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The week in review 

Monday 06/05–– A Deloitte report claims shale gas will have only a limited impact on the global market over the next three years. 

A memorandum of understanding is signed that will see Scotland and South Korea collaborate on the development of their marine 

energy industries. International sales for Scotland’s oil and gas supply chain are confirmed to have reached £8.2bn in 2011-12––an 

8.4% increase on the preceding year.  

Tuesday 07/05––Energy and climate change secretary Ed Davey joins ministers from eight other EU member states in calling on 

MEPs to reach agreement on proposals to back-load EU Emissions Trading Scheme (EU ETS) allowances. Progress Power announces 

plans to build a £200mn gas-fired power station in Suffolk. A research paper issued by the David Hume Institute says an independent 

Scotland could increase its energy efficiency potential by using money generated by the EU ETS to fund demand reduction measures.  

Wednesday 08/05––The Coalition confirms in the Queen’s Speech that reforming the energy market will be a key element of its 

legislative agenda during the year ahead. Energy minister Michael Fallon says the government will reveal further details about the 

design of its proposed capacity market during the next few weeks. DECC awards £21mn to entrepreneurs seeking to bring new 

low-carbon products to market. E.ON reports profits of around €3.6bn in the first quarter of 2013––down €0.2bn on the same 

period last year––with UK profits up by €24mn to €245mn. SSE confirms its decision to proceed with the construction of its 

7.5MW Glasa hydro-electric scheme, the largest hydro scheme to be built in the UK in over five years. Cuadrilla says it will drill an 

exploration well at its Balcome site in west Sussex later this year. 

Thursday 09/05––Ed Davey tells the UKTI Global Investment Conference that the government understands the impact its energy 

policies will have on consumers’ bills. Andrew Wright is confirmed as an interim replacement for out-going Ofgem CEO Alistair 

Buchanan. 

Friday 10/05––DECC confirms the start of the mass roll-out of smart meters has been delayed until autumn 2015 to allow the 

energy industry more time on design, build and test phases of the programme. The department also opens a consultation on its 

proposed Smart Change of Supplier licence conditions.  
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Conjuring tricks––The great gas storage debate 

“Britain is on the brink of running out of gas”, announced the front page of The Times in late March, after gas in store 

ran very low following a prolonged cold snap and unexpected outages at import facilities. The paper claimed there were 

only two days’ worth of gas left in reserve, as the country braced itself for another spell of wintry weather. Fortunately 

the worst fears around the gas supply “crisis” were not realised.  

But the headlines picked up on the causes of concerns and explored the arguments around new gas storage facilities in 

Britain. We explore them further in this Energy perspective. 

Battle of the barrels 

Levels of gas storage on a specific system depend 

on a number of factors. These include the levels of 

domestic production, the source and nature of 

imports and the size of the interruptible demand 

market. As a result, requirements for gas storage 

vary by country, and there is no generally-accepted 

approach to specify a required amount of storage 

capacity for a given system.  

Gas storage represents a relatively small 

component of overall supply in Britain compared to 

our neighbours (see chart right). But while capacity 

is only around 4% of average annual consumption, it 

is a very flexible response to peaks in demand. 

Historically, the low level of gas storage in this 

country is due to the good fortune of North Sea 

gas supplies. In the past, the development of gas 

storage was also the domain of the incumbent gas supplier: as a monopoly, British Gas built seven storage facilities in the 

UK before the market was liberalised.  

A quarter of century on, its developments still represent the majority of storage capacity, despite a wide range of 

companies developing several small projects (see table overleaf). Over the past decade or so a number of new gas 

storage facilities have come on-stream––Humbly Grove, Hole House, Holford and Aldbrough. They are all small 

onshore facilities so our net gas storage capacity has changed very little. But gas demand is about 50% bigger than in the 

1980s as a result of it becoming the predominant fuel for power generation.  

As long as we had abundant supplies from the North Sea, storage was not seen as priority. Since we have become 

import dependent, stakeholders have grown increasingly worried about reliance on far flung piped supplies, volatile 

prices and expensive LNG imports. 

Indian rope trick 

Price rises resulting from a gas shortage should attract new sources and reduce demand. Day-ahead gas prices over the 

past few years have fluctuated considerably: from 29.55p/th in 2010 (as an oversupplied market after a warm end to 

winter prompted prices to slump) to 61p/th a year later; from 58.85p/th in late winter 2012 to just over double that 

level this year. The average day-ahead price of gas in March was 86.51p/th; in the same month last year it was 58.46p/th. 

This price range illustrates why there is such debate about whether we need a longer-term gas storage strategy to 

supplement the market. This volatility is not going to go away, especially as our dependency on gas for power 

generation increases and imports grow. 

In late March the largest storage facility, the depleted Rough field off the Humber was 10% full, compared to 49% the 

same time last year. This situation, combined with a component failure at the Bacton import terminal, pushed day-ahead 

gas prices to their highest level since 2009. The effect on short-term electricity prices was also marked if not profound, 

with day-ahead prices up by 20%. 

Levels of EU gas storage 

 

Source: Ofgem 
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But it would be stretching it to suggest that there was a real threat to security of supply. The new Margins Notice and 

Safety Monitor regime, which has replaced National Grid’s Gas Balancing Alerts, did not have to be used. National 

Grid’s daily operational summary reported that “the demand throughput was met by a combination of terminals, 

storage and import gas”. The arrival of LNG cargoes, along with domestic production and pipeline imports, meant that 

by 24 March a surplus was enabling some replenishment at certain storage sites. Prices were also at a marked 

differential to the continent and supplies flowed on this occasion to the higher-priced GB market. 

Nevertheless, should the cost of wholesale gas continue to rise as seems likely, the idea that price spikes are an effective 

way of rationing volume is becoming harder to sell to politicians, businesses and the public, who obviously view such 

spikes as a major cause for concern. It is this divergence that is complicating the gas security debate and pins it at the 

centre of current political debate. There also risks of “staring down empty pipes”, as witnessed during the winter of 

2006-7 when gas did not flow to the higher priced markets. 

Spoon bending 

Over recent years we have seen a number of reports representing both sides of the debate. In 2005 Ilex Consulting 

(now part of Pöyry) issued a report as part of the government’s Energy Review on the case for strategic storage. It 

identified a supply gap post-2014 that it forecast could result in a gas supply shortfall of up to 90 days. It recommended 

the government develop a timetable with a view to introducing a strategic reserve by 2014. The report fed into a 

government consultation on seven possible ways to ensure UK energy security. The government’s response was 

published in 2007, together with a report by Oxera setting out the costs and benefits of each option. It calculated that 

strategic storage had a net present value of -£2.1bn, and based on this analysis the government rejected it as an option. 

The issue raised its head again in 2008, when the government’s Energy Market Outlook outlined the need for increased 

storage. Another report, this time by former energy minister Malcolm Wicks, urged careful consideration of the case 

for strategic storage as a means to reduce the concentration of gas in the Rough facility, and to cut the risk that storage 

owners outside of the UK would move gas to the continent to meet their strategic storage obligations there.  

But the Wicks review was refuted in the 2010 Security of Supply Policy Statement. This ruled out strategic storage owing 

to the growth of a “large and flexible LNG market and consequently the possibility of LNG arbitraging prices in different 

markets, which has allowed the UK effectively to access gas storage overseas”. 

On 8 November 2011 came a statement by the former energy and climate change secretary Chris Huhne asking Ofgem 

to report on longer-term gas security and whether any action was needed to secure supplies. Alongside this request 

Huhne unveiled the 2011 Annual Statutory Security of Supply report, which concluded that in the short to medium term 

the UK’s gas supply is resilient to all but the most unlikely combination of infrastructure and supply shocks.  

One option put forward in the Ofgem Gas Security of Supply Report 2012 was to follow our European neighbours and 

introduce a semi-regulated approach to new storage. This option would see a cap and collar regime introduced for 

storage projects that meet a set volume 

and/ or delivery rate. It could provide 

storage operators with a minimum level 

of revenue (i.e. a floor) in return for a 

cap on excess profits, which would be 

returned to consumers. The design 

would seek to retain a balance between 

exposing storage operators to market 

risks, incentivising investment, and 

protecting consumers by guarding against 

inefficient investment. 

