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Director Foreword

Publication of this preliminary Strategic Direction Statement (SDS) marks a significant
milestone in our delivery of energy code governance reform. Industry codes are

fundamental to the transformation of the energy sector. They underpin the delivery of
critical projects that support the long-term strategic ambitions of both government and

Ofgem.

We are publishing this strategic document ahead of the first code manager appointments
in 2026. This early publication is intended to support prospective code managers in
preparing for their roles and support all stakeholders in progressing the strategic

changes essential to achieving the government’s goal of clean power by 2030.

We are encouraged by the strong support from stakeholders for the SDS and the shared
ambition to drive strategic change within the current governance framework. The
expertise and collaboration of industry participants will be vital to the successful
implementation of the SDS. Over the coming year, we look forward to seeing the SDS
brought to life - through the development and implementation of strategically important
modifications, and through collective efforts to identify and act on opportunities for

change.

As an organisation, we are committed to realising the benefits the SDS offers and have
prioritised code governance reform as part of our Forward Work Plan for 2025-26. We
are looking forward to working together to implement these vital reforms and to shape a

more agile, responsive and resilient future energy system.

We thank you for your continued engagement and support.

Cathryn Scott

Director of Market Oversight & Enforcement

Neil Kenward

Director of Strategy, Economics, Research and Net Zero
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Introduction

Our energy system is transforming as we transition to net zero. Looking ahead to the
energy system of the future, it is vital that industry codes - which contain the detailed
rules of participation in the energy markets and define the terms under which industry
participants can access the electricity and gas networks — can evolve to support this
transition. Code changes are a key driver of change, enabling the implementation of

government and Ofgem’s policy priorities.

To help coordinate and prioritise strategic change within the industry codes, our
preliminary Strategic Direction Statement (SDS)! includes a strategic assessment of
government policies and developments in the energy sector that we consider will or may
require code modifications. This preliminary SDS is a precursor to the SDS that will be
published following designation of industry codes.? For ease, we will refer to this

preliminary SDS as the 'SDS’ throughout this document.

The transition to a more strategic approach to energy system planning is underway. Last

year the Strategy and Policy Statement (SPS) was published, clearly setting out the

government'’s strategic priorities and paving the way for strategic alignment and
coordination across the energy sector. The creation of the National Energy System
Operator (NESO) and its new strategic function will see the development of a more
strategic, whole system approach to energy system planning. Most recently, the
government has outlined their vision and key actions required for a net zero energy

system in its Clean Power 2030 Action Plan.

Ofgem, as Great Britain’s independent energy regulator, must carry out our functions in
a way that protects the interests of existing and future consumers, including their
interests in the Secretary of State’s compliance with the Climate Change Act and the

government’s legal obligation to get to net zero by 2050. Ofgem’s Multiyear Strategy

(MYS) sets out how we plan to do this through our key strategic priorities over the next

five years and beyond.

With this context in mind, it is timely that we are now publishing the SDS. Industry

codes play an important role in implementing policy change and modifications to the

1 An explanatory definition of *‘SDS’ is included in the glossary, please refer to Appendix 1.

2 Codes will be designated by the Secretary of State (per s.182 of the Energy Act 2023) prior to code manager
appointment. The first code manager is expected to be appointed in 2026. This designation is distinct from the
designation of ‘qualifying documents’ (per paragraph 1 of Schedule 12 to the Energy Act 2023) which is a
transitional designation to allow use of Ofgem’s transitional powers on codes that have been designated as
qualifying documents. We expect designation of industry codes to happen in parts, where we refer to
“designation of industry codes” throughout this document, this refers to designation of any particular code or
codes as the case may be.


https://assets.publishing.service.gov.uk/media/6631ff75ed8a41eeaf58c0eb/strategy-and-policy-statement-for-energy-policy-in-great-britain.pdf
https://assets.publishing.service.gov.uk/media/675bfaa4cfbf84c3b2bcf986/clean-power-2030-action-plan.pdf
https://www.ofgem.gov.uk/sites/default/files/2024-03/20240328%20Ofgem%20Multiyear%20Strategy%20%28FINAL%20v2%29_0.pdf
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codes are already enabling critical projects that will help achieve the long-term strategic
ambitions for the energy sector. This includes enabling market-wide half-hourly
settlement which will enable greater flexibility, and connections reform which has
established a more strategic and responsive connections process. Once implemented,
this will allow more efficient network planning alongside timely delivery of connections to
the grid for projects that are sufficiently progressed and aligned with the Clean Power
2030 Action Plan. The role of industry codes in bringing about strategic change cannot

be understated.

For this reason, we are publishing this SDS before code managers have been appointed.
We consider that early publication will allow us to bring forward some of the benefits of
code governance reform by:
e providing an opportunity to progress strategic change under existing code
governance, before code manager appointment
e helping to prepare prospective code managers for their new role and
e allowing stakeholders to understand the SDS process and for that process to be

refined.

This document is particularly relevant to existing code administrators, code panels, code
parties and Central System Delivery Bodies. We expect these stakeholders to work
together to consider how the strategic priorities outlined in the SDS can be integrated
into and delivered through the existing code governance arrangements. Further detail on
stakeholder roles is provided in the ‘roles and responsibilities’ section. We encourage all
parties to see the opportunities this SDS presents for driving strategic change and

delivering positive outcomes for consumers through the codes.

How to read this document

The ‘Legislative Framework’ section explains the Gas and Electricity Markets
Authority’s (GEMA) obligation in the Energy Act 2023 (the “Act”) to publish an SDS.
References to the “Authority”, "Ofgem”, “we” and “our” are used interchangeably in this
document. The Authority refers to GEMA. The Office of Gas and Electricity Markets

(Ofgem) supports GEMA in its day-to-day work.

‘The SDS' section explains our approach to publishing the preliminary SDS, including the
proposed code governance changes that are designed to facilitate implementation of the
SDS.

The ‘Ofgem’s Duties’ section explains Ofgem’s duties, our Consumer Interest

Framework and how these have informed the SDS.
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The ‘Roles and Responsibilities’ section outlines the role of Ofgem, government and
NESO in preparing the SDS. It also sets out the roles and responsibilities of code
administrators?3, central system delivery bodies* (CSDBs), code panels, code parties and

other relevant bodies, in response to the SDS.

The 'SDS coding and prioritisation’ section explains how colour coding and

prioritisation has been used in the SDS to help improve readability.

‘Section 1: Strategic policy context’ summarises the current state of the energy
sector, includes a strategic assessment of government policies and wider energy sector

developments, and describes how they are relevant to the SDS.

Sections 2-4 set out the policy areas that will or may require changes to industry codes,
following the strategic assessment set out in Section 1. These sections follow the
structure of Ofgem’s Multiyear Strategy and are ordered based on the strategic priority

and objective that they contribute to.

e Section 2: Shaping a retail market that works for consumers
e Section 3: Enabling infrastructure for net zero at pace

e Section 4: Establishing an efficient, fair and flexible energy system

Subsidiary Document 2: Preliminary Strategic Direction Statement spreadsheet is a
spreadsheet that contains the policy areas identified in sections 2-4. This spreadsheet
can be filtered by relevant code and time horizon. We expect that this spreadsheet will
be a useful tool in implementing the SDS by helping stakeholders to identify which

changes are relevant to them.

Legislative framework
Ofgem’s obligation to publish an annual SDS for ‘designated documents’ was introduced

in section 190 of the Act. This obligation has not yet come into effect as no industry

codes have yet been designated by the Secretary of State. This preliminary SDS is a

3 Throughout this document ‘code administrators’ includes the existing code manager of the Retail Energy
Code. This is to avoid confusion with future code managers that will be appointed as part of code governance
reform.

