Tom Crisp
Editor
01603 604421
t.crisp@cornwall-insight.com

ENERGY PERSPECTIVE

02

Railroad: Ofgem remains on
track for default price cap –
Robert Buckley
POLICY

05

BEIS confirms non-domestic RHI
shake-up
Research explores costs of
decarbonising heat
UK net zero emission target
“necessary and possible”: think
tank
Parliamentary update: Week 22
2018
REGULATION

Tuesday 29/05 – The BEIS Committee launches an inquiry into
carbon capture, usage and storage. BEIS sets out its decisions on a
range of issues relating to reforms of the non-domestic Renewable
Heat Incentive. The Competition and Markets Authority publishes an
issues statement giving more detail on its phase 2 inquiry into the
proposed merger between SSE and npower. Smart Energy GB
research shows more than 8mn people in Britain are considering
buying or leasing an electric vehicle in the next five years.
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Monday 28/05 – Media reports indicate ministers are expected to
announce their decision on the Swansea Bay Tidal Lagoon project in
mid-June. A draft letter from Energy UK leaked to The Times highlights
technical problems with the government’s smart meter roll-out
programme. South Somerset District Council announces it is to build a
25MW battery storage system.

22

Wednesday 30/05 – SSE confirms its standard GB domestic dual fuel
prices are to increase by an average of 6.7%. Energy and Clean
Growth Minister Claire Perry says the rise is unjustified. Ofgem says it
has competition concerns over energy suppliers Economy Energy and
E, who worked with Dyball Associates to avoid targeting each other’s
customers in 2016. Drax submits an application for a development
consent order for its plans for 3.6GW of new gas capacity and up to
200MW of battery storage.
Thursday 31/05 – Media reports indicate that the UK government is
preparing to announce an outline deal this week on the funding it will
provide for Hitachi’s Wylfa nuclear power plant, with Hitatchi
apparently seeking a price £15/MWh lower than Hinkley Point C.
National Grid announces that it wants a new procurement process for
black start capabilities in place by the mid-2020s and wants to involve
renewables and battery storage. BEIS statistics show a total of
1,240,500 smart meters were installed by large energy suppliers in the
first three months of the year, a 6% decline compared to the previous
quarter.
Friday 01/06 – A cross-party group of MPs urges the government to
establish in law a net zero greenhouse gas emissions target in this
Parliament. Ofgem announces that it has launched an investigation
into how Utility Warehouse manages its customers who are in debt.
The Crown Estate reveals it is considering eight UK offshore windfarm
extensions totalling 3GW. Media reports suggest the government has
decided to reject support for the Swansea Tidal Lagoon.
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On 25 May the regulator
issued its policy
consultation on the
design of the default
tariff cap. It gives some
strong hints where its
thoughts are heading,
but stops short of
setting out a final
design. Furthermore, no
less than 14 appendices
were published
alongside the
consultation.

These documents follow the five discussion papers
issued through March and April in which Ofgem
set out the main factors that would influence the
design of a price cap.
In ES616 we suggested the basic design of the
CMA default cap would continue albeit with
refinements to reflect better information now
available, but that we saw “little that suggests
more leniency from a supplier perspective”. As we
explain in this Energy Perspective, having tried to
assimilate more than 400 pages of new text, we
see no reason to change our view.
Already analysis is beginning to emerge, including
a very useful commentary from financial analysts
Bernstein, which we also draw on here.
Branch line
The package of documents is structured so that
the appendices flesh out the principles set out in
the main paper. They set the basic parameters of
how Ofgem sees the cap: graded by fuel, region
and payment type, with zero and standard
consumption elements that are updated every six
months from an initial reference point according to
movements in industry costs.
The consultation document takes a more
directional tone on the nature of the cap than the
first and second working papers. At the time we
read the latter as effectively closing down the
option of setting the initial cap through
benchmarking retail tariffs, known as the “market
basket approach” (Ofgem’s Option 1).
This rejection is now confirmed because,
according to the regulator, “we are concerned that
the most competitive tariffs in the market may not
reflect the long-run costs of an efficient supplier”.
The implication here is that the cheapest tariffs at
the moment are “too cheap”. This may be due to

different pricing strategies, the intensity of
competition or that “different suppliers may face
different costs”. The latter point most obviously
suggests the costs of the Energy Company
Obligation (ECO) and the warm Home Discount
(WHD), which are borne by suppliers with more
than 250,000 accounts. But, while it is not stated
as such, time pressures have also undoubtedly led
to the knock back of the market basket approach.
The remaining three options for setting the initial
cap that remain on the table relate to lesser or
greater cost granularity and whether the costs are
benchmarked from experience or assessed on
reasonableness grounds. They are:
•

adjusting the existing CMA benchmark for key
differences in cost to serve, standing charges,
and overheads (Ofgem’s Option 2)

•

the above plus updating the reference CMA
benchmark for new data (notably on ECO and
WHD), suppliers with unique business models,
and different overheads (Ofgem’s Option 3),
and

•

a new bottom-up cost assessment of costs
actually incurred by suppliers plus a normal
level of profit (Ofgem’s Option 4).

All told the options involving greater granularity
and assessments based on reasonableness seem
to win through in Ofgem’s papers. However
tempted the regulator may be by Option 4, it
seems the complexity and effort involved in setting
and gaining agreement for a new bottom-up
approach means that this approach has been
timed out too. This leaves the choice as one that
effectively revolves around degrees of iteration of
the CMA’s approach (Options 2 and 3, either
separately or perhaps in combination).
Option 2 would already be familiar to both Ofgem
and suppliers and so would avoid certain risks;
Option 3 on the other hand would allow more
recent data to be used and also address some
suppliers’ concerns with the original methodology.
Work still needs to be done on areas such as
defining the initial starting point, cost differentials,
headroom for competition, means of updating and
exempting certain tariffs, and the process for lifting
the cap which we look at in turn below.
Advance booking
Ofgem clearly has a very difficult balance to strike
in pitching the starting point for the price cap. The
key to its approach emerging from the consultation
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document seems to be to achieve
as much granularity as possible
given the constraints of data and
time. Implicit too is the political
pressure for lower bills.

Figure 1: Credit vs debit cost breakdown

Additional
Cost

Value

Uplift for credit
customers

Uplift for debit
Difference
customers

Working capital
£22
£22
£0
£22
Ofgem acknowledges on the first
Bad debt
£56
£19
£19
£0
full page of the consultation that the
Administrative
£36
£12
£12
£0
purpose of the Bill is to “protect
current and future consumers who
Total
£114
£53
£31
£22
pay SVTs or default tariffs”. But it
Source: Ofgem
also cites three further reasons for
the cap, which in the round do not suggest the
credit cap level as £22 higher than the debit cap,
CMA cap will be loosened.
broken down as in Figure 1.
Two suggest a tighter rather than looser cap: the
Other areas where Ofgem is looking at costs
cap making suppliers more efficient, and balancing
compared to the CMA’s view are in overheads and
the need for engagement through cheaper tariffs
smart metering. The CMA based these on the
against the interests of those who do not avail
costs in 2015 of medium suppliers Ovo Energy and
themselves of those tariffs. Only the third reason
First Utility. Ofgem appears to be mulling
suggests some leniency, by referencing the need
unwinding CMA assumptions that overheads
for suppliers to be able to finance their activities.
would fall with scale and adjusting upwards for
Bernstein suggests that the adjustments tabled by
higher smart metering costs. Bernstein suggests
Ofgem to the CMA’s approach (Ofgem’s Option 2)
that the combination of the two could be worth
would leave a new market-wide default cap
about £25 a year, which feels about right.
pitched £35 below for direct debit or £13 below
Off-peak ticket
where the safeguard tariff currently sits.
The thinking on the competitive effects of the cap
That level of cap may strike the right political
revolves around the level of headroom, where
balance: it is illogical to pitch a wider market cap
Ofgem appears to be heading towards it being set
above the level of a cap designed to cover a part
based on a proportionate uplift on other costs
of the market with higher costs to serve. It also
rather than an absolute figure as set by the CMA.
offers the prospect of significant price reductions
The £30/year dual fuel allowed in the CMA PPM
as the average Big Six SVT is now at £1,185 a year
cap translates to a 4% allowance in Ofgem’s
nearly £100 above the current safeguard tariff at
thinking above the efficient level of costs. Ofgem
£1,089.
scenario models the consequences of a headroom
With over 13mn households on SVT in January
somewhere between zero and £80.
according to Ofgem, politically the promise of a
Its modelling suggests headroom of under £30
collective “saving” through the cap of £1.3bn may
would deliver the greatest savings and incentivise
be hard to resist.
suppliers to lower their costs. This is set against
Penalty fare
the risk of higher costs moving to non-capped
tariffs, lower switching and worsening customer
The CMA’s prepayment meter (PPM) price cap
service if suppliers cut costs too far too fast.
includes an allowance, currently £66, for the extra
Savings and efficiency incentives at £80 headroom
costs of PPM. The regulator has therefore
would be lower, but higher price differentials
quantified allowances for direct debit (including
would remain.
smart PPM) and standard credit bills.
Ofgem’s assessments are that savings of £200
Ofgem believes a standard credit customer pays
and more would be available from small suppliers
an average of £114 more per year at the TDCV than
if headroom is pitched in its two scenarios above
one who pays through direct debit. This is
the CMA’s £30, but below that they would fall to
attributed to additional costs for working capital,
£100-£200.
bad debt and account administration. Additional
working capital costs are proposed to fall on credit
customers, but bad debt and administrative costs
will be split equally for both credit and debit
customers. This results in Ofgem calculating the