Another option put forward was to 

introduce a gas storage obligation. This 

would go beyond the non-specific service 

obligation and instead place an obligation 

Current UK gas storage facilities 

Project Operator Location Capacity 

(bn cm) 

Max flow rate 

(mn cm/d) 

Rough Centrica Storage North Sea 3.3 41 

Aldbrough 1 SSE/ Statoil Yorkshire 0.3 40 

Hatfield Moor Scottish Power Yorkshire 0.1 2 

Hole House Farm EDF Trading Cheshire 0.05 11 

Holford E.ON Cheshire 0.2 22 

Hornsea SSE Yorkshire 0.3 18 

Humbly Grove Star Energy Hampshire 0.3 7 

LNG storage National Grid Avonmouth 0.08 13 

Aldbrough II SSE/ Statoil Yorkshire 0.2 12 

http://www.poyry.co.uk/sites/www.poyry.uk/files/UKOOAReport2005.pdf
http://www.oxera.com/Oxera/media/Oxera/An-assessment-of-the-potential-measures-to-improve-gas-security-of-supply.pdf?ext=.pdf
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&ved=0CDAQFjAA&url=http%3A%2F%2Fwww.berr.gov.uk%2Ffiles%2Ffile49406.pdf&ei=nrGDUZHYHaGo0AX694GgAg&usg=AFQjCNE-spsWGwg_3-g1Xtth85UC332SSA&sig2=wvehN7kWDuo1qt70o_D83g&bvm=bv.45960087,d.d2k
http://www.undergroundgasstorage.com/editorimages/EnergysecuritywicksreviewBISR3592EnergySecCWEB.pdf
https://www.gov.uk/government/publications/statutory-security-of-supply-report-2010
http://www.ofgem.gov.uk/Media/PressRel/Documents1/huhne%20asks%20ofgem%20to%20report%20on%20longer%20term%20gas%20security.pdf
http://www.official-documents.gov.uk/document/hc1012/hc16/1604/1604.pdf
http://www.ofgem.gov.uk/Markets/WhlMkts/monitoring-energy-security/gas-security-of-supply-report/Documents1/Gas%20SoS%20Report.pdf
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on suppliers to hold a minimum level of storage volume 

(and deliverability) to meet a defined security of supply 

standard.  

Shadow vision 

In November 2012 the Energy Bill was accompanied by 

the Annual Energy Statement and the Gas Security of Supply 

Report from Ofgem mentioned above. This noted that in 

recent years the British gas market has been affected by 

several events that have jeopardised supply security, and 

that as import dependency increases so too does the 

risk of physical supply interruptions. A number of 

measures to reduce the risk of gas supply shortfall were 

put forward by Ofgem for “serious consideration”––

including the potential for increased levels of gas storage.  

Also late last year we saw the Gas Generation Strategy, 

which confirmed the satisfactory operation of the UK’s 

gas supply. But it did note, “given the importance of gas 

to our energy mix and the need to maintain security of 

supply, the government will be considering further 

whether there is a case for providing support for gas 

storage”. The findings are expected this spring, alongside 

the government’s response to Ofgem’s latest report. 

Gas suppliers already have a security of supply licence 

obligation for domestic customers, although it has never 

seriously been tested. The Gas Forum has repeatedly 

claimed there is no need for further action on gas 

storage, as to-date the market has delivered the required additional capacity. It has also pointed out that imposing 

additional obligations may create barriers to market entry and could risk crowding out new investment. 

Guillotine 

A number of new gas storage projects have been proposed (see table above), and some have progressed to advanced 

stages. But several have also failed to reach final investment decisions, and others have been abandoned. 

One of the main obstacles highlighted by developers for project failure has been the recent collapse in summer-winter 

spreads, caused (in part) by the increased convergence of UK NBP prices with those seen on the continent. The 

economic recession is also likely to have played a major part due to industrial demand reduction. The other factor 

putting off developers is the increased flexibility of gas from other sources, including LNG, which is depressing seasonal 

spreads. As with all types of investment uncertainty is also playing a big part. Financing is often not available without 

long-term contracts in place with fixed prices; increased flexibility of supplies 

has meant these contracts are harder to come by.  

Uncertainty over the broader direction of the UK’s energy policy is also having 

an impact. Although the government has maintained gas will continue to play a 

central role in the UK energy mix, the lack of clarity on whether a storage 

obligation of some sort will be introduced (or whether gas storage could 

receive some sort of subsidy) is evidently deterring developers.  

In our opinion the government should show its hand and determine whether it 

or Ofgem is responsible for storage policy. It must answer the fundamental 

questions once and for all about whether it wants strategic storage and how it 

proposes to set about it.

Proposed gas storage facilities 

Project Operator Location Space  

(bn cu 

m) 

Status 

Aldbrough 

extension 

SSE/ Statoil Yorkshire 0.3 Planning granted, 

no FID, under 
review 

Baird Centrica/ 

Perenco 

Offshore 

Bacton 

1.7 Planning granted, 

no FID 

Caythorpe Centrica East Yorkshire 0.2 Planning granted, 
no FID 

Deborah ENI Offshore 
Bacton 

4.6 Planning granted, 
no FID 

Eamond Encore Oil Offshore 
Bacton 

4 Conceptual 

Hatfield 

West 

Scottish 

Power 

Yorkshire 0.04 Planning stage 

Gateway 

Storage 

Stag Energy Offshore 

Barrow 

1.5 Planning granted, 

no FID 

Islandmagee Infrastrata/ 
Mutual Energy 

Northern 
Ireland 

0.5 Storage licence 
granted 

King Street King Street 
Energy 

Cheshire 0.3 Planning granted, 
no FID 

Portland Portland Gas Dorset 1 Planning granted, 
no FID 

Preesall Halite Energy Fleetwood 0.6 Planning rejected 

(2013) 

Saltfleetby Wingas Lancashire 0.7 Planning granted, 

no FID 

Whitehill E.ON Yorkshire 0.4 Planning granted, 
no FID 

 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/65633/7086-annual-energy-statement-2012.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/65654/7165-gas-generation-strategy.pdf
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Energy reforms a government priority for year ahead 

The Coalition has confirmed that reforming the energy market will be a major component of its agenda 

during the new parliamentary session.  

The Queen’s Speech, which was delivered on 8 May, set out the government’s legislative programme for the year ahead. 

It confirmed that the government would continue to progress legislation “to update energy infrastructure”, though a 

date on which the Energy Bill’s report stage will begin is yet to be confirmed.  

It was also announced that the government would introduce a Deregulation Bill that would seek to reduce the burden of 

excessive regulation on businesses. The Bill would, the government said, help in “tidying up the statute book” by 

repealing legislation that was no longer of any practical use, and would be supported by other reforms being 

implemented either administratively or through secondary legislation. It would further establish a duty requiring non-

economic regulators to have regard to the impact of their actions upon economic growth.  

A draft Consumer Rights Bill will also be published. The Queen said it would seek to establish “a simple set of consumer 

rights to promote competitive markets and growth”, by providing consumers with clearer rights in law and giving them 

important new protections. The Bill would give consumers greater confidence when they switched energy suppliers, and 

reduce burdens on businesses by ensuring they were involved in less costly disputes with their customers. It would 

consolidate consumer rights legislation in one place, provide clarity in areas where the law had failed to keep pace with 

technological advances, and provide easier access to compensation where there had been breaches of consumer or 

competition law.      

The Speech concluded with confirmation that the UK would use its presidency of the G8 to continue to make progress 

in tackling climate change. Debating the Speech in parliament, prime minister David Cameron said the government had 

demonstrated its commitment to the issue through the introduction of the Carbon Price Floor and the establishment of 

the Green Investment Bank.   

Labour leader Ed Miliband said the Speech had contained no reforms that would “break the dominance” of the Big Six. 

On 29 April, Miliband presented an alternative Queen’s Speech, which outlined Bills that were necessary to “begin 

turning Britain’s economy around”. One of these, the Consumer Bill, reaffirmed Labour’s commitment to abolish Ofgem 

and “create a tough new energy watchdog”, and to require energy companies to pool the power they generate and 

make it available to any retailer. The Bill would also force energy companies to put all over-75s on their cheapest tariffs. 

Miliband said the new measures would help to “stop the big rip-off electricity and gas bills”.  

Responding to the Queen’s Speech, CBI director-general John Cridland said the Energy Bill’s “journey had dragged on 

long enough”, and it was crucial for investors that it was “put on the statute books as soon as possible”. There was, he 

noted, “a lot of concern about the lights going out in the next few years”, and without investment there would be a 

danger they would “go off and not come back on”.  

The Federation of Small Businesses (FSB) said it looked forward to new measures that would make it easier for small 

firms both to be compliant and to grow. It affirmed its support for an amendment to the Energy Bill, tabled by Green 

Party MP Caroline Lucas, that would prevent energy companies from rolling over contracts and locking small firms into 

“un-negotiated and often more expensive terms” for 12 months. The amendment would limit this to 30 days and, the 

FSB claimed, help to deliver a “fairer energy market” for micro-businesses.  

Consumer group Which? said rising energy prices were a leading financial concern for consumers and were likely to 

remain so as bills increased during the years ahead. But people were unable to find the best deals because of the “sheer 

number and complicated pricing of tariffs”. Which? called on the government to deliver on the prime minister’s pledge 

to ensure everyone was placed on the best tariff available to them. It said the Energy Bill should begin fixing the “broken 

energy market” by introducing a single unit price and making it easier for people to switch between suppliers.  

The government has reaffirmed its commitment to EMR but a wide range of stakeholders, especially 

investors, will be keen to see quick progress made on putting plans into law.  

Parliament 

http://www.publications.parliament.uk/pa/cm201314/cmhansrd/cm130508/debtext/130508-0001.htm#13050835000003
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Energy Bill amendment targets transparency of company accounts 

This is our second piece on non-government amendments tabled thus far. 

Ofgem would be given full access to energy companies’ accounts under an amendment to the Energy Bill 

tabled by two Labour MPs. The amendment, sponsored by John Robertson (Labour, Glasgow North West) and Jim 

Sheridan (Labour, Paisley and Renfrewshire North), would allow the regulator to monitor the accounts of all vertical 

subsidiaries of energy companies. It would also require the companies to provide “full, detailed and separate” accounts 

of all activities in their groups, both on the supply and generation sides. These powers would be exercised either to 

promote competition in domestic gas and electricity supplies, or to mitigate the impact on domestic customers of rising 
energy prices.  