4 Throughout this document ‘CSDBs’ refers to the five central systems that are going to be designated as
‘qualifying central systems’. These are: the central system delivery function underpinning the gas industry
arrangements (including those contained in the UNC), currently undertaken by Xoserve; the central system
delivery function underpinning the electricity industry balancing and settlement arrangements, currently
undertaken by Elexon; the central system delivery function underpinning the rules and requirements for
service delivery for smart metering that are under the SEC, currently operated by the Data Communications
Company (DCC); the central system delivery function underpinning the Data Transfer Service, which carries
data used in the change of supplier process (as required by the REC and BSC), currently operated by
Electralink; and, the Central Switching Service, as required by the REC, currently operated by the DCC.


https://www.legislation.gov.uk/ukpga/2023/52/section/190
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precursor to the SDS that will be published following designation of industry codes. For

ease, we will refer to this preliminary SDS as ‘the SDS’ throughout this document.

Under section 190(1) and (2) Ofgem must publish an annual SDS for designated
documents. As set out in section 190 (3), the SDS must contain a strategic assessment
of government policies, and of developments relating to the energy sector, that Ofgem
considers will or may require the making of modifications to designated documents; and
cover such other matters relating to designated documents as the Secretary of State
may specify in regulations. In preparing the SDS, the Act requires Ofgem to have regard
to any advice given to it by the Independent System Operator and Planner so far as
relevant to the SDS (section 190(4)). In September 2024, NESO was formally

designated as the Independent System Operator and Planner.

The SDS

In January 2024, we consulted on our approach to implementing code governance
reforms, including our approach to the SDS and new code governance arrangements>. A
majority of respondents agreed with our proposal to publish an SDS before code
manager appointment and following this we decided to proceed with publishing a
preliminary SDS in 2025°. In this decision, we confirmed that the SDS should primarily
focus on code modifications expected over the next one to two years but that, depending

on the policy area, up to a five-year period may be covered.

To inform the development of the SDS we engaged stakeholders during summer 2024.
Code administrators’, code panels and central system delivery bodies (CSDBs) attended
workshops to provide feedback on SDS development. Following this, we consulted on our
proposed approach to the development process and implementation of the SDS,
alongside the draft SDS, in January 2025. These were valuable opportunities for

stakeholders to inform our approach to the SDS.

An industry code will become a designated document once it has been designated by the
Secretary of State, following recommendation from Ofgem. We expect this will happen at
the point of code manager appointment. The SDS is being published before code

managers have been appointed and codes designated. Nonetheless, we consider that

5 Consultation on the implementation of code governance reform

6 Implementation of energy code reform: consultation decision

7 Throughout this document ‘code administrators’ includes the existing code manager of the Retail Energy
Code. This is to avoid confusion with future code managers that will be appointed as part of code governance
reform.



https://www.ofgem.gov.uk/sites/default/files/2024-01/Consultation%20on%20the%20implementation%20of%20Energy%20Code%20Reform.pdf
https://www.ofgem.gov.uk/sites/default/files/2024-08/Implementation_of_energy_code_reform_consultation_decision.pdf

Preliminary Strategic Direction Statement for industry codes

there is value in this SDS addressing all the codes within scope of code governance

reform, before they have been designated.

We recognise that future designated documents are not yet known and that any future
SDS that is prepared and published in accordance with our legislative duty, once that
takes formal effect, will relate to the relevant designated documents at that time. This
will likely mean that a future SDS will be a hybrid document that will address both

designated and not-yet-designated codes, until all codes have been designated.

For clarity, this SDS sets out government policies and developments to the energy sector

that we consider will or may require the making of modifications to the following codes®:

e Balancing and Settlement Code (BSC)

e Connection and Use of System Code (CUSC)

e Distribution Code (D-CODE)

e Distribution Connection and Use of System Agreement (DCUSA)
e Grid Code

e Independent Gas Transporters’ Uniform Network Code (IGT UNC)
e Retail Energy Code (REC)

e Security and Quality of Supply Standard (SQSS)

e Smart Energy Code (SEC)

e System Operator Transmission Owner Code (STC)

e Uniform Network Code (UNC)

As set out in our most recent joint consultation with DESNZ, we propose code managers

are subject to a licence obligation to prepare delivery plans setting out how they will
facilitate delivery of the SDS through industry codes. We have not introduced an
obligation for any code parties to implement the SDS before code managers are in place.
However, engagement with code parties and wider stakeholders has identified several
opportunities for SDS-related modifications to be progressed under existing governance,
in so far as these are compatible with current objectives and procedures. Industry will
already be aware of some of the modifications proposed in this SDS, as they relate to
existing policy that in many instances has already been consulted on, and some are
already underway or planned to be raised in future. The SDS will help industry

stakeholders to identify which of these modifications will help facilitate delivery of

8 New codes, such as the CCS Network Code, are not within the scope of code governance reform and are
therefore not addressed in the SDS.


https://www.gov.uk/government/consultations/energy-code-reform-code-manager-licence-conditions-and-code-modification-appeals-to-the-cma
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government policy and developments in the energy sector, and where new modifications

may need to be raised to further these priorities.

In preparing this SDS we have conducted a strategic assessment of government policies
and of developments relating to the energy sector. We have had regard to advice
provided by NESO.° The process for preparing this preliminary SDS is designed to reflect,
as closely as possible, the process that will be followed in future years in the preparation
of strategic direction statements to meet our legislative obligation. There will be an
ongoing opportunity to refine this process and we will continue to welcome feedback

from stakeholders about how this process could be improved.

Ofgem'’s duties

Ofgem is Great Britain’s independent energy regulator. We work to protect energy
consumers, especially vulnerable people, by ensuring they are treated fairly and benefit
from a cleaner, greener environment. Our principal objective, enshrined in legislation, in
carrying out our functions is to protect the interests of current and future consumers.
Our Consumer Interest Framework helps to explain what this duty means in practice and
throughout this SDS we have identified the relevant pillars of our Consumer Interest

Framework.

The Consumer Interest Framework:

af )2 g @ o

Fair Prices Quality & Low Cost Resilience
Standards Transition
c | Costs are efficient | Customer services | Sustainable, Consumers have
2 | and fairly throughout the carbon-free energy | a secure supply
2 | distributed. energy supply and associated and trust that
# | Undue price chain are infrastructure at industry
8 discrimination is accessible, least cost to participants are
prevented and transparent and consumers (and resilient to
action to minimise | responsive. taxpayers). market shocks.
consumer welfare | Consumers are Consumers are The sector
risks (e.g. fuel suitably supported to make | attracts
poverty and self- empowered and greener choices sufficient long-
disconnection) is protected from and are fairly term investment
supported. harm, with rewarded for their to deliver
enhanced contributions to the | consumer
system. interests.

° This included engagement with the Electricity System Operator in advance of becoming NESO.



Preliminary Strategic Direction Statement for industry codes

protections for
the vulnerable.

g Enable

S .

® Prevent excessive Accessible and mfrakstructure_and Maintain security
o profits responsive PISIELE FEUEE of suppl

o P P for net zero PPlY

= transition

0

(O]

> Robustness to
)

_8 Achieve cost UL Elre Minimise net cost TR

2 - and enables o developments
o efficiency . of transition

. choice and external
S shocks

0

S

B Enhanced Apply ITIAEREISRAS Ensure the

@ Protect consumer . f solutions to support .

2 welfare protections for and protect _sector is

© the vulnerable investable

a consumers

@

The Electricity Act 1989 and Gas Act 1986 define our principal objective - to protect the
interests of existing and future consumers. In determining what the interests of
consumers are as a whole, Ofgem must include their interest in the Secretary of State
(and the UK government) meeting the net zero 2050 target and interim 5-yearly Carbon
Budgets, in accordance with the Climate Change Act 2008. In practice, we must
consider, alongside our other duties and obligations, whether our decisions make it more
or less likely that the Secretary of State will meet their commitment to net zero by 2050.
Industry codes have an important role to play in achieving net zero and there are many

references to net zero in this SDS.

Ofgem’s growth duty requires us to have regard to the promotion of sustainable
economic growth through our regulatory activities. Our primary contribution to economic
growth is through regulation that minimises energy costs, keeps supply resilient and
energy markets functioning effectively — as well as enabling investment in networks and

other infrastructure.

