Ofgem consultation

Context

The Orkney Renewable Energy Forum has been instrumental in the development and
acceptance of renewables in Orkney for over twenty years.

OREF is clear about the critical importance of energy in the lives, health, wellbeing,
business, mobility, communications, connectivity, infrastructure economy,
environment, social cohesion, social justice, wealth distribution, geographical diversity
and international relations of the UK. Energy pervades all aspects of society and its
relationship with the environment. In OREF’s opinion it is also clear that as a society we
have often mismanaged that relationship leading to social deprivation and inequality as
well as contributing to the critical challenge of global warming and linked climate
change.

Itis therefore against that backdrop that OREF offers the following comments and
observation about Ofgem as the designated regulator of this most critical and valuable
of assets and services.

Background

As a community of energy producers, handlers and users with one of the highest (joules
per capita) relationships with energy in the UK, Orkney feels that it has, and will
continue to make, an important and often critical contribution to the UK’s energy
system. Unfortunately, this capacity and experience is often overlooked and so the
opportunity presented by this consultation is welcome.

By using Orkney’s experience OREF hopes to illustrate the shortcomings of the present
regulatory regime. Whilst this consultation is not about Orkney, by bringing it back to our
lived experience we hope to effectively explain the shortcomings we see; shortcomings
that we believe others will also see or about to face.

Key issues that have and are affecting Orkney include:

e Locational pricing signals (2p per unit) that persecuted people in the north of
Scotland and the islands;

e Exclusion from the BETTA grid management system;

e Locational charging regimes for grid connections that continue to unfairly
discriminate against highly productive and system balancing island wind;

e Persistent failures to put a transmission link and GSP into Orkney;

e [Inadequate investment in strategic grid capacity on, within and to the islands;



e Systematic failure of DNO’s seven year plans and grid expansion needs cases to
engage meaningfully with the local community and deal with local energy system
realities;

e Lack of geographical literacy in energy strategy development and energy policy
formulation — often working with southern UK averages rather than diverse UK
wide realities;

e The ongoing link between electricity pricing and gas markets when Orkney has
been 100% renewables since 2013 and Scotland since 2022;

e Crippling levels of fuel poverty rising from 40% to 70% over the energy cost crisis;

e Energy fuelled inflation running at over 20% in the islands over recent years;

e Barriers to innovation maintained even when UKRI projects have been awarded
and lack of geographical regulatory flexibility;

e Failure to actively support a local response and mobilsation to respond to the
THTC heating system turn off crisis;

The point being made by citing this list is that Orkney’s experience is wide and long
standing and OREF would urge Government to use our experience to help the future
design of the regulator.

Ofgem’s mandate.

OREF accepts that Government sets energy policy, however it is not clear whether there
is a close enough coupling of Ofgem’s remit with policy as it changes. As an example
OREF would cite the fact that Government failed to update its guidance to Ofgem on
matters of sustainable development as mandated by the amended 1989 Electricity Act.
Itissued the ‘Societal and Environmental Guidance’in 2010 and then nothing until the
‘Strategy and Policy Statement’ in May 2023. In the interim the issue was therefore left
unaddressed and OREF would contend that this led to the regulator being misaligned
with developing policy. Itis also not clear whether Ofgem sought further guidance in the
intervening period, a decade that included the Paris COP and numerous acts of
parliament.

OREF also notes that both UK and Scottish Governments have also failed to take the
opportunities to check on Ofgem’s capacity to deliver policy. Ofgem’s annual report is
placed before Parliament and as a result of the Scotland Act is also now placed before
Holyrood, however both bodies seem to have ignored them. Both could have chosen to
interrogate Ofgem on its plans and therefore uncover the gap between it and
contemporary policy.



In addition; the passivity of the regulator and the lack of attention by successive
governments to energy matters, is coupled with an apparently cosy relationship with the
regulated businesses that appears to have resulted in a degree of group think and
paralysis. OREF has raised issues/opportunities on numerous occasions with all three
parties (OFGEM, UK Gov SSE) and generally been given the run around. The response
goes something like:

e SSEN will not ask to put in additional export capacity from Orkney until there are
signed contracts in place for generation. This is because commitment to
capacity is a pre-requisite by Ofgem of permission to build. SSEN have therefore
on numerous occasions failed to ask Ofgem to build ahead of need.

e Ofgem on the other hand have claimed that they can only do what they are
mandated to do by Government and so cannot allow a degree of speculative grid
building as they have been in fear of being seen to add to consumers bills. Ofgem
have therefore not asked the regulated businesses for speculative plans, only
entertaining solid guaranteed uses of the network.

e Government has sat passively claiming that everything is fine because nobody
from Ofgem has raised the possibility of undertaking some slightly ‘edgy’
investmentin grid. This is because they have been under the cosh to keep bills as
low as possible and so deterred such approaches.

