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What we decided in May SSMD
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• 3.62 We will create a symmetrical ‘Heat Policy re-opener’ 
uncertainty mechanism to respond to policy-driven requirements 
for some, or all, GDNs to change their spending significantly 
during RIIO-GD2 to support a transition to low carbon heat.

• 3.63 We recognise there are a variety of potential heat 
decarbonisation policy developments that may warrant re-opening 
certain cost allowances in the price control. [There are potential 
government policies] that could mean we need to use a re-opener 
to reconsider the outputs we set for companies in addition to cost 
allowances. 

• 3.65 We will work with GDNs and stakeholders to […] ensure the 
price control can respond to significant developments across a 
suitably broad range of heat decarbonisation policy options. 
Working with stakeholders, we will specify as precisely as possible 
the activities and expenditures that will be in the scope of the re-
opener. 

Ongoing policy development - for 
discussion only



Broad categories of uncertainty arising 
from heat decarbonisation policy
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Uncertainties in 
GDN 

expenditure

Strategic 
investment

Policy drivers  
for eg

demonstrators

Obligations

Policy impacts 
on connections 

(eg volumes)

Eg building 
standards and 

planning policies

Devolved and 
central 

government

Changes to GDN 
obligations

Central 
government, 

Ofgem, HSE, etc.

Ongoing policy development - for 
discussion only
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Scope of today’s 
discussion



Focus today is on obligations impacted 
by heat decarbonisation policy
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• Aim to discuss changes related to common GDN obligations
• Capture the range of consequences arising from potential heat policy 

developments
• Identify evidence needs to understand materiality

• Questions of strategic investment are separate
• Investments/projects potentially company specific

• Alternative mechanisms may be more suitable, such as proposals for 
bespoke uncertainty mechanisms

• In May SSMD we decided to include
• FPNES reopener to retain the flexibility to stop the scheme, if 

appropriate, in response to developments in government policy
• HSE policy reopener to respond in the event changes materially affect 

repex
We are continuing to develop these uncertainty mechanisms in parallel 
with the heat policy reopener

Ongoing policy development - for 
discussion only
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Domestic 
connections



Impacts on domestic new connections 
to gas networks

10

Policy 
impacts on 

new 
connections

End new build 
connections

Central govt Future 
Homes Standard 

(2025)

Scotland: 2024 domestic, 
with ambition for non-

domestic earlier

Energy efficiency 
obligations

Existing buildings

Different tenures

New policies on 
retrofit 

connections?

• Multiple potential policies 
impacting number of new 
connections

• Across devolved and central 
government

• Expenditure needs arise due to 
obligations on GDNs

• Eg 10m rule in SLC 4B

• Ex ante allowance in GD1

• Obligations and volumes could 
both change in response to 
heat policies

• Materiality ~£50m/year

Ongoing policy development - for 
discussion only



Domestic new connections to the 
network — volume driver
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• In response to the potential complexity of uncertainties in this area it may be appropriate to 
allow costs for domestic connections as a volume driver rather than base revenue.   

• Possible design

• Unit rate (per-connection) for non-FPNES domestic new connections

• Calibrated to reflect costs of meeting obligations (eg 10m rule Domestic Load Connection 
Allowance)

• Heat policy reopener could recalibrate per-connection rate if obligations change

• Would not apply to non-domestic connections due to low materiality

• SQ sent to companies on 6/9/19 for information to help clarify cost drivers

• Advantage

• Simple mechanism to respond to a range of heat decarbonisation policy uncertainties

• Removes volume uncertainty which could be prevalent in RIIO2

• Questions

• Responses to this as a potential mechanism of handling policy-driven uncertainty 
in GDN costs for new connections?

• What are the key design considerations (eg separate calibration for new build 
and existing buildings)?

Ongoing policy development - for 
discussion only
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Other GDN 
obligations 
potentially
impacted by heat 
decarbonisation
policy



Potential heat policy reopener triggers
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Policy development Potential trigger Potential impacts

Changes to gas chemical composition 
regulations

Changes under GS(M)R and/or 
GCOTER

New systems/procedures and 
monitoring equipment

Changes to entry connection charging UNC modification GDNs bear some of the costs of entry 
gas connections

New obligations to promote 
emissions reductions (eg SME energy 
efficiency)

UK government legislation Costs to deliver new obligations

New obligations to prepare networks 
for transition (eg hydrogen, 
decommissioning)

UK government legislation Costs to discharge obligations to 
prepare networks

Changes to obligations on GDNs to 
socialise domestic connection costs 
(eg Domestic Load Connection 
Allowance)

Licence change Reduce connection costs (potentially
per-connection costs if volume driver 
used for domestic connections)

Ongoing policy development - for 
discussion only



Next steps — reopener design
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• Scope of the heat policy reopener

• Should the scope of triggers be restricted to these 
identified uncertainties?

• Are there additional potential policy developments we 
have missed?

• Should our GD1 approach to materiality thresholds 
apply?