In these scenarios switching would decline;
modelled at a maximum of a 30% reduction on
today’s levels. The current annual electricity
switching rate is nearly 20%, so a 30% fall in the
rate would take us back to the start of 2016. A 50%
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fall back on the rate would take us back below alltime lows. A critical determinant in its assumptions
appears to be the price differentials of the large
suppliers. As they fall, the switching rate
assumptions fall.

expects to issue a statutory consultation on its
proposals in early August, consult on draft licence
changes in September, and announce the initial
cap level at the end of October. The cap would
then come into force by December.

Bernstein suggests the analysis means Ofgem will
pitch headroom in the £30-£70 range as it strives
to balance benefits from lower capped prices with
costs resulting from disengaged customers staying
on worse deals.

One major outstanding issue that could yet derail
the Bill’s thus-far smooth passage is a cross-party
amendment to be moved in Grand Committee that
would give suppliers a right of appeal to the CMA
over the level of the setting of the price cap. Four
months would be allowed for appeals, raising the
possibility that the CMA's decision would come
after the cap was already live.

We are not so sure because of political pressure
on the regulator.
Green signal
Concerns about the ability of suppliers to
manipulate the rules mean that Ofgem is not
considering any exemptions to the cap for green
tariffs.
Derogations however will be available for green
electricity tariffs. Factors it suggests be used to
assess derogations include whether the support
for renewables provided by the suppliers goes
materially beyond that through subsidies, and
whether the tariff is materially more expensive to
provide and that the combination means that a
tariff’s costs would be materially above the cap.
For green gas tariffs, Ofgem does not believe any
derogation would be appropriate due to the
difficulties of monitoring compliance.
Service alteration
The most notable part of the consultation where it
is hard to see where Ofgem will land is the
circumstances where the cap could be lifted. This
is a decision that can be taken each year from
2020, and the consultation document here is
striking by its openness to suggestions for how it
should proceed.
Ofgem does discuss economic measures for
assessing the effectiveness of competition,
including entry and exit, tariff and service
differentiation, customer information and
engagement. But it acknowledges experience in a
capped world of those indicators may well be
different than today.

The consultation has set the broad principles and
narrowed down some options, albeit time
considerations appear to have been a key factor
as much as merit. It looks like we are headed
towards a cap that is very close in form if not all
detail to the CMA’s PPM cap pitched below the
safeguard tariff. Despite the Lords amendment,
which we expect to fail, there will likely be no right
of appeal.
Combine these factors with the lack of definition
about the circumstances in which the cap could be
removed, and it looks like we are moving into a
world where the cap will profoundly change the
economics of the whole energy retail market for
some years to come.
The journey so far has been largely to plan. But, as
the design of the cap becomes clearer, the basis
on which it would be removed must be defined in
much more detail. Existing as well as new business
models and entry that are hoped to emerge in the
early years of the next decade could be
jeopardised otherwise.
With a response deadline of a month, and close
out on 25 June, respondents are going to have
their work cut out to take in all this information and
make considered responses.

Tellingly the regulator concludes that to lift the cap
it would need to see sustained progress that
would give it confidence that disengaged
consumers could gain a reasonable deal from the
energy market without price protection.
End of the line?
Subject to the review of responses and the
passage of the Bill through Parliament, Ofgem
Energy Spectrum 620 | 04/06/2018 | page 4
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BEIS issued decisions on a range of reforms to
the non-domestic Renewable Heat Incentive
(RHI) scheme on 29 May.
In September 2017 the government published a
consultation that made a range of proposals for
changes to the non-domestic RHI scheme rules.
The government response on eligible heat uses
was published on 29 January 2018, with these
reforms implemented alongside the remainder of
the RHI reforms announced in December 2016 that
were yet to be implemented. This latest
government response covers the other proposals
from the September 2017 consultation.
The government intends to proceed with the
introduction of a heat production limit for very
large plant at the 250GWh/ year limit as proposed
in the original consultation. This measure is to limit
the possibility that accreditation of a very large
plant could lead to the premature triggering of the
budget cap and closure of the RHI scheme as a
whole. Whilst very large plant may offer high
carbon abatement potential, support for multiple
smaller installations is seen as being able to better
support the development of supply chains.

calculated for biomethane producers won’t be
taken forward.
Where there is evidence that an RHI installation is
in breach of an environmental permit or other
environmental legislation, Ofgem will suspend,
withhold or recover payments. Moreover, projects
will not be able to receive support until all relevant
environmental permits are in place.
The consultation proposed limiting the use of
estimated data to claim a maximum of two years of
support payments per installation. The government
has decided to implement this proposal.
Finally, the government has decided to implement
changes to clarify who may be an “investor” and
the circumstances under which payments can be
made to a third party in the domestic RHI. Any
party acting as an investor will be required to
become a “registered investor” and to use the
formal assignment of rights process.
Clarifying existing scheme regulations and
strengthening compliance is intended to ensure
that the benefits set out in the March 2018 Impact
Assessment can be delivered (see Figure 1).

Participants will now be able to replace their plant
and stay on the same tariff for the remainder of
their participation in the scheme. All replacement
plant will be subject to the accreditation criteria
that applied to the original installation. The one
exception to this is that all replacement biomass
boilers will be required to meet current air quality
requirements.
The government has concerns that some scheme
participants seek to increase their tariff payments
through separately accrediting multiple
installations, in order to have each installation
accredited at the most advantageous tariff band.
The government intends to take forward proposals
to ensure that tariff bands are not abused by the
installation of multiple smaller installations. Ofgem
will also continue to scrutinise installations, taking
enforcement action where appropriate.
In order to remove the risk of biogas produced at a
single site being used for multiple RHI
registrations, it has also been decided that one
biogas production plant will only be able to be
declared for the purposes of one RHI registration.
These provisions will come into force on 20 June
2018. Earlier controversial proposals to change the
current way in which RHI tariffs and tiers are

Figure 1: Headline impacts of the RHI

Source: BEIS

Taken collectively, these changes are
expected to have a substantially beneficial
impact on the scheme, but the reduction in the
cap is devastating for some larger schemes
we know to be under development.
That said, there is an element though here of
tinkering at the side-lines as, even at most
optimistic projections, the RHI will only be a
forerunner to a more ambitious heat
framework.
BEIS
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An Element Energy-led study into the cost of
decarbonising the UK’s heat to 2050 has found
that the various technology options are likely to
be “significantly more costly” than the status
quo, presenting a key challenge for any chosen
heat decarbonisation pathway.