10



Preliminary Strategic Direction Statement for industry codes

The government has emphasised the central role that regulation and regulators play in
delivering economic growth. As part of that, they have set a 25% target for reducing the
administrative burden of regulation. Through code reform, we aim to create a framework
that is easier for the sector to engage with and enables change to be delivered more

efficiently and effectively.

Roles and responsibilities
This section sets out the roles and responsibilities for preparing, publishing and
implementing the SDS. We expect that these roles and responsibilities will change over

time, particularly as industry codes transition to the new governance framework.

At a high level, government is responsible for setting energy policy direction which will
inform the SDS. Ofgem is responsible for assessing that policy and other developments
related to the energy sector (as set out in Legislative Framework) when drafting the
SDS. NESO have the opportunity to provide relevant advice to inform the SDS, which
Ofgem must have regard to. Code administrators, Central System Delivery Bodies
(CSDBs), code panels and parties have an opportunity to respond to the SDS
consultation and engage with the SDS process when there are opportunities to do so.
These parties can also play an important role in implementing the SDS, through raising

code modifications and participating in work groups, as set out below.
Government

Government is responsible for setting the policy and regulatory framework for the
energy sector in GB. The Department for Energy Security and Net Zero (DESNZ) is the
sponsor department for Ofgem and has a role in sharing relevant government policy with
Ofgem to inform the SDS. DESNZ’s SPS, which sets out “the strategic priorities, and
other main considerations, of His Majesty’s government in formulating its energy policy
for Great Britain”, is a key input for the SDS. The SPS must be reviewed by government
as soon as reasonably practicable after five years of its designation and under certain
circumstances the statement may be reviewed prior to the five-year period elapsing.t® If
an SPS has not been recently published, DESNZ's role in sharing up to date, relevant
government policy with Ofgem to inform the SDS will be particularly important. We
expect that in future this sharing of policy developments that are relevant to the energy
sector will include policy from across government departments. This reflects the

approach of the SPS which brings together the strategic priorities and other main

10 See Part 5 of the Energy Act 2013, section 134

11


https://www.legislation.gov.uk/ukpga/2013/32/section/134
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considerations of government in formulating energy policy in one document. This role
will be formalised in future years so there is a predictable, structured approach to
information sharing and we will continue to work closely with DESNZ during SDS

development.

Ofgem

Ofgem is responsible for preparing and publishing an SDS that meets legislative
requirements. This obligation will gradually come into full effect following appointment of
code managers and the designation of industry codes. As part of this obligation, Ofgem
has a role in engaging stakeholders during the SDS process. For the SDS to be
successful it is important that it provides industry stakeholders with the necessary
information to propose the required code modifications. We will continue to engage with

stakeholders to understand how the SDS can be improved in future years.
NESO

The National Energy System Operator (NESO) has an opportunity to provide advice to
Ofgem during development of the SDS. This advice should relate to government policy
and developments relating to the energy sector that will or may require the making of
code modifications. The process for sharing this advice on an annual basis is being
formalised with NESO.

Code administrators and code panels

Code administrators and code panels have a valuable role in sharing their knowledge and
experience to help shape the SDS. We appreciate their continued engagement with the

SDS and the wider code governance reform project and welcome their contribution.

Once appointed, code managers!! are proposed to be subject to a licence obligation to
prepare delivery plans setting out how they will facilitate delivery of the SDS through
industry codes.!? Existing code administrators do not have an obligation to prepare a
delivery plan but stakeholder engagement has identified several opportunities to

progress SDS-related modifications under existing governance.

To understand this opportunity better, following publication of the preliminary SDS, we

expect:

11 In this context, ‘code managers’ refers to future code managers that will be appointed as part of code
governance reform. This does not refer to the existing code manager of the Retail Energy Code.

12 More detail on proposed code manager obligations is included in the Consultation on code manager licence
conditions and code modification appeals to the CMA

12


https://www.gov.uk/government/consultations/energy-code-reform-code-manager-licence-conditions-and-code-modification-appeals-to-the-cma
https://www.gov.uk/government/consultations/energy-code-reform-code-manager-licence-conditions-and-code-modification-appeals-to-the-cma
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e Code administrators to consider how strategic priorities identified in the SDS can

be accommodated within existing budget setting and delivery planning processes.

e Code administrators and code panels to work together to assess existing code

modifications and identify which modifications will facilitate delivery of the SDS.

e Code administrators and code panels to work together to consider whether
modifications that facilitate the SDS can be prioritised, whether modifications that
are not going to facilitate the SDS can be deprioritised and whether new

modifications that will facilitate the SDS can be raised by a code party.

This prioritisation process should utilise the new standardised approach to code

modification prioritisation, that is proposed to be introduced alongside other interim

governance changes. This approach to prioritisation is explained in the Consultation on

the preliminary Strategic Direction Statement and code governance arrangements and

proposes that the SDS should be considered as one of the criteria when making

prioritisation decisions.

Central System Delivery Bodies

CSDBs have an important role in identifying and implementing system changes that
might be required following code modifications. We would like CSDBs to review the SDS
and consider the system implications that might follow an SDS-related code
modification. We would also like CSDBs to continue to engage with existing code
administrators and code panels to understand the system requirements of code
modifications to implement the SDS and to understand the impact of any planned
system outages on planned modifications. We would like this information to inform the
prioritisation process undertaken by code administrators and code panels, as described

above.

Code parties

Code parties have an ongoing role to engage in the development of code modifications,
including through participating in code modification work groups. They can also propose
new, SDS-related modifications and we encourage code parties to consider whether
further code modification proposals could be brought forward to support delivery of the
SDS.

13


https://www.ofgem.gov.uk/consultation/consultation-preliminary-strategic-direction-statement-and-governance-arrangements-industry-codes
https://www.ofgem.gov.uk/consultation/consultation-preliminary-strategic-direction-statement-and-governance-arrangements-industry-codes
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SDS coding and prioritisation
This section explains how colour coding and prioritisation have been used in the SDS to

help improve readability.

Identifying which codes require change

Sections 2-4 set out the policy areas that will or may require changes to industry codes.
Not all of these policy areas will require changes to every industry code. Colour coding
has been used to help identify which industry codes are likely to be affected by policy

change, see key below.

Where a code has been identified as relevant to an objective it means that we think
bodies with a responsibility or interest in that code should be aware of this policy work
and the possibility of code changes. Colour coding does not indicate that code changes
are definitely required to the specified code. Further detail on the nature of possible

changes is explained in the text beneath each objective.

In some instances, where the policy is currently under development, we cannot ascertain
yet which codes may be affected by such policies. In such instances, we have included

the policy area for the awareness of all concerned parties.

The codes relevant to the policy areas set out in the SDS have been identified based on
our analysis of the information available to us and assessment at this point. We
acknowledge the expertise of the industry in helping to identify the relevant codes and
that as code modifications proposals are developed, there may be further clarity on

which codes are affected.

Colour coding key

Content is relevant to the following code Colour coding
All codes ALL

Balancing and Settlement Code BSC
Connection and Use of System Code CusC
Distribution Code D-CODE
Distribution Connection and Use of System Agreement DCUSA
Independent Gas Transporters’ Uniform Network Code IGT-UNC

14
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Retail Energy Code

Smart Energy Code SEC
Security and Quality of Supply Standard SQSS
System Operator Transmission Owner Code STC

Uniform Network Code

Unknown Unknown

Where this label appears, it is not yet known which codes will
be affected. Where this label appears alongside other codes, it
means we expect that other codes may be affected but do not

know which.

Prioritisation

Sections 2-4 identify policy areas that will or may require changes to industry codes over
the next 1-5 years. To support implementation of the SDS we have categorised these
policy areas based on when code modifications are expected to be required. This should

help industry stakeholders to prioritise SDS-related code modifications.

Policy areas fall into one or more of the three categories explained below. For each

category we have indicated:

e The implementation timeline for code modifications.
e What we expect from industry stakeholders to support implementation.

e How each category is identified in the SDS.