Robertson said energy companies had held consumers “to ransom” and it was time they began to offer a “fair deal”. He 

was convinced that companies “hide their accounts in different pots so it looks as though they only make small profits.” 

“If there was a real threat that this sort of behaviour had a consequence”, consumers would be unlikely to see the price 

increases that had been introduced over the past few years, he added.  

The amendment would also allow Ofgem to impose a fine of up to 5% of turnover––a “Fuel Poverty Tax”––on any 

energy company deemed by the regulator to have made “excessive profit”––a term to be determined under statutory 

instruments and revised each year. Sheridan noted that 40% of the population was either in fuel poverty or struggling to 

pay bills, and that this was a consequence of “Big Six greed”. He argued that “if they were seen to be exploiting their 

customers, then the fine should be used to help those who are suffering the most”.  

Amendments have also been tabled regarding arrangements for nuclear power under the proposed contracts for 

difference feed-in tariff mechanism. Caroline Lucas (Green, Brighton Pavilion) has sponsored an amendment to Clause 

15 stipulating that payments offered for nuclear power generation must not exceed those offered under any contracts 

agreed with renewable energy generators. The calculation of payments would include both the strike price and the 

duration of the contract. Following the confirmation in March of planning permission for EDF Energy’s proposed Hinkley 

Point C nuclear power plant, Lucas said it was “blindingly obvious” that billions of pounds of public money would be 

“thrown” at new nuclear––in direct breach of the Coalition Agreement.  

Lucas has further introduced amendments regarding demand reduction. She tabled a clause that would require the 

secretary of state to publish, within a year of the Act receiving Royal Assent, a Strategy setting out policies to achieve a 

reduction in electricity demand of 103TWh by 2020, and 154TWh by 2030. The Strategy would need to include an 

assessment of the cost-effectiveness of its policies.  

Arrangements for prepayment meter customers will also be debated at report stage. Mike Weir (SNP, Angus) has 

tabled proposals that would require suppliers to ensure that customers on prepayment meters would be charged the 

lowest tariff available from that supplier. 

The amendment seeks to address concerns that Weir expressed during committee stage regarding the government’s 

proposals for tariff reform. He noted the government’s impact assessment explained that the provisions would “require 

bills to include personalised estimates of the savings to be made from moving to the cheapest tariff for the customer’s 

current payment method”. But while this was relevant to consumers paying by direct debit, those on prepayment 

meters would be “stuck on a higher tariff”. Weir said that if the government was truly intent on ensuring everyone had 

the lowest possible bills, it would need to ensure that this happened “not only within the type of contract that people 

already have, but that people are allowed to move to a cheaper type of contract”.  

Weir has also proposed that no more than 20% of each payment made by prepayment meter customers should 

contribute towards meeting their outstanding debt. Weir noted problems with the current manner in which debt was 

recouped from prepayment customers––he argued the meters had a “perverse effect”, in that struggling customers 

were moved onto them to keep up with payments on cheap tariffs, but would then be paying more in order to pay off 

their debts.  

Several amendments are obviously political, but what strikes us is the wide-ranging nature of concerns 
about the functioning of the energy sector at this time.  

Parliament 

http://www.publications.parliament.uk/pa/bills/cbill/2013-2014/0004/amend/energyaddednames.pdf
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Government “falling short on fuel poverty ambitions” 

The energy and climate change select committee held its third evidence session on Energy Prices, Profits 

and Poverty on 9 May and heard from academics that the government’s work to address fuel poverty is 

not working.  

Professor John Hills of the London School of Economics told MPs he did not “think the government would be able to 

eliminate fuel poverty by 2016”, irrespective of how it was measured. He noted the fuel poverty gap was projected–– 

under DECC’s central forecast for fuel prices––to “increase by as much as half” by 2016 relative to 2009 levels, which 

he described as “profoundly disappointing”.  

But Hills argued that for the foreseeable future there should be less focus on the idea of “eliminating” fuel poverty––

most relevant would be the scale of action over the next decade or so, and it was more important to establish 

“meaningful” targets that led a “more rapid pace of change”. The UK should only be concerned with eradicating the 

problem when the possibility drew near, Hills argued, not while it was “going in the wrong direction”.  

Hills rejected the idea the rise of fuel poverty was “inevitable”, as the issue was a product of rising energy costs and the 

energy efficiency of homes. He pointed out the latter was an issue that could directly be addressed by homeowners and 

government, and that his government-commissioned report on the causes of fuel poverty had emphasised how demand 

reduction measures remained a “good national investment”. The measures, he added, were “very good value for money 

according to the kind of cost-benefit analysis” that the treasury had undertaken. 

Hills said the ineffectiveness of the Winter Fuel Allowance in tackling fuel poverty had been one of the “very clear 

conclusions” of his report. He suggested that the money dedicated to the programme would be better spent renovating 

and retrofitting existing property with energy efficiency measures––particularly insulation.   

The committee was also interested in the impact of environmental and social levies. The University of Oxford’s Jan 

Rosenow said that the revenue-raising aspect of current supplier obligations was regressive. But the provision of 

measures, as demonstrated by the Carbon Emissions Reduction Target, could offset this by targeting low-income 

households. Levying the costs on a per unit rather than a per household basis would likely be less regressive. But 

Rosenow noted there were fuel poor households who consumed a considerable amount of energy, among the elderly in 

particular.   

Hills said it was important to monitor how the revenues from levies were used to ensure that a “large slice of the action 

comes back to people on low incomes”. He warned against a scenario in which people on low incomes paid high fuel 

bills to subsidise the energy efficiency measures of people on high incomes. He suggested that a priority order could be 

set––particularly for those with low incomes in homes of energy efficiency ratings of “F” or “G”––and it would not 

require significant calculations on the government’s part to target such people.  

Rosenow argued that the proxies currently used to identify fuel poor households were not precise; they generally 

depended upon age and income, and this resulted in many fuel poor households being missed. In addition, he said that, 

while Affordable Warmth under the Energy Company Obligation would improve the number of fuel poor households 

addressed, it would not alone be sufficient to tackle the problem.  

The witnesses agreed that focusing on low-income, low-efficiency areas would be a more effective way to address fuel 

poverty than the existing national approach. But they added it was important to ensure that the system was “good 

rather than perfect”, as there were many instances in which homes that should receive fuel poverty assistance might not 

meet the strictest definition of being “fuel poor”. 

Nick Eyre, from the University of Oxford, said the government was not on track to meet its fuel poverty target, and 

would not even address the issue “as far as is reasonably practicable” because it was withdrawing funding from relevant 

support schemes.  

The witnesses at the session were united in their criticism of progress toward eliminating fuel poverty. 

They highlighted the need to limit the damage from it rising further, and they identified energy 

efficiency as a good investment provided homes in need were targeted explicitly. 

Parliament 

http://www.parliamentlive.tv/Main/Player.aspx?meetingId=13090
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Optimism in short supply at distributed energy meeting 

Opportunities presented by the Energy Bill for distributed energy, demand response and demand 

reduction came under discussion at a Parliamentary Renewable and Sustainable Energy meeting on 24 

April. 

Tim Rotheray, policy director at CHPA, said the growth in wind and solar photovoltaics was already causing market 

changes that were affecting the viability of thermal power plants, and that there would be a need for active managed 

demand. He noted that decreasing wholesale market prices (because of the low marginal cost of renewables) and rising 

meter prices would bring about an increase in the decentralised energy sector. 

But although the government wanted “more competition from more companies”, Rotheray was not hopeful the Energy 

Bill would help deliver that objective. The contract for difference feed-in tariff (CfD FIT) and the planned capacity 

market “both need sophisticated trading from the participant in a market that is difficult to access and illiquid”. 

Comparing it to the much simpler––albeit delayed––plans for a Renewable Heat Incentive, he said companies need 

simple market access, and noted that businesses who may be interested already had to deal with a raft of complicated 

measures, including the Carbon Reduction Commitment and the EU Emissions Trading Scheme (EU ETS). 

Mark Stokes, managing director of developer Mitie, echoed Rotheray’s concerns. He said that his company had been 

developing small CHP projects sized below 10 MW for a decade, and that it was increasingly finding willing partners who 

wanted to use waste heat from its plants, such as communities or local authorities. Mitie was also finding a new asset 

class. “The market is there waiting, and there is significant value to unlock,” he said. But he agreed that for projects 

below 10MW there were issues to address both inside the market and around it. They included high transaction costs 

and legal fees, the long lead times, and the inequitable allocation of risk––banks wanted their risk cut to zero, he said.  

Alex Ferguson, senior policy advisor at CBI, said there was interest from companies, most of whom said they had taken 

action to improve energy efficiency in the past year and planned more in the year to come. The problem for distributed 

energy was a lack of information at board and employee level––and even those who were aware had had their 

confidence damaged by policy changes, such as to the Levy Exemption Certificates (LECs)––which had caused losses to 

one company of £300,000. Ferguson said medium-sized “mid-cap” companies could be an engine of growth in this 

sector as well as the economy as a whole. But he pointed out the mismatch in 10-year payback periods likely with any 

form of distributed generation and the two or three-year horizon favoured by companies. 

