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Summary 

High energy prices affect both individual consumers, and the competitiveness of the UK 
economy as a whole. We decided to conduct an inquiry after the majority of the ‘Big 6’ 
energy companies raised their prices in early 2008. We announced our inquiry on 
5 February; on 21 February Ofgem announced that it too would conduct a probe into the 
energy markets. We have accordingly shaped our inquiry to ensure that it can feed into 
Ofgem’s work, for which a preliminary report is expected by the end of September 2008. 
We intend to look closely at Ofgem’s findings when they are available. 

We emphasise that our concern is to maintain a public policy environment in which UK 
energy prices for both domestic and commercial users are as low as possible, but also one 
in which the other crucial objectives of energy policy—environmental sustainability and 
security of supply—are delivered. We are aware of the urgent need to bring forward 
investment in new electricity generating capacity, transmission systems and gas storage. 
We are also aware that movements on world markets will directly affect energy prices in 
the UK. Nonetheless, while domestic policy cannot keep prices low when they are high 
elsewhere, and it would be short-sighted to impose a regulatory regime which kept prices 
low in the short term, but gave no incentives for investment in future capacity, we have 
concerns that the UK’s energy markets are not functioning as efficiently as they should, 
and that UK prices may be higher than those in competitor countries. 

We are concerned that Ofgem’s terms of reference suggest it may pay relatively little 
attention to the wholesale markets, and, in particular, the wholesale gas market. Our 
overall conclusion on the functioning of both the gas and electricity wholesale markets is 
that there are significant questions that need to be addressed in the interests of both retail 
and business consumers. The price of gas determines the wholesale price of electricity, 
because gas-fired power accounts for around a third of the UK’s generating capacity, and 
tends to provide the marginal source of generation to the market. We consider that the 
competitiveness of the wholesale gas market affects the competitiveness of the UK’s energy 
markets as a whole, and deserves particular scrutiny.   

We have also identified important issues that need to be addressed in the retail market 
itself. We have, however, recommended consideration of the merits of referring only two 
aspects of the markets to the Competition Commission at this stage (the forward gas 
market and the supply of electricity to the SME sector), and then only if Ofgem is unable to 
take sufficiently robust steps itself. We note, however, that no witness has brought forward 
evidence of active collusion in the wholesale or retail markets. It is clear, though, that in a 
retail market dominated by six major players, it is easy for those players to make informed 
judgements about the behaviour of their competitors. This alone can distort competition. 
The regulator therefore needs to remain very watchful.  

We believe that there are very real problems that need to be addressed. This can best be 
done through improving market design, taking specific regulatory steps, and by continuing 
to work for liberalisation of European markets. Such an approach is more likely to bring 
real and lasting benefits to consumers. It is also less likely to inhibit the investment the UK 
needs so urgently if we are to “keep the lights on” as we lose a large proportion of our 
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generating capacity around the middle of the next decade. It will, however, need Ofgem to 
demonstrate a rather greater sense of urgency than has been apparent so far.  

Other things being equal, high fuel prices will inevitably lead to an increase in fuel poverty, 
that is in the number of households who spend more than 10% of their income on energy 
costs. We believe that the time is right for a root and branch review of government policy 
on fuel poverty. Energy suppliers’ existing social assistance initiatives (which go well 
beyond specific tariffs) do not reach the vast majority of the fuel-poor. They also vary 
widely, confusing consumers and providing inconsistent coverage. Irrespective of its 
broader conclusions on the role of such tariffs, we believe the Government should define 
the criteria for both the prices charged by suppliers under the banner of social tariffs, and 
for identifying those customers that qualify for them. 

Energy prices are likely to remain high, and the Government will have difficulty in 
increasing incomes rapidly enough to eradicate fuel poverty. If the Government remains 
committed to eradicating fuel poverty while reducing carbon emissions, it cannot rely on 
ongoing subsidy of fuel bills. This means that in the future, Government and industry 
efforts need to focus on improving the housing stock of the fuel-poor, as the most cost-
effective means of reducing both their energy bills and their carbon emissions. We regret 
that funding for Warm Front, which provides support for housing improvements, has been 
cut, and hope it will shortly be increased. A great many households face a difficult winter; it 
is imperative that the Government reviews its approach to fuel poverty and does so 
urgently. 
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1 Introduction 
1. The Business and Enterprise Committee announced its inquiry into the UK’s energy 
markets on 5 February 2008 amidst mounting public concern over gas and electricity 
prices. Four of the so-called ‘Big 6’—Npower, Centrica, EDF Energy and Scottish Power—
had, in the space of a few weeks, announced price increases for their domestic customers of 
between 8% and 15% for electricity, and 13% and 17% for gas. E.ON UK followed shortly 
after. Only Scottish and Southern Energy (SSE) held off from raising its prices during the 
winter, though it eventually did so on 1 April. All the companies cited rising input costs, 
particularly for gas, as the primary cause of their price increases. Wholesale gas prices have 
continued to rise throughout 2008. In evidence to us the ‘Big 6’ energy companies 
suggested this was likely to lead to further price increases for households in the future.1 
Recent reports suggest domestic prices could rise further by as much as 40%.2 Domestic 
customers are not the only ones suffering from rising prices. Since early 2007, industrial 
consumers have also been experiencing rapidly increasing energy costs, as a result of a 
doubling in the wholesale gas price. The evidence we have heard during this inquiry can 
lead to only one conclusion—that whatever short-term fluctuations occur, and 
whatever regulatory action is taken in the UK to improve the functioning of the energy 
markets, as the Minister of State for Energy, Malcolm Wicks, recently stated: “the era of 
cheap energy is surely over”.3 

2. The Energy Intensive Users’ Group (EIUG) told us that in Spring 2008 year-ahead UK 
gas prices had risen to 5% above levels in Europe, while those for electricity were around 
30% higher than in France and Germany.4 INEOS ChlorVinyls told us it saw “a major 
problem of competitiveness emerging”.5 Last time gas prices rose so significantly, in winter 
2004/05, many large-scale energy users in the UK went out of business, particularly in the 
glass and paper manufacturing sectors.6 There is a severe danger the same will happen 
again in 2008. 

3. The aim of our inquiry was to look at all aspects of the energy supply chain, from 
upstream gas production to domestic supply, to assess whether the markets were operating 
competitively and in the best interests of both domestic and industrial consumers. We also 
wanted to consider the impact of rising prices on the fuel poor (those who spend more 
than 10% of their incomes on heating and electricity), and the likelihood of the 
Government fulfilling its pledge to eradicate fuel poverty for vulnerable households by 
2010. We emphasise that our concern is to maintain a public policy environment in which 
UK energy prices to domestic, commercial and industrial users are as low as possible, but 
also one in which the other crucial objectives of energy policy—environmental 
sustainability and security of supply—are delivered. Specifically, we are aware of the urgent 

 
1 Qq 744 (Centrica), 746 (Scottish and Southern Energy) and 829 (E.ON UK) 

2 BBC News Online, Energy bills could go up 40%, 18 June 2008 

3 Speech by Malcolm Wicks, 14 June 2008 

4 Ev 249, para 8 (Energy Intensive Users' Group) 

5 Q 283 (Chemical Industries Association/INEOS ChlorVinyls) 

6 Q 286 (Energy Intensive Users' Group) 
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need to bring forward investment in new electricity generating capacity, transmission 
systems and gas storage. Our inquiry has not looked at concerns relating to the standard of 
service customers receive from their energy suppliers. However, we received a considerable 
amount of correspondence on this issue, and we note that Trading Standards services 
across the country deal with administrative mistakes made by energy companies.7 We trust 
that Energywatch and Ofgem will continue to monitor firms’ performance in this area.  

Ofgem’s inquiry 

4. On 21 February Ofgem launched its own inquiry, looking specifically at the energy 
supply markets for households and small businesses. We were surprised by this 
announcement, given that it came little more than five weeks after Ofgem’s Chief 
Executive, Alistair Buchanan, had met the Chancellor of the Exchequer, and stated that 
“Britain’s competitive market in energy is working”.8  

5. Mr Buchanan told us Ofgem’s inquiry was a response not only to public concern over 
energy prices, but also to the apparent synchronisation of the energy companies’ price 
increases earlier this year, both in terms of timing and magnitude.9 Ofgem is conducting its 
inquiry using powers under the Enterprise Act, which gives it access to detailed company 
information that is not usually publicly available. It intends to publish its initial findings in 
September 2008. The probe was greeted with some scepticism by our witnesses. Allan 
Asher, Chief Executive of Energywatch, told us: “I do not think a ‘quickie’ by Ofgem while 
people are doing their day jobs is going to get very far”.10  

6. Wholesale gas prices have increased throughout 2008. As a result, we expect gas and 
electricity bills for domestic consumers to rise significantly in the near future, over and 
above the increases already announced this year, with serious consequences for millions 
of households, and especially the fuel poor. Industrial consumers now face prices above 
European levels. If these price differentials are sustained, they will affect the 
competitiveness of the UK economy, and put many thousands of jobs in manufacturing 
at risk. 

7. We welcome Ofgem’s inquiry into the energy markets. Our written and oral evidence 
has highlighted serious problems in the functioning of a number of aspects of the 
markets for gas and electricity. We are particularly concerned by the perception that 
Ofgem has already predicted the outcome of its inquiry, by stating at the outset that it 
has seen “no clear evidence that the market is failing”.11 We hope this perception is 
proven wrong, and intend to scrutinise the regulator’s findings thoroughly.  

8.  Once Ofgem announced its probe, we decided to conduct our inquiry quickly to feed 
into and inform its work. Accordingly, at this stage we have not concluded whether the 
problems with the energy markets we have identified can best be tackled through direct 

 
7  Ev 509 (Trading Standards Institute) 

8 Ofgem Press Release, Market is sound—Ofgem assures Chancellor, 16 January 2008 

9 Q 535 (Ofgem) 

10 Q 272 (Energywatch) 

11 Ofgem Press Release, Op. Cit.; Ev 537 (University of Greenwich) and Ev 386 (GMB) 
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action by Ofgem, or through further investigation by the Competition Commission 
itself. Considering this in depth would have extended the length of our inquiry and so 
prevented its conclusion before that of the regulator. We received a significant amount 
of contradictory evidence, particularly in relation to the functioning of the wholesale 
markets for both gas and electricity, which was a cause of deep concern to the 
Committee, and emphasises the magnitude and importance of Ofgem’s task. We will 
examine their analysis when it is available and we will look with particular care at their 
recommendations for further action.  

9. We appreciate that Ofgem will have some difficult decisions to make. In doing so, it 
must take account of the Government’s overarching priorities for energy policy as set 
out in its 2007 Energy White Paper, which are to cut carbon emissions and maintain 
security of supply.12 The market structure must deliver these, while also providing 
competitive prices for consumers. In addition, Ofgem will need to weigh two factors 
carefully—the effect regulatory uncertainty may have on firms’ investment decisions at 
a time of general consensus that such decisions are needed urgently if electricity 
supplies are to remain reliable and adequate beyond the middle of the next decade; and 
the desirability of a thorough investigation into the market that might improve its 
long-term competitiveness.  

10. We received a large volume of written evidence, for which we are grateful. We also took 
oral evidence from the consumer watchdog, Energywatch; representatives of industrial 
consumers—the Energy Intensive Users’ Group, the Major Energy Users’ Council and the 
Chemical Industries Association; the large independent electricity generators—British 
Energy, Drax Power, and International Power; the regulator—Ofgem; oil and gas 
producers—BP, Shell and ExxonMobil; small energy retailers—Welsh Power, BizzEnergy 
and Electricity4Business; the ‘Big 6’ energy companies—Centrica, EDF Energy, E.ON UK, 
Npower, Scottish and Southern Energy, and Scottish Power; and finally the European 
Commission. Oral evidence from the Minister for Energy, Malcolm Wicks MP, in January 
2008, has also informed our conclusions. We would like to express our thanks to all those 
who contributed to our evidence-gathering. 

 
12 HM Government, Meeting the energy challenge, March 2007 
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2 The wholesale gas market 
11. Gas-fired power accounts for around a third of the UK’s generating capacity, and tends 
to provide the marginal source of generation to the market. This means that the wholesale 
gas price determines the wholesale price of electricity, and is the most important 
contributing factor to UK energy costs. In other words, the competitiveness of the 
wholesale gas market affects the competitiveness of the UK’s energy markets as a whole.  

Recent prices 

12. Natural gas is bought and sold in the UK by a number of means—on the spot market, 
through forward and futures trading, and under off-market contracts. Accordingly, there 
are a variety of ways in which it is possible to analyse movements in prices. Figure 1 below 
charts the UK Natural Gas Index, produced by ICE Futures Europe. It shows that the 
wholesale gas price on the futures market has risen markedly since Spring 2007, from a 
trough of less than 20 pence per therm (p/th) to more than 60p/th in recent months. The 
daily spot price of gas, which balances real-time supply and demand, has followed a similar 
trend with huge levels of intra-day volatility as a result of unpredictability in the flow of gas 
to the UK.13  

Figure 1: UK Natural Gas Price Index 
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13. At their present level, wholesale gas prices are significantly higher than supply costs, 
which may be as low as 15p/th (+/- 30%).14 In the following sections we consider the 
factors contributing to current price levels in the UK. These include both market 
fundamentals affecting supply and demand, and factors that are distorting the functioning 
of the market. 

 
13 Ev 183, para 2.4 (Centrica) 

14 Ev 559 (Dominic Whittome) 
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The UK gas market 

14. Gas trading in the UK takes place via the National Balancing Point (NBP), which 
provides a virtual trading location for buying and selling into and out of the UK 
transmission system. Ofgem told us that the UK’s wholesale gas market has become the 
most mature and liquid energy market in Europe since its liberalisation in the 1990s.15 
Liquidity refers to the ease with which an asset can be converted into cash, without a price 
discount. On average, a unit of gas is traded 11 times via the NBP before delivery, with over 
11,000 TWh of gas traded in 2007/08.16 Figure 2 below, shows how GB gas trading volumes 
compare with those in Europe. 