1. ‘Act now’ category

e Timeline
Changes are expected to be developed and, in most instances, implemented
within two financial years!3 of the publication of the SDS - financial years 2025-
26, 2026-27.

e Ask of industry stakeholders

13 See Glossary for definition of ‘financial year’

15
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2.

16

We would like industry stakeholders, and Ofgem, DESNZ or NESO where relevant,
to develop code modifications that enable the described policy and for these to be
implemented in the codes. We expect that in most cases the legal text will have
been drafted and implemented within two financial years of the publication of the
SDS. However, we recognise that some changes necessarily take longer, such as
those that require system change. Where system changes are required, we would
like an assessment to be made of the timescale for implementation and changes
to be made in a timely way.

For the upcoming financial year (2025-26), the policy outcomes and associated
modifications set out in the preliminary SDS should be prioritised where possible
in the context of planned and industry raised modifications, within existing
budgets. The preliminary SDS (summer 2025) should be used to inform budget
setting and delivery plans for 2026-27.

Code changes that fall into this category have this label:

Act now category

‘Think and plan’ category

Timeline

Changes are expected to be developed and, in most instances, implemented
within 2-3 financial years of the publication of the SDS - financial year 2027-28.
Ask of industry stakeholders

We would like industry stakeholders, and Ofgem, DESNZ or NESO where relevant,
to plan, resource and budget for implementing the necessary code changes in the
financial year 2027-28. Where required we expect stakeholders to collaborate on
pre-modification work to develop modifications in advance of implementation. To
facilitate a smooth modification process, this pre-modification work may need to
take place prior to a code modification being raised and before the financial year
2027-28.

Code changes that fall into this category have this label:

Think & plan category
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3.

‘Listen and wait’ category

Timeline

Changes are expected to be implemented within 3-5 years of the publication of
the SDS - financial years 2028-29, 2029-30.

Ask of industry stakeholders

We would like industry stakeholders, and Ofgem, DESNZ or NESO where relevant,
to be aware of this policy area and that changes may be required to implement
policy change in future. We would like consideration to be given to whether
change may be so significant that early scoping work may be required by industry
stakeholders.

Policy included in this category is still in development. Although we don’t expect
code changes will be required to be implemented until the financial years set out
above, it is possible that as policy work progresses code changes may need to be
implemented sooner. Changes to the implementation timeline will be set out in
future SDS or other Ofgem publications.

Code changes that fall into this category have this label:

Listen & wait category

As policy decisions are made, we expect that content will move from one category to the

next. For example, content that is currently included in the ‘Think & plan’ category in this

SDS may progress to be in the *‘Act now’ category of the next SDS. This progression is

intended to give industry stakeholders long-term sight of possible code modifications to

inform their business planning and budgeting processes.
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Section 1: Strategic policy context

This section of the SDS sets out the current state of the energy sector, a strategic
assessment of government policies and wider energy sector developments, and
describes how they inform the SDS. In doing so, this document leverages the analysis
and work involved in developing Ofgem’s Multiyear Strategy (MYS) to inform the
structure of the SDS. Ofgem published its Strategy in March 2024 setting out its
strategic priorities for the next five years and beyond. In developing the MYS, Ofgem
considered government’s strategic policies for the sector, as set out in the government’s

Strategy & Policy Statement (SPS), and broader energy sector developments. The MYS

drives Ofgem’s annual work programme, the Forward Work Programme.

The current state of the energy sector

The energy sector is at a pivotal moment as the UK transitions away from using fossil
fuels to generate clean power by 2030. However, in the interim, Britain remains exposed
to global gas markets, which means that increases in wholesale gas prices feed through

to British households and businesses.

The country has made progress towards net zero, but the transition is entering a new
phase - further accelerated by the government’s goal of achieving clean power by 2030.
The rest of this decade will be a period of rapid change for the sector, bringing
challenges and opportunities — and a long-term view will be essential for success. Key

trends we expect to see include:

Increased uptake of low carbon technologies — including electric vehicles and heat

pumps.

e Increased electrification will drive up electricity demand - resulting in increased
generation from renewable sources, and other low-carbon generation including

nuclear and hydrogen.

e Managing a renewables-dominated electricity system will require greater flexibility
- enabled by market reforms, smart meters, and market-wide half-hourly

settlement - and this flexibility will offer benefits to consumers.

e Likely decline in the demand for natural gas - driven by changes to energy
consumption e.g. electrification, renewable generation and potential for hydrogen

usage.
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A Clean Energy Superpower - One of Government’s top five
missions

One of government’s missions is to make ‘Britain a Clean Energy Superpower’. To
achieve that, the Secretary of State for Energy Security and Net Zero has established
the government’s Energy Mission Board!4. The Mission Board consists of ministers across

government, brought together to accelerate progress to achieving clean power by 2030.

The government has set out the specific actions and policies to deliver a net zero energy
system through their Clean Power 2030 Action Plan (CP2030). The plan sets out how

government, alongside Ofgem, NESO and others, will support these objectives.

As the rules that underpin the energy system, industry codes will play a critical role in
delivering the CP2030 mission and are already helping to facilitate change across key

policy areas such as connections reform and establishing the NESO.

Strategy and Policy Statement (SPS)
The government’s SPS is developed in accordance with the Energy Act 2013 and sets out
government’s strategic priorities, desired policy outcomes and the roles and

responsibilities for policy implementation.

On 1 May 2024, DESNZ published the government’s first SPS for energy policy. Ofgem
must have regard to the strategic priorities set out in the SPS when carrying out our
regulatory functions. The SPS does not introduce new roles or duties for Ofgem or other
bodies in the sector, it is comprised of existing government policy, commitments and

targets and it does not replace or override Ofgem’s principal objective or other duties.

The SPS sets out strategic priorities and policy outcomes across three key areas:

e Enabling Clean Energy and Net Zero Infrastructure: through promoting renewable

energy, infrastructure development, and improved innovation and technology.

e Ensuring Energy Security and Protecting Consumers: ensuring reliable and resilient
energy supplies, safeguarding consumers from high energy costs, and promoting

competition and efficient energy markets.

e Ensuring the Energy System is Fit for the Future: modernising the energy system
through integrating new technologies, streamlining regulation, and ensuring the

system supports long-term environmental and economic sustainability.

14 First Mission Board focuses on immediate action to make Britain a clean energy superpower - GOV.UK
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While the SPS was published under the previous government and our statutory
obligations in relation to it remain, we work closely with the Department for Energy
Security and Net Zero (DESNZ) and the National Energy System Operator (NESO) to

ensure we are aligned to emerging energy policy.

Ofgem’s Multiyear Strategy
Ofgem published its Multiyear Strategy in March 2024. The strategy was developed with

a long-term view, including by engaging with external stakeholders and conducting
horizon scanning, and outlines Ofgem’s strategic priorities over the next five years and

beyond.

The government, through the SPS, sets the strategic priorities, and other main
considerations, of the government in formulating its energy policy for Great Britain. The
MYS was developed alongside and has regard to the SPS and sets Ofgem’s strategic
direction across our organisational and regulatory responsibilities. Ofgem’s regulatory

strategic priorities are:

e Shaping a retail market that works for consumers: ensure fair prices, ensure high
quality of service, enable competition and investability through financial resilience,

support new and evolving markets.

e Enabling infrastructure for net zero at pace: progress strategic planning, expand
electricity networks, prepare for the future of natural gas, facilitate deployment of
low carbon technology, network performance and connections, ensure secure and

resilient supplies.

e Establishing an efficient, fair and flexible energy system: ensure the right
governance and institutions are in place, deliver effective and efficient market
incentives and signals, enable consumer-focused flexibility, make a more digital

system work for consumers.

Ofgem reviews its Strategy each year to ensure we remain responsive to changes in
external environmental and government policy (including any updates to the SPS). The
outcome of these reviews are shared in our annual Forward Work Programme and will

inform future strategic direction statements.

