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Introduction

Offshore Energies UK is the leading trade body for the UK’s integrating offshore energies industry. Our
membership includes over 400 organisations with an interest in offshore oil, gas, carbon capture and storage
(CCS), hydrogen, and wind. From operators to the supply chain and across the lifecycle from production to
decommissioning, they are safely providing cleaner fuel, power, and products to the UK. Working together with
our members, we are a driving force supporting the UK in ensuring security of energy supply while helping to
meet its net zero commitments. OEUK and our members are committed to working, together with the UK
Government, industry, and regulators, to help deliver net-zero by 2050 in an efficient, affordable and timely
manner. As a sector we are equally committed to producing the cleaner oil and gas that the UK will continue
to need in the decades to 2050, and beyond — with lower emissions than imported options. Achieving this will
bring huge economic and environmental benefits across the breadth of the UK. The offshore energy industry
is a fundamental pillar of the UK economy, supporting hundreds of thousands of jobs and contributing billions
of pounds to the exchequer annually while powering homes and businesses across the breadth of the country.
Our sector has the potential to spend almost £200 billion over this decade in the energy sector and continue
to support hundreds of thousands of jobs across the UK. The majority of this could be spent in offshore wind,
CCS, and hydrogen in the right investment environment. The companies investing in and supporting nascent
opportunities like floating offshore wind and CCS will require the cash flow from a stable and predictable oil
and gas business to help fund these opportunities. The UK has a significant opportunity to be an energy
transition leader while retaining its core function of supporting energy security. To do this though, we need
long-term stable and competitive policy that gives investors, companies, and supply chain the confidence to
commit to the UK. The carbon budget is a key pillar, reinforced with policy decisions, to attract this investment.

Overview

For the foreseeable future, gas in different shapes or forms will remain needed within the UK energy system.
Electricity is also an important vector of decarbonisation; it will not meet all consumer’s requirements on its
own. It won’t be able to manage demand volatility and uncertainty on its own. Furthermore, certain industries
and transport cannot be decarbonised via electrification. It is, therefore, misleading to make stakeholders
believe that the system can perform without any gas contribution. We should aim to make that decarbonised
gas as cheap as possible for the end consumers.

A hybrid approach should be the base case for the future UK energy system, with an electrical system covering
a larger proportion of the energy consumption than currently alongside a decarbonised gas system (methane
+ CCUS, hydrogen and its derivatives, feedstock to alternative fuel) that decarbonise hard to electrify activities,
provide system flexibility and resilience and access to global trade market. A hybrid system is more resilient
to external impacts (geopolitical, weather, cyberattack, etc.). Hydrogen and its derivatives provide the UK with
a means to export its extensive renewable energy resources, as long-distance transportation of hydrogen
derivatives is cheaper than electron transport.

A well-designed hybrid system doesn’t come at much extra cost, thanks to the repurposing of the existing gas
system. The customer can save important costs by avoiding decommissioning a large part of the existing gas
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system. Therefore, RIIO-3 and other policies should incentivise gas switching to decarbonise gas (methane +
CCS, hydrogen, etc. ).

Competitive tension should remain within both electrical and gas systems and between them to drive
innovation and cost reduction for customers.

However, there will remain an important cost of the system change. The cost shouldn’t be borne only by the
users: some users have limited options, and the system change is a long-term benefit, and some elements of
it are linked with energy security and resilience. So, part of the cost of the system change should be mutualised
and covered by other means rather than a levee on consumers.

Responses

Future of Gas

OVQL1. Do you agree with our proposal for how RIIO-3 should interact with the Hydrogen Transport
Business Model?

RIIO-3 should allow a smooth transition between Methane and new gas network users such as CO2 and
hydrogen. It should incentivise the transition to decarbonised gas while maintaining the flow of Methan still
required for the transition. Furthermore, there will be a continuing need for gas transiting via the UK to the EU
market.

OVQ2. Are there any additional activities relating to the development of hydrogen transport
infrastructure, or repurposing of natural gas assets, that you think should be funded through RIIO-3,
and if so, why do you think this is justified?