Figure 2: GB and European annual gas trading volumes (over-the-counter17) 
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15. We received contradictory figures for exactly what proportion of gas delivered to the 
UK is openly traded via the NBP, as opposed to through off-market long-term contracts. 
Energywatch stated that only 30% of UK gas is traded, whereas Ofgem told us the figure 
was closer to 60-70%—up from 20% in 2000.18 Shell told us it trades 20-25% of its gas 
supply to the UK; another 40% is delivered via NBP-linked one or two-year contracts; and 
the remaining 35-40% is through ‘old-style’ longer-term contracts, such as field depletion 
contracts.19 We are troubled by the apparent discrepancy between the figures cited by 
our various witnesses on the extent to which gas is delivered to the UK via off-market 
contracts, as opposed to the visible market. The absence of consensus on such a basic 
characteristic of the market makes it difficult to reach secure public policy conclusions 
about desirable interventions.   

16. Whatever the actual proportion of gas delivered to the UK traded via the NBP, it is 
clear that the bulk of trading is focused on the spot market, i.e. close to the time of delivery 

 
15 Ev 459, para 91 (Ofgem) 

16 Ev 464, para 7 (Ofgem) 

17 Over-the-counter assets are not traded in a formal exchange. Rather, brokers negotiate directly with each other. 

18 Ev 274, para 38 (Energywatch) and Ev 464, para 7 (Ofgem) 

19 Q 656 (Shell) 
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of the product.20 A number of witnesses noted the lack of participants in the forward 
market, for example for gas contracts a year ahead of delivery. Energywatch told us poor 
liquidity results in a lack of confidence in reported prices, and in gas producers and 
suppliers attaching high risk premiums to forward contracts.21 The Chemical Industries 
Association told us: “Forward contracts are either unavailable or have such a large risk 
premium that chemical industry users cannot afford to buy/use gas at that price, and of 
necessity rely largely on spot-linked contracts”.22 This exposes industrial consumers to 
volatility on the spot market. Ofgem noted that the focus on spot trading for gas is not 
unusual, as the market for crude oil exhibits a similar pattern.23 However, Energywatch told 
us that forward gas trading has been systematically choked off by the large gas producers 
over the last six years as consolidation has taken place within the industry.24 Our 
predecessor Committee highlighted the lack of liquidity in the forward market in its 2005 
Report on security of gas supplies.25 This lack of liquidity is particularly significant since the 
Major Energy Users’ Council told us prices on the forward market are used by suppliers to 
determine their contract offers to industrial consumers, despite those prices being based on 
low traded volumes.26 This is an issue that also affects other large-scale consumers, 
including the public sector. For example, the NHS Purchasing and Supply Agency noted 
that there is “no effective longer-term market” for gas.27  

17. While the UK has one of the most liquid spot markets for gas in the world, 
industrial consumers and Energywatch have significant concerns about the lack of 
liquidity in the forward gas market—an issue our predecessor Committee raised in 
2005. Given the apparent impact on the prices major users pay in comparison to their 
competitors on the Continent, we recommend that Ofgem investigates urgently why 
gas producers seem unwilling to trade in the forward market. This investigation should 
include the wider market effects of both the lack of price transparency for forward 
contracts and the risk premiums attached to them. If Ofgem is unable to reach firm 
conclusions or suggest appropriate remedies, it should consider a referral of this aspect 
of the wholesale gas market to the Competition Commission. 

Increasing gas dependency 

18. The UK is becoming increasingly dependent on imported gas as its North Sea reserves 
are gradually depleted. Whereas in 2003/04 imported gas accounted for just 2% of UK 
demand, in 2008/09 it is expected to contribute almost 40%.28 By 2018, 80% of the UK’s gas 

 
20 Ev 274, para 38 and Ev 337 (Energywatch), Ev 451, para 62 (Ofgem) and Ev 184, para 2.9 (Centrica) 

21 Ev 337 (Energywatch)  

22 Ev 197, para 7 (Chemical Industries Association) 

23 Ev 465, para 14 (Ofgem) 

24 Ev 337 (Energywatch) and Ev 559 (Dominic Whittome) 

25 House of Commons Trade and Industry Committee, First Report of Session 2005-06, Security of gas supply, HC 632, 
December 2005 

26 Ev 408 (Major Energy Users’ Council) 

27  Ev 429 (NHS Purchasing and Supply Agency) 

28 Ev 167, para 5 (BP) 
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needs will be met by imports.29 In recent years additional infrastructure has come into 
operation to allow greater gas imports into the UK. These include: 

• Interconnector UK (IUK), completed in 1998, connecting Bacton in the UK to 
Zeebrugge in Belgium; 

• Bacton-Balgzand Line (BBL), completed in 2006, connecting the UK to the 
Netherlands; 

• Vesterled and Tampen Link pipelines, connecting Norwegian gas fields to the UK at St 
Fergus in Scotland; 

• Langeled pipeline, completed in 2006, providing further import capacity from Norway; 

• Isle of Grain liquefied natural gas (LNG) import terminal in Kent, converted from a 
storage facility in 2005; and 

• Teeside LNG import facility, which allows supply of LNG direct from ships. 

In the next few years additional LNG import capacity will be available at the Isle of Grain 
and Milford Haven in Wales. Ofgem told us that next year the UK will have 180 billion 
cubic metres (bcm) of potential annual supply, against potential demand of around 
100 bcm.30  

19. The implication of the UK’s growing gas import dependency is that it must 
increasingly compete in European and global markets. This means the UK gas price is 
influenced by changes in supply and demand in other countries. Also, where market 
distortions exist in other countries, such as the oil-gas price link in Europe, which we 
discuss later, this too will affect the UK gas price. The existence of import capacity does 
not necessarily guarantee the flow of gas to the UK. Rather, this is determined by 
market attractiveness and willingness to pay.31 BP told us “greater reliance on imports of 
gas is bound to necessitate higher consumer prices, despite the various infrastructure 
enhancements coming on stream”.32 

Market concentration 

20. One way of assessing the competitiveness of the wholesale gas market is by looking at 
the level of market concentration, as the more concentrated a market is, the weaker 
competitive influences are likely to be. This can be measured using the Herfindahl-
Hirschman Index (HHI), which ranges from close to zero (perfect competition) to 10,000 
(a one firm monopoly).33 As a rough indicator, a moderately concentrated market would 
have a score of above 1,000, and a highly concentrated market would have an HHI of over 

 
29 Ev 147, para 28 (BERR) 

30 Q 541 (Ofgem) 

31 Ev 197, para 5 (Chemical Industries Association) and Ev 505 (Shell) 

32 Ev 169, para 16 (BP) 

33 The HHI is calculated by squaring the market share of each firm competing in the market, and summing the 
resulting numbers. 
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1,800. Ofgem provided us with its estimates of the HHI for different parts of the wholesale 
gas market, shown in Table 1 below.34 

Table 1: Estimated market concentration by supply source 

Supply source Estimated HHI 

UK Continental Shelf (UKCS) 704 

Norway 2,023 

Storage 708 

Interconnector UK (IUK) 1,164 

Bacton-Balgzand Line (BBL) 4,400 

LNG 3,342 

Overall wholesale gas market 430 

Source: Ofgem analysis35 

21. Table 1 shows that the overall level of market concentration is relatively low, which fits 
with Ofgem’s estimate that around 120 firms are currently active in supplying gas to the 
GB National Transmission System. However, there are relatively few market participants 
for certain sources of supply, such as Norway, BBL and LNG imports, which means 
concentration levels in particular areas are high. This may be a concern at times when these 
sources provide the marginal capacity, and hence set the market price. However, Ofgem 
made the following points: 

• There are few days during which these sources are the marginal source supplying 
peak demand; 

• The supply market overall has relatively low concentration; 

• Total supply is in excess of peak demand; and 

• Each source usually has some additional margin which they can supply to the 
market. 

22. Whilst the overall level of gas market concentration is relatively low, current figures 
provide only a snapshot of a rapidly evolving market. Market concentration in the 
supply sources on which the UK will become more dependent in the next few years are 
much higher than that for the UK Continental Shelf. Ofgem must monitor this 
situation closely, particularly if the marginal source of supply to meet UK demand 
increasingly comes from these highly concentrated markets.  

23. Ofgem states that in examining the competitiveness of the gas supply market it is 
worth noting that “at certain price levels a demand side response occurs” and that this 

 
34 Ev 447, para 44-46 (Ofgem) 

35 Because of the way the HHI is calculated (see footnote 33) measures for certain parts of the market can be 
particularly concentrated, while the overall market figure remains relatively low. 
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can “act as an additional brake on potential market power”.36 The regulator should 
remember that this brake has a very real social and economic cost. We cannot form 
public policy in a world of energy shortages and sharply rising prices on the complacent 
assumption of a “demand side response”. The gas price spikes of winter 2005/06 were 
cited as a key factor by the industrial energy user groups in the loss of around 100,000 
manufacturing jobs in the months that followed.37 

LNG import capacity 

24. Whilst LNG imports provided less than 5% of the UK’s gas supply in 2007/08, this is 
expected to rise to 35% in the next 10 years as new import infrastructure comes into use.38 
LNG is likely to play an increasingly important role as a marginal fuel source, particularly 
during the winter months.39 In order to attract LNG cargoes to the UK, prices here will 
have to be competitive in the global market. Currently the UK’s main LNG import facility 
is at the Isle of Grain. Since February 2006, BP and Sonatrach, which each have contractual 
first rights to half the delivery slots at the terminal, have used 63 out of 127 available slots 
for LNG importation. None of the remaining slots have been taken up by third parties.40 
This was a particular concern for INEOS ChlorVinyls and the Energy Intensive Users’ 
Group (EIUG), which noted that the terminal has seen almost no use in 2008.41 In evidence 
to us, BP confirmed that it had used only one of 13 available slots this year.42 The main 
reason for the lack of use of the Isle of Grain terminal seems to be that other countries have 
been prepared to pay more than the UK for LNG cargoes. In particular, for different 
reasons, Japan, South Korea, China, India, Turkey and Spain have all increased their 
demand for LNG this year.43  

25. However, the large industrial energy consumers raised their concern that the so-called 
‘use it or lose it’ access arrangements for the Isle of Grain do not provide sufficient time for 
third parties to take advantage of available slots.44 Ofgem told us it had not been made 
aware of this issue, despite consulting on the operation of the access arrangements last year. 
Moreover, it noted that the UK’s other main import facility at Teesside, owned by 
Excelerate Energy has not taken any deliveries recently either.45 The EIUG said it believed 
Ofgem was aware of concerns over the Isle of Grain facility.46 Yet Ofgem’s Chief Executive 
mistakenly told us there was no evidence that the facility was not being used.47 Although 
we welcome the subsequent corrections, we are concerned that Ofgem did not appear to be 

 
36 Ev 449, para 52 (Ofgem) 

37 Q 286 (Energy Intensive Users’ Group) 

38 National Grid 

39 Q 291 (Major Energy Users’ Council) 

40 Ev 468, para 26 (Ofgem) 

41 Ev 399, para 3.5.1 (INEOS ChlorVinyls) and Ev 250, para 13 (Energy Intensive Users’ Group) 

42 Q 628 (BP) 

43 Q 546 (Ofgem), Ev 371, para 5.3 (E.ON UK) and Ev 169, para 18 (BP) 

44 Q 292 (Energy Intensive Users’ Group) 

45 Ev 469, para 29-30 (Ofgem) 

46 Ev 250, para 14 (Energy Intensive Users’ Group) 

47 Q 543 (Ofgem) 
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fully aware either of the concerns about LNG import facilities or the extent to which they 
are being used.48 The possibility of regulatory and contractual obstacles preventing the full 
use of the Isle of Grain facility is very real. For example, LNG supply to the terminal 
appears to be hampered at present by both the existence of preferred supplier agreements 
and the inadequate notice period for available slots.49 Whilst investors in LNG import 
capacity need to retain the right to use it, in the current tight market conditions any 
obstacles to third parties cannot be allowed to go unchallenged. 

26. The Isle of Grain LNG import terminal has seen little use this year. It is possible the 
regulatory framework for the use of the facility is part of the reason why LNG cargoes 
are not coming to the UK. Ofgem should investigate the situation with a view to 
making any necessary changes. Moreover, if international price competition can so 
easily drive cargoes elsewhere there must be doubt about the extent to which new 
capacity, such as Milford Haven, will provide the anticipated benefits in terms of 
security of supply for winter 2008/09. Ofgem and the Department should explore the 
possibility of such diversion of supplies to inform other aspects of energy policy, 
specifically in relation to gas storage. 

Gas storage 

27. The UK has much lower levels of gas storage capacity than other European gas-
consuming countries. The Chemical Industries Association told us that whereas the UK 
has 13 days of storage, Germany has 99 days and France has 122 days.50 The stark 
difference reflects the fact that until recently the UK has not needed significant storage 
levels because of the availability of gas from the North Sea. In contrast, many countries on 
the Continent have traditionally been much more import dependent for their gas supplies. 
As the UK becomes increasingly dependent on imports, the lack of storage facilities creates 
greater volatility in wholesale prices because supply must be balanced through imports 
rather than drawing down reserves.  

28. Ofgem told us new investment is taking place that will potentially double the UK’s 
storage capacity, and that there are strong incentives for companies to enter the market.51 
Other witnesses told us that the commercial incentives (price differentials between summer 
and winter prices) had only recently become sufficient to justify major investment.52 
However, the planning system remains a major barrier.53 A recent example is the second 
refusal of planning consent for the proposed gas storage facility at Fleetwood in Lancashire, 
which would have added four days to the UK’s existing storage capacity. We hope that the 
provision for National Policy Statements in the new Planning Bill, currently proceeding 
through Parliament, will significantly reduce the hurdle posed by the planning system in 
delivering new gas storage. 

 
48 Ev 468, para 26 (Ofgem) 

49 Ev 393, para 3c (Growhow UK Ltd) 

50 Q 291 (Chemical Industries Association) 

51 Ev 452, para 68 and Ev 468, para 20 (Ofgem)  

52 Q 663 (BP) 

53 Qq 298 (Chemical Industries Association) and 541 (Ofgem) 
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29.   The Government has not responded quickly enough to the UK’s increasing, and 
entirely predictable, gas import dependency by encouraging investment in storage. 
This is an issue our predecessor Committee raised in its 2002 and 2005 Reports on 
security of supply and fuel prices.54 Significant additional storage, beyond that currently 
planned, is needed to reduce volatility in the wholesale gas price, which is otherwise 
likely to increase as the UK becomes increasingly dependent on gas imports. It is now 
an issue of national importance and should be a high priority in domestic energy 
policy. 