In addition the evidence base used for decision making has lacked vision and been out
of date, never imaginative and forward thinking (as per earlier comments) often
inappropriate for the local situation and in significant areas deficient or simply wrong.

e Furthermore in the processes in place for creating, reviewing, revising, updating
and using the needs case there is no place at the table for the local community
and energy system investors who are in the end major customers, stakeholders,
investors and knowledge holders.

The result of the stasis caused has been that the network has seen a chronic lack of
investment and development over many years and opportunities to build ahead of need
have gone un-regarded.

So whilst successive governments bear responsibility for allowing the lamentable lack
of planning for a renewably based future, this is now seen as an essential change that
needs to be enabled.



Unsurprisingly, following over a decade of being undirected by Government, Ofgem as
the regulator now has an entrenched mind-set that has not encouraged vision and
leadership in the need to decarbonise. OREF would say however that the comparatively
recent issue of the Strategy and Policy Statement does seem to have occasioned some
change. Consequently, Ofgem seems to have woken up to its responsibilities and
seems to be moving to do more than just drive down cost and maintain supply. This
change, if it is one, is belatedly welcome and to be encouraged.

Ofgem’s duties.

Whilst it is recognised that a regulator needs to be consistent and act within its remit,
OREF strongly contends that the spirit of legislation needs to be borne in mind in its
application.

On occasions it is necessary to look to the intent rather than the derived custom and
practice. Itis not clear that this approach is corporately taken. There is a danger that the
regulator uses its powers to only see the bare minimum undertaken. Alternatively a
regulator can use their powers to achieve the maximum possible by pushing the
envelope. OREF would venture to suggest Ofgem has adopted the former option and
this has not served the country well.

There is text within the consultation that shows this tendency to be timid and do as little
as possible. On page 11 it says: ‘If Ofgem fails to take appropriate account of a statutory
duty it creates a legal risk for ofgem, which can make decisions more complex.’ This
timidity is what has delivered us an indifferent energy supply system that is incapable of
delivering on our climate targets. It needs to change.

In the next paragraph the text explains how Ofgem is independent of Government. This
is not strictly true as the Secretary of State does have the power to issue guidance and
Ofgem has a duty to pay regard to it (as detailed earlier). This therefore not fully
independent, and indeed nor should it be so. The paragraph goes on the claim that this
independence if valued by businesses, customers and investors. Is it? OREF would
venture to suggest that consumers would not recognise this characterisation. The
certainty of investment returns caused by regulatory inertia is generally welcomed by
incumbent businesses (most of which are owned by overseas companies), however
OREF would struggle to find any businesses or members of the public who appreciate
this characteristic as claimed.

In OREF’s experience the almost infinite regulatory inertia demonstrated has poorly
served communities, individuals and those trying to decarbonise the energy system.

As articulated at a recent public OREF meeting: ‘Ofgem needs to get with the
(decarbonisation) programme. The sentiment is therefore not echoed by the claimed
supportin the consultation.



OREF would also draw attention to the need for Ofgem to be tasked to regulate heat
(and cooling). It was welcomed that this seems to be being considered, however it is
crucial that any such regulation should seek to develop and not hinder the sector.
Ofgem’s capacity to regulate fairly will definitely help establish this as a valid means of
receiving energy, however it will need to be done in an agile and proactive way.

Transparency and accountability.

As detailed elsewhere OREF welcomes the recognition that Ofgem’s plans are not
scrutinised by either UK or Scottish Governments. This has been a matter of concern to
OREF and it has beenraised in assorted meetings as an opportunity to ensure
continued alignment between the regulator and Government as policies change to
reflect circumstances.

Further OREF welcomes the recognition that there is more that could be done to publish
performance statistics in order to aid consumers drive to electrify and decarbonise.
However there is a latent risk in this in that if used as some sort of league table that the
positioning within it becomes more important than the progress everybody needs to
make. In addition there is a risk that the KPIs can be ‘gamed’ by the regulated
businesses.

Linked to this data issue is the granularity at which data is gathered, processed,
analysed and concluded upon. The comments earlier in this response outline the
almost complete data blindness that exists towards the UKs outermost communities.
This is despite them being of key strategic importance, and through their progress
towards decarbonisation, lighthouse communities that the rest of the UK will have to
follow. Data management at local authority or finer levels of geographical visibility will
be essential if good and responsive governance is to be applied.