to £158bn – potentially more than £100bn lower
than electrification using heat pumps (see Figure 1).
Figure 1: Uncertainty in cumulative additional system cost to
2050 – hydrogen heating

The report, Cost Analysis of Future Heat
Infrastructure Options, produced by Element
Energy and E4tech for the National Infrastructure
Commission (NIC) was released on 17 May. It
examined the costs associated with commonly
proposed pathways to decarbonising heat and
highlighted uncertainties and barriers related to
implementation.
Heating the UK’s homes, businesses and industry
currently accounts for close to half of all energy
used and a third of total carbon emissions, making
the decarbonisation of heat essential in meeting
2050 emissions targets.
Proposed pathways to achieving this include: the
electrification of heat, utilising heat pumps and
electric storage heating, repurposing the existing
gas infrastructure to deliver low-carbon hydrogen,
biomethane, or using sustainable biomass power
stations. These pathways will be implemented in
tandem with technologies such as carbon capture,
utilisation and storage (CCUS) and heat networks.
The report found that all options will be costlier
than the status quo scenario (buildings retaining
the same heating system and no new energy
efficiency measures being installed to 2050).
Under “best case” assumptions the estimated
cumulative additional cost to 2050 is £100-200bn;
under “worst case” it rises to £150-£450bn. The
average annual cost of heating per household is
found to be £100-£300 higher. However, the report
adds that “in the context of expected growth in
GDP”, additional costs will be “manageable”.
Comparative analysis found that repurposing the
gas grid to deliver low-carbon hydrogen is the
lowest cost option under most scenarios as it uses
existing gas infrastructure and minimises the need
for additional electricity generation capacity.
However, using low-carbon hydrogen requires
CCUS technology, the cost of which is estimated at
£17bn. There also remains uncertainty about the
ability to deliver safely and at scale, requiring “high
levels of state intervention”. Overall cumulative
additional cost is estimated in the range of £114bn

Source: Element Energy

The latter, said the report, is “the most costly of the
main pathway options under most scenarios”. Any
“deep electrification” will see additional peak
electricity demand of at least 45GW (an additional
two-thirds of current generating capacity),
requiring major infrastructure investment. This is
estimated to be in the region of £20bn, with the
overall heat pump/electrification pathway
estimated to have a cumulative additional cost
“exceeding £200bn”.
Discussing the bioenergy pathway – using both
biomethane grid injection and biomass gasification
to hydrogen – the report found that, for the former,
to achieve a target of 15MtCO2/ year reduction
would require a cumulative discounted cost of
more than £300bn.
The report concludes that, given challenges such
as local infrastructure, regional energy use and
existing building specifications, it is highly likely
that a mix of decarbonisation options will occur. Of
the proposed “mixes”, a combination of hydrogenled solutions and biomass for off-gas customers is
seen as the most cost-effective.

This 105-page report illustrates well the
challenges and options open to the
government in developing an effective heat
decarbonisation strategy. We will be offering a
fuller critique in next month’s issue of
Energy:2030.
Element Energy
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Progressive Conservative think tank Bright Blue
released a report on 25 May urging the
government to become the first G7 nation to
adopt a net zero emissions target.

Figure 1: Support for the UK's international leadership on
climate change

The Hotting Up report looks back at the impact of
the Climate Change Act 2008 10 years since its
introduction and suggests ways it could be
strengthened.
The report highlighted the benefits the Act has
brought by increasing economic growth,
accelerating emissions reduction and improving
international standing in terms of promoting global
action on climate change. It also highlighted that
during the past decade there have been scientific,
technological and legal developments that make
deeper decarbonisation targets for the UK
economy than those set out in the Act “necessary
and possible”. This is despite the fact that, as the
report points out, the country is currently not on
target to meet its fourth and fifth carbon budgets.
Since 2008, the report said, climate science has
confirmed the need for more urgent action on
climate change and suggests that greater ambition
in policy-making is required to meet the challenge.
On the clean technology front, the report pointed
to advances which mean that decarbonisation in
some sectors of the economy has become
cheaper and more practical than when the Act was
passed. It claimed that the key technology in
reducing emissions from industry would be carbon
capture and storage, while in buildings “it will soon
become necessary to step up deployment of new
heating technologies”.
Thirdly, Bright Blue points out that the climate
targets set out in the Act are less “implicitly
ambitious” than the Paris Agreement goals to
which the UK is now committed.
The report also contained results from a new
British public opinion poll on climate change and
related policies, the results of which add further
weight to the organisation’s calls for a revised
target.
This data suggests that the majority of British
adults (51%) are more concerned about climate
change than they were 10 years ago and that more
than 60% think that the UK should be a global
leader on climate change.

Source: Bright Blue

As a result of its findings, Bright Blue called on the
government to revise its current 2050 emissions
reduction target of 80% to a net zero emissions
target. By doing so, it said, the UK would lead G7
nations on climate policy.
“Once again, the UK has a unique opportunity to
lead developed economies with new world-leading
climate targets,” which also highlighted the
possibility of a more ambitious target encouraging
other nations to follow suit.
Energy and Clean Growth Minister Claire Perry
welcomed the report and likewise commented on
the UK’s status as a “world leader” in clean growth.
She added: “Since 1990 we have outpaced the G7,
growing our economy by more than two thirds
while cutting emissions by over 40%.”
The government recently pledged to commission a
Committee on Climate Change (CCC) review of the
long-term target set in the Act, which will include
the consideration of a net zero target for 2050.
Following the 2015 Paris Agreement, countries
around the world are now moving to increase their
domestic climate targets and some – e.g. New
Zealand and Sweden – have already adopted net
zero targets. In contrast, the UK review will not
take place until after an IPCC report in the autumn.

All eyes will now be on the CCC. With the
IPCC report due in Autumn, we could be
looking at a decision in early 2019.
Bright Blue
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Parliament entered recess on 24 May and returns
on 4 June.
The Business, Energy and Industrial Strategy
Committee launched an inquiry on carbon capture,
usage and storage (CCUS) and efforts to kickstart
this technology in the UK on 29 May. MPs will
examine the government’s commitment to
deploying CCUS technology and whether it has a
“Plan B” to meet climate change targets should
cost reductions not materialise. Committee Chair
Rachel Reeves (Labour, Leeds West) commented:
“In this inquiry, we want to test the government’s
ambitions in this area and to examine what policy
levers need to be pulled to make large-scale
CCUS a reality in the future. Clearer policy signals
are needed if we are to create a market and
commercialise this technology into the 2030s.”
Written evidence is due by 22 June.
The Chair of the House of Commons’
Environmental Audit Committee has written to
Chancellor Philip Hammond to seek answers on
his intervention in the creation of a post-Brexit
environmental oversight body. In a letter made
public on 30 May, Mary Creagh noted widespread
reports that Hammond had blocked plans to give
the proposed watchdog broader powers, such as
being able to take the government to court.
In a Written Answer, published on 25 May, Energy
and Clean Growth Minister Claire Perry confirmed
that the government is “considering options for
small-scale low-carbon generation beyond 2019,
and a consultation on the Feed-in-Tariff scheme
will be published in due course”.
Asked to provide evidence of fracking supporting
local jobs and the local economy, Perry responded
in a Written Answer published on 29 May. It stated
that Independently verified figures show during the
last quarter of 2017 spend in the Lancashire
economy from Cuadrilla’s shale gas operations
increased to £6.8mn in total, with 55 full time and
contract jobs and six apprenticeships created.
In a Written Answer, published on 31 May, BEIS
Minister Lord Henley gave an update on progress
towards successor arrangements for Euratom.
Henley stated: “The government has made
significant progress in our preparations to leave
Euratom, to ensure a domestic nuclear safeguards
regime can be in place from day one of exit. The
Office for Nuclear Regulation is confident that they
will have in place the IT system and safeguards