European-UK gas price link 

30. BP told us that before the opening of the Interconnector, during the mid-1990s the UK 
had very low gas prices and with the “development of a very competitive market”, 
exhibited gas-on-gas competition.55 However, since the opening of pipelines connecting 
the UK to the European gas market, Continental gas prices have had a much greater 
influence on UK prices. Figure 3 below charts the relationship between European and UK 
gas prices in recent years.  

Figure 3: Relationship between UK gas and Continental oil-linked gas prices 
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31. Figure 3 shows that as the UK has become more dependent on gas imports, the 
European price of gas has tended to set the floor for UK prices during the summer, because 
higher European summer prices have led to UK suppliers selling surplus production into 
the Continental market, thus equalising prices. What is most striking in Figure 3 is the way 
in which UK prices have spiked significantly above European levels during recent winters. 
The data provided by BP only runs until Autumn 2006, but Figure 4, below, provided by 
INEOS ChlorVinyls shows a similar trend for forward prices. 

 

 
54 House of Commons Trade and Industry Committee, Second Report of 2001-02 Session, Security of Energy Supply, 

HC 364, February 2002, and Twelfth Report of Session 2004-05, Fuel Prices, HC 279, June 2005 

55 Q 622 (BP) 
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Figure 4: Wholesale forward gas prices 
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Source: INEOS ChlorVinyls 

32. This pattern was highlighted by a number of our witnesses.56 The Minister for Energy, 
Malcolm Wicks told us his concern was that “two winters ago when things were relatively 
tight […] and when spot gas prices here were extraordinarily high, the gas should have 
been gushing towards us through the Interconnector and it was not. That is the thing that 
concerns me and I think there is still an issue”.57 The European Commission told us there 
may be several reasons why gas producers on the Continent are not able to take advantage 
of arbitrage opportunities during the winter months by selling more into the UK. These 
include potential infrastructure bottlenecks, and legal restrictions: for example, suppliers in 
France are required to hold gas in storage for a one-in-50 winter.58 Centrica summed up 
the situation as follows: 

“Until there is a well-functioning competitive wholesale gas market in North West 
Europe, players on the continent will use the UK as a gas supplier of last resort at 
short notice, but may not be able or willing to provide the reciprocal service to the 
UK in response to price signals. In this way the UK suffers from being the gas bank 
for North West Europe”.59 

33. The fact that it is not possible to predict whether gas will flow into the UK in response 
to price signals reflects the lack of information about gas movements in EU and Norwegian 
markets, and levels of gas held in storage. This is in sharp contrast to the UK market, where 
there is a high degree of transparency. The European Commission highlighted this concern 

 
56 Qq 318 (Energy Intensive Users’ Group) and 644 (BP); Ev 198, para 12 (Chemical Industries Association) and Ev 408 

(Major Energy Users’ Council) 

57 Q 19 (Minister for Energy) 

58 Q 905 (European Commission) 

59 Ev 188, para 5.9 (Centrica) 
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in its recent sector inquiry.60 Ofgem told us this uncertainty increases the daily and within-
day volatility of GB spot prices, increasing prices and the risk premium that customers 
need to pay to fix forward prices.61  

34. The Commission is pushing for greater transparency and openness as part of its third 
package of legislative reforms to the European gas and electricity markets. It has the full 
support of Ofgem and the UK Government in this, and we welcome their involvement in 
the European energy regulators’ initiatives to improve transparency of gas markets. We 
note that Ofgem is project manager for the North West region of Europe, involving sixteen 
transmission system operators releasing information on available capacity and gas flows. 
However, several witnesses noted the very slow rate of European liberalisation.62 This was 
highlighted by our predecessor Committee in its Report on energy prices, three years ago, 
which concluded that even “on the most optimistic forecast, it is unlikely that the 
Continental market will be functioning as a fully liberalised one before the end of this 
decade”.63 With ever greater concern over security of gas supply, the prospect of a fully 
liberalised European gas market seems even less likely today. 

35. In recent years, the European gas price has set the floor for the UK price during the 
summer, when the UK has been a net exporter and its gas has generally gone into 
boosting European winter storage levels. In winter, prices have risen markedly above 
European levels in order to draw gas to the UK. We are concerned that European gas 
suppliers are not responding to price signals more quickly during the winter months by 
selling into the UK. We strongly support the efforts of the European Commission both 
in its attempts to increase the transparency of, and to liberalise certain contractual and 
legal aspects of the European gas markets. Its task is particularly challenging, given 
countries have increasing concerns over energy security. The Government must also 
continue to exert strong pressure in this regard, as a political solution to this issue 
would do more to improve UK market conditions than any other domestic or 
international initiative. We consider these objectives should be a high priority for the 
Government in negotiations on EU policy generally, not simply within energy policy. 

Oil-gas price link 

36. One of the key characteristics of the European gas market is the indexing of long-term 
gas contracts to the price of oil, usually with a lag of 3 to 9 months.64 This exists largely for 
historical reasons, but persists because the gas market in Europe is not sufficiently liquid to 
allow producers to use it to index long-term contracts.65 One of the main concerns with 
indexation to the oil price, highlighted by the European Commission in its sector inquiry, 

 
60 European Commission, Inquiry pursuant to Article 17 of Regulation (EC) No 1/2003 into the European gas and 

electricity sectors (Final Report), January 2007 

61 Ev 459, para 93 (Ofgem) 

62 Q 627 (BP); Ev 501, para 41 (Scottish Power), Ev 408 (Major Energy Users’ Council) and Ev 250, para 14 (Energy 
Intensive Users’ Group) 

63 House of Commons Trade and Industry Committee, Twelfth Report of Session 2004-05, Fuel Prices, HC 279, June 
2005 

64 Ev 584 (Ofgem) 

65  For an explanation of gas price indexation, see for example, House of Commons Trade and Industry Committee, 
Twelfth Report of Session 2004-05, Fuel Prices, HC 279, June 2005, page 33 
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is that wholesale gas prices cannot respond to changes in supply and demand, which is 
potentially damaging to security of supply.66 The Commission did not find any trend 
towards a more market-based pricing mechanism for long-term gas import contracts. It 
concluded that creating greater liquidity in Europe’s gas trading hubs would increase 
confidence in price formation, and help break the oil-gas price link. Because the UK’s gas 
market is relatively well-established, there has been a move here towards contracts linked 
to prices on the wholesale gas market. But as European gas prices set a floor for those in the 
UK the oil-gas price link will continue to be a major influence on price movements in the 
UK market. 

37. While there seems little Ofgem or the Government can do to influence the 
development of gas trading on European hubs, it is worth considering the role UK markets 
play in determining the price of oil. Crude oil is currently trading at about $140 per 
barrel—up more than 40% over 2008. The Chief Executive of Gazprom recently stated that 
prices could reach $250 per barrel in 2009.67 This compares with a low of $10 a decade ago. 
There has been much debate over whether market fundamentals are driving the current 
increases or speculation by traders.68 Although the oil and gas producers told us that 
market fundamentals will determine the price of oil in the long term, Shell also stated: “we 
find it difficult to rationalise all of the price movements on the basis of fundamentals 
alone”.69 ExxonMobil also said: “We are surprised about the prices we see today”.70 Since 
June 2008 US politicians have voiced concern that speculators are exploiting differences 
between the regulatory frameworks for energy commodity trading in the UK and US—an 
issue referred to as the ‘London loophole’.71 This has led to a confrontation between the 
two countries’ financial regulators over US regulation being imposed on UK markets. On 
the other hand, many commentators are sceptical about claims that speculation is even in 
part to blame, saying that investment in oil futures is not large in relation to global trade in 
oil, and pointing to the absence of increasing inventories of oil which would exist if prices 
were too high.72 

38. The contractual link between oil and gas prices on the Continent distorts the 
wholesale gas market and therefore the environment in which investment and 
consumption decisions are made throughout the EU. In the absence of liberalisation in 
the short to medium term, it seems unlikely that market liquidity will increase 
sufficiently on European trading hubs to provide an alternative means of indexing 
long-term gas contracts. The oil price will therefore continue to have a significant 
influence on UK gas prices. It is likely that European gas prices will continue to rise in 
lagged response to the current increases in oil prices, and thus will feed through to the 
UK market.  

 
66 European Commission, Inquiry pursuant to Article 17 of Regulation (EC) No 1/2003 into the European gas and 

electricity sectors (Final Report), January 2007 

67 Financial Times, Gazprom predicts oil will reach $250, 10 June 2008 

68  For example, Ev 154 (Alan Barton) 

69 Q 617 (Shell) 

70 Q 619 (ExxonMobil) 

71 See for example, The Times, US watchdog wants London to tighten oil market rules, 18 June 2008 

72 Again, for example, see The Economist, Don’t blame the speculators, July 5th 2008 
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39. Trading on London markets plays an important role in setting the global price of 
oil. We fully acknowledge the important role futures markets play in helping 
purchasers of commodities to hedge against future price movements and so assist in 
planning their businesses. We also note the Treasury Committee’s current interest in 
this subject. We consider, however, that the Financial Services Authority would be well 
advised to investigate the extent to which speculators within its jurisdiction are 
currently driving up global oil prices, and to take action if appropriate.  

Gas contracting 

40. The Chief Executive of INEOS ChlorVinyls told us gas suppliers on the Continent had 
refused to sell gas to the company on the basis of European-style long-term contracts if the 
company intended to ship it back to the UK via the Interconnector. Instead the company 
was only offered prices using the UK pricing structure, which is based on the National 
Balancing Point.73 This is despite the fact that the company’s operations on the Continent 
are able to buy gas under European-style contracts. Shell said it was “astonished” that the 
company had received this response, while ExxonMobil said it was “puzzled”.74 Ofgem told 
us it had been made aware of the issue by the company, and congratulated it for going 
public with its concerns.75 

41. Clearly something is wrong with the GB wholesale gas market if INEOS 
ChlorVinyls, one of the UK’s biggest industrial energy consumers, would rather ship 
gas from abroad under a European contract, than engage directly with the domestic 
market. Not only should Ofgem investigate why companies are behaving in this way, in 
conjunction with the European Commission it should also investigate the legality of gas 
suppliers offering widely different contract terms in different jurisdictions within the 
European Union. We cannot believe such behaviour is compatible with the Single 
Market. 

42. One of our major concerns is that Ofgem’s investigation is not giving more explicit 
attention to the wholesale gas market. In 2004/05 Ofgem conducted an inquiry into the 
upstream sector in response to gas price spikes that winter, but the recent price spikes 
have been sharper still. The focus of Ofgem’s investigation this time is on the supply to 
households and small businesses. As part of this it will examine the relationship 
between retail and wholesale energy prices. However, it also needs to look again at 
whether the wholesale markets themselves are functioning satisfactorily.  

 

 
73 Q 291 (Chemical Industries Association/INEOS ChlorVinyls) 
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3 The wholesale electricity market 
43. As Good Energy said, the wholesale and retail markets “are closely interlinked and it is 
the problems with the wholesale market structure that are restricting competition in the 
retail market”.76 The wholesale electricity market is shared between the ‘Big 6’ vertically 
integrated firms, which also operate in the retail/supply sector, and a number of 
independent generators, the largest of which are British Energy, Drax Power, and 
International Power. Figure 5 below shows the breakdown of market shares between the 
companies. In this Chapter we look at the influences on wholesale prices, and the current 
structure and operation of the market. 

Figure 5: General output shares, 2007 
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Rising input prices 

44. As noted in Chapter 1, wholesale electricity prices have been increasing since spring 
2007, and are currently higher than those for many of the UK’s main competitors, 
including France and Germany. There are several factors behind the increase in prices, but 
the most important is the higher cost of gas and coal, which provide respectively 37% and 
38% of GB power generation. Figure 6 below shows the recent trend in coal, gas and oil 
prices in relation to electricity. Those for gas and electricity have mirrored one another 
consistently, reflecting the role of gas as the marginal source of generation. Whereas during 
winter 2005/06 the price of coal remained stable, since 2007 its price has roughly doubled, 
following the same trend as for oil and gas. The recent concurrent increases in the price of 
coal and gas means most power producers have faced the same rising input costs, 
regardless of their generating portfolio. We accept that this may go some way to explain the 
apparent synchronisation of electricity suppliers’ prices increases in early 2008. 

 
76  Ev 391, para 16 (Good Energy) 
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Figure 6: UK Energy Prices May 2005 – Mar 2008 (30 day moving average) 
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Rising environmental costs 

45. Since the establishment of the European Union Emissions Trading Scheme (EU ETS) 
in 2005, the cost of carbon has been factored into the wholesale price of electricity by 
generators. Phase 2 of the Scheme, which began in January 2008, has created a carbon 
dioxide price of around €20-30 per tonne.77 Under Phase 2, electricity generators receive a 
large proportion of their carbon permits at no cost. However, Ofgem and the European 
Commission told us because permits have a market value generators have benefited from 
windfall profits by increasing their wholesale prices to reflect the opportunity cost of using 
their permits.78 This is because power companies could choose not to generate electricity 
and, instead, sell their free permits on the open market. They need wholesale prices to rise 
by at least the value of their permits in order for them to have an incentive to generate.  