Tim Snaith, head of engineering, energy and property efficiency at Alliance Boots, passed on his experience of operating 

a 15MW plant at the company’s Beeston site. The company had installed it mainly to meet large heat demand. Now it 

was seen as an important resilience measure for a site that included two data centres and three distribution centres. 

“Having decentralized energy is good resilience; we can operate even if our neighbours have power cuts or even just 

voltage drops”, Snaith said.  

Snaith also complained about the complexity of legislation and the fact that it was “constantly changing”––as had been 

the case with the LEC and Phase III of the EU ETS––which was problematic as the plant size meant it fell under 

legislation for both small and large plant. “We could do more, but energy legislation is particularly murky at the 

moment. I can only see two or three years ahead, I can’t have a 10 year plan,” he said. He pointed out that this 

complexity had to be handled for a plant that was far from being the core business of the pharmaceuticals and 

distribution business. He said he was asked every year to justify why the company should be operating a power plant. 

Stokes promised that there was billions of pounds of investment waiting to be unlocked,  

But on the whole the meeting offered little optimism for companies who were interested in adding local energy to 

another kind of business, instead of being specialist distributed energy developers.  

PRASEG chair Alan Whitehead MP (Labour, Southampton Test) ended proceedings saying he had little confidence in 

government promises to table amendments to the Energy Bill relating to distributed generation. 

The government has again been urged to establish a clear vision for the future of distributed generation. 

With the select committee also carrying out an inquiry, will it get the message? 

No link 
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Parliamentary update––Week 18 2013 

The Queen’s Speech, delivered on 8 May, confirmed the government’s intention to “continue with legislation to update 

energy infrastructure” (see this issue, p5). 

The Enterprise and Regulatory Reform Act 2013 received Royal Assent on 25 April. The Act sets out the five “green 

purposes” of the Green Investment Bank (GIB) as: the reduction of greenhouse gas emissions; the advancement of 

efficiency in the use of natural resources; the protection or enhancement of the natural environment; the protection or 

enhancement of biodiversity; and the promotion of environmental sustainability. It will enable the GIB to receive 

government funding, of which BIS has said £3bn will be provided through to March 2015. From April 2015, the GIB will 

be able to borrow subject to public sector net debt falling as a percentage of GDP.  

The Act also reforms competition law with the creation of a single Competition and Markets Authority, through the 

merger of the Competition Commission and the Office of Fair Trading.  

The Growth and Infrastructure Act 2013 received Royal Assent on 25 April. The Act repeals the requirement placed upon 

developers by Energy Act 1976 to notify the secretary of state about the fuel to be used in any new or converted power 

station to be powered by oil or gas. It also removes an “ambiguity” related to Gas Act 1986, allowing gas licence holders 

to pay licensees other than gas shippers or suppliers. The government said the change was necessary as provisions in 

Gas Act 1986 had prevented Ofgem from launching its Network Innovation Competition, which could attract up to 

£160mn of investment into the gas network.  

In addition the Act allows for Section 36 consents under Electricity Act 1989––required for the construction, operation 

or extension of certain electricity generating stations––to be varied to take account of changes in the proposal. Under 

the reforms, developers wanting to change their projects will in most cases need to undertake a three-month 

consultation, rather than restarting the application process.  

Several Private Members Bills were unable to complete their passage through parliament during the 2012-13 session and 

will therefore make no further progress. These included:  

 the Micro Businesses and Energy Contract Roll Over Bill, sponsored by Caroline Lucas (Green, Brighton Pavilion), which 

sought to limit energy contract roll-overs for micro-businesses to 30 days;  

 the Energy Efficiency (Houses in Multiple Occupation) Bill, sponsored by Alan Whitehead (Labour, Southampton Test), 

which sought to amend Energy Act 2011 so as to enable residents of houses in multiple occupation to benefit from 

its provisions to increase energy efficiency; and  

 the Energy Companies (Minimum Tariffs) Bill, sponsored by Thomas Docherty (Labour, Dunfermline and West Fife), 

which sought to require energy companies to provide the cheapest tariffs to all customers aged 75 and over.  

The energy and climate change select committee held the latest evidence session for its Energy Prices, Profits and Poverty 

inquiry on 9 May (see this issue, p7). It will also hold further sessions on its smart metering inquiry on 14 May and on 

local energy on 20 May. 

One Early Day Motion (EDM) of interest was tabled last week:  

 EDM52 by Sir Robert Smith (Liberal Democrat, West Aberdeenshire and Kincardine) called on the government to 

continue its support for the UK oil and gas industry. 

Links above 

SEC legal text updated for consultation 

DECC issued a response on 29 April to its November 2012 consultation on the draft legal text of Stage One of the Smart Energy 

Code (SEC), and published a supplementary consultation on the updated draft legal text. 

Revisions to the draft legal text include an updated facility for Party Categories of the SEC Panel to be able to nominate Panel 

members, and increasing the number of consumer members on the Panel from one to two. DECC has also expanded the duties of 

the Change Board so that it can facilitate the development of potential variations to the SEC before they are formally submitted as 

modification proposals.  

http://www.publications.parliament.uk/pa/ld201314/ldhansrd/text/130508-0001.htm#13050834000162
http://www.legislation.gov.uk/ukpga/2013/24/contents/enacted
http://services.parliament.uk/bills/2012-13/growthandinfrastructure.html
http://services.parliament.uk/bills/2012-13/microbusinessesandenergycontractrollover.html
http://services.parliament.uk/bills/2012-13/energyefficiencyhousesinmultipleoccupation.html
http://services.parliament.uk/bills/2012-13/energycompaniesminimumtariffs.html
http://www.parliament.uk/business/committees/committees-a-z/commons-select/energy-and-climate-change-committee/
http://www.parliament.uk/edm/2013-14/52
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Provisions in the transitional section (Section X of the SEC) have also been updated to allow the SEC Panel to establish the Change 

Board as soon as reasonably practical. 

Once DECC considers the legal text for Stage One of the SEC to be finalised, the secretary of state will designate the SEC. 

However, DECC has said it will consult on the final SEC for a minimum of 28 days before the Data and Communications Company 

(DCC) licence comes into force, as DECC intends to implement the SEC and the DCC licence at the same point. 

Responses are requested by 27 May. 

DECC 

Ministers urge prompt action on EU carbon market 

Energy and environment ministers from nine EU member states have issued a call for action to increase the price of carbon in the 

bloc’s EU Emissions Trading Scheme (EU ETS).  

Published on 7 May, the ministers’ joint statement called on MEPs to take “urgent steps” to agree a way forward on the European 

Commission’s back-loading proposals by “July of this year at the latest”. It argued that while market interference should be kept to a 

minimum, a “one off and targeted intervention” would minimise market uncertainty and distortions, and would promote investment 

in low-carbon technologies. Back-loaded allowances would be taken from member states auctioning pots and would therefore not 

affect measures to prevent carbon leakage, the ministers noted.  

The statement––signed by ministers from Britain, Germany, Denmark, Finland, France, the Netherlands, Portugal, Slovenia, and 

Sweden––also called on the Commission to produce a legislative proposal to deliver proper structural reform to the EU ETS by the 

end of this year. Investors, the statement said, also needed a clear indication of Europe’s low-carbon ambition beyond the end of the 

decade, in order to stimulate the most cost-effective emissions reductions.  

The joint statement coincides with the next set of discussions in the European Parliament’s environment committee on the future of 

the EU ETS, ahead of discussions later this month between national governments and the European Commission that will consider 

options for structural reform of the scheme. 

DECC 

Social landlords offered renewable heat funding 

A competition to encourage social landlords to install renewable heating measures into social housing worth £6mn was launched by 

DECC on 2 May. The competition, which is part of the Renewable Heat Premium Payment scheme, will help registered providers of 

social housing to install a variety of renewable heating measures, including solar thermal technology, heat pumps and biomass 

boilers. 

The competition will be run by the Energy Saving Trust, and social landlords are invited to apply for two rounds of bidding, over the 

next 12 months. The first will close on 28 June for projects to be completed by March 2014, and the second will close on 27 

September for projects to be finished by June 2014.  

DECC said bids would be judged on their value for money, plans to work with local communities, additional energy efficiency 

measures to be installed, and the fuel the newly-installed measures would replace. Landlords already in receipt of funding from 

previous competition rounds are still eligible to apply for money for new projects. 

Climate change minister Greg Barker said investment in renewable heat projects will “help save money on energy bills and provide 

low-carbon alternatives to traditional heating systems”. He added that “more than 100 social landlords are already taking advantage 

of over £13mn” made available through renewable heat competitions, and he encouraged more social landlords to “rise to the 

challenge”. 

DECC 

Trade associations call for EMR engagement 

Wider engagement with stakeholders across the energy sector is required to develop Electricity Market Reform (EMR), a coalition 

of trade associations has warned the government. 