Industry codes driving strategic priorities
Code changes are an important way to implement government and Ofgem’s policy
priorities, as set out in the SPS and Ofgem’s Strategy. By translating these priorities for

implementation into the codes the SDS allows for a more aligned approach to
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implementing code change. The structure of the SDS enables us to consider code
modifications in the context of our strategic priorities and demonstrates that industry
codes are a critical enabler of the change needed to achieve Clean Power by 2030 and

our net zero targets.
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Section 2: Shaping a retail market that works for
consumers

The transition to net zero will affect how people use energy and how much they pay for
it. The system is becoming more diverse, flexible and data-rich, and the retail market
will be the main way that consumers interact with these changes. The retail market must
respond to the challenges and opportunities these changes bring. Ofgem is prioritising
raising standards and doing more to facilitate net zero through the retail market, in a
way that works for consumers as the adoption of electric vehicles, heat pumps, and

other new technology continues.

This section sets out how codes can help shape a retail market that works for consumers
by considering how code changes can implement policy priorities. This section follows the

structure of objectives set out in Ofgem’s Multiyear Strategy.

Objective 1: Ensure fair prices

1.1: Operate and evolve price protection
We do not think this objective currently has policy that requires implementation through

codes.

1.2: Work with others to tackle the affordability crisis

Act now category

Relevant codes

This content is relevant to the following codes:

Unknown
Policy context

This objective contributes to the Fair prices pillar of Ofgem’s Consumer Interest

Framework.

The energy sector has experienced significant price rises and inflation has been high
across several sectors of the economy. Many consumers have struggled to pay their
energy bills, and debt and arrears have risen sharply. Our |atest data shows that debt
and arrears is around £4.15bn in the domestic energy sector. This debt is driven by
around 2.4m customers becoming more indebted, rather than an increasing number of

consumers going into debt.
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Code changes

We are working with our stakeholders and with government on potential solutions. These
include interventions to reduce the level of debt and arrears, and assessing the rules we

have on ability to pay and debt management. We published a consultation on our debt

strategy in December 2024 to reset debt and raise debt standards. A key proposal to
reset debt is the Debt Relief Scheme. Following our initial consultation, we are designing
the scheme and testing with stakeholders with the view to publish a statutory
consultation in autumn 2025. If we decide to go ahead with the Scheme, we will be

aiming to implement during winter 2025/26.

We are keen to work with stakeholders to establish whether code changes may be
required to implement these changes. If changes are required to industry codes, we
expect that the REC, which outlines the key rules for operating in the GB retail energy

market, to be the most likely code to be affected.

Objective 2: Ensure high quality of service

2.1: Improve protection for all consumers, particularly those in
vulnerable situations

Act now category

Relevant codes

This content is relevant to the following codes:

BSC

SEC

Policy context

This objective contributes to the Quality and standards pillar of Ofgem’s Consumer

Interest Framework.

We want all customers to get a high-quality service. This is an important part of shaping
a retail market that works for consumers. Over recent years, the sector has experienced
significant upheaval and price rises, particularly affecting vulnerable consumers. To
reflect this, we recently published our revised Consumer Vulnerability Strategy and we
are also working with government and other regulators to improve the ways Priority
Services Register (PSR) data is shared in the energy sector and with the water sector.

Alongside this, the sector continues to face challenges in customer satisfaction
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particularly among financially vulnerable and non-domestic consumers. Domestic
customer satisfaction appears to be on an increasing trend, but satisfaction in the sector
remains low when compared to other sectors of the UK economy and not all suppliers

are improving at the same rate.

We launched our Consumer Confidence Programme in September 2024 to drive up the

standards of customer service in the energy sector to match leading UK industries. In
this first phase of the programme our work focuses on retail supply only. This summer,
we plan to publish a policy consultation focusing on outcomes we expect the market to
deliver and ways of delivering them through our regulatory framework. We will also
continue to work with government on the Ofgem Review with a view to enhance our

regulatory powers.

Code changes

Code changes may be required to ensure that all consumers, including vulnerable
consumers, receive a high quality of service and are given the protection that they need.
In particular, code modifications may be required to the REC, SEC or BSC. We want to
work with industry stakeholders over the next year to identify what changes, if any, are
required. The outcomes of our Consumer Confidence programme, Consumer
Vulnerability Strategy refresh and work to improve Priority Services Register data

sharing will help identify whether code modifications are required.

2.2. Protect the interests of non-domestic consumers

Act now category

Relevant codes

This content is relevant to the following codes:

SEC

DCUSA

Policy context

This objective contributes to the Fair prices and Quality and standards pillars of Ofgem’s

Consumer Interest Framework.

The changes described below will support shaping a retail market that works for all, by

ensuring a high quality of service and in part helping to ensure fair prices. Recently we
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concluded our Non-Domestic Market Review. During this we reviewed the whole of the

non-domestic market and introduced a number of rules to improve the market for non-
domestic consumers. This included expanding dispute resolution for customers of Third
Party Intermediaries (TPIs), expanding transparency requirements regarding TPI service
fees, extending the Standards of Conduct to all non-domestic consumers, requirements
for improved signposting to advice services and the updating of the Complaints Handling

Standards. As of December 2024 these have all been implemented.

One of the areas identified in the review was issues surrounding change of
tenancy/occupier. Following this, RECCo led the development of work to improve this

process and we accepted REC Change proposal R0O155 on 4 February 2025.

Implementation of these changes took effect in June 2025 and we consider that this will
lead to improved consumer outcomes including reduced fraudulent activities and

accumulation of bad debt.

Another area identified in the review was insufficient protection for consumers engaging
in the market via Third Party Intermediaries. This is an area of the market that is
unregulated. As such we requested government to consider the regulation of this market

and a consultation was issued on 20 September 2024. At time of writing, government

have not yet announced the next steps of this consultation. In order to support improved
standards in the market RECCo has developed a voluntary code of conduct for energy
brokers (a form of TPI). In December, they submitted a code modification seeking to
make this code of conduct mandatory. On the 16th May, Ofgem determined that we
cannot approve the proposals for a number of reasons, please see the Decision for

further details.

We continue to support the drive to improve standards in this and other areas of the

market.

Code changes

The above two code modifications highlight the role of codes, particularly the REC, in
supporting and improving the non-domestic retail energy market. Code changes may
also be required to the SEC and DCUSA codes. Smart metering policies and any
associated changes to codes may impact consumers in the non-domestic market.
Changes to the DCUSA may be required as the code pertains to non-domestic energy
suppliers, thus could impact on the interests on non-domestic consumers. We will
continue to work with stakeholders including code bodies and government in order to

support improvements to the market and to identify any changes to relevant codes.
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2.3: Deliver effective and proactive monitoring, supervision, compliance,
and enforcement activities

We do not think this objective currently has policy that requires implementation through
codes.
2.4: Use data to drive up supplier performance

We do not think this objective currently has policy that requires implementation through

codes.

Objective 3: Enable competition and investability through financial
resilience

Think & plan category

Relevant codes

This content is relevant to the following codes:

BSC

CusC

DCUSA

SEC

Policy context

This objective contributes to the Quality and standards, Low-cost transition and

Resilience pillars of Ofgem’s Consumer Interest Framework.

Following the progress made on developing financial resilience of suppliers, we are keen
to ensure that there is appropriate financial resilience across the energy system. As we
saw in the retail crisis, when a company is in financial distress this can result in harm to
consumers. Poor financial resilience across the energy sector - from generation to gas
shipping can significantly impact consumers, through higher costs and poor quality of
service. We note that improvements have already been introduced to the codes’ credit

arrangements in recent years (such as IGT132VV) and we encourage stakeholders to


https://www.igt-unc.co.uk/wp-content/uploads/2022/03/IGT132VV-Final-Modification-Report-V1.0-aj.pdf
https://www.igt-unc.co.uk/wp-content/uploads/2022/03/IGT132VV-Final-Modification-Report-V1.0-aj.pdf
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consider further proportionate improvements to ensure that the sector is appropriately

protected from financial risks.

Code changes

We stand ready to support the industry as it develops further consumer protections
through the BSC, CUSC, DCUSA, Grid Code, UNC, SEC and REC and other provisions that

broadly relate to financial resilience.