inspectors needed to ensure the UK continues to
meet international obligations when we leave
Euratom.”
Ministers are expected to announce their decision
on the Swansea Bay Tidal Lagoon project after
MPs return from parliamentary recess in mid-June,
according to a report by The Telegraph on 28 May.
The newspaper reported that a source close to the
ongoing select committee inquiry into the project
said ministers previously declined to appear but
would face questions after the recess. The source
said: “The implication is that they’ll have made a
decision by then and be happy to answer
questions.” At time of publication, media reports
indicate the government is poised to reject
proceeding with the project.
A cross-party group of MPs has urged the
government to establish in law a net zero
greenhouse gas emissions target in this
Parliament. The group, led by Conservative MP
Simon Clarke, includes former Labour Leader Ed
Miliband, Environmental Audit Committee Chair
Mary Creagh, Green MP Caroline Lucas and Lib
Dem Energy Spokesperson Baroness
Featherstone. Clarke commented: “Setting
ourselves the goal of net zero emissions will spur
innovation, building on existing British know-how
to get us all the way to net zero, creating new
industries and jobs across the UK in clean
technologies like carbon capture and storage.”
It was announced in Future Business that the
government’s price cap Bill will be considered in
Grand Committee in the Lords on 12 June.
Amendments to be moved have been published,
including a cross-party amendment backed by
Lord Mackay (Conservative), Lord Carlile
(crossbencher) and Lord Hunt (Labour) that would
allow an appeal on the setting of the level of the
cap to the Competition and Markets Authority.
The House of Commons Library published a
briefing on 31 May on Public Ownership of
Industries and Services. The briefing charts how a
number of new energy suppliers have entered the
market in recent years, including a number of
municipally owned providers set up by councils.
On 4 June an adjournment debate on geothermal
energy in Clackmannanshire will be held in the
Commons.
Links underlined above
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A network of energy researchers and stakeholders across a wide range of disciplines is set to be established
as part of the government’s £102mn investment programme into new approaches to local energy
developments.
Announced jointly by Innovate UK and UK Research and Innovation (UKRI) on 23 May, the Energy Revolution
Research Consortium (ERRC) was proposed to help put the UK at the forefront of integrated local energy
systems. UKRI will commit up to £12mn over four years to establish the ERRC, which will support academia,
industry, public bodies and communities to work together to develop a UK smart energy systems industry.
The ERRC will work closely with innovation authority the Energy Systems Catapult to assess the entrants for
the Prospering from the Energy Revolution competition programme. The programme is part of the
government’s modern Industrial Strategy and aims to facilitate development of affordable, low-carbon energy
generation.
The ERRC will also help deliver projects that address industry-led challenges to develop local, commercially
viable, consumer-centred energy approaches to create “prosperous clean energy communities”. The
programme will provide coordination and technical support for successful proposals in the design and
demonstration phases of projects.
The call for project proposals will launch in June.
Innovate UK

Head of Smart Energy at BEIS Will Broad has said that uncertainty over Brexit has caused delays in primary
legislation to define energy storage that would help bring clarity on licensing, planning and connections
issues and therefore decrease deployment barriers.
The comments, reported in Current on 24 May, were in reference to the government’s Smart Systems and
Flexibility Plan (SSFP). The plan was published in July 2017 and outlined 29 actions to enable the future
energy system of the UK. The SSFP said that encouraging energy storage was hindered by the technology
not being defined in primary legislation and described its regulatory status within the electricity system and
planning regimes as “unclear”. It was argued that the current generation class assigned to storage
technology has led to a series of deployment barriers, such as double charging of final consumption levies
when both importing electricity from and exporting it to the grid.
To define storage as a distinct subset of generation will require amendments to the Electricity Act 1989.
Although the SSFP set no clear date for its recommendations to be implemented, stating government should
act “when parliamentary time allows”, Broad said that the vote to leave the EU and the associated legislative
requirements had caused unexpected delays. As a result, he said that amendments may not be achieved until
2022.
Broad added: “We’re still seeking opportunities for parliamentary time to define storage in primary legislation
and Brexit is making this difficult. But we still commit to do it this Parliament.”
No link

A report by the London Assembly, published 24 May, has called for more public electric vehicle (EV) charging
points across London.
The report highlighted growing demand in the capital with 10 times more EVs in use than in 2012. However,
the report called for more public chargers after identifying the need to encourage the 60% of Londoners who
don’t have their own garage or driveway to get an EV as the biggest challenge for take-up. It added: “The
spread, location and accessibility of electric charging points is more important than the number of charging
points, so a strategic pan-London approach is needed.”
To facilitate the roll-out, the report called on Mayor Sadiq Khan to use Transport for London funding to install
charging points where private investment is “not happening quickly enough”, to set a percentage target for
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EVs in car clubs and to encourage boroughs to offer temporary free or discounted EV charging to incentivise
consumer uptake.
Former Chair of the Environment Committee Leonie Cooper commented: “These cars are cleaner, quieter
and much better for the environment. What puts people off though, is not knowing whether they will be able
to find a charger. This infrastructure is essential if London is to continue the EV revolution.”
London Assembly

The Scottish government has pledged that the nation will become one of the first countries to achieve a 100%
reduction in carbon emissions.
The new Climate Change Bill will immediately set a target of a 90% reduction by 2050, which the UK
Committee on Climate Change states is currently “at the limit of feasibility.” The draft Bill sets out that the
Scottish government intends to go further still and achieve a 100% reduction in emissions as soon as
possible.
Ministers will be legally required to keep the net zero target date under review by seeking expert advice on
the issue every five years. The target date will become legally binding, subject to the consent of the Scottish
Parliament, “as soon as there is sufficient evidence to demonstrate the date is credible and achievable”.
Climate Change Secretary Roseanna Cunningham commented: “Climate change is one of the defining
challenges of our age and Scotland’s international leadership means our plans must be ambitious, credible
and affordable – which is exactly what the new Climate Change Bill delivers.”
Scottish government

The National Assembly for Wales said on 25 May that the Welsh government is set to miss its own climate
targets “by some margin”.
In its 2010 Climate Change Strategy, the government set a target of reducing greenhouse gas emissions in
Wales by 3% year-on-year, with at least a 40% reduction by 2020. In its first annual climate report, the Climate
Change, Environment and Rural Affairs Committee was given three key reasons for the failure: the EU
Emissions Trading Scheme, the economic make-up of Wales and weather patterns. However, the committee
concluded that these variables should have been considered when the target was set.
Recommendations in the report include that the Welsh government should undertake a consultation in the
Assembly and with external stakeholders on its suggested approach for Assembly scrutiny of carbon budgets
and that the Welsh government should provide the committee with details of what it believes should be the
requirements of a replacement for the EU ETS.
The Welsh government is now being advised on its new approach by the UK Committee on Climate Change,
which recommends that it set new, lower targets in the short term.
National Assembly for Wales

Our latest Chart of the Week explores the impact on total consumer levies from the
potential strike price offered to the Wylfa nuclear power station.
Last week’s Cornwall Insight blogs included Invisible Touch: Irish energy and the
EIB.
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James Cunningham, J.Cunningham@cornwall-insight.com
The latest statistics from BEIS have shown that in
Q1 2018 there was a decrease in the number of
smart meters installed in domestic sites.
In total 1,240,000 domestic smart meters were
installed by large energy suppliers in the first
quarter of 2018 – a 6% decrease on the previous
quarter. Of these installations, 531,900 were gas
and 708,700 were electricity – an 8% and 4%
decrease in installations respectively. This was the
first decrease recorded in the quarterly installation
figures, which BEIS said was most likely the result
of poor weather conditions. Despite the decrease
in installations, Q1 2018 still saw the second
highest number of installations on record.
The figures also revealed that in Q1 2018 large
energy suppliers installed 17,300 smart and
advanced meters in smaller non-domestic sites. Of
these, 11,600 were advanced meters and 5,700
were smart meters. This was a 3% increase in nondomestic installations on the previous quarter.
There are now a total of 10.8mn smart domestic
smart meters installed by large energy suppliers –
6.17mn electricity and 4.63mn gas. In total small
energy suppliers have installed 457,800 smart
meters in domestic properties as of the end of
2017. Collectively this means there are over 11mn
smart and advanced meters in operation in homes
and businesses in Great Britain – a 10% increase
on Q4 2017.
Figure 1: Installation figures