In a letter to energy and climate change secretary Ed Davey, the associations––including Energy UK, the Renewable Energy 

Association, and the Nuclear Industry Association––highlighted the government’s limited scope of stakeholder interaction regarding 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/193074/20130424_Stage_1_SEC_Response_and_Consultation_on_Updated_legal_text.pdf
https://www.gov.uk/government/news/european-ministers-set-out-timetable-for-eu-ets-reform
https://www.gov.uk/government/news/the-heat-is-on-for-social-landlords
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EMR. It says key components of the proposals (in particular, contracts for difference and the capacity market) have reached the 

detailed design stage, but this has taken place in expert groups with “restricted” membership. 

Given the scale of EMR, the trade groups argue it is “critical” that there is wider engagement with the energy industry to ensure the 

mechanisms are fully understood, and easily integrated into companies of all sizes. Walk-throughs of how the EMR policy proposals 

would work in practice, as well as comprehensive discussions on how they would be implemented, would help identify working 

issues before the proposals are finalised.  

The letter also requests that expert group policy papers be circulated more widely, and that some warning of the forward timeline 

for EMR is provided, in order to provide industry and stakeholders ideas of the milestones DECC is looking to meet. 

DECC has anyway indicated a change in the way development groups operate with the formation of more collaborative groups to 

help deliver missing EMR detail. We will pick this up in an EMR update next issue. 

Energy UK 

Consumers in the dark over smart meters 

The purpose of smart meters is understood by less than half of all consumers (46%), according to uSwitch.  

New research by the price comparison site, published on 2 May, showed that, despite more than two million smart meters having 

already been installed in homes and businesses around the country, a little over one in 10 (13%) people were completely happy with 

their level of knowledge about the technology, while a minority (48%) felt the roll-out would lead to lower bills.  

The public were most concerned about the cost of the roll-out (44%), and that suppliers would use smart meter data to sell 

products (40%). A third of consumers (33%) were concerned that suppliers would use the roll-out as an opportunity to sell to 

them, though Ofgem––through the Smart Metering Installation Code of Practice––has introduced regulations to prevent this from 

happening. Just over a quarter of consumers (26%) believed that suppliers would pass the cost savings from smart meters onto their 

customers.  

Director of consumer policy at uSwitch Ann Robinson commenting on the research said on 4 May consumers needed reassurance 

that smart meters would not lead to “dodgy” sales tactics. While the technology had the potential to “spark a step change” in how 

people managed their energy bills, this would only occur if consumers were given the right support and education regarding their 

benefits.  

uSwitch 

FiT changes could make small hydropower “boom and bust”  

The small hydropower industry could face a “boom and bust” scenario if the government implements plans to cut financial support 

for the sector, Scottish Renewables has warned.  

In a briefing issued on 1 May, the organisation said it was “very concerned” by the introduction in 2013 of a degression system for 

the feed-in tariff (FiT) scheme, whereby tariffs will be cut by a set amount each year depending on the level of capacity deployed. 

“Delays and uncertainty” created by the government’s comprehensive review of the FiT scheme in 2011-12 meant there was a 

“sizeable backlog” of licence applications for small-scale hydro throughout the UK, which could––if over 50MW of schemes 

achieved accreditation or pre-accreditation this year––see the FiT being cut by 20% in April 2014.  

The organisation noted that, when a development had achieved planning consent, been granted a licence, and had a grid connection 

offer, there was still no guarantee that the scheme would be built and operational in time to meet the two-year pre-accreditation 

window. The fact there was no disincentive to pre-accredit a scheme meant it was in developers’ interests to try to meet the 

deadline, which could lead to significantly more schemes being pre-accredited each year than were actually built. Therefore, 

although the FiT might be cut due to pre-accreditation breaching capacity triggers, it would not necessarily be reflective of actual 

deployment.   

Scottish Renewables said that, although it understood the need for the government to cut the cost of the FiT scheme, hydro had 

suffered “potentially severe” unintended consequences as a mature technology. The organisation recommended that the 

government should implement a one-year hiatus on the capacity-based degression mechanism, and it should introduce degression 

based on actual deployed output thereafter, rather than projects that gain pre-accreditation.  

Scottish Renewables 

http://www.energy-uk.org.uk/publication/finish/145-discussion-papers-and-letters-2013/896-trade-association-letter-emr-stakeholder-groups-april-2013-.html
https://s3-eu-west-1.amazonaws.com/uswitch-press-room/roll-out-starts-next-year-but-households-still-kept-in-the-dark-about-smart-meters.pdf
http://www.scottishrenewables.com/news/scottish-renewables-concerned-boom-bust-hydro/
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Ofgem to investigate CERT and CESP failures 

The regulator has confirmed it will investigate six generators and suppliers for failing to comply with 

their obligations under the Carbon Emissions Reduction Target and Community Energy Saving 

Programme. 

Ofgem confirmed on 1 May that in total energy companies achieved 99% of their targets under the Carbon Emissions 

Reduction Target (CERT) and Community Energy Saving Programme (CESP) by the end of 2012. But six companies 

missed their targets under one or both of the schemes and will now be investigated.  

Under CERT suppliers were required to achieve an overall reduction target of 293mn lifetime tonnes of carbon dioxide 

(mn t CO2) by 31 December 2012, and achieved 296.9mn t CO2 (101.3%). At least 40% of this overall target had to be 

achieved from certain low-income domestic consumers or those over 70 years old. The CESP target was 19.25mn t 

CO2, and by the end of the programme the companies achieved 16.31mn t CO2 

(84.7%).  

Over 6mn energy efficiency measures were delivered under the CERT and CESP 

schemes. In total, CERT insulated over 3.9mn lofts and 2.5mn cavity walls, while 

CESP delivered at least one energy efficiency measure to 150,000 households.  

EDF Energy, E.ON UK, RWE npower and Eggborough all met their targets under 

these schemes. But British Gas, SSE and Scottish Power, along with GDF Suez/IPM, 

Intergen and Drax, “failed to achieve either one or more of their targets” by the 

time the schemes closed (see table right).  

SSE missed its CERT insulation target, achieving 99.9%. However, failures in its 

priority (99.7%) and super priority group targets (73.8%) were greater––it was the 

only supplier to fail in these groups. As a result it missed the main CERT target, 

achieving 98.5%. It also achieved only 90.9% of its CESP target.  

British Gas failed on its CERT insulation target (95.5%), and its main target (98.9%). 

It achieved 62.4% under CESP.  

The other four companies being investigated failed on their CESP targets. With the 

exception of Scottish Power (70%), these were independent generators. Intergen 

achieved 6.5%, followed by Drax Power (37.1%) and GDF Suez/IPM (38.6%). These 

companies will now be investigated by Ofgem, as part of which the regulator will 

examine any evidence of non-compliance and consider whether there are grounds 

for exercising enforcement powers. The regulator said some of the companies have 

chosen to continue to install energy efficiency measures after the close of the 

scheme, and it would take into account such action as “mitigation” as part of any 

enforcement process or possible fines. 

In its final CERT report, Ofgem said the insulation obligation had boosted 

professional insulation measures. It also stressed CERT had been an incentive for a 

wide range of innovative measures, even though these contributed little to carbon 

savings. But it found there had been serious challenges for the industry in meeting the super-priority group obligation 

because of difficulties in identifying these households.  

Ofgem also found that early progress on CESP was slow, with less than one third of the overall target achieved by June 

2012. However, there was a marked increase in delivery in the final six months of the programme. By the end of the 

programme almost 500 schemes were completed, although these schemes were generally smaller than anticipated. 

CESP was particularly effective in incentivising the treatment of properties of solid and non-traditional wall construction.  

This experience shows it is essential for all future regulatory obligations to have buyout mechanisms.  

Ofgem––press release  Ofgem––CERT  Ofgem––CESP 

 % of target 

met 

CERT 

British Gas 98.9 

E.ON UK 101.8 

EDF Energy 103.0 

RWE npower 106.0 

Scottish Power 102.4 

SSE 98.5 

CESP 

British Gas 62.4 

EDF  133.0 

E.ON  116.5 

RWE npower 106.8 

SSE 90.9 

Scottish power 70.0 

Drax Power 37.1 

Eggborough 

Power 

100.5 

GDF SUEZ/IPM 38.6 

Intergen 6.5 

http://www.ofgem.gov.uk/Media/PressRel/Documents1/CERT%20and%20CESP%20May.pdf
http://www.ofgem.gov.uk/Sustainability/Environment/EnergyEff/Documents1/CERT_FinalReport2013_300413.pdf
http://www.ofgem.gov.uk/Sustainability/Environment/EnergyEff/cesp/Documents1/CESP%20Final%20Report%202013_FINAL%20300413.pdf
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Regulator invites views on new Xoserve arrangements 

Ofgem has issued a consultation on implementing new funding, governance and ownership 

arrangements for the gas transporter central agent. 

Issued on 29 April, the consultation follows Ofgem’s decision in January 2012 that arrangements for Xoserve should be 

based on a co-operative model (ES313, p12, 23/01/12). Ofgem said this model would allow wider participation by users 

in key decisions about the future provision of services, and that the costs of delivery should be recovered directly from 

users. It contrasts with the current arrangement of fixing gas transporters’ (GTs’) allowed revenues on an ex-ante basis.  