Ofgem’s regulatory remit.

Itis critically important that Ofgem’s remit is urgently expanded to encompass heat
(and cooling). This will need to be done in advance of the generally expected reduction
in the gas part of the energy mix and no attempt should be made to delay heat whilst
gas atrophies. The change to heat based utilities is already late and will need to be in
place to allow consumers to move from gas.

OREF would specifically draw attention to the risk that the regulator will seek to
continue to regulate as it has before and will fail to appreciate the change in direction
that heat represents. OREF members report having heard Ofgem staff present on how it
would be inappropriate for them to favour electricity over gas (even though the former is
now significantly decarbonised) because they regulate both and need to be even
handed and therefore agnostic. Whilst this may have been the views of just one errant



Partner, OREF is concerned that this attitude might be pervasive within the structure of
the organisation bearing in mind the ‘G’ in Ofgem. OREF wishes to draw attention to the
risk of internal inertia in making the change and urges Government to be robust in its
direction.

Skill and Capacity

In order to be an effective 21° century regulator it is essential that Ofgem is recalibrated
around the need to deliver Net Zero. The opportunities it presents in both new
businesses and equipment, but also in improving the lives of consumers whilst dealing
with energy security and climate change are enormous. In OREF’s opinion they far
outweigh cost. To that end the regulator needs to be directed to pivot and bring Net Zero
to the fore. The security of supply is then a critical part of the delivery of that mission
and the pace of change needed drives the urgency. The cost of the changes are a
derivative of these points; it should not be the determining factor as itis at present.

This is a fundamental change in the orientation of the regulator and it is not clear
whether Ofgem is capable of making that change.

The addition of ‘heat’ as an area of responsibility will be a further challenge and will
need to be adopted with enthusiasm and competence. In this respect OREF would urge
that investigation is undertaken to find how it has been achieved well elsewhere and
that the UK does not try to be a ‘world leader’ in this area. The UK should aim to be a
‘fast follower’ and sensibly use others’ experiences to urgently and efficiently drive the
introduction of a heat element into the economy.

In terms of what is needed for a regulator:

e Clearvision of the mission and this should be based on the achievement of Net
Zero at pace with cost as a derivative, not a driver.

e Asense of urgency and vibrancy.

e Visibility and transparency delivered in part through the use of plain language.

e Apassion to simplify rather than complicate. To explain and challenge rather
than to obfuscate and accept the status quo.

e Accountability to consumers, government and regulated businesses equally.

Geographical diversity

Note that decision making often fails to acknowledge local circumstances, conditions
and consequences. For example, in Orkney:

e Over 100% electricity has been renewables sourced since 2013 (our carbon
density is 0.015 g/kWh)
e Electricity is only 15% of the total energy demand (much lower than most)



The energy system has a very high transport component (linked to ferries, fishing
and work boats)

There is no mains gas supply

Fuels are 5% higher in cost (due to delivery costs)

Buildings have a higher heat demand (due to the weather and higher proportion
of older buildings)

There are very high levels of fuel poverty (40% before price crisis rising to
over70% in crisis)

There are over 1000 prosumers, 10% of households (through wind, solar,
batteries and heat pumps)

There are believed to be over 1000 EVs ~ 10% of car fleet

These conditions are not presently ‘normal’ in the UK, however rehgulation that only

addresses norms will by definition fail to accommodate change. Regulation needs to

address, deal with and enable diverse realities as much as a middle/average household

assumption.

There are also two deeper examples of systemic failings in the existing energy

governance system which have been particularly hard for our community and other

similarly affected communities to bear:

Firstly, the systematic failure to acknowledge and apparently recognise the
geographical variation in energy costs to customers and therefore the lack of any
recognition of the disproportionate effects of the price cap mechanism in
remoter high energy use locations. Orkney’s average energy costs are twice that
of the UK average - so the recently announced increase in cap levels will take
Orkney households on average back up to £4000/yr — with many households of
course spending much more. Given that we have no access to gas and that our
electricity has come from renewables for over 10 years this ongoing proposition
is preposterous

Secondly there seems to be a systemic inability for strategic planning and
analysis to even recognise the full geography of the UK with Orkney and Shetland
we are often simply and literally ‘left off the map’ or out of the analysis! The
recent set of proposals for regional energy planning organisation of energy
oversight considered Scotland as the region and left the islands out of sight and
therefore most likely out of mind. The likelihood that around 30% and possibly
50% of all of the UK’s domestic energy production may come from within 100
miles of Orkney by 2050 will mean that at some stage the system will have to
wake up to where the energy future of this country lies — and it is not anywhere
south of Manchester!