Meters
operated as
at 31 March
2018 (large
and small
suppliers)

Domestic

Nondomestic

All meters

Smart meters

10.02mn

0.06mn

10.06mn

Advanced
meters

-

1mn

1mn

All smart and
advanced
meters

10.02mn

1.05mn

11.06mn

Source: BEIS

While there are around 11mn smart and advanced
meters in operation in GB, there have been, to
date, around 12.3mn installed. Of these, 11.3mn

(92%) were in domestic properties and 1mn in
smaller non-domestic sites. The discrepancy
between the figures suggests that some of these
meters are not operating in smart mode. This could
be the case if they switched supplier.
It was also reported last week that the delay in the
smart meter roll-out could result in higher costs for
consumers. Emily Gosden in The Times reported
on 28 May that a leaked letter from Energy UK had
suggested that smart meters cannot be installed in
around a third of UK homes. This is because there
is currently no solution to make them work
properly and the data infrastructure is well behind
schedule.
The letter, which was written on behalf of leading
suppliers, said the technical issues impacting the
roll-out had “reached a critical point”. It warned of
“universal concerns around specific and urgent
technical issues – many of which are outside of
suppliers’ control – which, if they remain unsolved,
threaten cost increases to consumers that are of
unacceptable levels and risk the overall delivery of
the roll-out.”
A spokeswoman for the government responded
that it had not yet received the letter, but she
added: “Smart meters are putting consumers in
control of their energy use and saving them
money, which is why we continue to challenge
energy suppliers to ensure the smart meter roll-out
is a success.”

Exceptional weather events aside, the roll-out
continues to ramp up quickly but not
anywhere near fast enough to hit the
programme’s goal. The insight from Energy UK
is the same story we’ve been hearing from
many suppliers, that fundamental technical
challenges remain unaddressed.
Cornwall Insight will shortly be launching its
Smart Meter Regulation Service. It will provide
everything you need to know about the new
Smart Meter legislation and the extensive
accompanying regulatory obligations, all easily
accessible through one simple to use portal.
Contact Rowan Hazell at r.hazell@cornwallinsight.com to arrange a trial.
BEIS
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Steven Britton, s.britton@cornwall-insight.com
The long-running unified network code (UNC)
modification that will reform gas transmission
charging from October 2019 has been sent for
industry consultation. UNC621 Amendments to
Gas Transmission Charging Regime seeks to
change many aspects of charging in order to
ensure compliance with the EU Tariffs Network
Code (TAR).
The UNC621 modification report consultation
opened on 18 May, with responses welcomed until
22 June. Proposed by National Grid Gas (NGG) in
June last year, the modification would replace the
current reference price methodology with one that
is based on a Capacity Weighted Distance (CWD)
approach, rather than using the long-run marginal
cost (LRMC) method. NGG argued that LRMC was
unsuitable for a gas transmission system that was
no longer growing, and that it was producing
volatile, unpredictable charges. CWD, on the other
hand, should produce more stable charges and
was more appropriate for a mature gas system that
did not require price signals to prompt expansion.
In addition to this headline change, the
modification would reform many other aspects of
the charging regime. A 50% discount would be
introduced for the reserve prices for capacity at
storage sites, and the optional commodity charge
(OCC) would have its formula amended, be
indexed to RPI, and have the distance for which it
can be used capped at 60km. This would be
effective from 1 October 2019 to 30 September
2021. Additionally, during this transitional period,
charges at interconnection points would become
capacity-based, while for other entry and exit
points they will continue to be flow-based before
becoming capacity-based at the end of that period.
Pre-October 2019 contracts would be subject to
the new revenue recovery charges (RRCs), except
when they are for storage, and a 10% discount will
be applied to interruptible and off-peak capacity.
Due to the wide-ranging impacts UNC621 will
have, parties have raised a variety of alternatives
to it that propose variations on NGG’s original.
There have been 11 so far, one of which has since
been withdrawn.
The most distinctive of them is RWE’s UNC621J,
which is the only one to suggest not using the
CWD approach. Instead, it advocates a postage
stamp methodology whereby a single payable
price would be calculated for all entry and exit

points, arguing that CWD would cause price
extremes at the extremities of the network.
A common theme in several of the alternatives is
different treatment for storage capacity. Storengy’s
UNC621A was the first to propose that storage
capacity should receive an 86% discount, not
NGG’s planned 50%, which it had calculated based
on how prices would change under the CWD
model. This discount also features in UNC621B, C,
F, J and K. Indeed, Gateway LNG’s UNC621K goes
one step further by proposing that off-peak
storage capacity should have a full 100% discount.
Several parties have also been concerned about
how UNC621 would apply RRCs to historical
contracts; those from before 1 October 2019. ENI’s
UNC621H argues that to do so would alter the
basis on which the contracts were struck and was
inconsistent with the TAR, which essentially
requires that the price of contracts is set at the
time they are allocated at auction. In addition to
UNC621H, UNC621C, E and L all include special
treatment for historical contracts to address
concerns over fairness and potential distortions.
One of the most pervasive issues for transmission
charging reform has been what will happen to the
OCC. Most variations of UNC621 agree that it
should be retained in some form and be
succeeded by an enduring arrangement from
October 2021. However, Wales & West Utilities
proposed UNC621D, which would remove the
OCC based on the argument that it is inconsistent
with the requirements of the Gas Act 1986.
Centrica, however, proposed through UNC621C
that the CWD approach should be extended to the
OCC, turning it into an Optional Capacity Charge,
which would be suitable as an enduring solution.
Responses are invited by 22 June.
In parallel, NGG also launched the preliminary EU
consultation on the changes, which focuses on
how UNC621 and its alternatives will comply with
the TAR. Responses are welcomed by 22 June.

This is probably the most monolithic
modification the UNC has ever developed and
has seen an unprecedented number of
alternatives raised. These generally make
good arguments, and parties may be hard
pressed to choose between them.
Joint Office
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The Competition and Markets Authority published an issues statement on 29 May, setting out the scope of
the phase 2 inquiry. It outlined initial theories on what might adversely affect competition.
The areas of competitive concern mirror those set out in the findings of the phase 1 investigation (see ES619).
These are principally the loss of rivalry in setting default tariff prices, the impact on Utility Warehouse given
npower’s role as provider of wholesale power, and horizontal foreclosure of competitors as a result of crosssubsidisation.
The next stage is the verifying of information and considering provisional findings in June/July, followed by
main party hearings in mid-July. The CMA is aiming to report in mid-October, ahead of its statutory deadline
of 22 October.
CMA

Ofgem announced on 1 June that it has launched an investigation into how Utility Warehouse manages its
customers who are in debt.
The regulator was specifically examining the supplier’s compliance with Standard Licence Condition (SLC) 27
in relation to assessing a customer’s ability to pay – whether Utility Warehouse fulfils the requirement to
establish manageable repayment plans for customers in or at risk of debt. Other suspected breaches were of
SLC 0 with regards to treating customers fairly, and SLC 28B, which requires that appropriate consideration is
given to the installation of prepayment meters as a means of recovering debt from customers, particularly
when installed under warrant.
Ofgem stated that the opening of its investigation does not imply that there has been any non-compliance by
the supplier.
A Spokesperson for Utility Warehouse said: "Utility Warehouse is surprised and disappointed that Ofgem has
decided to launch a formal investigation into some of our processes. An independent audit of these
processes late in 2017 gave an overall positive report with a number of best practice recommendations now
having been fully implemented. We will, of course, work alongside Ofgem to ensure that this investigation is
concluded.”
Ofgem