Ofgem has set out options for how a co-operative model can be applied in practice and its preliminary 

recommendations, while also presenting key findings from consultants Cambridge Economic Policy Associates (CEPA). 

These recommendations address: 

 delivery of service. Ofgem considers that the integrated systems and services provided by Xoserve, both for GTs 

and shippers, should be retained as it ensures economies of scale and scope are achieved. It considers it would be a 

costly and lengthy process to separate GT and shipper-facing services given the number of systems that would need 

to be duplicated; 

 collective industry responsibility for funding the central service provider. Budget setting should be led by the Board 

(see below) in conjunction with management. An annual charge pass-through mechanism would be provided in the 

GTs’ regulatory arrangements. The consequent reduction in regulatory scrutiny would be mitigated by a 

combination of greater control over costs by shippers, greater transparency and competitive pressure through 

contracting out of services. Ofgem is considering measures to ensure regulatory oversight is maintained. 

 the development and adoption of a new cost-reflective charging methodology, which ensures that shippers can 

clearly identify the charges they incur for using the central service provider. Ofgem said this will need to achieve 

causality and transparency without undue complexity. Charges would be invoiced directly, instead of via GTs. 

Ofgem said distributional impacts of a new cost allocation method should be investigated and all affected parties 

should be given adequate time to adapt; and 

 corporate governance and ownership. Ofgem is minded to agree with CEPA’s recommendation for “full co-

operative model” governance arrangements to be adopted, achieved through the establishment of new Board 

arrangements. Control of the company would be exercised at a high level by the Board of the company, comprised 

of members elected by both GTs and shippers. Ofgem considers such arrangements will align performance risk and 

control.  

This model has two variants: one with all participant ownership, in which those who own the central service provider 

also control and bear its performance risk; and an alternative option which separates ownership from control, where 

the GTs could retain nominal ownership with clear rules to ensure they do not bear all the performance risk, given they 

would not have full control over the central service provider. Ofgem said that CEPA’s analysis demonstrates that 

ownership and control can be separated that its preliminary recommendation is for the GTs to retain ownership. The 

main benefit would be the avoidance of additional time and cost involved in implementation if ownership arrangements 

were changed. The regulator said the focus of transition and implementation should be on establishing an appropriate 

Board structure and achieving a structure which divorces ownership from risk and control; and further transition and 

implementation issues.  

Ofgem said it expects the industry to play a key role in ensuring implementation is progressed within reasonable 

timescales, and it will consider whether a licence requirement  should be placed on one or more parties to effect this. It 

expects direct costs to industry will vary depending on which model is progressed but that they will not exceed £2mn. 

Responses are requested by 26 June. 

This consultation sets out the building blocks of the new arrangements, although there is still a lot of 

detail to be developed.  

Ofgem 

http://www.cornwallenergy.com/index.php?sID=1242755772718&sType=es&aID=13155
http://www.ofgem.gov.uk/Networks/GasDistr/RIIO-GD1/ConRes/Documents1/Xoserve_Apr13.pdf
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Andrew Wright confirmed as regulator’s interim chief executive 

Ofgem has appointed Andrew Wright as interim chief executive. The regulator said the appointment, effective from 28 June, would 

ensure continued “strong leadership” within Ofgem when current chief executive Alistair Buchanan steps down from the role on 27 

June. Wright, formerly a leading City analyst, has led Ofgem’s Markets Division since 2008. 

A decision on Buchanan’s permanent replacement will be taken by the new chair and Ofgem’s board, using the standard rules of 

appointment for open competition for senior roles. Energy and climate change secretary Ed Davey is currently in the process of 

recruiting the new Ofgem chair.  

Current chair Lord Mogg said on 9 May that Wright was a “highly experienced and professional leader”, who would be able to guide 

Ofgem following Buchanan’s departure.  

Ofgem 

Ofgem approves amended smart meter installation guidelines 

On 25 April Ofgem approved the Smart Metering Installation Code of Practice (SMICOP) for designation for use by all domestic and 

micro-business suppliers. The SMICOP will be implemented from 1 June. 

Following the close of a consultation on the code on 8 March, the regulator has made a small number of changes. These include: 

greater requirements on suppliers that seek to market goods and services to domestic customers; a ban on conducting any sales 

during a visit to install a smart meter; making suppliers gain prior consent from consumers before conducting face-to-face marketing; 

and preventing suppliers from levying an upfront charge for the supply and installation of a standard smart metering system. If 

suppliers’ licence conditions are breached, Ofgem has the power to levy heavy fines on offending suppliers.  

The regulator’s partner for consumer policy Philip Cullum said: “This new Ofgem-approved code, developed by industry with 

extensive input from consumer groups, establishes a rigorous protection regime that puts consumers first.”  

DECC junior minister Baroness Verma said the SMICOP is “…central to providing a positive consumer experience during 

installation… ensuring installers explain how the meter can be used to improve energy efficiency.” 

Ofgem 

Supply margins static, but set to drop 

The regulator’s forecast for the rolling average net margin on supplying a typical standard tariff dual fuel customer remains at £100, 

an estimate that has remained steady in May thus far, but is £5 higher than April. The forecast, published on 8 May, estimates that 

for the 12 months from May 2013 up to and including April 2014, the total indicative net margin would be around £95 per 

customer, which is again equal to last week’s forecasts, but is £5 lower than the forecast for April.  

Compared to May 2012, the regulator believes the average consumer bill has increased £110/year, and the total indicative net 

margin has increased almost fourfold, from £25 in May 2012 to £95 this month. The rolling net margin, which averages the margin 

over the previous and next six months, has increased from £45 in May 2012 to £100 currently. 

Ofgem said it expected wholesale costs to rise towards the summer, resulting in the margin falling to £90 over the next few 

months.  

Ofgem 

Utility Regulator proposes three-year price control for gas distributors 

The Northern Ireland Utility Regulator (UR) has published an update on its overall approach to the next price controls for the 

Province’s two gas distribution network operators (GDNs), following a consultation on the price control issued in December 2012. 

The price control, known as GD 14, will set the allowed revenues that Phoenix Natural Gas and Firmus Energy (Distribution) can 

recover from customers from the beginning of 2014. Respondents to the consultation were broadly supportive of the UR’s overall 

approach. But they were concerned about the impact of re-openers, and suggested that because they could damage transparency 

and stability of the price control they should be avoided where possible.  

Respondents also advised the UR against benchmarking, questioning its efficacy and highlighting differences between NI GDNs and 

the GB equivalents. But the UR responded on 26 March that benchmarking had an important role to play in the price control, and 

assured respondents it will be mindful of how to apply them. 

http://www.ofgem.gov.uk/Media/PressRel/Documents1/Interim%20CEO%20Statement.pdf
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=SMICOP%20Primary%20Designation%20Letter.pdf&refer=Sustainability/SocAction/Publications
http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=SMI%20update%2008-05-2013.pdf&refer=Markets/RetMkts/rmr/smr
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The UR confirmed it had adjusted its initial thinking on the duration of GD14, and was minded to shorten it to three years (2014-

16). This would minimise the need for re-openers, and facilitate a more strategic approach in 2017 to ensure the GDNs were 

incentivised to deliver policy objectives.  

Utility Regulator  

CEER finds limited progress on unbundling distribution networks 

The Council of European Energy Regulators (CEER) published on 16 April a review of the status and implementation of unbundling 

requirements placed on distribution system operators (DSOs) under the EU Third Energy Package.  

Information was collected through a survey completed by 24 of the 30 national regulatory authorities (NRAs) and observer 

countries. The CEER found that there has been limited progress in countries that have yet to fully transpose the Third Package, and 

in many countries the process of unbundling is continuing. In those countries where unbundling has taken place, it said the 

rebranding of DSOs was sometimes not fully satisfactory and could still leave room for confusion among customers. However, 

NRAs found the majority of DSOs have sufficient resources to fund the unbundling process. 

The CEER said the role and potential of DSOs should be better recognised and considered particularly as new technologies and 

market models come into play. It will continue to monitor unbundling and is planning to analyse DSO services for consumers. It is 

also considering other work in this area in the near future, particularly in respect of the future roles and responsibilities of DSOs.  

CEER 

ENTSO-E highlights progress of e-Highway 2050 project 

The European Network of Transmission System Operators for Electricity (ENTSO-E) said on 25 April that a European research 

consortium, supported by the European Commission, has launched the e-Highway2050 project. This has the aim of developing a 

long-term planning methodology for the expansion and conversion of the European electricity transmission grids. ENTSO-E issued a 

consultation on the study in May 2011 (ES281, p12, 23/05/11). The project now includes a total of 28 partners throughout Europe 

which are cooperating via nine different work packages with RTE, the French transmission system operator, responsible for the 

management of the consortium.  

Currently the Ten Year Network Development Plan drawn up by the ENTSO-E is the basis for the expansion of the European 

electricity grid, and the e-Highway2050 project will build on this as a basis for a longer-term plan. The project, which is due to last 

for 40 months, will propose a modular development for the pan-European transmission network from 2020 to 2050, which will be 

based on various future power system options including high renewable energy sources penetration, technology breakthroughs in 

transmission and innovative active demand-side management. It will also develop options for a complete pan-European grid 

architecture based on different scenarios, looking at benefits, costs and risks for each. 