To try and provide some balance there have been a few wins or benefits over the
decades as well. These include:

e Orkney being designated as the first RPZ, enabling our Active network
management scheme to be rolled out;

e Approval of the 132 kV 220 MW grid connection to Orkney based upon 135 MW of
contracted connectivity;

Clearly there is significant room for improved energy system stewardship and balance in
the regulatory impact customers and energy developers in Orkney face.

Significance linked to investment

The importance of such improved performance is not just driven by the need to better
serve the Orkney customer but also because of the likely increased relaiance upon
northern wind for the UK to reach Net Zero and the associated need to invest some £200
billion over the next 20 years in offshore wind and system connectivity from the waters
around Orkney, Shetland and the Outer Hebrides to the energy demand centres of
Scotland’s central Belt and then on the England.

Urgent need for place-based energy system development and
management

The recent Scotwind and Intog offshore wind leasing rounds have shown where the
large scale future of energy production is likely to be hefted. The 30 GW of installed
capacity, backed by £50 billion of investment is a foreteller of the subsequent 100 GW
and further £150 billion that will be needed to enable the UK to meet its Net Zero
commitments and with potentially more capacity required to help Europe fill the gap left
by Russian oil and gas.

The northern communities of the UK have consistently shown that they are ready to be
full partners in any development and delivery strategy. The system now needs to adapt
and recognise this essential contribution that outlying parts of the UK will make to our
energy future with a place based focus to energy system management and regulation
replacing the current corporately dominated system.

Competition does not equal efficiency.

There seems to be a general view that competition leads to more efficient delivery.
Whilst this may be true in some instances it is patently not the case on all occasions.
This is especially true when outside of metropolitan areas.



OREF would cite the debacle of the introduction of smart meters.

In this case there were several decisions that were erroneous:

1.

During design of the meters it was decided by some ‘expert panel’ in the industry
that they should be procured at the minimum possible cost. This led to corners
being cut and inadequate functionality of the chips chosen. This has led to a
revision of spec and now there are some SMETS-1 meters that need to be
replaced by SMETS-2 meters far before the end of their operational life.

Error: forcing an excessive focus on minimum unit cost.

At some point it was decided that the communication system that the meters
would rely upon was to be let competitively. This led to two (or possibly three)
communications systems with the southern part of the country using mobile
signal and the northern part longwave radio. In effect this established monopoly
providers rather than a market. However there was no compatibility driven into
both systems and as a result they do not talk to each other. In addition the
meters cannot be switched from one system to another if there were physical
issues with the communication system in the relevant area. The specification
also seemed to have no forward compatibility with wi-fi or other communication
systems.

Error: Lack of vision of likely communication development and pointless
introduction of notional competition.

The obligation for roll out was placed onto the energy suppliers. This appeared to
be as a result of little understanding of the different roles in the energy market.
Energy Suppliers generally own very little equipment and are generally a
merchant activity that is physically remote from the customer. The energy they
sell flows down the network and into homes across the nation. The network is
run by the DNO who have a physical presence in the geographic area of the
customer.

Due to the patchwork of suppliers introduced by privatisation there was no
opportunity for optimisation of smart meter installations by collective action.
Multiple white vans have been despatched by different energy suppliers to fit
meters in customers houses in any given area. Had the DNO been tasked with
fitting the meters then they would have been able to operate systematically
through their network area.

The reason this is an issue is that in remote areas the utility companies have
failed to install meters due to the spread-out and random distribution of
customers across the country. Customers in remote area have found it almost



impossible to get meters installed because the suppliers claim there is not
enough demand in the customer’s area. Customers are therefore being deprived
of the opportunity to engage with half hour tariffs and other cost saving
initiatives.

Error: the failure to task the DNO with smart meter installs.

This situation has led to the mobilisation of smart meter installation workers
from Londonshire area to help install meters in the islands. They work on
attractive shift rotations (2 and 1, 3 and 1) have to be compensated for travel and
accommodation and are unfamiliar of local issues and geography etc.

In this time of a rapidly developing energy system Ofgem needs to be more adept at
ensuring the needs of consumers are met through better understanding of the
implications of actions. An excessive focus on cost drove cheap meters to be
inadequately installed. Ofgem is directly culpable for setting the environment in which
the poor decisions were taken and should take note of the negative impact of its
actions, specifically on remote areas.

It should be noted that OREF has raised this with senior Ofgem staff and despite
promised attention to the lack of delivery in remote areas there has been practically no
apparent progress made.