Ofgem has issued a statement of objections under Chapter I of the Competition Act 1998, alleging that
energy suppliers Economy Energy and E worked with IT consultancy Dyball Associates to avoid targeting
each other’s customers through face-to-face sales. Most customers of Economy Energy and E are
prepayment customers.
The regulator said on 30 May that, between at least January and September 2016, the suppliers shared
commercially sensitive information – including details about their current customers – and that Dyball
Associates designed software for the suppliers so that recruitment of one another’s customers would be
blocked. Ofgem provisional view is that the arrangements prevented, restricted and distorted competition
among suppliers.
The Authority has concurrent powers with the Competition and Markets Authority to investigate and take
enforcement action in relation to suspected infringements of UK and EU competition law, which prohibits
parties from entering into anti-competitive agreements and concerted practices. As such, it may impose a
financial penalty on any business found to have infringed the prohibition of up to 10% of its annual worldwide
group turnover. A number of factors including the seriousness of the infringement, turnover in the relevant
market and any mitigating and/ or aggravating factors are considered in calculating financial penalties.
The regulator confirmed that parties will have the opportunity to make written and oral representations in
response to the case it has set out.
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Still, Ofgem said that it has not found there has been a breach of competition law, and it will carefully consider
any representations from the companies before deciding whether the law has in fact been broken.
Ofgem

On 31 May Ofgem published an updated dataset showing that fewer incidents were added to the Supplier
Performance Report (SPR) during the 2017 calendar year as compared to 2016.
According to the regulator, the total non-compliance score fell significantly from 450 in 2016 to 281 in 2017,
which is predominantly a result of the closure of the Government Energy Rebate (GER). The GER partially
refunded all domestic electricity customers for the cost of the government’s environmental policies, adding a
£12 rebate to bills in the autumns of 2014 and 2015. Formerly, the GER was the second highest contributor to
non-compliance scores in 2016 after the Feed-in-Tariffs (FIT) scheme.
Ofgem confirmed that the Energy Company Obligation (ECO) scheme has seen a significant drop in total noncompliance scores, with no audit and assurance incidents being reported at all in 2017. The regulator
undertook 12 ECO audits in 2017, all of which returned a result of good or satisfactory and therefore were not
recorded on the SPR. Ofgem considers that suppliers are more familiar with the activities, processes and
timings required for complying with ECO due to it being well established.
Good Energy, OVO and Utilita featured in the 2017 top three with non-compliance scores of 37, 20 and 13,
respectively. Of the 28 licensed suppliers appearing on the SPR for the first time in 2017, six were newly
obligated suppliers with no previous scheme experience. The regulator noted that any self-reporting is likely
to reduce the severity of the associated scores and prevent the issue from being further compounded. It said
that it expects to learn lessons from the incidents recorded for FIT levelisation and apply them to the Warm
Home Discount scheme.
Ofgem intends to hold a workshop for suppliers on the Renewables Obligation ahead of the compliance
round this year.
Ofgem – SPR results

Ofgem – Information for suppliers

Changes will be made to the National Electricity Transmission System Security and Quality of Supply
Standards (NETS SQSS) to ensure embedded small and medium sized power stations are properly
represented in investment planning studies.
Ofgem announced on 25 May that it had approved GSR016, Small and Medium Embedded Generation
Assumptions, which seeks to address concerns that the rise of embedded generation in recent years – now
representing the majority of capacity in some regions – means it has become harder for the system operator
(SO) to manage flows across boundaries and hence to maintain network security. GSR016 proposed that
small and medium sized embedded power stations will no longer be excluded from the definitions of Average
Cold Spell peak demand, Plant Margin, Economy Planned Transfer Conditions, Planned Transfer Conditions,
and Security Planned Transfer Conditions.
Additionally, the workgroup had identified that information on embedded capacity below 1MW is not included
in distribution network operator submissions for Standard Planning Data, and it recommended that a Grid
Code change be raised to require this, as well as the submission of additional data on demand and the
contribution of embedded generation.
Overall, Ofgem agreed that the change would remove inconsistency in the modelling of different power
stations in investment planning studies and hence ensure appropriate reinforcement of the transmission
system. It therefore approved GSR016, but implementation will require a modification to the transmission
licence to refer to a new NETS SQSS version. No timescale for implementing the change was given, but
Ofgem said it intended to consult on a new proposal to implement GSR018 (which seeks to modify the NETS
SQSS and the Grid Code to include sub-synchronous oscillations related provisions and clarify the associated
accountabilities) and GSR016 simultaneously.
Ofgem
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Charlotte Farmer, c.farmer@cornwall-insight.com
The latest monthly Cornwall Insight Index of
Domestic Energy Supply Costs was published
last week. Updated every month, the index
tracks wholesale, network and policy costs faced
by domestic electricity and gas suppliers. It is
baselined to a value of 1,000 points in January
2012.
The electricity index increased by 12 points to
1,443 in April, while the gas index fell by 7 points
to 984 points. The cumulative net change of both
indices was the lowest seen since July 2017.
In the electricity index, the 12-point increase was
the result of increasing wholesale and network
charges being partially offset by a reduction in
policy costs. This is the smallest net change in the
electricity index since November 2017 and the
second smallest change since May 2016.
The rise in wholesale costs was caused by bullish
gas and coal markets, as well as rising commodity
markets, but was somewhat tempered by higher
wind generation. Overall, month-ahead contracts in
April rose by 7.3% across the month. Network
charges rose as a result of increased balancing
use of system (BSUoS) charges and residual
cashflow reallocation cashflow (RCRC) charges.
The five-point fall in electricity policy costs resulted
from lower Feed-in-Tariff costs (which our model
incorporates on a four-month lag).

One of the smallest net changes seen in recent
times was also noted on the gas index, with only
data from July 2017 and March 2018 seeing smaller
net changes since 2015. The seven-point decrease
was entirely the result of falling wholesale costs as
the other costs remained static.
It was a mixed month for near-term gas contracts,
with month-ahead prices falling at the start and
end of April but peaking mid-month. Falling monthahead prices at the start of the month were in line
with falling demand and ample supply from LNG
deliveries arriving in the UK.
While this comparatively quiet month suggests that
suppliers have had a slight reprieve in cost terms,
it should be noted that supplier costs this month
were 13% higher for both electricity and gas yearon-year.
When we consider that the cheapest fixed tariff on
the market has fallen by 8% across that time, it
suggests that suppliers operating at the cheaper
end of the market are likely to be working with
only the slimmest of margins to cover their
operating overheads.

We update the index of domestic supply costs
during the third week of each month covering
the previous month. For more details, please
contact c.farmer@cornwall-insight.com or
01603 959880. For accompanying charts and
figures, visit our website.
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Jacob Briggs, j.briggs@cornwall-insight.com
Nissan launched its own integrated domestic
energy system in the UK on 16 May, combining
solar panels, energy storage, electric vehicle (EV)
charging and energy management. This is the
company’s first independent home energy
product and comes amidst accelerating interest
from energy suppliers in the EV market.
The energy product offering launched by Nissan
comes after partnership announcements between
the vehicle manufacturer and E.ON UK and OVO.
E.ON UK and OVO Energy are not alone in their
interest in developing EV capabilities – eight of the
68 suppliers currently active in the domestic
market offer dedicated EV tariffs. Scottish Power
joined the likes of Ecotricity, ENGIE, and Good
Energy on 10 May with the launch of its own
dedicated EV tariff and services.
Within domestic retail, the charging of EVs
represents a complementary service to traditional
energy supply, with a perceived specialism in this
emerging market also a strong branding strategy –
particularly for those able to leverage renewable
credentials. Meanwhile, the establishment and
operation of public charging networks offers an
opportunity for suppliers to gain a foothold in an
adjacent space, where their scale and existing
infrastructure potentially offers an advantage.
EVs present energy suppliers the traditional
benefits of supplier activity in adjacent markets –
additional revenue streams and reduced customer
churn. In addition, there are three new
opportunities:
•

provision of additional electricity outlets and
storage opportunities that EV charging brings

•

sale of adjacent products and services, such as
charging infrastructure, and

•

development of integrated service
propositions, with energy supply as a
component of a broader lifestyle offering.