Gas switching to decarbonised gas should be encouraged via the RIIO-3 process.

OVQ3. Do you agree with the proposal that network costs relating to hydrogen blending at both
distribution and transmission level should be included in RIIO-3 net zero related UMs? If so, which
mechanism do you think is most appropriate for these costs and why?

OVQ4. What are your views on the proposal of using the GD specific Heat Policy re-opener, the RIIO-3
net zero related UMs, or a mixture of both to fund network costs incurred as a result of the
government's 2026 decision on hydrogen for heating (where RIIO is deemed to be the most appropriate
funding mechanism for these costs)?

OVQ5. What are your views on our proposal to not enable funding for further evidence relating to
repurposing the existing network for hydrogen heating ahead of government's decision on hydrogen
heating in 20267

OVQ6. Should RIIO-3 help to manage future gas network decommissioning costs? If so, do you have
views on what these costs could be and what mechanisms should be used, including for anticipatory
funding?

Decisions on the future UK energy mix should include the cost of decommissioning, repurposing, and building
new infrastructure, which would benefit consumers.

Role of Scenarios and Planning Pathways
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OVQY7. Do you agree with the proposal to use the FES framework for selecting the RIIO-3 scenarios?

FES is an appropriate framework to use for RIIO-3. However, RIIO-3 should stress test against alternative
scenarios such as CCC. The system needs to remain robust against alternative scenarios even though it hasn’t
been optimised for those. More extreme scenarios, such as the invasion of Ukraine from Russia, should be
used to test the resilience of the entire system.

OVQ8. Do you agree with the proposal to use FES Leading the Way as the planning scenario for ET in
RIIO-3?

Leading the Way is aligned with UK targets in Wind Energy. Therefore, it is legitimated to base the ET plan on
Leading Way. Grid connection shouldn’t be the limiting factor for deploying renewable energy needed for the
transition and Net Zero grid in 2035. However, the UK is currently not on track to deliver 50GW of offshore
wind by 2030. Furthermore, delays in Holistic Network Design Follow-Up and Sector Marine Planning make
this target even more challenging. Therefore, the UK energy system should be ready to handle Leading the
Way, but at its current pace, this is unlikely to be the actual outcome by 2030.

OVQ9. Do you agree with the proposal to use two FES planning pathways for the gas networks, ie
Leading the Way and Falling Short as the additional common conservative scenario?

The UK should aim at a robust hybrid system with enough competition between systems to reduce
redundancies and curtailment. Gas switching from Methane to decarbonised Gas and CO2 transportation
should be encouraged by the RIIO-3. At the current pace, Leading the Way is not, unfortunately, the most
likely scenario. Therefore, the system should remain operational within the boundaries of the Falling short
scenario, at least for the RIIO-3 timeframe.

OVQ10. Is Falling Short the most appropriate common conservative planning scenario to be used for
the gas networks? Or is a common gas network developed scenario more appropriate?

The system should remain robust in a Falling Short scenario. However, The RIIO-3 framework should
incentivise decarbonisation of the gas network by supporting Gas switching from Methane to decarbonise gas
and CO2 transport.

OVQ11. Is it feasible for all network companies to initially plan against FES 2023 before updating
business plans in line with FES 2024, as proposed?

QOutputs and Incentives

OVQ12. Do you agree with our proposed approach on the role, scope and format of PCDs?

PCD should be flexible enough for the network to seek optimum solutions. However, a focus should remain
on time pressure as the energy transition should be delivered at pace. Network companies should be rewarded
for project cost reduction and timely delivery of projects leading to decarbonisation.

OVQ13. Do you agree with our proposed framework for setting financial incentives? Are there any
additional considerations that we should take into account?

Financial incentives are useful tools to drive good behaviour as they match the customer’s benefits. However,
they don’t need to be necessary symmetrical (penalty level matching, bonus level). A degree of asymmetry
should be considered when setting up financial incentives.

OVQ14. Do you agree with our approach to setting reputational incentives? Are there any additional
considerations that we should take into account?