46. Ofgem believes the EU ETS adds around £9 per megawatt hour (MWh) to the 
wholesale price of electricity, which translates into a £9 billion windfall to the UK electricity 
generating sector over the lifetime of Phase 2, from 2008 to 2012.79 Similar outcomes can 
be expected throughout the European Union, so this factor plays no part in the differential 
in prices between the UK and the Continent. For Phase 3 of the EU ETS all carbon permits 
will be auctioned, so the windfall will not arise. It therefore represents a one-off gain for the 
generators. Several of the ‘Big 6’ firms accepted that they had, to varying degrees, benefited 
from the free allocation of allowances, but told us the money was either helping to shield 
their customers from higher costs, or to fund investment in new plant, and plant that 
would otherwise have closed.80 Scottish Power questioned too, whether Ofgem’s estimate 

 
77 www.pointcarbon.com 

78 Ev 445, para 39 (Ofgem) and Q 909 (European Commission)  

79 Ev 445, para 39 (Ofgem) 

80 Qq 790 (Scottish Power) and 792 (Scottish and Southern Energy); Ev 213 (EDF Energy) 
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of £9 billion was accurate, given it is based on a simple multiplication of the value of 
permits by the number of free permits given to companies.81 As well as the ‘Big 6’, the 
independent generators will also have benefited under Phase 2 of the EU ETS. For 
example, Drax Power reported in July 2008 that it was sitting on a £100 million cash 
surplus, which it planned to return to shareholders as a special dividend.82 The 
Government will also gain financially from the auctioning of 7% of the permits under 
Phase 2. The CBI has estimated the value to the Treasury of these at £1.6 billion.83  

47. It is clear that the ‘Big 6’ firms and the independent generators have, to varying 
degrees, benefited financially from the free allocation of permits in Phase 2 of the EU 
Emissions Trading Scheme. However, the magnitude of this windfall is not clear. 
Furthermore, at least some of the value may be passed on to consumers through lower 
prices, via cross-subsidy from their generating arms, while some may support much 
needed investment in new capacity. We are disappointed by the superficiality of 
Ofgem’s current analysis. We recommend that the Government now conducts and 
publishes a rigorous analysis, estimating the value of any windfall profits which 
companies have gained, and the use to which they have been put, or are planned to be 
put. It is only on this basis that the Government can then decide if there is a case for 
reallocating some of this windfall—an issue we return to in Chapter 5.        

Market concentration 

48. Based on output, the wholesale electricity market has a Herfindahl-Hirschman Index 
(HHI) of 986, which suggests relatively low concentration of market power.84 Ofgem told 
us proposed new capacity would, if anything, reduce the market’s HHI in the future.85 That 
said, although the ‘Big 6’ accounted for 55% of output in 2007, Drax Power told us that 
through controlling interests, part ownership, and contractual arrangements the vertically 
integrated firms actually control just under three-quarters of price-setting plant (that 
which uses oil, gas or coal).86 Moreover, there has been much speculation recently over the 
possibility of consolidation in the market, including a takeover of British Energy by one of 
the ‘Big 6’, and an acquisition of Scottish Power’s parent company, Iberdrola, by EDF—
thus resulting in an even ‘bigger 5’. International Power, Drax Power and Energywatch 
expressed concern over the implications of such consolidation for the competitiveness of 
the generation market.87 Although British Energy’s nuclear power stations are not a price-
setting power source in the wholesale market, Ofgem noted that a takeover of the firm, 
particularly by one of the European multinationals, could significantly reduce the amount 
of information on its generation and trading activities that it currently provides to the 
market.88  

 
81 Q 795 (Scottish Power) 

82 The Times, Difficulties elsewhere in power industry boost Drax’s image, 1 July 2008 

83 Ev 195 (Centrica) 

84 Ev 449, para 54 (Ofgem); See paragraph 20 for an explanation of the HHI 

85 Ev 449, para 55 (Ofgem) 

86 Ev 205, para 7 (Drax Power) 

87 Qq 191 (Energywatch) and 401 (International Power); Ev 208, para 12 (Drax Power)  

88 Q 568 (Ofgem) 
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49. At present, Britain has a diverse electricity generation portfolio, owned by a 
number of different companies. However, we are concerned that this may be 
undermined by market consolidation, such as a takeover of British Energy or Scottish 
Power. Ofgem and the Competition Commission should ensure that, were this to 
happen, measures are put in place to protect current information flows to the market, 
and to ensure no single generator has excessive market power. We acknowledge the 
urgent need to secure investment in new generating capacity, but that investment must 
not come at the price of  a less competitive or transparent market in the long term.     

New capacity 

50. In the coming years many coal-fired and nuclear power stations are due to close. 
Significant new investment in generating capacity is needed to replace them. Around 
12 gigawatts (GW) of coal and oil-fired generation will be decommissioned by 2015 as a 
result of the EU’s Large Combustion Plant Directive (LCPD), and 7.4 GW of nuclear 
power plant will have closed by 2020 as stations come to the end of their operating lives.89 
At present, BERR is aware of around 18 GW of potential new conventional generating 
capacity that is at various stages of development, over 90% of which will be gas-fired.90 In 
addition, National Grid estimates up to 6.2 GW of onshore wind power and 2.5 GW of 
offshore wind power could come on-stream between now and 2014/15.91 However, 
whether or not the required increase in capacity will be delivered within this timeframe 
depends on a number of factors, including the planning regime, the availability of 
transmission grid capacity to connect new generation, and the skills capacity of the 
construction industry.92 The most important factor for private sector companies, though, is 
the likely return on investment. The long lead times for new plant, combined with even 
longer payback periods, means that companies need a degree of market certainty in order 
to have the confidence to invest.93 

51. A properly functioning wholesale market provides sufficient price signals for firms to 
invest in new generating capacity.94 We received conflicting evidence on this issue. Drax 
Power told us large conventional new capacity is mostly being built by the vertically 
integrated companies, whereas ‘incentivised generation capacity’, such as renewable energy 
projects, which are subsidised through the Renewables Obligation, were being delivered by 
a mixture of the ‘Big 6’ and smaller independent companies.95 However, Ofgem 
highlighted, among other examples, the fact that Welsh Power—a small independent—is 
currently constructing an 800 MW gas-fired power station in South Wales. Elsewhere, 
Barking Power has recently secured planning permission for a 450 MW extension of its 
existing power station in east London. This suggests there are signs of new entry from 
firms outside the ‘Big 6’. Nonetheless, independent generators clearly face greater 

 
89 Ev 584 (Ofgem) 

90 BERR, Table of potential new conventional electricity generating plants in Great Britain, November 2007 

91 National Grid, GB Seven Year Statement, May 2008 
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93 Ev 453, para 71 (Ofgem) 

94 Ev 453, para 69 (Ofgem) and Ev 186, para 2.15 (Centrica) 
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challenges in seeking to enter the wholesale market. For example, the ‘Big 6’ companies are 
able to fund large-scale projects from their balance sheets.96 They also do not face the same 
credit requirements for buying and selling electricity that independent generators do.97 The 
wholesale market is also not sufficiently liquid for independent generators to be able to 
hedge their positions—an issue we consider in the next section.98 In evidence, the Minister 
for Energy noted his concern that there was not greater new entry into the wholesale 
electricity market.99 

52. The need for investment in new generating capacity—and associated transmission 
infrastructure—in the coming years is huge. This investment will only be delivered by 
profitable companies which see a commercial opportunity, whether they are existing 
players or new entrants. While the market seems to be providing price signals for the 
vertically integrated firms to invest in new large-scale conventional capacity, there is a 
question mark over whether new companies face disproportionate barriers to entry.  

Vertical integration 

53. Ofgem estimates that the ‘Big 6’ vertically integrated companies hold sufficient 
generating capacity of their own to cover their respective commitments to supply 
households and SMEs.100 This business model has some advantages for consumers. By 
contracting internally, the ‘Big 6’ are able to reduce their transaction costs and protect 
domestic consumers from price volatility by cross-subsidising their supply operations.101 
The Chief Executive of Scottish and Southern Energy (SSE) told us: “At present […] supply 
is loss-making.  If it was not for the fact that all of the six are vertically integrated, prices to 
customers would already be higher than they are now”.102 Scottish Power confirmed this, 
while Centrica told us its margin on the supply side of its business had averaged only 3.6% 
in the last four years.103 

54. However, witnesses raised a number of questions about the vertical integration model. 
First, in order to cross-subsidise their supply businesses, the ‘Big 6’ firms must be making a 
reasonable level of profit in their wholesale businesses. The National Right to Fuel 
Campaign (NRFC) and the Government’s Fuel Poverty Advisory Group (FPAG) both 
cited a paper by Cornwall Energy Associates that attempts to separate out the energy 
companies’ input costs from their profits.104 It estimates that while fuel costs doubled 
between 2003 and 2006 to almost £9 billion, profits rose almost five-fold, from 
£557 million to £2,635 million, most of which were attributable to profits in electricity 
generation. The FPAG noted that in 2003 profit levels were unsustainably low, given the 

 
96 Q 393 (International Power); Ev 213 (EDF Energy) 

97 Q 361 (British Energy); Ev 553 (Welsh Power) 

98 Q 424 (Drax Power) 

99 Q 61 (Minister for Energy) 

100 Ev 450, para 57 (Ofgem) 

101 Ev 450, para 56 (Ofgem), Ev 186, para 2.13 (Centrica), Ev 213 (EDF Energy) and Ev 562 (Wright and Rutledge)  

102 Q 785 (Scottish and Southern Energy) 

103 Q 750 (Centrica); Ev 496, para 2 (Scottish Power) 

104 Ev 426 (National Right to Fuel Campaign) and Ev 378 (Fuel Poverty Advisory Group) 
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level of investment required in the sector. However, its Chairman also acknowledged the 
difficulty in defining what a normal level of profit might be, stating that: “Clearly the 
pendulum has gone the other way for various reasons and they [the ‘Big 6’] are now 
making very significant profits”.105 It notes too that while the EU ETS windfall will have 
accounted for some this recent increase in profits, it only explains 15% of it.106  

55. Drax Power argued that vertical integration could lead to inefficiencies in plant 
operation, where firms use more costly power sources to provide baseload generation, 
while more efficient stations are used only to meet peak demand.107 Another concern was 
the extent to which the vertically integrated firms made information available to the 
market. Four of the ‘Big 6’ are part of larger European multinational firms. They therefore 
do not report detailed separate financial accounts for their UK operations. SSE also told us 
it did not break down its accounts between its wholesale and retail businesses.108 Centrica is 
the only ‘Big 6’ company that does report separate accounts for its wholesale and retail 
businesses.109 This kind of information is important for potential new entrants, both to the 
wholesale and retail markets, as it provides transparency about where profit-making 
opportunities lie.  

56. While the ‘Big 6’ claim to be losing money in domestic supply, there is evidence that 
they are earning increased profits from their wholesale operations. We acknowledge 
that some of these profits may be earmarked for investment in new capacity rather than 
for distribution to shareholders, but we recommend that Ofgem conducts further work 
to understand where profits are being made within the energy supply chain. As part of 
this, we also recommend that Ofgem investigates whether it can require more detailed 
financial disclosure from the vertically integrated companies on the performance of 
their wholesale and retail operations, where they do not already provide this. Such 
information should not deter new investment, but would inform potential new 
entrants to the sector—both generators and suppliers. 

Liquidity 

57. The biggest concern raised over vertical integration was about the lack of liquidity in 
the wholesale electricity market. Ofgem, Energywatch, the European Commission, the 
independent generators, the large-scale consumers and the small suppliers all highlighted 
this issue.110 Because the ‘Big 6’ are able to supply most of their domestic and SME 
customer base from their own generating capacity, there is much less need for them to 
trade in the open market. They need only do so to balance or hedge their positions.111 As a 

 
105 Q 518 (Fuel Poverty Advisory Group) 

106 Ev 380, para 11 (Fuel Poverty Advisory Group) 

107 Q 385 (Drax Power) 

108 Q 783 (Scottish and Southern Energy) 

109 Ev 189, para 6.4 (Centrica) 

110 Qq 329 (Major Energy Users’ Council) and 907 (European Commission); Ev 274, para 36 (Energywatch), Ev 159, para 
19 (BizzEnergy), Ev 452, para 67 (Ofgem), Ev 205, para 9 (Drax Power), Ev 243 (Energy Information Centre), Ev 234 
(Electricity4Business), Ev 553 (Welsh Power), Ev 172 (British Energy) and Ev 248 (Energy Intensive Users’ Group) 

111 For example, EDF Energy told us: “We trade to source electricity for our larger industrial and commercial customers, 
to hedge our generating position, balance and ‘shape’ the mismatch between the electricity we generate and our 
customer demand, and to adjust for volume changes arising from events such as abnormal weather”. Ev 233 (EDF 
Energy) 
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result, the wholesale market has increasingly provided only a balancing function for 
participants, focused primarily on short-term trading. Total traded electricity is currently 
equivalent to 2-3 times physical delivery. Ofgem notes that this is low compared to other 
commodities, for example gas trades at around 11 times physical delivery.112 It is also in 
stark contrast to German and Dutch electricity markets, where liquidity in recent years has 
been increasing.113 There have been recent signs of greater liquidity, with screen-based 
traded volumes up 30% in 2007/08 to £41 billion.114 Nevertheless, Ofgem’s Chief Executive 
went so far as to say that: “The electricity market remains profoundly illiquid”.115 

58. The lack of liquidity in the wholesale market has various implications. Small electricity 
suppliers find it difficult to get forward contracts that provide the volume and shape to 
meet their customers’ needs.116 Welsh Power told us: “Quite simply we cannot buy what we 
need to buy to deliver the power for our customers when we need to”.117 BizzEnergy told us 
the ‘Big 6’ firms had proven very reluctant to provide suitable offers for selling their 
generation, the implicit rationale being: “We do not want to deal with you because all you 
are going to do is compete against our supply business”.118 Independent generators are also 
reluctant to sell their electricity in the smaller amounts required by the smaller suppliers. 
We heard evidence that the credit worthiness of those smaller suppliers was another 
obstacle for the generators, but we find this surprising given the very small sums currently 
involved, with all the independent suppliers put together accounting for only 1% of the 
market. Suppliers are also less able to hedge out any risks in the wholesale market.119 
Furthermore, for both independent generators and suppliers, the lack of liquidity creates 
greater volatility in the wholesale price. With limited trading, there is very little price 
transparency. This further discourages market participants, while those that do trade are 
less able to determine whether the price they are paying or receiving reflects the true 
market value. This risks dulling price signals to any potential new entrants both in 
generation and supply.120 

59. The ‘Big 6’ companies did not agree that they were responsible for the lack of liquidity 
in the wholesale market.121 Rather they pointed to the demise of Enron and TXU, and the 
restructuring of British Energy several years ago, as key factors in the decline in the number 
of market participants.122 There was disagreement over the possible solutions to the issue. 
Both BizzEnergy and Welsh Power called for Ofgem to require the ‘Big 6’ generators to 
trade all their generation openly in the forward market.123 The large industrial energy 

 
112 Ev 467, para 16 (Ofgem) 

113 Ev 313, para 3.3.1 (Energywatch) and Ev 553 (Welsh Power) 
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122 Q 845 (Npower); Ev 213 (EDF Energy) 

123 Ev 160, para 35 (BizzEnergy) and Ev 553 (Welsh Power) 
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consumers said they would welcome some fixed proportion of the generators’ output being 
forced into the open market.124 However, British Energy noted that any such requirement 
on the independent generators would increase the collateral they would have to put up to 
trade in the market, and that this could act as a barrier to new entrants in generation.125  

60. When we suggested to the ‘Big 6’ the proposal of selling a proportion of their electricity 
in the open market, they told us they already did this.126 However, the fact that they trade 
and hedge an equivalent or greater amount of electricity than they actually produce is 
different to saying that their generating capacity is available to other parties in the forward 
market. It is worth noting that EDF Energy subsequently retracted its oral evidence that the 
company traded all its electricity through the wholesale market, stating instead that it 
traded “the equivalent of all [the] electricity we generate” for balancing and hedging 
purposes.127 We note Centrica argued that the vertically integrated firms would still need to 
buy back most of their power from the market. The additional transaction costs of this 
would inevitably be passed back to the consumer.128 

61. E.ON UK did acknowledge that “the trading market structure can be improved”.129 To 
this end, the “Market Design Project” was initiated in 2006 by a number of industry players 
to help stimulate greater forward market liquidity. However, it has made limited progress 
to date, and is not expected to make significant advances until at least 2009. Although this 
project, aimed at “capturing all, or a significant majority of trades” is welcome, Cornwall 
Energy Associates recently stated that “the bottom line is that an important industry 
project kicked off three years ago has stalled”.130  

62. We also discussed the impact that trading rules can have on the market, particularly in 
relation to the so-called “cash out” arrangements intended to keep the supply and demand 
of electricity to the market in balance at the time of delivery. We are inclined to agree that 
these well-intentioned rules could deter entry by smaller generators and suppliers as they 
currently work. Ofgem is at present examining this issue separately. Given its highly 
technical nature we make no recommendation on it in this Report, but we look forward to 
Ofgem’s conclusions on this important issue. 