Furthermore, EVs also present companies with the
opportunity to significantly deepen customer
relationships through the additional services they
can offer around grid and home energy
management services, bespoke energy provision,
and energy efficiency support.
However, as Nissan’s activity begins to show, the
EV roll-out carries the opportunity for increased
competition, particularly from non-energy actors
such as vehicle manufacturers and charging
providers. Vehicle manufacturers are more
naturally placed along the customer journey to
secure business than energy suppliers, as they can
offer bundled services at the point of EV purchase.
Looking forward, the evolution of propositions and
emergence of more advanced competitive threats
face key infrastructure and regulatory forks in the
road. For example, alterations to the existing
supplier hub model will be required to facilitate the
most innovative threats, particularly concerning
competition from outside traditional energy retail.

We are tracking regulatory and commercial
developments in the rapidly advancing electric
vehicle and energy space in its new Energy
Retailers and Electric Vehicles (EREV) report.
For more information contact j.briggs@cornwallinsight.com.
Nissan

Figure 1: UK suppliers with EV offerings (November 2016 – April 2018)

Source: Cornwall Insight
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Tom Crisp, t.crisp@cornwall-insight.com
Research conducted by the International
Renewable Energy Agency (IRENA) has
highlighted the increasing number of non-energy
companies that are voluntarily – and actively –
procuring or investing in self-generation of
renewable energy.
As of early 2018, companies sourced renewable
electricity in 75 countries through either power
purchase agreements (PPAs), utility green
procurement programmes or unbundled energy
attribute certificates (EACs).
Active corporate sourcing of renewable electricity
reached 465TWh in 2017, representing
approximately 3.5% of total electricity demand in
the commercial and industrial sector, and 18.5% of
total renewable electricity demand in the
commercial and industrial sector.
Production for self-consumption is the most
common sourcing model, followed by the
purchase of unbundled EACs and PPAs (see
Figure 1).
Figure 1: Global corporate sourcing of renewable electricity by
sourcing model

Source: IRENA

Data from 2,410 companies analysed showed that
approximately 200 companies reported that more
than half of the electricity they consumed was
sourced from renewables, while 50 companies
reported 100% of demand being met from
renewable sources.
Companies sourcing renewable electricity come
from a diverse set of sectors and geographic
areas. By volume, the majority of renewable
electricity was consumed in the Materials sector
(165TWh), which includes mining, pulp and paper,
and chemicals. The highest shares of renewable

electricity consumption are found in the Financial
(24%) and Information Technology (12%) sectors.
The figures are broken down country by country,
with the UK having 106 companies actively
sourcing renewable electricity – a 41% share of
those in the UK surveyed. The UK had the third
highest total number of companies actively
sourcing renewable electricity, behind the USA
and Japan.
Looking forwards, IRENA projects that to achieve a
global energy transformation that can deliver on
the climate objectives set in the Paris Agreement,
the overall share of renewables in total electricity
use would need to reach at least 85% by 2050,
which translates into 19,000TWh for the
commercial and industrial sector. On its current
trajectory, corporate global demand for renewable
electricity will grow to at least 3,800TWh by 2050
– yet still only 20% of the required renewable
electricity demand.
To achieve broader participation in the energy
transition, IRENA detailed a series of policy
recommendations, including:
•

supporting an effective system for issuing and
tracking of energy attribute certificates,
enabling companies to make credible
renewable electricity use claims

•

ensuring an energy market structure that
allows for direct contracting between
companies and renewable energy developers

•

working with utilities or electricity suppliers to
provide corporate renewable procurement
options, and

•

stimulating direct investments in corporate
production of renewable electricity for selfconsumption.

The move of major companies into
renewables has always made sense from a
publicity angle, and increasingly makes sense
from an economic one. This trend seems
unlikely to let up in the UK or more widely with
a number of specialist corporate PPA
providers emerging.
IRENA

Energy Spectrum 620 | 04/06/2018 | page 17

The supplier announced on 30 May that its standard GB domestic dual fuel prices will increase by an average
of 6.7%.
Standard GB domestic gas prices will go up by an average of 5.7%, calculated based on a national average
across all regions for customers on the Standard Variable Tariff paying by Direct Debit with a paper bill. On
the same metrics, electricity prices will go up 7.7%. The total price change equates to a typical dual fuel bill
increase of £76/ year and will come into effect from 11 July. At the same time, SSE will also remove its £6/ fuel/
year paperless billing discount.
Stephen Forbes, Chief Commercial Officer of SSE Energy Services, commented: “We deeply regret having to
raise prices and have worked hard to withstand the increasing costs that are largely outside our control by
reducing our own internal costs.
However, as we’ve seen with recent
Figure 1: Large supplier SVT costs January and June 2018
adjustments to Ofgem’s price caps, the
cost of supplying energy is increasing,
When
(£/year)
January
June
% change
and this ultimately impacts the prices
changed
we’re able to offer customers.”
Energy and Clean Growth Minister
Claire Perry commented: “It is
extremely disappointing that SSE has
decided to announce this unjustified
price rise — the highest yet from the
Big Six — ahead of the new law
coming into effect later this year.
Consumers should vote with their feet.
Switching suppliers will always help
consumers get the best deal.”

British Gas

1,100

1,161

5.5%

May

EDF Energy

1,141

1,157

1.4%

Apr

E.ON UK

1,123

1,153

2.7%

Mar

Npower

1,165

1,229

5.5%

May

Scottish
Power

1,147

1,210

5.5%

Apr

SSE

1,108

1,195

7.9%

May

Average

1,131

1,184

4.7%

All the large suppliers have either changed the structure or increased their SVTs since the turn of the year.
The average increase across the six companies is 4.7% (see Figure 1).
SSE

Media reports last week indicated that an outline deal on support for Hitachi’s Wylfa nuclear power station is
imminent.
The FT reported on 31 May that sources close to the negotiation have indicated that the guaranteed strike
price for electricity produced by Wylfa will be around £15/MWh lower than the deal negotiated for Hinkley
Point C. Hinkley agreed a deal of £92.50/MWh in 2012 prices, falling to £89/MWh if Sizewell C is constructed.
On 28 May, the board of Hitachi agreed to continue negotiating with the UK over the future of the
development. The agreement on a tripartite investment structure — under which Hitachi, the UK government
and state-backed Japanese entities would become equal investment partners — reportedly “paved the way”
for a deal to be reached.
The project if it goes ahead will include two nuclear reactors with a minimum generating capacity of 2.7GW.
There are several key stages in the planning process before any construction can take place. To build a new
nuclear power station a Development Consent Order application must be submitted to The Planning
Inspectorate. This process involves a significant period of consultation and can take several years to
complete. Hitachi aim to secure first electricity generation at Wylfa Newydd “in the mid 2020s.”
No link

Research by the Federation of Small Businesses (FSB), published on Wednesday 23 May, has found that
utility bills are a leading cause of rising operating costs for small UK firms. The study found that more than a
third (36%) of small companies surveyed cited energy and water bills as a main cause of rising operating costs
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in Q2 2018, up from 24% in Q2 2016. Overall, the results found a near-record high in the number of small
businesses reporting a rise in operating expenditure. The latest FSB research found 71% of small firms
experiencing a rise in operating costs in Q2 2018.
FSB National Chairman Mike Cherry said: “There’s been a huge rise in the number of small firms saying that
fuel and utility bills are key drivers of higher operating costs. This is money that should be spent on
investment, recruitment and innovation.”
FSB

Drax announced on 30 May that it had submitted an application to the Planning Inspectorate for a
Development Consent Order (DCO) for its Repower gas generation and battery storage project.
The plans involving replacement of Drax’s two remaining coal generating units with up to 3.6GW of high
efficiency gas-fired power generation and up to 200MW of battery storage, were first set out in September
2017. The Planning Inspectorate has 28 days to determine if it will accept the application. If accepted, the
proposals will be examined by the Planning Inspectorate and then considered by Business, Energy and
Industrial Strategy Secretary Greg Clark, with a decision expected in 2019.
Andy Koss, Drax Power CEO, said: “With our gas Repower plans and the conversion of a fourth generating
unit this summer to use biomass instead of coal, we intend to extend the life of the plant, protect jobs and
deliver the flexible and reliable power millions of households and businesses need.”
Drax