Objective 4: Support new and evolving markets

4.1: Develop and implement heat network regulation
The heat networks technical standards code does not fall within the scope of the SDS

because it will not be a designated document as defined in section 182 of the Act. We do

not think that any heat network policy requires implementation through the codes that

are within the scope of the SDS.

4.2: Explore reform of the retail market and respond to future
developments

Listen & wait category

Relevant codes

This content is relevant to the following codes:

BSC

SEC

Policy context

This objective contributes to the Fair prices, Quality and standards, Low-cost transition

and Resilience pillars of Ofgem’s Consumer Interest Framework.

The future retail market will need to adapt to rapid changes in how consumers use, and
engage with, their energy. We expect there will be new opportunities for consumers to
choose from a greater range of more sophisticated products and services and that smart
technologies will help them save money and give them greater control over how they
meet their energy needs. The retail market may also need to respond to wider reforms
in the energy sector, including the Review of Electricity Market Arrangements (REMA).

We must make sure that regulation does not stand in the way of new products and
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services that could benefit consumers, while also ensuring that all consumers remain

protected as the world changes.

Code changes

We want to consider how we can remove barriers to innovation and protect consumers

as the market changes. DESNZ issued a call for evidence on innovation in the retail

market in 2023. This found widespread consensus on the importance of the fundamental
'building blocks' for the future market, namely market-wide half-hourly settlement, the
rollout of smart meters, and alignment with wider reforms including REMA. However,
there was a lack of consensus on the specific elements of the current market regulatory
framework that may be acting as barriers to innovation or what government should do

about this.'®> We have consulted to seek views from stakeholders on how we can unlock

more innovation. Code changes may be required to the BSC, REC and SEC to help enable
innovation, facilitate the deployment and optimal use of low-carbon technology, protect
consumers from harm and support consumer engagement with the market. For example,
we note how important industry code changes have been in facilitating access to

markets for flexibility aggregators and defining the supplier/aggregator relationship.®

Further modifications to facilitate innovation may be required to different industry codes.
We want to work with industry stakeholders to identify what changes, if any, are
required. If changes are required, we would expect the modifications to be implemented
as soon as possible to enable new products and services that could benefit consumers,

while also ensuring that all consumers remain protected.

15> Towards a more innovative energy retail market: a call for evidence | DESNZ
16 For example: Ofgem decision P415 'Facilitating Access to Wholesale Markets for Flexibility Dispatched by

VLPs' | Ofgem
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Section 3: Enabling infrastructure for net zero at pace

Delivering net zero requires a massive increase in investment in clean electricity
generation and network infrastructure. To enable such a complex transition at pace, we
need a decisive shift towards strategic planning and coordination, driven by the new
national and regional strategic plans. It will be crucial that Ofgem, in its role as
regulator, maintains a key role in the delivery of these aims to ensure benefits are
realised for consumers. Through this period of unprecedented change, Ofgem and
government must also ensure that our energy supply is secure and the system resilient

to growing risks - not least from cyber-attack and the effects of climate change.

Objective 5: Progress strategic planning

The GB energy system is transitioning towards a more coordinated, strategically planned
system. In July 2024 DESNZ commissioned NESO to provide advice to the government
on delivering clean power over the near term by 2030, NESQO’s advice was published in
November 2024. In October 2024, DESNZ commissioned NESO to produce Great
Britain’s first Strategic Spatial Energy Plan (SSEP). The SSEP builds on the government’s
Clean Power 2030 Action Plan (CP2030) by optimising a longer-term pathway to net zero
energy by 2050. The recommendations for energy generation and storage in the SSEP
will inform the development of the first Centralised Strategic Network Plan (CSNP) for
the enabling network infrastructure. It will also feed into the preparation of a series of
Regional Energy Strategic Plans (RESP), ensuring that national-level energy planning
combines with local inputs to deliver regional development needs. Developments in
strategic planning are closely linked to the wider energy policy landscape, not least the
recent decision on the Review of Electricity Market Arrangements (REMA) and
connections reform. Strategic plans and the policies that interact with them need to be

co-designed to maximise that benefits for consumers.
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5.1: Oversee production and implementation of a new Strategic Spatial
Energy Plan

Listen & wait category

Relevant codes

This content is relevant to the following codes:
Unknown
Policy context

This objective contributes to the Low-cost transition pillar of Ofgem’s Consumer Interest

Framework.

In October 2024, the UK, Scottish and Welsh Governments formally commissioned NESO

to produce the first SSEP, marking the first step on the journey to a more strategically

planned energy system. Ultimately, the SSEP will be a comprehensive ‘whole energy
system’ plan setting out what generation needs to be built, where and when, to drive the
transition to net zero. The first iteration will focus on electricity generation and storage,

including hydrogen assets. NESO published their methodology for producing this first

SSEP in May 2025, with formal approval from Ofgem and DESNZ, and will deliver the

plan by the end of 2026. It will continue the transition laid out in the Clean Power 2030
Action Plan by optimising the GB pathway to net zero in 2050. In the section below we
have included our current view on whether code changes will be necessary to develop

the plan.

Code changes

At present, we do not envisage any code changes being required to produce the SSEP,
nor do we foresee any way in which use of the SSEP would require code changes.
However, we will retain the SSEP in the ‘Listen and wait’ category. Once the shape of the
plan becomes clearer during 2026, we may need to consider again if codes have a role in

ensuring all parties engage with the SSEP recommendations.

Preparing the SSEP is a significant effort by NESO, requiring extensive stakeholder
engagement over the course of the next two years. There will also be implications for
industry through areas such as connections reform and network planning, which we

expect to clarify for stakeholders as work on the SSEP progresses.
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5.2: Establish and implement mechanisms to realise the Centralised
Strategic Network Plan

Act now category

Relevant codes

This content is relevant to the following codes:
CusC

D-CODE
DCUSA
IGT-UNC
SQSS

STC

Policy context

This objective contributes to the Fair prices, Low-cost transition and Resilience pillars of
Ofgem’s Consumer Interest Framework.

In November 2022, Ofgem decided that NESO will be responsible for creating a new
Centralised Strategic Network Plan (CSNP). The aim of the CSNP is to provide an

independent, coordinated, and longer-term approach to energy network planning in GB
to help meet the government’s net zero ambitions. NESQO's licence requires the
publication of the CSNP by 31 December 2027.17

The CSNP will:

e Identify future wider network needs on the GB electricity and gas transmission
network, as well as the proposed need for a hydrogen transport and storage
network across Great Britain.

e Provide timely signals of wider network needs for the development of potential
options which, in addition to network reinforcement, will include innovative and
non-network solutions.

17 See condition 17.18 of Electricity System Operator: Direction and Licence Terms and Conditions
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e Evaluate and select optimal solutions for delivery to address future network needs,

covering approximately a 12-year horizon.

e Identify a long-term ‘funnel’ of transmission network development projects
addressing network needs on the longer-term pathways covering approximately a

25-year horizon.

e Produce a series of outputs including statements of system needs, consultations
on high-level design options, and strategic network plans following a three-year

cycle with annual updates in intervening years.

NESO are currently developing the methodology for the CSNP. Licence conditions require
this to be submitted to Ofgem by 30 September 2025.

Code changes

The implementation of the CSNP will necessitate changes in roles, processes and data
sharing that will require code modifications. As the methodology of the CSNP is in
development, it is too early to determine the exact changes required. However, we
expect references to, and descriptions of, network planning processes - such as those
that relate to the Electricity Ten Year Statement and Network Options Assessment, to
require changes in at least the STC, Grid Code, SQSS, and CUSC. It is possible that
changes to the UNC, IGT-UNC, the Distribution Code and DCUSA may be required, or

that new codes may be established.

Given the requirement for NESO to deliver the CSNP methodology to Ofgem by 30
September 2025, it is likely that there will be further clarity on other required changes in
2025. We expect these to be drafted and implemented in 2025 and 2026, alongside
development of the first iteration of the CSNP. Other strategic planning initiatives, with

which CSNP has dependencies, could also influence the code change delivery timelines.

