section 2: Ensuring Energy Security and Protecting Consumers
The Government’s reference to innovation as a means to enable transition is welcome.

Unfortunately the text once again excessively focusses on the present cost to the consumer as a
measure of effectiveness. | had been hoped that after waiting so long for this document to be
produced that it would have a more enlightened recognition of the fact that the past focus on a
market based solution has singularly failed to deliver the resilience we need and has certainly
contributed to the threats to consumers in the form of climate change. Ofgem needs to be told to
look more holistically and reduce its focus on short-termism ‘markets’. This document fails to do that.

OREF disagrees that ‘effective competition is the best guarantee of consumer protection in the long
term’ (Page 23). The lamentably poor record of the DNOs in investing in systems to help sustainable
energy has been a national disgrace and has been shown up by the challenges posed by Ukraine. The
best guarantee of consumer protection is to firstly minimise their need for energy and then supply
what is needed intelligently from renewables. Whilst outside of Ofgem’s remit, Government has
systematically and consistently failed to ensure buildings are to the standards needed and so
consumers have been locked into excessive energy demand. Where this is Ofgem’s remit is that it has
then encouraged market based solutions for the resulting high demand. In terms of the need for the
nation to invest in resilience; once again this has been late and piecemeal and failed to deliver the
resilience needed. Admittedly mechanisms have been introduced that has seen an increase in the
deployment of renewables, however this is years behind where it could have been had we had a
regulator committed to decarbonisation. We didn’t and we are now paying the price.

However we cannot change the past, to this is about setting the regulator up to deliver what we do
need and to that end it is important that this document properly re-calibrates the behaviours
needed.

Specific changes needed would include the broadening of the definition of innovation. At present the
innovations outlined in the SPS seem to be exclusively about back-office activities. (Better billing and
business models etc.) Very little of it relates to the need for innovative engineering solutions to
generate the electricity or supply the energy to the point of need. Innovation is needed right from
the permitting through the manufacture, erection operation and decommissioning of the plant let
alone the energy transmission. All of these areas require new approaches and all will provide
protection to the consumer in the form of the jobs they will deliver which will allow them to buy the
energy harvested.

OREF has practical experience of the complete indifference of Ofgem to the argument that it needs
to be an enabler of the green revolution. Having met partners and staff over many years it is



common for them to shrug and say it is nothing to do with them. As the Office of Gas and Electricity
Markets they are only really interested in the market aspect. This is not surprising given their original
remit, however the SPS gives Government the opportunity to re-calibrate them as to their mission.
This SPS as written does not cut it.

The thrust in the paragraph ‘More resilient and investible’ again belies the limited ambition being set
for Ofgem. Once again it is merely about markets. It also recognises that there will be failures and
stresses the need for there to be suppliers of last resort. However the document fails to recognise
that with dwindling fossil supplies and a decreasing opportunity to use those we do have both lead
to increasingly limited options. As such this is a direct failure to provide space for the future market
to operate. Ofgem needs to help drive the market to renewables as in this space there is much more
opportunity for lower cost to the consumer and a secure supply of essential energy.

Future resilience.

Itis a surprise that the need for better network resilience if not captured. As the nation increasingly
electrifies (heat and transport) so the reliance placed on the electricity system will increase. However
there seems to be barely any investment in the network to increase resilience.

With increasing storminess, more flooding and higher winds the networks will need to resist harsher
conditions. A failure of the network under these conditions will become more likely and more serious
in a fully electrified world. Aberdeen saw the impacts of greater storms on a network that relies
upon overhead wooden poles and lines. Areas of the county lost power for ten days and even water
for seven. This cannot be allowed to be made worse.

However the continued reliance on overhead lines is a growing problem. OREF would strongly urge
that more attention is paid to the desirability of burying distribution cables and would question why
this is not referred to in this document.

Consumer protection and Enforcement;
Itis hard to square the need for an effective regulator with the apparently dysfunctional relationship
between the regulated and regulator as outlined elsewhere.

Furthermore it is not clear from the general tone of the document that ‘Ofgem’s principal objective is
to protect the interest of t existing and future consumers...” extends to the consideration of the need
to have an economy working within the bounds of net zero. Ofgem has made statements that it
considers net zero in its decisions, but it has to be said that it seems to be as an afterthought.

This SPS provides exactly the right opportunity to drive Ofgem to help deliver net zero. It is matter of
grave disappointment that government has not taken the opportunity to place that duty squarely
upon Ofgem.

Section 3. An Energy System Fit for the Future.

Government’s Policy Outcomes — bullet 3.

Is it the case the Government is only aiming for the policy on electricity storage by 2024 and not a
wider policy intent of energy storage?

OREF welcomes the inclusion of the statement:



...... This includes the development and use of methods to economically value energy efficiency
against other network interventions, and methods to procure and deploy energy efficiency measures.’

In that energy efficiency needs to sit at the top of the list of measures to take to aid sustanability.

Digital Infrastructure.
It is not clear if this is the right place to raise two issues that intersect with the digitalisation of the
industry, however for completeness they are raised here:

a. Comment on smart meters;
It has been something of a surprise to discover how erratically the smart meter roll out is being
undertaken and also how low the take up in Orkney. In part this is due to technical problems with the
communications with the meters in the county, but a bigger issue was the decision by Ofgem to
prevent the DNO form installing the meters. The over complication of the process by Ofgem’s
decision to insist that meters had to be installed by people other than the DNO has caused significant
delays; delays which continue. The problem is that the DNO have staff in the area who maintain the
network, other companies do not. Because the meter roll out is not systematic and was fragmented

into a responsibility placed on the electricity supplier (not the DNO) it has proved almost impossible
to have enough work for an installer to do in remote areas. Orkney, Shetland and other remote areas
have an uptake of under 10% smart meter uptake with more urban areas reaching 60%. This is due in
large part to the earlier Ofgem decision.

Ofgem need to be instructed to direct the DNO to take ‘installer of last resort’ responsibility and to
press on with the smart meter roll out in a systematic manner in order to deliver the benefits of
smart meters to the consumers.

b. Accuracy of data for decisions.
The supply of energy is in part a function of the efficiency of the user and of the final use to which
the energy is put. The energy efficiency of properties has been historically poor in the UK and this is
presently only really illustrated by the Energy Performance Certificate process. The grading of
properties allows interventions to be directed towards the most inefficient and seeks to raise the
general efficiency to targeted levels.

Unfortunately this data is inaccurate for a number of reasons including fraud, but there is no
mechanism in place to correct errors. Furthermore the process did not consider the advent of
domestic generation, energy storage, smart meters or electric vehicles all of which have a significant
impact on energy flows at a domestic level and in aggregate across the network.

It is inconceivable that at a national level we should not have a mechanism to understand progress in
energy efficiency or have a means to know how the energy is to be used. Ofgem should be directed
to ensure this process is improved and overhauled as a matter of some urgency.