Reputational incentives are harder to quantify. Is there evidence from RIIO-2 that reputational incentives have
driven behaviour changes? Should reputational incentives be included in the company’s scorecard and
compensation structure?
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OVQ15. Do you agree with our proposals for bespoke outputs? Are there any additional considerations
that we should take into account?

The energy transition and fuel switching should be considered when determining bespoke outputs, following
the general principle of incentivising energy switch.

OVQ16. Do you agree with our proposal to retain the EAPs and AERs in RIIO-3? Please provide
reasonings for your position.

We support retaining EAPs and AERs, and the driving principle behind this should be a net environmental
improvement. Greenhouse gas emissions were an externality in the existing energy system. As the energy
system evolves, we should be mindful of not creating new externalities that could harm the environment, health,
or the overall ecosystem.

OVQL17. What are your views on the new proposed AER format with Commentary and KPIs?

Supply Chain, product life, recycling levels, and decommissioning should be put in consideration when setting
up AER KPIs.

OVQ18. Do you agree with our minded-to position of retaining the reputational incentive on TOs and
GDNs for reducing their BCF?

We agree on retaining this incentive. Carbon intensity indicators should also be considered.
OVQ19. Are there any other suggestions you would like to make regarding reporting standards?

Reporting standard should be aligned to international standards. Beyond absolute value, intensity matrix and
benchmarking should be considered.

OVQ20. Do you agree with our minded-to position to withdraw the Environmental Scorecard and
incentivise improvements in environmental impacts through the Annual Environmental Report (AER)?
Please explain your reasoning.

OVQ21. Do you consider that there are other areas which require financial incentives which cannot be
captured by the AER? Please explain your reasoning.

Consideration should be given to the full life-cycle impact of product and installation used, in particular, for
innovative technology.

OVQ22. Do you have any views on our proposals for the NARM framework?

Network reliability is fundamental to UK security of supply. As the system is transforming and part of it might
be decommissioned further focus should be put on reliability.

OVQ23. Do you have any views on our proposed long-term approach to embedding climate resilience,
including the principles for embedding climate resilience?

We are supportive of introducing climate resilience in a progressive manner as the understanding of climate
change impact are getting clearer.

OVQ24. Are there any early learnings we should be aware of/incorporate to make progress on this in
RIIO-3 or beyond?

Universities and academics should be involved in this aspect as some of the impacts are still difficult to quantify.

OVQ25. Do you agree with our suggested approach for embedding climate resilience into RIIO3,
namely: introducing resilience strategies; developing forward-looking resilience metrics; and
introducing climate resilience working groups?
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We are supporting this approach as we should first quantify the scale of the challenge and risk.
OVQ26. Do you agree with the proposals that we have set out around the resilience metric?

We are supporting the proposed approach. Consideration should be taken on how to maintain resilience during
system changes?

OVQ27. Do you agree with our proposals on workforce resilience?
We are supporting the idea that industry bodies could play a role in defining resilience program for workforce.

Truth Telling and Efficiency Incentives

OVQ28. Do you agree with our proposed key objectives for truth telling and efficiency incentives?

We are supportive of efficiency incentives. Benchmarking, also challenging sometimes, should be considered
to set up incentives and drive better performance.

OVQ29. What are your thoughts on our proposals relating to minimum requirements under an evolved
BPI approach?

OVQ30. What are your thoughts on an 'in the round' assessment of cost forecasts as opposed to a
high/lower confidence breakdown and assessment?

OVQ31. What are your thoughts on an 'in the round' assessment of business plan ambition as opposed
to requiring and assessing CVPs?

OVQ32. What are your thoughts on the size and strength of any truth telling incentive?

OVQ33. What are your thoughts on any alternative approaches that could be used instead of an
evolved BPI?

OVQ34. What are your thoughts on the options for calculating the sharing factors and do you see
strong reasons for changing the overall strength of the sharing factors relative to RIIO-2?

Managing Uncertainty

OVQ35. Do you agree with our proposal to retain the Net Zero Re-opener with its current scope and
parameters for RIIO-3?

RIIO-3 price control is covering 2030, an important milestone for many aspects of the energy transition. In this
period, the UK energy system will face higher level of uncertainty as they are many uncertainties on the pace
of the system change. Therefore, we are supporting increase flexibility in that period.