Better outcomes for consumers and more accountability.This would be welcome,
however it also requires a degree of vision that seems to be lacking within Ofgem at
present. The overbearing ‘minimum cost at all costs’ mantra has placed blinkers on
generations of staff and means that it has failed to show vision and leadership when
faced with real opportunities.

The danger of just listening to what customers want is that the views expressed are
likely to be underinformed. The apocryphal quote from Henry Ford comes to mind about
when asked about customer input to his product. “If | had asked people what they
wanted, they would have said faster horses.” In other words, if customers cannot see
what is coming then they will not be able to ask for it.

This does require a slightly parental approach, but unless the future steps are enabled,
the technology and its opportunities will arrive slower and less efficiently than the
application of informed foresight.

The present comparative passivity of Ofgem has not delivered the needed changes.

Enhanced investigatory and enforcement powers to protect
consumers.

Enhanced powers will be needed, however OREF would contend that the rather cosy
relationship with the energy market needs to be broken up. At present there are



innovation programmes that are funded by Ofgem from fines levied on errant energy
businesses, however the main recipient of the innovation funding are the same energy
businesses. In effect they benefit from the fines they pay as they are able to get it back
as innovation funding.

The specific issue is that other organisations are not able to secure this innovation
funding due to Ofgem rules. This is wrong. Fines should be punitive and drive different
behaviours in those upon whom they are levied. They should not go into a private
scheme that largely flows back to those at fault. The present system somehow
sweetens the fine as the energy company know they will get the money back to some
extent.

In addition the innovation programmes themselves seem to be unaccountable and the
funding seems to be allocated with very little oversight and the results of the
innovations are hard to find. When examined in more detail the innovations funded are
not of demonstrable value and there seems to be very little accountability for delivery.

Delivering investment and innovation in the transition.

Are Ofgem’s regulatory processes sufficiently fast, effective and user friendly? No.
OREF members experience is that they are generally none of these three.

Orkney has been arguing for better grid connectivity for a quarter of a century, has
responded to numerous consultations and engaged whenever possible with officers,
but frankly to little or no effect. Ofgem has historically been impervious to criticism or
input and things get ‘taken back’ by well meaning staff only to then disappear into the
morass of bureaucracy and unintelligible jargon and for there to be no follow up,
apparent action or change.

At the risk of repeating earlier points: In OREF’s opinion Ofgem failed to acknowledge
the guidance issued to itin 2010 by the Secretary of State (Societal and Environmental
Guidance) and has generally been operating against parts of public interest for many
years.

However the fact that this consultation is underway is potentially a useful sign of
change; change that is long overdue and desperately needed.

The picture is of course nuanced and there have been matters where Ofgem did a good
job. The RHI was an example of a process that worked well. The means by which the
registration was achieved was simple, efficient and fast. Payments were regular and
there was little apparent pointless bureaucracy. It is understood that this in part was
due to close working with civil servants and a flexible approach to the secondary
legislation. It did, however rely upon another scheme which has dubious value; The
Microgeneration Certification Scheme.



In OREF’s opinion MCS has become a self perpetuating waste of effort. Its original intent
was good in that it was there to help customers pick reliable suppliers and in doing so
marginalise the cowboys. Unfortunately it has become a money making scheme that
does not deliver quality.

MCS appears to be a membership organisation, but it seems to have no quality control
function in that installations carried out under the scheme are not audited on the
ground. The costs charged by MCS installers appear to be set so as to absorb the
maximum grant and many installations now carried out are done without grants
because the cost of the installation from non MCS installers is lower and avoids the
paperwork.

MCS also produce information of dubious accuracy. OREF has confronted MCS about
this, but without apparent effect and OREF would urge Ofgem to be cautious about
taking its claimed scale of roll out at face value.

OREF is aware of several competent installation contractors who have elected not be
part of MCS because of the cost of membership and the lack of quality assurance of
those who are members.

OREF contends that MCS should be carefully re-examined and would welcome the
opportunity to provide further input.

In conclusion

OREF is grateful for the opportunity to comment on the important matter of regulation of
the energy industry. OREF would urge that Government considers what it wants the
regulator to do and believes that this will bring the issue of Net Zero to the fore.

This will change focus onto electricity and heat and see a diminution in the role of gas.

The regulator will need to be tasked to drive delivery rather than passively react to the
industry.

This consultation itself is both long overdue, but is also welcome in that at least itis
underway. OREF fears, however, that this might be a false dawn. We hope not. OREF
urges Government to take the points raised seriously and to drive the changes needed
for the benefit of the country and the planet. As ever OREF stands ready to help in
whatever way it can.

The UK has enormous opportunities to benefit from the changes to our energy system
and OREF urges Government to create the regulator we need to deliver it.