• Threshold set as % of base revenue

• Costs considered after application of the sharing factor

• 1% for individual cost areas

• 3% for combined cost areas

Ongoing policy development - for 
discussion only
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Appendix: 
modified/new 
obligations driven 
by heat 
decarbonisation



Changes to GS(M)R and GCOTER
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• What could change?
• Regulation of gas composition sets limits both for combustion 

characteristics (GSMR) and energy density (GCOTER — ensures volume-
based metering can register energy consumed)

• Relaxing limits could:
• Facilitate biomethane entry (including reducing need for propanation) 
• Enable hydrogen blending
• Avoid potential need for nitrogen ballasting

• How could change come about
• GS(M)R and GCOTER are implemented by HSE and Ofgem respectively
• Some limits are prescribed in legislation

• Could change materially impact GDNs?
• Potential need for new systems monitoring equipment.

• Uncertainty mechanism options
• Reopener triggerable by companies or Ofgem in response to material 

changes to GS(M)R or GCOTER

Ongoing policy development - for 
discussion only



Changes to entry connection charging 
regime
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• What could change?
• Cadent have launched a “Distributed Entry Gas Review of 

Commercial Arrangements”
• How would change come about

• This could develop into a proposal to modify UNC
• Would change materially impact GDNs?

• If connection charging arrangements change in such a way 
as to create new costs for GDNs, materiality would depend 
on:
• The details of the new charging arrangements
• The number and capacity of distributed gas entry connections

• Uncertainty mechanism options
• Reopener triggerable by companies or Ofgem in response 

to UNC mod where impacts are material

Ongoing policy development - for 
discussion only



New obligations on GDNs
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• What could change?
• BEIS consultation on support for SME energy efficiency 

suggested one route could be an obligation on network 
companies (cf Danish schemes)

• How would change come about
• Gas Act (33BC) provides for SoS to impose emissions-

reduction-promotion obligations on gas transporters
• An order (ie secondary legislation) would be needed to effect 

change.
• Would change materially impact GDNs?

• Materiality would depend on the nature of the obligation
• Uncertainty mechanism options

• Reopener triggerable by companies or Ofgem in response to 
legislation creating new obligations on GDNs

Ongoing policy development - for 
discussion only

https://www.gov.uk/government/consultations/energy-efficiency-scheme-for-small-and-medium-sized-businesses-call-for-evidence
http://www.legislation.gov.uk/ukpga/1986/44/section/33BC


Preparing the networks for the future 
of heat
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• What could change?

• Government could decide that (parts of) the gas network will 
1. be used to transport 100% hydrogen in future

2. no longer be required in future

• This could also lead to new requirements to prepare networks 
for transition

• How would change come about

• Legislation could be introduced requiring companies to prepare 
networks

• Would change materially impact GDNs?

• 1. and 2. are not mutually exclusive and could reduce or 
increase expenditure needs

• Uncertainty mechanism options

• Reopener triggerable in response to legislation creating new 
obligations on GDNs 

Ongoing policy development - for 
discussion only



Annual Environmental Report



SSMD Cross-sector Environmental Framework
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In May SSMD we set out a cross-sector approach to 
environmental sustainability.

• Companies should act responsibly towards the environment 
when making decisions on investment and operational 
practices/activities

• Companies should demonstrate a high degree of 
transparency and public accountability for networks’ 
environmental impacts

• Companies should play a full role in facilitating the low 
carbon energy transition by working constructively with 
customers, suppliers, partners and other stakeholders 



Cross-sector framework: key elements
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Environmental Action Plan
• Potential baseline funding and PCDs if well justified. 
• Quality and ambition of the EAP as part of our assessment for the 

Business Plan Incentive. 
• Our initial view of minimum level of ambition in Appendix 2 of 

Business Plan Guidance.
Annual Environmental Report
• Setting out environmental impacts, progress in delivering EAP, and 

evolving role of network in low carbon transition
• A new licence condition requiring companies to work with 

stakeholders in development of the report
Output Delivery Incentives
• Sector specific and potentially bespoke
• Material, measurable and controllable environmental impacts



Annual Environmental Report
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• Ofgem will publish guidance for the AER alongside the 
licence condition.

• Emphasis on transparency: making visible

• Environmental impacts

• How these have changed over time

• Companies’ progress towards targets and PCDs

• Metrics designed to allow comparison across companies 
and sectors where appropriate

• Commentary to contextualise each year’s performance



Biomethane outcomes reporting
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“3.77 Reporting biomethane outcomes data in the Annual Environmental Report will enhance 
the visibility of biomethane development. GDNs should explore with biomethane 
stakeholders what additional data can be made available in the Annual Environmental Report 
beyond the information reported under RIIO-GD1.” (SSMD GD Annex, May 2019)

• GD1 reporting:

• Number of biomethane connection enquiries

• Number and capacity of connection studies / connections.

• Example data proposed
by Renewable Energy 
Association (consultation 
response published on 
Ofgem website) —



Biomethane outcomes reporting — discussion
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• Is there additional biomethane outcomes data that GDNs 
hold which could be published?

• How should GDNs engage with biomethane stakeholders 
to explore what additional data could be usefully made 
available in the Annual Environmental Report?
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Appendix: Business 
Plan Guidance



Appendix: Business Plan guidance
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AOB
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