32



Preliminary Strategic Direction Statement for industry codes

5.3: Establish Regional Energy Strategic Plans

Act now category

Relevant codes

This content is relevant to the following codes:
CuUSC
D-CODE
DCUSA
IGT UNC

STC

Unknown
Policy context

This objective contributes to the Low-cost transition pillar of Ofgem’s Consumer Interest

Framework.

In our November 2023 future of local energy institutions and governance decision, we

confirmed the introduction of a new regional strategic planning function delivered by
NESO. The Regional Energy Strategic Plans (RESP) will support the energy system’s
transition to net zero in a cost-effective manner by enabling the coordinated
development of the system across multiple vectors, providing confidence in system
requirements and enabling investment in distribution network infrastructure ahead of

need.

Code changes

The code changes required to implement the RESP, and therefore support a consistent,
coordinated and whole energy system approach to planning of the distribution system,
are unclear at this stage. In future, code changes to the Distribution Code, DCUSA and
the Gas Codes may be required to enable the RESP to inform distribution network

planning. It’s possible that wider code changes may also be required.

We published our decision on the RESP policy framework on 2 April 2025 and are

consulting on the introduction of new licence conditions for NESO with draft guidance
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outlining our expectations for NESO’s delivery of the RESPs and development of the
RESP methodology. NESO will be required to consult on the RESP methodology by the
end of 2025 and we expect the first RESPs to be delivered by the end of 2027. We
expect that there will be further clarity on any potential code changes to the Distribution
Code and the Gas Codes in late 2025 or early 2026. If code changes are required, we
expect these to be drafted and implemented in 2026, alongside development of the first
iteration of the RESP.

Objective 6: Expand electricity networks

6.1: Continue to drive accelerated onshore network investment

Think & plan category

Listen & wait category

Relevant codes

This content is relevant to the following codes:

D-CODE

STC

Unknown

Policy context

This objective contributes to the Fair prices, Low-cost transition and Resilience pillars of

Ofgem’s Consumer Interest Framework.

There are various initiatives that government, Ofgem and Transmission Owners (TOs)
are working on to facilitate the expansion of the electricity networks, at speed, that will
be required to meet government net zero and clean power targets. This includes the
strategic planning tools referenced above as well as price control mechanisms owned by

Ofgem.
There are a number of government initiatives working towards this goal:

¢ Community Fund guidance
First is the introduction of voluntary guidance standardising TOs’ provision of
Community Funds to communities impacted by new electricity transmission

infrastructure. The policy provides for TOs to offer communities around new
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infrastructure funding for local and regional initiatives, with a per-asset level of

funding determined in the guidance.

NESO information gathering powers

In light of the strategic planning tools being developed that are described under
Objective 5 above, and our work to set the next electricity transmission price
control for 2026-31 (RIIO-ET3) and the next electricity distribution price control
starting in 2028 (ED3), we are also exploring whether NESO has sufficient ability
to compel TOs and DNOs to provide it with information that would aid it in
meeting its objectives. In the context of strategic planning this may include
information about system design, ratings of equipment and expected future
expenditure. In the context of RIIO-ET3 this may include the ability of TOs to

offer enhanced services.

Electricity bill discount scheme

Government has proposed a new electricity bill discount scheme for communities
living nearest to new electricity transmission infrastructure as set out in their
Policy Paper in March 2025. The bill discount scheme is a new proposed
monetary benefit which aims to ensure that those living closest to new electricity
transmission infrastructure across Great Britain can directly benefit from it. This
is in recognition of the wider societal benefits of cheaper, more secure and low-

carbon energy that this infrastructure brings.

Future developments for CATOs

We are introducing a new early competition framework to competitively tender
qualifying onshore electricity transmission projects. We expect the Competitively
Appointed Transmission Owner (CATO) framework to drive sector performance,
foster innovation, attract investment into GB energy networks and contribute to

the delivery of Net Zero at the lowest possible cost to consumers.

Think & plan category

Code changes
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Code modifications may be required to implement the government’s policy
proposals to introduce community funds for those impacted by new electricity

network infrastructure. These may take the form of funding provision by TOs to
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regions, communities or individuals based upon their proximity to new

infrastructure, and the volume and type of infrastructure being introduced.

e NESO information gathering powers
Separate to any activity in respect of community funds, code modifications to the
STC (including System Operator Transmission Owner Code Procedures), Grid
Code or Distribution Code may be required in order to provide the NESO with
additional powers which would allow it to more easily compel TOs and DNOs to

provide it with the information that it requires to meet its objectives.

Listen & wait category

Code changes

¢ Electricity bill discount scheme
At this stage, we do not envisage any code changes being required and it is likely
the policy will be implemented through licence modification. We will continue to

consider the role of codes in the future of the bill discount scheme.

e Future developments for CATOs
There are currently no additional modifications identified, however, it is possible

that further changes will be required for as yet unforeseen circumstances.

6.2: Continue to operate and iterate the Offshore Transmission Owner
framework

We do not think this objective currently has policy that is to be implemented through

codes.
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6.3: Enhance flexibility through electricity interconnection

Think & plan category

Relevant codes

This content is relevant to the following codes:

BSC
CuUsC
SQSS

Policy context

This objective contributes to the Low-cost transition and Resilience pillars of Ofgem’s

Consumer Interest Framework.

In response to the November 2024 regulatory assessment decisions from Ofgem on new

interconnector projects and Offshore Hybrid Assets (OHAs) deliverable by 2032, the
government outlined that it is in favour of additional interconnection beyond 2030.
Interconnectors can provide a wide range of benefits for GB, including enabling access to
lower-cost electricity for GB consumers, diversifying the generation we have access to

and adding flexibility to our energy system.

The government is considering the development of OHAs, a novel type of asset that
combines traditional point-to-point interconnectors with the transmission of electricity

from offshore wind generation into one asset. There are two different types of OHAs:

e  Multi-Purpose Interconnectors (MPI) are interconnectors with a connected offshore

wind farm within GB waters.

e Non-Standard Interconnectors (NSIs) are interconnectors with a connected

offshore wind farm in the connecting country’s waters only.

OHAs could help us achieve our net zero and energy security aims by more efficiently
integrating renewable energy onto the grid. By combining an interconnector with an
offshore wind farm, MPIs could reduce the total amount of infrastructure required in GB,

thus decreasing the impact on coastal communities and the environment.
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Code changes

Existing electricity licences, as they currently stand, fall short of addressing the
multifaceted operation and characteristics of OHA development and operation. NSIs will
be licensed via the existing interconnector licence, but modifications will be required to
make the licence compatible with NSIs. MPIs, on the other hand, will require an entirely

new licence to facilitate the dual function of offshore transmission and interconnection.

Additionally, modifications to the Grid Code, the BSC and the CUSC will be necessary to
accommodate and capture OHAs’ unique and complex commercial, operational and
regulatory nature. While some existing code modification proposals already capture
OHAs in their definitions, such as modifications proposed as part of connections reform
(eg CMP 434), both technical and commercial code modifications will be required to
adequately address and incorporate the unique features and requirements of OHAs.
Modifications to the SQSS will also be necessary as MPIs combine offshore transmission
with interconnection which introduces new configurations and power flow dynamics not
currently addressed in the SQSS.

The scope of the required changes remains subject to change until other OHA related
workstreams are concluded and outstanding dependencies surrounding the technical,
commercial, operational and regulatory frameworks for OHAs are resolved. This includes
the Contracts for Differences (CfD) regime for MPI connected wind, as well as the
potential participation of the UK in the Internal Energy Market (IEM) following the
outcomes of the UK-EU reset in May, given the significant implications of cross-border
market arrangements on the wider OHA regime. The timeline for raising the code
modifications, consultations, decisions and implementation is therefore uncertain.
However, we expect that, while some potential modifications currently remain in the
‘Listen & wait’ category pending further clarity on policy and regulatory developments,

other modifications could be raised as early as 2026 as policy work progresses.