ENTSO-E 

 

http://www.uregni.gov.uk/publications/update_on_our_overall_approach_for_the_price_controls_of_nis_gas_distributi
http://www.energy-regulators.eu/portal/page/portal/EER_HOME/EER_PUBLICATIONS/CEER_PAPERS/Cross-Sectoral/Tab/C12-UR-47-03_DSO-Unbundling_Status%20Review_Public.pdf
http://www.cornwallenergy.com/index.php?sID=1242755772718&sType=es&aID=11973
https://www.entsoe.eu/entso-e/news/announcements/newssingleview/article/planning-europes-future-electricity-highways/entso-e/news/announcements/newssingleview/article/planning-europes-future-electricity-highways/?tx_ttnews%5BbackPid%5D=28&cHash=3b30f4fe816840a570e5876ff32d965a
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Q113 month-ahead Brent crude oil 

 
Source: Cornwall Energy 
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Oil majors report solid first quarter 

The oil majors have released their Q1 results. 

On 30 April BP posted a first quarter profit of $4.2bn––slightly down from $4.7bn in Q112, but an increase on the 

$3.9bn profit seen in the final quarter of 2012. BP chief executive Bob Dudley described the performance as “a strong 

start to 2013”. The company announced it had completed the sale of its Russian subsidiary TNK-BP for a total of 

$27.5bn and a 19.75% stake in the Russian state-owned oil company Rosneft.  Oil production for the quarter, excluding 

Russia, was 4% higher than Q312, and 2% higher than the previous year. This increase was driven by high margin areas 

such as Angola and the North Sea. Daily output of oil and gas was around 2.33mn barrels of oil equivalent (boe). BP 

expects to start-up four new upstream projects in 2013 and make five final investment decisions.  

Exxon Mobil published its latest quarterly report on 25 April, confirming $9.5bn first quarter earnings, up 1% compared 

to Q112. On an oil equivalent basis, total production was down 3.5% compared to the previous year. Total liquids 

production was 2.1mn boe/day–– a 21,000barrel/day increase as field decline was offset by increased production from 

West Africa. Natural gas production was down 1.5% as a result of field decline, although the fall was lower than 

expected as a result of lower downtime and higher demand. During the quarter, Rosneft and Exxon Mobil agreed to 

extend their strategic cooperation agreement to include an additional 600,000 square kilometres in the Russian arctic, 

and undertake a study of a potential LNG project in the Russian Far East.  

Royal Dutch Shell’s first quarter results showed the company earned $7.9bn, a 4% increase compared to Q112. Oil and 

gas production was 3.6mn boe/day, a 2% increase on the same period last year. Royal Dutch Shell chief executive Peter 

Voser said the increase in Shell’s profitability came despite significant price volatility and a difficult security environment 

in Nigeria. Shell is developing 30 new projects and maturing a number of existing opportunities. In the UK the company 

completed the acquisition of an additional 5.9% interest in the offshore Schiehallion field, increasing its interest to 55%.  

Operating profit for the BG group fell 5% year-on-year to $2.1bn as a result of lower production volumes and increased 

operating costs. But the group saw a 3% increase in its LNG shipping and marketing profits, with first LNG from its 

Australian QCLNG project expected to flow in 

2014. In the UK the Elgin/Franklin field resumed 

operation following its closure in March 2012 

after a gas leak; however, it is not expected to 

reach pre-shut down production levels until 2015. 

The Everest East expansion project started in 

March, with two new sub-sea wells, which will 

provide an initial peak peak-production of 

10,000boe/day.  

The Total Group saw a 6% fall in income to 

$3.8bn in the first quarter of 2013. It attributed 

the result to a reduction in oil prices over the 

quarter. Oil and gas production was 2.3mn 

boe/day, a 2% fall year-on-year as a result of 

normal field decline and a 2.5% fall in gas 

production following the Elgin incident in the 

North Sea.  

Oil prices over the quarter ranged between $118.8/bl on 13 February and $107.2/bl on 22 March. The quarterly average 

price was $112.4/bl, 5% below the Q112 average of $118.1/bl.  

The oil companies have seen a stable quarter with most investing in new projects with the aim of 

ensuring future growth.  

BP  Exxon Mobil  Royal Dutch Shell  BG Group  Total 

http://www.bp.com/extendedgenericarticle.do?categoryId=2012968&contentId=7085477
http://ir.exxonmobil.com/phoenix.zhtml?c=115024&p=irol-EventDetails&EventId=4936410
http://www.shell.com/global/aboutshell/investor/financial-information/quarterlyresults/2013/1st-quarter-2013-unaudited-results.html
http://www.bg-group.com/InvestorRelations/Results/Documents/2013/BG-First-Quarter-Results-Presentation.pdf
http://www.total.com/MEDIAS/MEDIAS_INFOS/6283/EN/Total-2013-en-1Q-Results-260413-pr.pdf
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Foresight announces issue of largest UK solar bond 

Foresight has announced the issue of a £60mn solar bond, which has been used to refinance its existing portfolio of UK solar assets, 

located in Kent, Somerset and Wiltshire.  

The bond, which will be listed on the London Stock Exchange, is the largest solar bond issued to date in the UK, “further endorsing 

the low risk profile of operating solar power plants”. The company said regulatory changes in the banking sector had led to bond 

instruments becoming more attractive as a refinancing mechanism, while the index-linked revenue stream for UK solar assets 

offered institutional investors an attractive fixed income-like return, given the present low yields of index-linked treasury gilts.  

Investment manager Ricardo Pineiro said on 3 May the company planned to “deploy a further £250mn into new large-scale ground-

based solar projects in the UK over the next 12 months” and could offer greater value to developers and other owners of solar 

projects through its efficient capital structure.  

Foresight   

High Court challenge launched over Hinkley Point planning permission 

The National Trust for Ireland, An Taisce, has launched judicial review proceedings challenging the legality of energy and climate 

change secretary Ed Davey’s decision to grant permission to build and operate a nuclear power station at Hinkley Point C in 

Somerset. An Taisce has challenged the legal compliance of the decision with the Environmental Impact Assessment Directive, and the 

UK’s own regulations on trans-boundary impacts and consultation.  

Leigh Day solicitor Rosa Curling, who is representing An Taisce, said on 1 May: “The failure to consult or consider these trans-

boundary impacts renders the decision to grant permission for the nuclear power plant unlawful”. An Taisce will therefore be 

seeking to challenge the decision in the High Court “to give the Irish public a voice”.  

Spokesperson for An Taisce James Nix said the organisation seeks the “assistance of the UK courts in determining the correctness 

of the decision”, which is also important in the manner in which other decisions in the future are treated, including the nuclear plant 

proposed for Anglesey, “which is even closer to Ireland and in an area which is prone to earthquakes”.  

An Taisce 

GDF Suez Energy UK signs PPA for energy-from-waste facility 

GDF Suez Energy UK has signed a Power Purchase Agreement (PPA) with SITA UK for electricity produced from a 16MW energy-

from-waste facility. The agreement will allow the supplier to purchase the electricity and Levy Exemption Certificates produced by 

the facility for 15 years, beginning in 2016 when it is scheduled to begin commercial operation.  

The plant, which is situated in St Denis, Cornwall, will have a capacity of up to 240,000 tonnes per year, and it will achieve annual 

greenhouse gas emissions reductions of around 85,000 tonnes of CO2 equivalent.  

This agreement, confirmed on 8 May, is the second long-term PPA that GDF Suez Energy UK has signed with SITA UK. The first 

was for the 17.6MW energy-from-waste plant currently being built in the Billingham area of the north east, which is expected to 

come online in 2014.   

GDF Suez Energy UK 

Chinese solar panel duties to undermine UK market: STA 

The Solar Trade Association (STA) has said it is “very disappointed” by the European Commission’s reported decision to place 

provisional duties on Chinese imported solar panels of between 37% and 67%.  

The organisation said on 9 May that, in many instances, the minimum proposed level would take Chinese panels above the price of 

those from Europe and Korea. The duties would also increase the cost of non-Chinese solar panels, which would no longer need to 

compete on price with Chinese products.  

STA chief executive Paul Barwell said the announcement would particularly harm the large-scale ground mounted solar sector. 

While solar power had achieved “impressive” cost reductions in recent years, the duties would, he said, “throw the UK off course 

from its solar roadmap”. 

STA  

http://www.foresightgroup.eu/news/159/Foresight-announces-60-million-Solar-Bond.htm
http://www.antaisce.org/Press/AnTaisceRelatedNewsReleases/tabid/1024/articleType/ArticleView/articleId/280/An-Taisce-launches-High-court-challenge-in-London-over-UK-Nuclear-Power-Plant.aspx
http://www.gdfsuez-energy.co.uk/corporate/news/press-releases/
http://www.solar-trade.org.uk/news.cfm?id=176
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Northern Powergrid contemplates customer-led network revolution 

In the first of a series of features, Alison Forbes takes a closer look at one of the Low–carbon Network 

Fund projects. 