Retail energy industry software solutions company ESG has acquired British smart meter firm Aprose
Solutions. As a result, Aprose will become part of Utiligroup, the UK subsidiary of ESG.
Announced in a statement on 23 May, the acquisition, backed by Accel-KKR, extends ESG’s market
leadership in UK smart metering DCC SaaS software solutions to energy suppliers, metering service
companies and Distribution Network operators. Through the transaction, ESG aims to focus on turning smart
metering complexity into enduring end-customer benefit and become a market-leading smart meter provider.
Steve Powell, Managing Director of Aprose Solutions said: “We are excited to join ESG and work as a team to
help transform the energy sector for customers […] The breadth of our combined talent and solutions
positions us well to deliver the benefits anticipated from smart metering.”
Utiligroup

South Somerset District Council is to build a 25MW battery storage system, which it claims will be “one of the
largest and most-advanced in the UK”.
The site will be able to produce 25MW of power to the grid for one hour's duration. The battery will help
balance the grid and is part of the council's plans to create more income generation opportunities to then
provide more money for community services.
The project, which the council aims to have fully operational by the end of 2018, is to be managed by Opium
Power Limited, who will be co-owners with the council. The battery is to be supplied by BYD Europe BV, with
BSR Connect working as the project roll-out connection contractor and Western Power Distribution as the
local Distribution Network Operator.
The announcement said: “By investing in battery energy storage, the council is taking its first exciting step
into ownership and development of renewable energy which will provide essential support to the National
Grid for balancing power demand and storing renewable energy that would otherwise be wasted.”
South Somerset District Council
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The week before last SSE announced its full year
2017-18 financial results and also held an update
for analysts and investors on its future strategy.
The strategy update set out how SSE would
structure itself and invest its cash out to 2023.
There were several interesting elements.
First, it is clear that SSE sees no future for itself in
energy retail. So, even if the proposed merger of
retail operations with innogy should fail for
regulatory or other reasons, it is clear that SSE will
still exit the business.
SSE has firmly set its sights upon having two main
business streams, regulated networks and
regulated generation – mainly renewables. SSE is
seeking to limit its exposure to markets in order to
reduce volatility in earnings which then under-pins
its key target of steady annual dividend growth.
Given this strategy it was rather surprising that SSE
also announced that it was to build a new 840MW
CCGT power station (Keadby 2) without first
securing a Capacity Market contract.
SSE’s rationale for this investment is twofold.
First, it argues that having a portfolio of thermal
plant is highly complementary to its renewables
portfolio. It allows it to trade across the power
curve and capture the value of system flexibility.
Second, SSE point out that the deal on offer from
plant provider Siemens is exceptionally attractive
with SSE’s investment being only £350mn. This
equates to a cost of £416k/ MW of capacity, which
certainly seems a highly competitive price. Also,
SSE stated that Siemens would be funding the cost
during construction, so SSE would not need to

pay-out until the station was operating and
therefore producing cash flow for SSE.
Regardless of the exact rationale, SSE’s
announcement of the Keadby build does represent
a significant milestone for the UK power market.
This is the first power station of any type
announced since Carrington in 2012 that has not
secured a government-backed contract prior to
financing. SSE also stated that it had further
CCGTs under development at Ferrybridge and
Fiddler’s Ferry.
So, will more merchant CCGTs now be built by
other players? My view is that this is unlikely. The
cost of the station and Siemen’s financing package
looks very attractive, and it is not clear whether
this would be repeatable. Also, not many other
players can gain the same sort of portfolio benefits
that SSE gets from adding a merchant CCGT to its
fleet.
Nevertheless, the first merchant power
announcement for over six years is something to
note, and if that price is offered to other
developers then we can expect some interest.
Perhaps the highlight for investors from SSE’s
announcement related to its long-term dividend
policy. Following the demerger of its retail
business, SSE intends to re-base its dividend for
next financial year (2019-20) to 80.0p from the
97.5p expected to be paid in the current year.
SEE has then committed to grow the 80p dividend
by RPI for the following three years. This was the
first time that SSE had given guidance as to its
dividend post the retail de-merger.

Figure 1: SSE share price 5-year view
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The re-basing of the dividend from 97.5p to 80.0p
represents a reduction of 18%. This is a little higher
than the 13-15% contribution that retail has typically
made to SSE’s earnings. Some analysts have
suggested that SSE has therefore signalled a
dividend cut by the back door.
That interpretation seems a little harsh and, given
the uncertainties faced by SSE, I would have
expected them to be a little cautious on the rebasing level. But what investors now have is five
years of visibility as to future dividend intentions,
which is an unusual length of time even for
regulated utility companies.
As for investment going forward, SSE intends to
invest a minimum of £2.8bn in its regulated
networks of the next five years. In addition, SSE
sees an additional potential spend of £2.2bn in
networks, largely in building connections to the
Scottish islands.
Interestingly on the assumption of the base £2.2bn
spend SSE estimates that the EBIT contribution
from networks will average around £800mn/ year,
which is essentially flat compared to the current
position. This shows that SSE expects that RAV
growth will be needed to off-set regulatory
pressures.

On renewables SSE expects to invest c£1.4bn out
to 2023. They expect this to drive up their
renewable output from 12TWh to 16TWh. The exact
level of investment will, of course, depend upon
the outcome of the CfD auctions.
SSE’s shares fell modestly in the immediate
aftermath of the results announcement, although it
is worth noting that they had rallied strongly into
the results.
For investors SSE’s new dividend policy provides a
degree of certainty. SSE currently trades on a 7.1%
dividend yield based on the 97.5p dividend
expected to be paid this year. Assuming that
investors buy the argument that the business is
lower risk when retail is de-merged that yield
should fall.
If we assume a 6% yield for the business post retail
de-merger then the suggested share price would
be c.1,335p – which is close to the current share
price.
It can be argued therefore that the retail business
is in the current share price for free – or that the
market doesn’t yet trust the dividend story!
Cornwall Insight Associate Peter Atherton is a
well-known equity analyst having headed utility
research at several eminent City institutions.
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The majority of gas contracts experienced losses
last week.
An exception was day-ahead gas which rose 1.6%
to 58.0p/th. The week started with falling spot
prices despite planned outages and forecasts of
rising gas demand for power generation as wind
output dropped. However, an undersupplied
system towards the end of last week lifted prices.
All seasonal gas contracts continued to undergo
bearish movement, declining 2.7% on average.
Winter 18 gas lost 0.8% to 63.6p/th and summer 19
gas dropped 3.4% to 47.4p/th.

Day-ahead power mirrored its gas counterpart
upwards, rising 0.5% to £56.3/MWh. Month-ahead
power (July 18) also increased, gaining 1.4% weekon-week to £56.4/MWh.
Seasonal baseload power prices broadly followed
seasonal gas contracts lower, down 1.9% on
average. Winter 18 fell 0.9% to £61.0/MWh, and
summer 19 dropped 2.4% to £48.8/MWh. Seasonal
power prices were weighed on by bearish
commodity markets, with oil, gas, coal and carbon
prices experiencing declines.

EU ETS carbon prices dropped 0.7% to average
€15.7/t last week, down from €15.8/t the previous
week. Prices set a fresh near seven-year high of
€16.6/t on 29 May, the highest since June 2011.
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Oil prices were volatile last week as they
responded to geopolitical tensions, with Brent
crude falling 2.5% to average $76.7/bl. Oil prices
fell after OPEC suggested that it would relax
current production cuts, countering the potential
reduction in exports caused by US sanctions on
Iran and Venezuela. Rising US output forecasts
from the EIA could also result in Brent crude prices
falling in June.
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However, prices fell €1.0/t within-day on 31 May
due to the heavy selling of allowances by market
participants following President Trump’s decision
to impose steel and aluminium tariffs on the EU,
Mexico, and Canada.
API 2 coal prices slipped 1.2% on average to
$87.3/t, lowering from $88.3/t the previous week.
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