63. The wholesale electricity market suffers from a severe lack of liquidity, which 
contributes to price volatility and poor price transparency. This, in turn, dulls market 
signals for potential investors in new capacity, outside of the ‘Big 6’. It also reduces the 
ability of new energy retailers to compete in the market. As Ofgem has already 
identified the issue as a serious problem, and in the absence of tangible progress on the 
Market Design Project, its market probe should propose a solution. As a starting point, 
and in addition to any increase in transparency that can be achieved as a result of our 
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126 Qq 788 (Scottish and Southern Energy and Scottish Power), 844 (EDF Energy), 845 (Npower) and 852 (E.ON UK) 
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earlier recommendation, the regulator should conduct a detailed analysis of the risks 
and benefits of requiring the ‘Big 6’ firms to trade a proportion of their electricity 
openly in the forward market. We acknowledge that the regulator must take account of 
the need to balance the effects that greater regulatory risk might have on the investment 
decisions of incumbent companies. In principle, however, creating a better functioning 
wholesale market should facilitate new entry both in supply and generation. 
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4 The retail gas and electricity markets 
64. Imperfections in the wholesale gas and electricity markets will feed through to the 
supply markets for domestic consumers and SMEs. Concern about rising prices in the 
retail sector first prompted our inquiry. In this Chapter we consider the factors behind 
higher retail prices for consumers and the different indicators of the level of 
competitiveness in the UK market. 

Historic prices 

65. In real terms, household gas and electricity bills have been rising since 2004 across all 
payment types, as shown in Figures 7 and 8 below. The available data runs only to the end 
of 2007, so does not include the increases seen at the start of this year, which will have 
pushed total gas and electricity bills, in real terms, even higher.  

Figure 7: Average UK annual domestic standard electricity bills in real terms (2000 prices) 

 

Figure 8: Average GB annual domestic gas bills in real terms (2000 prices) 

 
Source for both figures: BERR, Quarterly Energy Prices, June 2008 
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66. Elsewhere in Europe consumers have also experienced rising prices. We received a 
range of data on the competitiveness of the UK’s retail prices relative to other countries. 
Depending on the consumption of the household; the data source; the countries compared 
against; and whether one takes account of taxation; it appears possible to tell almost any 
story. Energywatch told us prices in Great Britain are “systematically rising much more 
quickly than in Europe”, and that our electricity bills are now the fourth highest and our 
gas prices the tenth highest.131 BERR’s own data for median consumers, which runs up to 
June 2008, shows that UK electricity prices, excluding taxes, are now the sixth highest in 
the EU 15, and 7.4% above the median price. By contrast, average domestic gas prices were 
the lowest in the EU 15, and less than half the median price.132 Given the different market 
structures of the various European energy markets; the extent to which they have 
liberalised; and the varying fuel mix for electricity and heating between countries; one 
cannot rely on international comparisons of retail prices when reaching detailed 
conclusions about market structure. Rather, we should assess the competitiveness of the 
UK market, and the prices it delivers to customers, on their own merits. 

Changes in supplier costs 

67. The Minister for Energy told us: “We have at least three factors driving prices: the 
markets, infrastructure requirements and climate change”.133 Table 2 below shows Ofgem’s 
estimate of the increase in costs that gas and electricity suppliers face in 2008. 

Table 2: Estimated composition of average domestic energy bill (Ofgem) 

2007/08 (£) 2008/09 (£) Year on Year % 
Change 

Share of total bill 
2008/09 

  
Bill Composition 

Gas Elec Gas Elec Gas Elec Gas Elec 

Energy, supply costs 
and margin 

404 254 454 283 12% 11% 71% 69% 

Distribution  92 62 115 62 25% 0% 18% 15% 

Transmission 12 13 10 13 -17% 0% 2% 3% 

VAT 28 18 31 20 11% 11% 5% 5% 

Environmental 9 16 19 30 111% 88% 3% 7% 

Meter provision 12 4 14 4.5 17% 13% 2% 1% 

Average current bill £557 £367 £643 £412 15% 12% 100%134 100% 

 
131 Q 190 (Energywatch) 

132 BERR, Quarterly Energy Prices, pages 56 and 60, June 2008 

133 Q 43 (Minister for Energy) 
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68. Environmental costs include the cost of the Renewables Obligation (RO) and the 
Carbon Emissions Reduction Target (CERT). The RO obliges electricity suppliers to source 
an increasing share of their power generation from renewable sources. This requirement 
rose from 7.9% to 9.1% in 2008. The CERT places an obligation on energy suppliers to 
achieve targets for reductions in carbon emissions in the household sector. It replaced the 
Energy Efficiency Commitment earlier this year. Together, the RO and the CERT will have 
added £24 to consumers’ gas and electricity bills in 2008. Network and metering costs have 
also risen, adding another £23.50 to bills. 

69. However, Ofgem estimate that the cost of energy and margin have made the largest 
contribution to rising retail prices—adding £79 on average to the annual domestic energy 
bill.135 Changes in this component have the biggest impact on customers because it 
constitutes around 70% of gas and electricity bills. As we saw in Chapters 2 and 3 there 
have recently been very large increases in wholesale prices, and these will have inevitably 
fed through into retail prices. This view was expressed by both Ofgem and the ‘Big 6’ 
firms.136 The extent to which the companies have been able to mitigate the effects of rising 
wholesale prices will have depended on their forward purchasing strategies, and the extent 
to which they have to buy gas and electricity on the spot market. This will have affected the 
timing at which the different companies felt the impact of rising input prices, but it can 
only provide a short-term relief if higher wholesale prices are sustained. Companies may 
also take a commercial decision to delay price increases to maintain or build market share, 
but in the absence of cross-subsidy from elsewhere, they cannot sustain such positions in 
the long term. 

70. Ofgem’s figures do not distinguish between energy costs and profit margin. However, 
we saw in Chapter 3 that the ‘Big 6’ appear to be making the majority of their profits from 
their wholesale operations, rather than in supply. Recently, Ofgem has found too that some 
of the companies have increased their supply margins by not passing on the benefit of 
lower wholesale prices to their customers. In 2007, it ‘named and shamed’ EDF Energy and 
Scottish Power for failing to do so—within days they announced retail price cuts for their 
customers.137    

71. Higher wholesale electricity and gas prices have been the largest contributor to 
increasing household energy bills, though the impact of environmental and network 
costs should not be underestimated. While the ‘Big 6’ claim to be losing money in their 
domestic supply businesses, as noted earlier, there is evidence that they are making 
much greater margins on electricity generation. We note that while the ‘Big 6’ have 
cited rising wholesale prices as the reason for collectively increasing prices in 2008, it 
required a ‘naming and shaming’ by Ofgem for two companies to reduce their retail 
prices in early 2007, when wholesale prices were falling. Whatever the result of their 
current investigation, Ofgem must make it clear it will use such an approach in the 
future if circumstances demand similar action.    

                                                                                                                                                               
134 Rounding errors account for the discrepancy 

135 Ofgem estimate this as a residual, based on its figures for annual bills minus the known costs to suppliers. 

136 Ev 454, para 76 (Ofgem), Ev 477, para 23 (Npower), Ev 187, para 4.4 (Centrica) and Ev 213 (EDF Energy) 

137 Ev 461, para 103 (Ofgem) 
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Market concentration 

72. At the time of liberalisation in the late 1990s British Gas had a monopoly over the retail 
gas sector, while each of the 14 regional electricity supply companies held monopolies in 
their respective regions. As consolidation and vertical integration across the gas and 
electricity markets took place, the number of active players has reduced to the ‘Big 6’ that 
exist today, who share 99% of the electricity market and 100% of the gas market. There has 
been relatively little consolidation in the sector since E.ON’s takeover of TXU in 2002.138 
However, since then the Herfindahl-Hirschman Indices for both the gas and electricity 
retail sectors have decreased, as shown in Figure 9 below.139 This is because the incumbent 
suppliers in both markets have lost market share to their competitors. For example, British 
Gas’s share of the market fell from 63% in 2002 to 46% at the end of last year. For 
electricity, in 8 out of 14 regions, the incumbent firm has less than half their original 
customers.140 

Figure 9: Herfindahl-Hirschman Indices for the gas and electricity markets 
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73. Notwithstanding that the level of market concentration in the retail sector has fallen in 
recent years, the HHIs of 2,722 for the gas sector and 3,461 for electricity indicate that both 
markets are still highly concentrated. Whether the HHI for both markets will continue to 
fall will depend on customers’ propensity to switch supplier, which we discuss in the next 
section. That said, even with continued entry into each others’ markets over time, and in 
the absence of new entrants outside of the ‘Big 6’, the market will remain at best, 
moderately concentrated. As noted earlier, there is a risk of further consolidation in view of 
speculation over a takeover of Scottish Power’s parent company, Iberdrola, by one of the 
other big European companies which already form part of the ‘Big 6’.  

74. Despite the fact that both gas and electricity supply are now dominated by just six 
firms, the level of concentration in both markets has fallen as the firms have competed 

 
138 Ev 368, para 3.1 (E.ON UK) 

139 We explain the HHI in para 20. 

140 Ev 441, para 24 (Ofgem) 
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with one another. Nevertheless, the gas and electricity markets are likely to remain 
highly concentrated so long as there are only six major players. The regulators should 
oppose any further consolidation within the ‘Big 6’ which would diminish retail 
competition, at least until one or more of the smaller suppliers has established a 
significant presence in the domestic market. 

Switching 

75. Since liberalisation, competition in the gas and electricity markets has been largely 
driven by customers changing their suppliers. Ofgem reports that the number of people 
switching either their electricity or their gas supply has increased each year since 2004. In 
2007, over 5.1 million customers changed electricity supplier, and just under 4 million 
changed gas supplier.141 BERR estimates that by March 2008, 50% of electricity customers 
had switched away from their home supplier, and 53% of customers had switched for 
gas.142 Many of them, however, may have taken advantage of dual fuel or other offers by 
either of their original suppliers. Ofgem believes around 20% of customers have not 
changed either supplier since liberalisation.143    

76. The level of switching in the energy supply sector is reasonably high, both by 
international standards and in comparison to other sectors. In other countries, the 
percentage of households that have ever switched energy supply is much lower than in the 
UK—32% in Sweden, 12% in the Netherlands, 6% in Germany, and 1.5% in those parts of 
the US market that have liberalised.144 In communications, around 38% of mobile and 34% 
of fixed line customers in the UK have ever switched provider.145 In finance, Ofgem 
highlighted annual switching rates of 20% for mortgages, 10% for pensions and 2% for 
bank accounts, compared to around 20% for electricity and gas.146  

77. Ofgem argues that customers can benefit from switching, particularly if they have not 
switched before. It estimates that those customers who have never changed supplier can 
save on average £125 per annum if they are on a prepayment meter, £93 if they are on 
standard credit, and £56 if they are paying by direct debit, by changing both fuels to the 
best available offers.147 Further savings can be made by changing payment type, if that is 
possible for them. However, Energywatch and others doubted if in reality customers were 
able to realise such savings.148 For example, 2 million customers cannot switch because they 
are in debt to their supplier.149 Research by the University of East Anglia suggests that, 
although many consumers switch to reduce their bills, fewer than 20% change to the 

 
141 Ev 440, Table 3 (Ofgem) 

142 BERR, Quarterly Energy Prices, pages 13-14, June 2008 

143 Ev 440, para 21 (Ofgem) 

144 Q 589 (Ofgem); Ev 260, para 3.2-4 (Energy Retail Association) 

145 Ev 363, Figure 2 (E.ON UK) 

146 Q 589 (Ofgem) 

147 Ev 436, para 9 (Ofgem) 

148 Ev 268 (Energywatch), Ev 160, para 30 (BizzEnergy), Ev 413, para 2.2 (National Energy Action) and Ev 234 
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cheapest offer, and between 20% and 32% actually switch to a more expensive supplier.150 
The reason for this is attributed largely to customer confusion and decision error, although 
some will switch to a green tariff, or to express dissatisfaction with an aspect of their 
previous supplier’s service. 