OVQ36. What are your views on our proposal, in principle, to retain the Net Zero and Re-opener
Development Fund UIOLI for RIIO-3? What are your views on the types of projects it could fund and
how it would interact with other sector specific price control mechanisms?

OVQ37. Do you think we should retain the NZASP for GD and GT? What should its scope be and what
kind of projects would you expect to be funded through this re-opener in RIIO-3?

OVQ38. Do you have any views on consolidating the net zero related re-openers and the UIOLI
allowance?

OVQ39. Do you agree with our proposed position to retain the Coordinated Adjustment Mechanism for
RIIO-3? If it were to be retained, what design and incentive considerations could we implement to
enhance the utilisation and value of this mechanism?
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OVQ40. Do you agree with our proposal to allow physical security costs to be submitted through a
broader resilience re-opener?

OVQ41. Do you agree with our proposed approach to introduce a resilience reopener?

OVQ42. Do you have any views on whether the opex escalator should be retained and if so, how we
could evolve the opex escalator for RIIO-37?

OVQ43. Do you have any views on how we should effectively monitor the delivery of UMs?

Cost of Service

OVQ44. Do you have any views on whether to evolve the RIIO-2 methodologies for RPEs and ongoing
efficiency for RIIO-3, and if so how?

System-level efficiency criteria should be considered as efficiency drive at a local part of the system might not
result in overall efficiency. Furthermore, during the transition, the system might not appear efficient at a given
time but overall, more efficient in a longer timeframe with the transition objective in mind. Therefore, we invite
OFGEM to consider criteria that incentivise system transformation toward a hybrid system.

OVQ45. Do you have any views on the potential application of RPEs and ongoing efficiency to re-
opener applications?

Cyber Security

OVQ46. Do you agree with our proposed approach to cyber resilience in RIIO-3?
Innovation

OVQ47. Do you have any views on our proposal to retain a flexible allowance, providing evidence for
why you think that it should, or should not be, retained?

We support maintaining an innovation incentive, but it should be articulated within the system transformation
process. As the transition progresses, the share of intermittent energy is progressing. Therefore, innovation
should focus on the ways to handle the intermittency generation via reduction of curtailment, development of
flexible storage solutions and hydrogen as a flexible fuel.

OVQ48. Do you have any views on our proposal to retain a competitive network innovation funding
pot, that continues to focus on key challenges facing the energy sector, with phases to de-risk the pot?

OVQ49. Do you have any views on how the structure of the price control innovation funding could be
adapted to better focus on whole systems problems, and ensure strategic alignment with other public
sector initiatives?

OVQ50. Do you agree with our proposal to continue with a similar level of innovation funding, and if
not, could you provide evidence for why a different amount is required, including consumer research
you are aware of into their willingness to pay for network innovation?

OVQ51. Do you agree there is a need to expand the scope of innovation funding to be more inclusive
of third parties?

OVQ52. What are your views on us establishing an accelerator to support early-stage innovators?

OVQ53. What are your views on our proposal for this to be a smaller part of a future challenge fund
and to be sponsored by networks?

OVQ54. Do you have evidence of potential innovation projects that have not been implemented or
sought funding due to the five-year structure of the price control? How could this issue be addressed?
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OVQ55. Do you agree with our proposal to run FRS trials with an explicit focus on informing changes
to the rules governing energy network activities —incentivised through SIF or other price control
mechanisms?

OVQ56. What topics could FRS trials usefully focus on and why?

OVQ57. Do you have any feedback on the view that not enough network innovation funded projects
have been rolled out, and can you share any evidence you have to support your position?

OVQ58. What are your views on the design of potential new mechanisms to address this?

Data and digitalisation

OVQ59. Do you have any views on the timelines for modernising regulatory reporting?

OVQ60. Do you have any initial views on opportunities for improving efficiency in providing the data
that Ofgem receives as part of regulatory instructions and guidance?

OVQ61. Are there areas of regulatory reporting that would be most beneficial to start with in the
modernising project.
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