NESO will assume responsibility for pursuing both commercial and technical code
modifications, and industry will also be engaged to gain feedback and help refine the
scope of the required modifications prior to these modifications being raised. This
industry engagement will be led by NESO and aims to align the envisioned code
modifications with industry perspectives. While the timeline for the completion of the
new MPI licence and the interconnector licence modifications remains similarly uncertain,
work continues to progress across all OHA related workstreams as we strive to transition

to a renewable, net zero, resilient energy system.
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Objective 7: Prepare for the future of natural gas

7.1: Recover the cost of the existing gas network

Act now category

Think & plan category

Relevant codes

This content is relevant to the following codes:

IGT-UNC
UNC
Policy Context

This objective contributes to the Fair prices pillar of Ofgem’s Consumer Interest

Framework.

We expect that policy surrounding the recovery of existing natural gas network costs will
be implemented through decisions on setting regulatory depreciation in the gas price
controls, with any code changes required following this being carried out through the

UNC process.

The UNC has objectives around charging and cost recovery, including the requirement
for arrangements to be transparent and cost reflective. We would expect these
objectives to remain and for any future policy to further these aims, with the intention of
ensuring a simple, comprehensible system that strives to ensure competition among
users, and allows natural gas to continue to support whole system security of supply as

needed.

We note the potential impact of disconnections on networks’ ability to recover costs,
particularly the challenge of recovering costs from a reducing pool of customers. Over
time this could result in significant cost increases for consumers. We are also aware of
the potential that those remaining on the gas network may be more vulnerable or unable

to decarbonise. In recognition of this we launched a Call for Evidence to determine the

likely scale and impact of disconnections.

Act now category

39


https://www.ofgem.gov.uk/call-for-input/exercising-consumer-choice-review-gas-disconnections-framework

Preliminary Strategic Direction Statement for industry codes

Code changes

Arrangements for the recovery of costs for the existing network sit within the UNC and
the IGT-UNC. There are currently some proposals, such as UNC 0903,'® moving through
the UNC process which we will continue to engage with through work groups and panels,

requiring the ‘Act now’ categorisation.

Due to the potential impact on security of supply of gas to consumers, we previously
encouraged the industry to expedite the discussion on relevant matters and would urge

stakeholders to continue to engage with this modification.

Think & plan category

Code changes

We also recognise that the ongoing RIIO-3 process may impact cost recovery. We are
not aware of any code changes that may follow the conclusion of this process but remain
cognisant that industry may raise modifications in the subsequent years. For this reason,

we also consider this objective to fall into the ‘Think and plan’ category.

7.2: Prepare for repurposing and decommissioning of the gas grid

Act now category

Think & plan category

Relevant codes

This content is relevant to the following codes:

IGT-UNC
UNC
Policy context

This objective contributes to the Fair prices and Low-cost transition pillars of Ofgem’s

Consumer Interest Framework.

It is widely expected that there will be a reduction in demand for natural gas across the

system, which could ultimately lead to some repurposing or decommissioning of gas

18 UNC 0903 proposes to introduce a single National Transmission System (NTS) Capacity Reference Price at all
NTS Entry and Exit Points to replace the current methodology that is based on a 50:50 Entry/Exit split
arrangement for Transmission Services Allowed Revenue.
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network assets. The extent and timeline for decommissioning and repurposing the gas
grid for hydrogen, carbon capture, usage and storage, or other potential non-gaseous
uses are dependent on wider government policy decisions. However, we are developing
policy direction around the future of gas where possible. We currently envision four

broad workstreams relating to the repurposing and decommissioning of the gas grid:

1. Gas Transporters

This work will focus on the challenges associated with the repurposing and
decommissioning of the vast system of assets. This transition will entail significant
cost and, as things stand, it is unclear who should pay for decommissioning costs,
this is subject to future government decisions. We intend to work closely with the
government to identify the most appropriate strategy and funding options for
decommissioning, including considering a whole systems approach and the impact on
future and vulnerable consumers. Consideration will need to be given to reducing the

impact on this potentially vulnerable group of consumers.

2. Disconnections

An uptick in disconnections from domestic consumers is highlighting some flaws in
the existing Gas Distribution Networks’ (GDNs) arrangements. We are expecting the
number and rate of disconnections to increase in the short to medium-term as
consumers switch to alternative, low-carbon forms of heating, and so action needs to

be taken to reduce the impact on consumers and GDNs.

3. Biomethane

As the UK aims to decarbonise by 2050 and with domestic production of natural gas
declining, there is likely to be a greater role for biomethane in the near future. Much
of this work is industry led; however, we are engaging with transporters regarding
some aspects, such as improvements to the connections process for biomethane
producers and low carbon gas certification, as a means to assess regulatory barriers
to increase production capacity. We anticipate the need for code changes, some of
which are already underway, in order to maximise the potential of biomethane as a

natural gas alternative.

4. Hydrogen Blending

This work will focus on the changes that may facilitate or follow the introduction of
hydrogen into the existing gas system, should this be supported and enabled by
government. This work is predominately industry led, however, should industry

progress a feasible model to facilitate blending arrangements in 2025, we anticipate
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the need for code changes to allow for differences in charging and connection

requirements to be accommodated.

Within each of these workstreams, it is also essential that due consideration is given to
ensuring no vulnerabilities or single points of failure are introduced to the network that
could have an impact on network resilience. Due consideration should also be given to
ensuring that remaining infrastructure or infrastructure due to be decommissioned is

properly maintained to ensure system resilience.

Act now category

Code changes - Biomethane

On biomethane, UNC modifications are already underway such as UNC894/A which is
looking at means of facilitating additional biomethane entry into GDNs, and UNC900,
concerning gas quality issues around the injection of biomethane into the National
Transmission System (NTS). As demand for a greener alternative to natural gas
increases, we anticipate further UNC modifications to follow. Given the impending

decisions, we are categorising this workstream as ‘Act now’.

Think & plan category

Code changes — Gas Transporters, Disconnections, Hydrogen Blending

Arrangements for both the NTS and GDNs are outlined in either the UNC, IGT UNC, or
the Gas Transporter Licence. There may be industry led changes to both codes and the
gas transporter licences to facilitate the introduction of hydrogen blending. The scope
and implementation timeline are currently unknown, but early work is already under way
in the hydrogen blending space.'® There is also the possibility that changes in all four
workstreams are carried out iteratively in line with the phasing in of technologies, as
opposed to a single sweeping change. Much of this is dependent on government policy

decisions and is therefore categorised under ‘Think and plan’ for the time being.

We are also aware of the potential issue of divergence in regulatory arrangements
between GB and the EU. We are working closely with colleagues in both government and
industry to monitor any developments in this area. Code changes may be required

should any impactful divergence emerge.

19 https://www.gasgovernance.co.uk/0849
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Objective 8: Facilitate deployment of low carbon technology

8.1: Establish and oversee a regulatory regime for nuclear power
We do not think this objective currently has policy that is to be implemented through

codes.

8.2: Regulate carbon capture, usage and storage
We do not think this objective currently has policy that is to be implemented through the

codes, but we will continue to keep this position under review. A new code, the carbon

capture and storage (CCS) Network Code, has been developed as part of the
government’s process of creating the economic regulatory and licencing regime for
carbon dioxide transport and storage networks, which Ofgem is responsible for
regulating. In accordance with the Energy Act 2023, the CCS Network Code cannot be
considered a “designated document” for the purposes of the reforms to code
governance. However, in the course of us exercising our role with respect to the CCS
Network Code we expect to have regard to the content of this preliminary SDS and any

future SDS, where appropriate.

8.3: Develop new hydrogen transport business model

Listen & wait category

Relevant codes

This content is relevant to the following codes:

IGT-UNC

UNC

Unknown
Policy context

This objective contributes to the Low-cost transition pillar of Ofgem’s Consumer Interest

Framework.

The government is committed to developing a low-carbon hydrogen sector in the UK.
Transport and storage infrast