78. According to Ofgem, pensioners, people in social group E, and those in rented 
accommodation are among the groups less likely to change supplier. For all of these 
groups, the main reason for not switching was that they claimed to be happy with the price 
and service they received from their current supplier. A small, but significant minority did 
not change because they did not see the point.151 However, it is not possible to deduce from 
these responses whether non-switchers had analysed competing suppliers’ offers in 
reaching their decisions, or if they reflected a lack of willingness or confidence to engage in 
the market. Even with targeted support, it can be difficult to persuade those who might 
benefit from switching to do so. A recent campaign by Energywatch, targeting older people 
and their families, succeeded in helping a number of customers to change supplier. Yet 
even for households where it had identified a potential annual saving of between £451 and 
£600 Energywatch still only achieved a 50% transfer rate.152   

79. One of the reasons why switching may not in fact produce the benefits it should is the 
way in which consumers change supplier. A high proportion of switching is in response to 
outbound selling by the energy companies, either on the doorstep or through 
telemarketing.153 This is arguably one of the best means of reaching consumers who do not 
have access to the Internet and price comparison sites, even though Trading Standards 
Institute told us 90% of consumers it had surveyed did not wish to buy on the door-step.154 
The industry currently self-regulates face-to-face marketing through a code of practice.155 
The ‘Big 6’ suppliers confirmed to us that they would not knowingly encourage a customer 
to switch to them if they could not offer a better deal.156 That said, Ofgem is currently 
investigating Npower for a breach of its licence over alleged mis-selling.157 (This is not part 
of its wider sector inquiry.) The regulator told us: “There is a grey area between a perfectly 
functioning market and mis-selling which is in breach of licence”.158 We also note and 
agree with the comments of the Chief Executive of E.ON UK who stated his personal 
dislike of direct selling, but noted that it seems to work in the UK market.159  

80. Whilst direct sales currently provide the most effective means of persuading hard-
to-reach consumers to switch supplier, they must be conducted with the utmost 
propriety. We welcome Ofgem’s investigation into Npower’s selling practices, and we 
will be looking at the regulator’s conclusions and recommendations with particular 

 
150 Ev 510 (University of East Anglia) 

151 Ofgem, Switching rates for vulnerable customers, March 2007 
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153 Q 590 (Ofgem) 
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155 Ev 262, para 4.2 (Energy Retail Association) 

156 Qq 809 (Centrica, Scottish and Southern Energy, and Scottish Power) and 871 (EDF Energy, E.ON UK and Npower) 

157 Ofgem Press Notice, Ofgem launches formal investigation into Npower’s selling activities, April 2008 
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care. Any further significant breach of best practice by any supplier would inevitably 
lead to calls for this sales technique to be abandoned. The industry must consider itself 
on notice.   

81. Ofgem’s Chief Executive told us a “feature one would expect from a well-functioning 
competitive market is that the benefit [of lower prices] is not available just to those who 
switch”.160 If this were the case, one would expect to see the prices charged by incumbent 
suppliers to their home customers roughly matching the offers made by competitors. 
However, Figure 10 below shows that, over time, average incumbents’ prices have 
consistently remained above the best offer of their competitors. As National Energy Action 
put it: “In effect the incumbent supplier treats ‘legacy’ customers as a cash cow”.161 

Figure 10: Domestic gas and electricity bills in real terms (1998 – 2008) 
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Source: National Audit Office, ‘Protecting Consumers? Removing Retail Price Controls’, HC 342, March 2008 

82. By international standards and in comparison with other sectors, there is a high 
level of switching in the energy supply sector. However, around half of customers are 
still with their original supplier for at least one fuel, and 20% have not switched either 
fuel source, despite the fact that incumbent suppliers consistently fail to provide the 
best available offer in their home areas. Moreover, most people who do switch fail to 
change to the cheapest supplier, and a significant number actually move onto a more 
expensive tariff. Ofgem is considering these issues as part of its probe. We believe its 
recommendations should include new ways to engage consumers that have not 
switched away from their incumbent supplier, and it should consider ways in which 
customers who do switch can make more informed choices. Ofgem should also 
investigate how all customers could benefit from competition, whether they switch or 
not, for example by preventing energy companies from over-charging their legacy 
customers. 

 
160 Q 591 (Ofgem) 

161 Ev 413, para 2.1 (National Energy Action) 
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Payment types 

83. Currently, 47% of standard electricity users pay their bills by direct debit, 39% do so by 
standard credit (i.e. by cash or cheque), and 14% have prepayment meters (PPM). For gas, 
the equivalent figures are 51%, 39% and 10%.162 Customers with PPM tend to have lower 
incomes, though they are not necessarily fuel poor. (Fuel poverty arises when more than 
10% of household income is spent on electricity and heating.)163 In fact, only 20% of those 
in fuel poverty are on PPM—the majority use standard credit.164 PPM users include 
customers who are in debt to their suppliers, those in rented accommodation, and second 
home owners. 

84. There has been mounting concern over the gap between bills for direct debit customers 
and those on PPM and standard credit.165 This can be observed in Figures 7 and 8 earlier in 
this chapter. According to BERR’s latest statistics, the average PPM bill for both fuels was 
17% higher than that for direct debit customers—£144 more per year.166 Bills for standard 
credit customers were on average 11% higher than for those on direct debit—£89 more. 
This compares with respective gaps of £72 and £37 in 2004. The Fuel Poverty Advisory 
Group (FPAG) noted that the difference between PPM and online direct debit prices was 
greater still—as much as £250.167 There are also significant variations in the differentials 
between payment types set by the ‘Big 6’ companies. For example, until recently Npower 
was charging over £450 per annum more to PPM customers than those with an online 
direct debit.168  

85. There is no apparent justification for the recent widening of the gap between different 
payment types. When challenged on this issue, many of energy companies stated that they 
were charging cost-reflective prices to their PPM customers, or lower.169 Yet although 
suppliers incur greater costs for operating PPM through, for example, meter provision and 
maintenance, and the infrastructure required to support prepayment, Ofgem’s best 
estimate of the higher economic cost for PPM over direct debit is £85. For standard credit 
the additional economic cost is just £20.170 On the basis of these figures, the ‘Big 6’ are on 
average over-charging PPM customers by £59 per annum, and those on standard credit by 
£69. This suggests the energy companies are making sizeable profits from charging both 
PPM and standard credit customers higher tariffs. For PPM alone, Energywatch estimates 
that customers are overcharged between £300 million and £400 million a year.171 As the 
FPAG put it: “either some companies are making extremely large margins on their 
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prepayment and cash/cheque customers or they are making losses on their direct 
debit/online offers, or both”.172  

86. In a competitive market one would expect the price difference for PPM and standard 
credit to be competed away. In 2007 switching rates for PPM customers were slightly 
higher than for those on direct debits.173 However, Ofgem told us it was concerned that the 
switching decisions of PPM customers were not always good, and that there is evidence 
some customers move onto a higher tariff.174 The fact that a number of the supply 
companies will not let PPM customers switch using price comparison websites could be a 
factor behind this.175 The regulator also expressed its concern about widely different 
premiums levied on PPM users in different parts of the country by the same companies.176 
The issue appears to be different for standard credit customers, as they are much less likely 
to switch in the first place. 13% of standard credit gas consumers switched in 2007, and 
12% for electricity. This compares to 21% of customers on direct debits for both fuels.177    

87. There has been a widening gap between companies’ direct debit tariffs, and those 
for standard credit and prepayment meters (PPM). Nine years after liberalisation, this 
suggests a serious failing in the competitiveness of the market. Recent debate has 
focused on the prices for PPM. However, we are equally concerned about the poor deal 
standard credit customers are receiving, particularly given that this is the payment 
method for the vast majority of the fuel poor and the evidence suggests they are on 
average being over-charged even more than those on PPM.  

88. This issue is a major part of Ofgem’s probe. In a fully competitive market the tariff 
differences for each payment type would not exceed their economic cost; there would be 
no cross-subsidy between, for example, standard credit and online direct debit 
customers. The regulator’s probe must form a robust view of the additional costs 
associated with standard credit and PPM customers. If, in a year’s time, the ‘Big 6’ have 
still not narrowed the gap between the different payment types, Ofgem should consider 
re-introducing some form of price control, limiting the differentials that can be 
charged. 

Smart metering 

89. Ofgem state that: “Introducing smarter forms of metering for domestic and business 
electricity and gas customers could help to improve customer service, increase energy 
efficiency (helping to reduce greenhouse gas emissions), reduce fuel poverty and increase 
security of supply”.178 In the 2008 Budget the Government announced its intention to 
legislate for a roll-out of advanced metering to medium-sized businesses over the next five 
years. Following further analysis, it expects to make a decision on a roll-out of smart meters 

 
172 Ev 379, para 6 (Fuel Poverty Advisory Group) 

173 Ev 193, para 5 (Centrica) 

174 Q 583 (Ofgem) 

175 Ev 278, para 13 (Energywatch) 

176 Q 583 (Ofgem) 

177 Ev 193, para 5 (Centrica) 

178 Ofgem, Response to BERR consultation on Energy Metering and Billing, October 2007 



38    Energy prices, fuel poverty and Ofgem 

 

 

for domestic and small business consumers by the end of 2008.179 Some of our industry 
witnesses expressed their concern over the Government and Ofgem’s approach, which is 
committed to competition in the delivery of metering.180 However, the regulator has said 
“continued debate over the metering market model is stalling progress on 
interoperability”.181 It has urged the Government to “create a stable and sound policy 
platform for smart meter delivery as soon as possible”.182 

90. We believe smart meters would play an important role in facilitating competition in 
the retail sector by giving consumers better information about their electricity usage 
and cost, thus encouraging greater and more informed switching.183 The Chief 
Executive of E.ON UK told us: “we should get on with this, because, quite frankly, we 
are using Stone Age technology here; we know we can do better; we just need to agree 
the process by which we roll it out”.184 We agree, and hope the Government’s decision, 
due by the end of the year, includes a clear and urgent timetable for implementation. 

The SME market 

91. The market for electricity supply for SMEs differs from that for households in that 
firms tend to sign-up for fixed-term, fixed-price contracts, whereas domestic customers 
can leave their supplier after 28 days.185 Although the ‘Big 6’ share over 99% of the 
electricity supply market between them, there are a few new entrants to the sector, such as 
BizzEnergy, Electricity4Business and Opus Energy, which cater specifically for SMEs. Not 
only are these companies affected by the lack of liquidity in the wholesale market, discussed 
in Chapter 3, but we were told they also face potentially anti-competitive practices in the 
retail market. 

92. First, Electricity4Business told us the large energy suppliers tend to offer much lower 
prices to new customers, cross-subsided by their existing customer base, the majority of 
which tends to be relatively static.186 When existing customers do decide to switch supplier, 
once notified that they have lost a customer the incumbent provider will often offer a ‘save’ 
price to encourage them not to change.187 Electricity4Business told us the ‘Big 6’ had 
blocked on average around 14% of its customers from switching through this practice, with 
one supplier preventing 36% of switchers.188 In response to this allegation, the Chief 
Executive of Scottish and Southern Energy told us: “If that is their case they should 
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produce the evidence to the regulator because they have a prima facie case for predatory 
pricing. They should put up or shut up”.189   

93. Second, Electricity4Business told us that some of the ‘Big 6’ are using delaying tactics to 
win back customers who have decided to switch. Examples include: informing customers 
wishing to change supplier that their transfer date is too early, when this is not the case; 
preventing moving because of outstanding debt, even when there is no debt; and claiming 
not to have received termination notices.190 Third, customers are often confused by the 
varying cancellation requirements of the major energy suppliers. For example, BizzEnergy 
told us how at the end of a contract a customer may have to give written notice that they 
want to leave not before 120 days prior to the end of the contract, and not after 90 days 
before the end of the contract, otherwise they will find themselves tied in for another 
period.191  

94. Around half of switching for small businesses is transacted through brokers.192 
Electricity4Business also told us how these third party intermediaries have an incentive to 
place customers on more expensive tariffs because the commission structure rewards 
brokers for signing customers up for higher value contracts. The company described this 
part of the industry as “completed unregulated”.193   

95. The evidence put to us by small companies in the market for SME electricity supply 
is compelling and suggests some of the ‘Big 6’ companies may be abusing their market 
position to choke off new entrants. We are also concerned by the role of third party 
intermediaries. We welcome the fact that Ofgem is considering small business 
customers as part of its probe. We believe that until now Ofgem has in the past paid too 
little attention to this important part of the market. If it finds evidence of serious anti-
competitive behaviour by specific companies, and is unable to address this situation 
with suitable undertakings, it should refer the matter to the Competition Commission. 

Product innovation and ‘green’ tariffs 

96. Another measure of the competitiveness of the supply market is the extent to which 
incumbents and new entrants offer innovative new products to win or retain customers. 
Examples include ‘green’ tariffs, fixed price offers and online deals. Ofgem estimates that 
around 9 million electricity and gas accounts are on these kind of tariffs, with price 
guarantees being by far the most popular.194  

97. However, Energywatch expressed its concern over the varying nature of ‘green’ tariffs 
currently available.195 In some cases the supplier will guarantee to match a percentage of 
the electricity sold to customers with a supply of renewable electricity back into the grid. In 
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others, the supplier will make a donation to a fund that supports the development of 
renewable generation, or a carbon offset project, either abroad or in the UK. The consumer 
watchdog noted that the information suppliers provide on their green tariffs is not always 
transparent. More seriously still, Energywatch considered some green tariffs were 
tantamount to fraud. Electricity suppliers are already legally obliged to purchase a growing 
proportion of their electricity from renewable sources through the Renewables Obligation. 
This is paid for by all consumers. Energywatch told us that some green tariffs are “simply a 
‘repackage’ of this legal obligation” and that “there is a huge amount of fraud” taking 
place.196 

98. Ofgem has only recently published its proposals for a set of guidelines to govern the 
marketing of green tariffs.197 These are based on two main principles: transparency to 
ensure clarity of suppliers’ claims, and additionality, requiring that green tariffs provide 
some additional benefit to the environment above that which is already legally required.  

99. Overall, there has been a growing level of product innovation in recent years for 
those customers who are able and willing to engage in the market. However, we have 
serious concerns that customers on many ‘green’ tariffs are being misled about the 
extent to which their tariff offers an additional environmental benefit, over and above 
their energy supplier’s existing legal requirement under the Renewables Obligation. We 
welcome Ofgem’s belated guidelines for suppliers offering green tariffs, and hope that 
they will reduce the potential for customer confusion. Once in place, Ofgem must 
monitor compliance with the guidelines closely. 