Achievement of government targets to cut carbon emissions by 34% by 2020 and 80% by 2050 from 1990 levels will 

largely depend on low-carbon technologies being adopted on a nationwide scale. At the consumer level, policies such as 

feed-in tariffs are already encouraging businesses and households to install small-scale power and heat generation and 

energy efficiency technologies. This is likely to increase with the introduction of the Renewable Heat Incentive and 

Green Deal finance. Although, for the most part, this is seen as a step in the right direction in terms of securing energy 

supplies, it is leading to a situation where the relationships between customers, energy suppliers and the infrastructure 

that delivers power are changing.  

The GB electricity network was not designed to cope with widespread deployment of small-scale electricity generation 

or households installing technologies with significant loads. With these technologies set to grow in popularity and solar 

panel sales remaining strong, it is vital that the electricity network can evolve to accommodate these additional strains. 

The current debate on security of supply has largely overlooked the role of smart grids and demand-side response in 

the GB energy system. But if customers are willing to be flexible with how and when they use electricity, it could offer a 

cost-effective solution in the drive to create a sustainable, low-carbon energy sector. 

Under Ofgem’s new RIIO price control model, network companies will be incentivised to deliver high levels of safety, 

reliability, customer satisfaction and stakeholder engagement, including providing a better service for connecting 

customers and identifying and assisting vulnerable customers and the fuel poor. But DNOs will also need to set out how 

they plan to accommodate uncertain, but increasing levels of low-carbon technologies within their networks at an 

efficient cost. Innovation will play a central role here. A key way the energy regulator has sought to increase innovation 

amongst DNOs has been through the Low-carbon Networks Fund (LCNF). Ofgem’s stated objective is that the fund, 

launched in 2010, will “kick-start the radical change that the electricity networks need to make the low-carbon energy 

sector a reality” through projects which “help all DNOs understand what they need to do to provide security of supply 

at value-for-money as Britain moves to a low-carbon economy”. Over recent weeks, we have seen some initial results 

from one of the largest of these projects: the Customer-Led Network Revolution (CLNR).  

Jim Cardwell, Northern Powergrid’s Head of Regulation and Strategy, said: “As a local network company, Northern 

Powergrid is playing an important role in supporting customers’ changing use of energy that is being driven by the 

transition to a low-carbon economy. The LCNF is assisting us to trial innovative affordable ways to increase the 

flexibility of our network and move the energy between homes and businesses while still maintaining high standards of 

reliability. Our future business plans are incorporating this learning to ensure that we move from running trials to 

changing standard business practices.   .” 

Led by Northern Powergrid and its partners British Gas, EA Technology and Durham University, the £54mn CLNR 

project has been part-funded through the LCNF (£27mn––the largest award made by Ofgem in its first competition for 

projects). The project involves the trialling of smart grid solutions on the electricity distribution network as well as trials 

involving smart-enabled homes. More than 12,000 residential, SME, industrial and commercial customers are taking part, 

including customers with low-carbon technologies to better understand current and future electricity consumption and 

generation. If the project speeds up the installation of low-carbon technologies by just one year, it could save the 

country around £8bn in energy costs and 43mn tonnes of CO2 emissions. It is hoped the project will provide guidance 

on how to meet the UK’s future energy needs via the deployment of smart grid technologies and help the industry 

ensure the UK’s networks are prepared for the introduction of low-carbon technologies.  

Learning Outcome One of the project defines a set of eight monitoring trials that measure domestic and small and 

medium enterprise and industrial and commercial electricity usage and generation profiles over an annual cycle. The 

trials profile groups of customers using smart meters, heat pumps, electric vehicle charging installations and solar 

photovoltaic (PV) panels as well as trials based around industrial and commercial distributed generation. 

Although the final results will be published in 2014, interim results have, as expected, found that for domestic 

consumers maximum demand typically occurs in the winter months, with the highest percentage of maximum demand 



 

19 Issue 376 13 May 2013  
 

Nutwood 

found in December. Minimum demand was shown to occur in the period May to September, with the highest 

percentage of minimum demands occurring in July. But the real interest came from the detailed shape of the load 

profiles. For example, weekend and weekday profiles displayed different demand characteristics: increased demand at 

the weekend lunchtime period can be likely attributed to greater occupancy against the weekday period. The morning 

peak has reduced in recent years, which could be attributed to working hours becoming more flexible in recent times. 

In the business sector, industrial customers showed the most pronounced variation in power consumption, with a 

roughly constant peak demand during the daytime period and minimal consumption outside of these hours. While load 

and generation profiles are of interest in themselves, there is also a specific requirement within the CLNR project to 

evaluate how load and generation types should be considered in distribution network design.  

In support of Learning Outcome Two, which is concerned with customer flexibility, customers’ premises were fitted with 

smart meters and in-home displays installed, with some having access to a range of innovative tariffs, including: 

 time-of-use (ToU) tariffs––to provide an incentive to attract people to use their domestic appliances at a different 

time of the day. Some SME customers are also taking part in the ToU trials; 

 restricted hours––appliances within the home such as a washing machine may be disabled using a remote smart 

device. But householders can override this; and 

 direct control tariff––appliances may be directly controlled using smart signals up to 15 times per year, typically 

between peak electricity use times.  

This part of the project aims to increase understanding of the degree to which customers accept propositions for 

flexibility and understanding the degree to which customers who have accepted a proposition for flexibility then 

respond. The programme involved surveying around 1,000 customers and conducting interviews with a further 200+ to 

assess how willing consumers would be to change their behaviour, based on the options offered. For a group of 

approximately 250 customers with solar PV installations, the concept of within-premises balancing is tested, where the 

customers’ hot-water heating and storage systems may be powered by electricity generated on the premises. Work will 

also take place with a small number (approximately five industrial and commercial, and ten large distributed generators) 

to test the concepts of responsive load and responsive generation on a larger scale.  

The preliminary findings suggested that shifting electricity loads to align better with renewable energy production could 

play a part in the management of local electricity networks. Although the research is still preliminary, it revealed 

domestic customers are ready to embrace pricing models and technologies that could benefit the development of a low-

carbon energy mix, if they stand to benefit from lower charges. The analysis compared half-hourly consumption for ToU 

customers with the equivalent period for the previous year and found an overall reduction in consumption of around 3% 

and consumption falling by 14.3% during the peak price period, suggesting evidence of behavioural change. The greatest 

savings were made by those with very high and very low consumption who reduced their bills by 5% on average. 

Communications manager for the CLNR project Dr Liz Sidebotham said the findings show that “customers are willing 

to take ownership of their electricity consumption in return for lower bills.” She added: “Through these trials we have 

seen early signs that customers are happy to change their usual daily routines […] This is hugely important because 

achieving a degree of customer flexibility in significant numbers is a win-win-win situation, offering customers a way to 

save money, helping to accommodate the anticipated mass adoption of low carbon technologies, and reducing demand 

at peak times.”. 

The CLNR program will continue to study consumption patterns and customer flexibility and trial new smart grid 

technology throughout 2013-14. Later this year, more results will be published that provide further insight into flexibility 

and the effect of various interventions. Learning Outcome Three will involve trialling the integration of primary and 

secondary enhanced automatic voltage control, real-time thermal rating and energy storage systems.  

Sidebotham said: “We’re entering an exciting stage of the project now […] A lot of work has gone into making sure our 

project is truly customer-led and we have on-going trials with more than 12,000 customers, putting consumers firmly at 

the heart of our work to make electricity networks fit for the future. The combined expertise of all of the project 

partners means we can deliver the findings from these trials with a unique socio-technical approach, offering genuinely 

meaningful, consumer-focused insight for the entire industry.” 
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Gas 

Despite an increase in oil prices, most gas 

contracts dropped slightly last week as a result 

of a 16% fall in gas demand.  

Day-ahead gas prices fell 0.2% to 63.9p/th. The 

day-ahead contract is now 11% higher than the 

average figure for May 2012.  

Monthly contracts were up 0.4% on average. 

The month-ahead gas contract decreased 0.5% 

to 63.6p/th and July gas fell 0.8% to 63.8p/th.  

Seasonal gas contracts took direction from the 

short-term prices. Winter 13 gas dropped 0.5% 

to 70.4p/th.  

The marker annual October 2013 contract fell 

0.3% to 66.9p/th. The contract is now 4.4% 

above the average for May 2012.   

 

 

Electricity 

Most power prices slipped following the fall in 

the gas market last week. However, rising 

carbon prices limited the falls.  

Lower nuclear availability pushed day-ahead 

power upwards. The contract rose 2.9% to 

£46.2/MWh and is now 6% higher than the 

average in May 2012.  

Monthly power contracts fell on the back of gas 

prices. June power dropped 0.9% to 

£47.3/MWh and July was down 0.9% to 

£47.8/MWh.  

Seasonal power prices saw little movement as 

gas prices fell but carbon prices rose. Winter 

13 power slipped 0.2% to £53.6/MWh.  

The marker annual October 2013 power 

contract is now 1% lower than the same time 

last year after falling 0.2% to an eight-month 

low of £51.3/MWh.  

 

 

Oil, coal and carbon 

Month-ahead Brent crude was up 1.9% to a 

weekly average of $104.1/bl on concerns about 

continuing tensions in the Middle East.   

The annual API coal contract was down 0.4% to 

a weekly average of $92.4/t.  

Carbon prices climbed 13.1% to an average of 

€3.6/t after EU ministers pledged to support 

higher carbon prices.   
 