Off-network gas consumers 

100. Around 5 million households in Great Britain are not connected to the gas network, 
and so are entirely dependent on electricity, domestic heating oil or liquefied petroleum gas 
(LPG).198 National Energy Action told us households off the gas network typically have 
energy bills in the region of £1,700 per annum, compared to £1,000 for those with gas 
mains connections.199 Prices have also risen steeply in recent times, following the trend of 
other fossil fuel commodities. Ofgem told us it is considering whether or not customers off 
the gas network are receiving the benefits of competition as part of its probe.200 The 
regulator is particularly concerned that competition tends to focus on dual fuel customers. 
Off-network customers in rural areas are also harder to reach through door-to-door 
selling.  

101. The Fuel Poverty Advisory Group (FPAG) told us there has been insufficient 
attention to those off the gas network in recent times.201 Although the regulator has a role 
in trying to connect more consumers to the gas network, these households only come 
under the oversight of Ofgem and Energywatch insofar as they tend still to be electricity 
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consumers. Ofgem told us around half the communities which are off the gas network in 
Britain are only 2 km from a gas main. It estimates new gas connections to these 
communities could reach around 220,000 fuel-poor households and, if they were 
previously using LPG, might reduce their fuel bills by half. The regulator’s gas distribution 
price control for 2008 to 2013 contains incentives for the gas distribution network 
operators to extend their gas networks to deprived communities. 

102. Many consumers whose homes are not connected to the gas network have the 
frustration of knowing gas pipelines are close by, but cannot be accessed. They are 
condemned to using more expensive means of heating their homes. Ofgem should 
consider whether the current incentives are strong enough to encourage network 
operators to connect more households to the gas network. It should also consider the 
appropriateness of the charges involved, especially where communities could club 
together to pay for such connections. The Government could also consider targeting 
part of any increase in budgets to address fuel poverty towards schemes to provide 
direct financial assistance to secure connections to the network, or to assist the 
development of local combined heat and power or renewable heat schemes for such 
communities.  

103. We are concerned that there is not sufficient regulatory oversight of the market for 
domestic fuel for households which are not connected to the gas network. The 
Government should consider whether both the statutory duties of Ofgem and the 
successor to Energywatch, the National Consumer Council, should explicitly cover the 
market for fuels used by off-network households.  

Final remarks on markets 

104. Our overall conclusion on the functioning of both the gas and electricity wholesale 
markets is that there are significant questions that need to be addressed in the interests 
of both retail and business consumers. We have also identified important issues that 
need to be addressed in the retail market itself. We have at this stage, however, 
recommended consideration of the merits of referring only two aspects of the markets 
to the Competition Commission (the forward gas market and the supply of electricity 
to the SME sector), and then only if Ofgem is unable to take sufficiently robust steps 
itself. We note that no witness has suggested that there is any evidence of active 
collusion in the wholesale or retail markets. It is clear, though, that in a retail market 
dominated by six big players, it is easy for those players to make informed judgements 
about the behaviour of their competitors. This can distort competition, without any 
active collusion occurring. The regulator therefore needs to remain very watchful.  

105. We believe that there are very real problems that need to be addressed. This can 
best be done through improving market design, taking specific regulatory steps, and by 
continuing to work for liberalisation of European markets. Such an approach is more 
likely to bring real and lasting benefits to consumers. It is also less likely to inhibit the 
investment the UK needs so urgently if we are to “keep the lights on” as we lose a large 
proportion of our generating capacity around the middle of the next decade. It will, 
however, need Ofgem to demonstrate a rather greater sense of urgency than has been 
made apparent so far. In this context we look forward to reading the conclusions of its 
market probe in September. 
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5 Fuel poverty 
106. Households which spend in excess of 10% of their income on maintaining an 
adequate level of heating and lighting are defined as being in fuel poverty. Fuel poverty has 
three contributing causes: the level of household incomes, fuel costs, and the quality of 
housing (and hence its level of energy efficiency). In 2000 the number of fuel-poor 
households in the UK was estimated at 4 million. The Government’s UK Fuel Poverty 
Strategy, published in 2001, established a target to eradicate fuel poverty for vulnerable 
households by 2010. Vulnerable groups include older people, households with children, 
and people who are disabled or have a long-term illness. Separate targets exist in England 
and for the Devolved Administrations, but the overall aim is that fuel poverty should be 
eradicated by 2018. 

Recent developments 

107. Figure 11 below shows the recent trends for fuel poverty in the UK. Between the late 
1990s and 2003 the number of fuel-poor households declined significantly. This was in 
large part due to increasing incomes, although falling energy prices and energy efficiency 
also contributed.202 However, fuel poverty levels have been rising since 2004, primarily 
because of higher energy prices. Official estimates only run to 2005, though National 
Energy Action told us it believed fuel poverty levels had now reached around 4.5 million.203 

Figure 11: Number of households in fuel poverty (1996-2005) 
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Source: UK Fuel Poverty Strategy 5th Annual Progress Report 2007 

108. In response to mounting concern over the level of fuel poverty, in May 2008 Ofgem 
published its Fuel Poverty Action Programme, setting out a package of measures to help the 
fuel poor. Central among these is the intention of the Department for Work and Pensions 
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(DWP), the Department for Environment, Food and Rural Affairs (DEFRA) and BERR to 
develop data-sharing that will enable energy suppliers better to identify the poorest 
pensioners most likely to be in fuel poverty. The main energy companies have also agreed 
to increase their collective expenditure on social assistance for their fuel-poor customers 
from £50 million per annum at present to £150 million by 2010/11. Although the 
principles of the programme, and Ofgem’s engagement with the issue, were welcomed by 
stakeholders we spoke to, the Fuel Poverty Advisory Group described many of the 
measures as “tokenistic”, while National Energy Action told us: “It is not going to reverse 
the fuel poverty trend significantly”.204 In evidence, the Chief Executives of Npower and 
E.ON UK told us it was time for a “fresh policy look” at the Government’s approach to fuel 
poverty.205 

109. Other things being equal, with every 10% increase in energy prices 400,000 people 
go into fuel poverty.206 The rise in prices since 2004 means the Government is certain to 
miss its target of eradicating fuel poverty for vulnerable households by 2010. We 
welcome Ofgem’s Fuel Poverty Action Programme as a sign that the Government is 
aware of mounting concern in this area. In particular we welcome plans to enable data-
sharing that will help energy suppliers identify pensioners most in need, although such 
information will need to be handled with the utmost propriety. We hope the 
Government will implement similar plans for other vulnerable groups. However, in the 
context of sharply rising prices and reductions in funds for the Warm Front 
programme, discussed below, the additional money pledged by the energy companies, 
while welcome, will make very little difference to the overall number of fuel poor 
households. We believe the Government must now consider a fundamental re-think of 
its approach to tackling fuel poverty.   

Social tariffs 

110. The £50 million that the ‘Big 6’ will in 2008 spend collectively on social assistance for 
their most vulnerable customers, supports a range of different actions. These include giving 
cash rebates, offering benefits entitlement checks, and providing energy advice. All the 
energy companies also now provide a social tariff to some of their most vulnerable 
customers. These vary significantly between the suppliers in approach. For example, British 
Gas’s Essentials tariff charges eligible customers its direct debit rate, regardless of whether 
they are using standard credit or prepayment meters.207 Elsewhere, Scottish and Southern 
Energy (SSE) provide a discount of at least 20% off customers’ existing tariffs.208  

111. It is almost impossible to compare the level of support social tariffs offer across the 
companies because of the various ways in which they are calculated, the extent to which the 
tariffs they are linked to change with time, and because they are usually part of a package 
including other forms of social support. Energywatch noted too that some companies’ 
social tariffs are actually more expensive than open market tariffs available to other 
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consumers.209 Analysis conducted for Energywatch earlier this year estimated around 
540,000 consumers were receiving support under the energy suppliers’ social packages, 
although this is not to say that they were being lifted out of fuel poverty.210 The vast 
majority of the 4.5 million fuel-poor are, therefore, not benefiting from suppliers’ social 
assistance. The energy suppliers are yet to determine how the pledged increase in 
expenditure in the coming years will be spent, though the Government’s intention to 
improve data-sharing on pensioners will make it easier for them to target this group. 

112. To date, the Government has allowed the energy suppliers to determine the type of 
social assistance they provide. The ‘Big 6’ argue that this gives them scope to innovate in 
their approach.211 As concern over energy prices has increased, there have been growing 
calls from consumer groups for the Government to mandate social tariffs.212 In January, the 
Minister told us he thought setting a minimum standard would mean all the companies 
would aim simply to achieve that level, thus stifling innovation and competition between 
the suppliers.213 In evidence, most of the suppliers shared this view, though SSE told us it 
would like to see a mandatory definition of what qualifies as a social tariff.214 

113. In rethinking its approach to fuel poverty the Government must decide whether 
companies should have a larger, perhaps statutory role to play in delivering its social 
policy objectives—that is, to what extent energy companies should be expected to divert 
their profits away from investment and distribution to shareholders, and to what extent 
relatively more affluent energy consumers, many of whom are themselves far from rich, 
should, through the price they pay for their electricity, cross-subsidise those who are 
less well-off. This cross-subsidy is currently modest, but it would inevitably grow if 
social tariffs were to be expanded.  

114. Energy suppliers’ existing social assistance initiatives (which go well beyond 
specific tariffs) do not reach the vast majority of the fuel-poor. They also vary widely, 
confusing consumers and providing inconsistent coverage. Irrespective of its broader 
conclusions on the role of such tariffs, we believe the Government should define the 
criteria for both the prices charged by suppliers under the banner of social tariffs, and 
for identifying those customers that qualify for them. We recognise that companies 
could only implement such an approach if they have access to information provided by 
central and local government. We do not accept the view that a mandatory and 
comprehensible definition of what constitutes a social tariff would create a ‘race to the 
bottom’ for all suppliers—rather, it would provide a minimum level above which they 
can compete, not only on tariffs, but also on other schemes to assist the fuel-poor. 
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Raising incomes 

115. The main means by which the Government provides specific support towards 
consumers’ energy costs is through the benefits system, using the Winter Fuel Payment. 
This is a once-a-year tax-free payment of between £100 and £300, depending on age and 
circumstances, for those over 60. Last year, 11.7 million people received payments. In the 
2008 Budget the Government announced that for winter 2008/09 there would be an 
additional payment of £50 for households with someone aged 60 to 79, and £100 for 
households with someone aged 80 or over. This top-up is just for one year. The benefit 
costs the Exchequer over £2 billion a year to provide.215 

116. As a universal benefit for pensioners, the Winter Fuel Payment is not targeted at the 
fuel-poor. However, several of our witnesses thought that it should be. The Fuel Poverty 
Advisory Group described it as “kind of a Christmas payment” for pensioners.216 National 
Energy Action, Energy Action Scotland, the Citizens Advice Bureau and the National Right 
to Fuel Campaign all argued that it should be made available to other vulnerable 
households, such as families with children, disabled people or those with a long-term 
illness.217 The Minister told us there were a range of other benefits for these groups, but that 
it was “a perfectly reasonable argument for [us] to present to the Chancellor”.218  

117. The Winter Fuel Payment is targeted at pensioners rather than the fuel-poor. The 
political reality is that either removing it from any existing recipients, or taxing it, to 
release funds for the genuinely fuel-poor, would be courageous decisions. However, we 
believe that any additional funds to help households cope with rising energy prices 
should be better targeted on the fuel-poor—not only pensioners, but also disabled 
people and other vulnerable consumers.  

Improving housing 

118. The Government has two main initiatives for improving the energy efficiency of the 
housing stock. First, the Carbon Emissions Reduction Target (CERT) places an obligation 
on energy suppliers to achieve targets for reductions in carbon emissions in the household 
sector. Under CERT, suppliers must direct at least 40% of carbon savings to a priority 
group of low-income and elderly consumers. Second, the Government’s Warm Front 
programme provides a package of insulation and heating improvements for private 
homeowners up to the value of £2,700 (or £4,000 if oil central heating is recommended). 
Although it is not targeted specifically at the fuel-poor, only households on certain benefits 
are eligible to receive grants. 

119. Warm Front has delivered significant benefits for recipients of grants, and on average 
it has reduced their energy bills by £300 per annum—some 30%.219 However, the Chief 
Executive of the scheme’s operator, Eaga, told us it faces some significant challenges. Since 
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2002, the Government has raised the grant ceiling of £2,700 by far less than the rate of 
inflation. As a result, the programme has gone from being effectively free at the point of 
access, to one where a large number of beneficiaries must contribute an additional amount 
themselves. Eaga told us some 16,000 people are currently on its waiting list because they 
cannot afford the top-up.220 Moreover, from this year the Government has cut funding for 
Warm Front by 16%, from £350 million in 2007/08 to £295 million in 2008/09. Funding 
will further reduce to £270 million in 2009/10 and £235 million in 2010/11. Yet Eaga told 
us current demand for the scheme is worth in excess of £400 million a year.221 In evidence 
to the Liaison Committee, the Prime Minister suggested that there might soon be 
developments which could correct this: we hope these announcements are made soon. 

120. In its most recent annual report, the Fuel Poverty Advisory Group stated: 

“The cut in Warm Front is, to put it mildly, difficult to understand—given the 
programme’s success and given the still more pressing need, in the wake of the price 
increases, to improve the energy efficiency of homes and heating systems. The 
programme has been cut when fuel poverty is at its highest level for nearly a decade.” 

The fuel poverty groups suggested various ways in which the Government could raise 
funding from other sources to increase support for Warm Front. The FPAG estimates that 
discontinuing Winter Fuel Payments for higher tax rate payers could raise an additional 
£200 million, but we do not believe this option is politically acceptable. It also said that the 
Government could recycle some of the £400 million of additional VAT payments it is 
receiving from energy customers as a result of recent prices rises and suggests 
redistributing some of the windfall gains made by electricity generators from Phase 2 of the 
EU Emissions Trading Scheme, which we discussed in Chapter 3.222 However, the 
Government is correct to say that increased VAT income from one area is often counter-
balanced by reductions elsewhere. We also note that the Government is making substantial 
gains from the auctioning of permits under the EU ETS, and would have made more if it 
had chosen to auction 10% of permits, as it could have done, rather than opting for the 
lower level of 7%. 

121. After several years of increases, it is very disappointing that in the current three-
year spending period the Government has reduced the budget for Warm Front at a 
time when the need for it is greatest. This is especially so, given that HM Treasury has 
received additional income from the auctioning of permits under Phase 2 of the EU 
Emissions Trading Scheme, while electricity generators are benefiting from windfall 
gains from the free allocation of the majority of permits under the same scheme. We 
hope that this reduction in funding will be corrected very quickly. 

122. We recognise the claims made by the generators about the way in which they have 
used the ‘windfall gains’ under Phase 2 of the EU ETS, and we understand the danger 
that regulatory uncertainty could delay investment plans. However, given the apparent 
size of the gain (something we have already asked Ofgem to examine more carefully), 
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and the extreme need of many households, we believe there is a compelling rationale for 
at least a modest, one-off top-slicing of these gains to help fund action to reduce the 
energy bills of vulnerable families in the long term. However, we also note the windfall 
gains accruing to HM Treasury, and believe it too must make its contribution in these 
exceptional circumstances.  

123. Energy prices are likely to remain high, by historic standards, and the Government 
is unlikely to be able to raise incomes sufficiently rapidly to meet its fuel poverty target, 
especially given the current economic downturn. This means that in the future, 
government and industry efforts need to focus on improving the housing stock of the 
fuel-poor, as the most cost-effective means of reducing both their energy bills and their 
carbon emissions. We believe the Government must consider whether the Carbon 
Emissions Reduction Target and Warm Front should be more precisely focused on 
helping the fuel-poor, and whether synergies between the two initiatives can be more 
actively exploited. If the Government remains committed to eradicating fuel poverty it 
must have in place policy instruments specifically designed to achieve this aim that do 
not rely on ongoing subsidy of fuel bills. A great many households face a difficult 
winter; it is imperative that the Government reviews its approach to fuel poverty and 
does so urgently.  
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Conclusions and recommendations 

Introduction 

1. The evidence we have heard during this inquiry can lead to only one conclusion—
that whatever short-term fluctuations occur, and whatever regulatory action is taken 
in the UK to improve the functioning of the energy markets, as the Minister of State 
for Energy, Malcolm Wicks, recently stated: “the era of cheap energy is surely over”. 
(Paragraph 1) 

2. Wholesale gas prices have increased throughout 2008. As a result, we expect gas and 
electricity bills for domestic consumers to rise significantly in the near future, over 
and above the increases already announced this year, with serious consequences for 
millions of households, and especially the fuel poor. Industrial consumers now face 
prices above European levels. If these price differentials are sustained, they will affect 
the competitiveness of the UK economy, and put many thousands of jobs in 
manufacturing at risk. (Paragraph 6) 

Ofgem’s inquiry 

3. We welcome Ofgem’s inquiry into the energy markets. Our written and oral 
evidence has highlighted serious problems in the functioning of a number of aspects 
of the markets for gas and electricity. We are particularly concerned by the 
perception that Ofgem has already predicted the outcome of its inquiry, by stating at 
the outset that it has seen “no clear evidence that the market is failing”. We hope this 
perception is proven wrong, and intend to scrutinise the regulator’s findings 
thoroughly.  (Paragraph 7) 

4. Once Ofgem announced its probe, we decided to conduct our inquiry quickly to feed 
into and inform its work. Accordingly, at this stage we have not concluded whether 
the problems with the energy markets we have identified can best be tackled through 
direct action by Ofgem, or through further investigation by the Competition 
Commission itself. Considering this in depth would have extended the length of our 
inquiry and so prevented its conclusion before that of the regulator. We received a 
significant amount of contradictory evidence, particularly in relation to the 
functioning of the wholesale markets for both gas and electricity, which was a cause 
of deep concern to the Committee, and emphasises the magnitude and importance 
of Ofgem’s task. We will examine their analysis when it is available and we will look 
with particular care at their recommendations for further action.  (Paragraph 8) 

5. We appreciate that Ofgem will have some difficult decisions to make. In doing so, it 
must take account of the Government’s overarching priorities for energy policy as set 
out in its 2007 Energy White Paper, which are to cut carbon emissions and maintain 
security of supply. The market structure must deliver these, while also providing 
competitive prices for consumers. In addition, Ofgem will need to weigh two factors 
carefully—the effect regulatory uncertainty may have on firms’ investment decisions 
at a time of general consensus that such decisions are needed urgently if electricity 
supplies are to remain reliable and adequate beyond the middle of the next decade; 
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and the desirability of a thorough investigation into the market that might improve 
its long-term competitiveness.  (Paragraph 9) 

The UK gas market 

6. We are troubled by the apparent discrepancy between the figures cited by our 
various witnesses on the extent to which gas is delivered to the UK via off-market 
contracts, as opposed to the visible market. The absence of consensus on such a basic 
characteristic of the market makes it difficult to reach secure public policy 
conclusions about desirable interventions. (Paragraph 15) 

7. While the UK has one of the most liquid spot markets for gas in the world, industrial 
consumers and Energywatch have significant concerns about the lack of liquidity in 
the forward gas market—an issue our predecessor Committee raised in 2005. Given 
the apparent impact on the prices major users pay in comparison to their 
competitors on the Continent, we recommend that Ofgem investigates urgently why 
gas producers seem unwilling to trade in the forward market. This investigation 
should include the wider market effects of both the lack of price transparency for 
forward contracts and the risk premiums attached to them. If Ofgem is unable to 
reach firm conclusions or suggest appropriate remedies, it should consider a referral 
of this aspect of the wholesale gas market to the Competition Commission. 
(Paragraph 17) 

Increasing gas dependency 

8. The implication of the UK’s growing gas import dependency is that it must 
increasingly compete in European and global markets. This means the UK gas price 
is influenced by changes in supply and demand in other countries. Also, where 
market distortions exist in other countries, such as the oil-gas price link in Europe, 
which we discuss later, this too will affect the UK gas price. The existence of import 
capacity does not necessarily guarantee the flow of gas to the UK. Rather, this is 
determined by market attractiveness and willingness to pay. (Paragraph 19) 

Wholesale gas market concentration 

9. Whilst the overall level of gas market concentration is relatively low, current figures 
provide only a snapshot of a rapidly evolving market. Market concentration in the 
supply sources on which the UK will become more dependent in the next few years 
are much higher than that for the UK Continental Shelf. Ofgem must monitor this 
situation closely, particularly if the marginal source of supply to meet UK demand 
increasingly comes from these highly concentrated markets.  (Paragraph 22) 

10. Ofgem states that in examining the competitiveness of the gas supply market it is 
worth noting that “at certain price levels a demand side response occurs” and that 
this can “act as an additional brake on potential market power”. The regulator should 
remember that this brake has a very real social and economic cost. We cannot form 
public policy in a world of energy shortages and sharply rising prices on the 
complacent assumption of a “demand side response”. The gas price spikes of winter 
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2005/06 were cited as a key factor by the industrial energy user groups in the loss of 
around 100,000 manufacturing jobs in the months that followed. (Paragraph 23) 

LNG import capacity 

11. The Isle of Grain LNG import terminal has seen little use this year. It is possible the 
regulatory framework for the use of the facility is part of the reason why LNG 
cargoes are not coming to the UK. Ofgem should investigate the situation with a 
view to making any necessary changes. Moreover, if international price competition 
can so easily drive cargoes elsewhere there must be doubt about the extent to which 
new capacity, such as Milford Haven, will provide the anticipated benefits in terms of 
security of supply for winter 2008/09. Ofgem and the Department should explore the 
possibility of such diversion of supplies to inform other aspects of energy policy, 
specifically in relation to gas storage. (Paragraph 26) 

Gas storage 

12. The Government has not responded quickly enough to the UK’s increasing, and 
entirely predictable, gas import dependency by encouraging investment in storage. 
This is an issue our predecessor Committee raised in its 2002 and 2005 Reports on 
security of supply and fuel prices. Significant additional storage, beyond that 
currently planned, is needed to reduce volatility in the wholesale gas price, which is 
otherwise likely to increase as the UK becomes increasingly dependent on gas 
imports. It is now an issue of national importance and should be a high priority in 
domestic energy policy. (Paragraph 29) 

European-UK gas price link 

13. In recent years, the European gas price has set the floor for the UK price during the 
summer, when the UK has been a net exporter and its gas has generally gone into 
boosting European winter storage levels. In winter, prices have risen markedly above 
European levels in order to draw gas to the UK. We are concerned that European gas 
suppliers are not responding to price signals more quickly during the winter months 
by selling into the UK. We strongly support the efforts of the European Commission 
both in its attempts to increase the transparency of, and to liberalise certain 
contractual and legal aspects of the European gas markets. Its task is particularly 
challenging, given countries have increasing concerns over energy security. The 
Government must also continue to exert strong pressure in this regard, as a political 
solution to this issue would do more to improve UK market conditions than any 
other domestic or international initiative. We consider these objectives should be a 
high priority for the Government in negotiations on EU policy generally, not simply 
within energy policy. (Paragraph 35) 

Oil-gas price link 

14. The contractual link between oil and gas prices on the Continent distorts the 
wholesale gas market and therefore the environment in which investment and 
consumption decisions are made throughout the EU. In the absence of liberalisation 
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in the short to medium term, it seems unlikely that market liquidity will increase 
sufficiently on European trading hubs to provide an alternative means of indexing 
long-term gas contracts. The oil price will therefore continue to have a significant 
influence on UK gas prices. It is likely that European gas prices will continue to rise 
in lagged response to the current increases in oil prices, and thus will feed through to 
the UK market.  (Paragraph 38) 

15. Trading on London markets plays an important role in setting the global price of oil. 
We fully acknowledge the important role futures markets play in helping purchasers 
of commodities to hedge against future price movements and so assist in planning 
their businesses. We also note the Treasury Committee’s current interest in this 
subject. We consider, however, that the Financial Services Authority would be well 
advised to investigate the extent to which speculators within its jurisdiction are 
currently driving up global oil prices, and to take action if appropriate.  
(Paragraph 39) 

Gas contracting 

16. Clearly something is wrong with the GB wholesale gas market if INEOS ChlorVinyls, 
one of the UK’s biggest industrial energy consumers, would rather ship gas from 
abroad under a European contract, than engage directly with the domestic market. 
Not only should Ofgem investigate why companies are behaving in this way, in 
conjunction with the European Commission it should also investigate the legality of 
gas suppliers offering widely different contract terms in different jurisdictions within 
the European Union. We cannot believe such behaviour is compatible with the 
Single Market. (Paragraph 41) 

The wholesale gas market and Ofgem 

17. One of our major concerns is that Ofgem’s investigation is not giving more explicit 
attention to the wholesale gas market. In 2004/05 Ofgem conducted an inquiry into 
the upstream sector in response to gas price spikes that winter, but the recent price 
spikes have been sharper still. The focus of Ofgem’s investigation this time is on the 
supply to households and small businesses. As part of this it will examine the 
relationship between retail and wholesale energy prices. However, it also needs to 
look again at whether the wholesale markets themselves are functioning 
satisfactorily.  (Paragraph 42) 

Wholesale electricity: rising environmental costs 

18. It is clear that the ‘Big 6’ firms and the independent generators have, to varying 
degrees, benefited financially from the free allocation of permits in Phase 2 of the EU 
Emissions Trading Scheme. However, the magnitude of this windfall is not clear. 
Furthermore, at least some of the value may be passed on to consumers through 
lower prices, via cross-subsidy from their generating arms, while some may support 
much needed investment in new capacity. We are disappointed by the superficiality 
of Ofgem’s current analysis. We recommend that the Government now conducts 
and publishes a rigorous analysis, estimating the value of any windfall profits which 
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companies have gained, and the use to which they have been put, or are planned to 
be put. It is only on this basis that the Government can then decide if there is a case 
for reallocating some of this windfall—an issue we return to in Chapter 5.        
(Paragraph 47) 

Wholesale electricity market concentration 

19. At present, Britain has a diverse electricity generation portfolio, owned by a number 
of different companies. However, we are concerned that this may be undermined by 
market consolidation, such as a takeover of British Energy or Scottish Power. Ofgem 
and the Competition Commission should ensure that, were this to happen, measures 
are put in place to protect current information flows to the market, and to ensure no 
single generator has excessive market power. We acknowledge the urgent need to 
secure investment in new generating capacity, but that investment must not come at 
the price of  a less competitive or transparent market in the long term.(Paragraph 49) 

New generating capacity 

20. The need for investment in new generating capacity—and associated transmission 
infrastructure—in the coming years is huge. This investment will only be delivered 
by profitable companies which see a commercial opportunity, whether they are 
existing players or new entrants. While the market seems to be providing price 
signals for the vertically integrated firms to invest in new large-scale conventional 
capacity, there is a question mark over whether new companies face disproportionate 
barriers to entry.  (Paragraph 52) 

Vertical integration 

21. While the ‘Big 6’ claim to be losing money in domestic supply, there is evidence that 
they are earning increased profits from their wholesale operations. We acknowledge 
that some of these profits may be earmarked for investment in new capacity rather 
than for distribution to shareholders, but we recommend that Ofgem conducts 
further work to understand where profits are being made within the energy supply 
chain. As part of this, we also recommend that Ofgem investigates whether it can 
require more detailed financial disclosure from the vertically integrated companies 
on the performance of their wholesale and retail operations, where they do not 
already provide this. Such information should not deter new investment, but would 
inform potential new entrants to the sector—both generators and suppliers. 
(Paragraph 56) 

Wholesale electricity market liquidity 

22. The wholesale electricity market suffers from a severe lack of liquidity, which 
contributes to price volatility and poor price transparency. This, in turn, dulls market 
signals for potential investors in new capacity, outside of the ‘Big 6’. It also reduces 
the ability of new energy retailers to compete in the market. As Ofgem has already 
identified the issue as a serious problem, and in the absence of tangible progress on 
the Market Design Project, its market probe should propose a solution. As a starting 
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point, and in addition to any increase in transparency that can be achieved as a result 
of our earlier recommendation, the regulator should conduct a detailed analysis of 
the risks and benefits of requiring the ‘Big 6’ firms to trade a proportion of their 
electricity openly in the forward market. We acknowledge that the regulator must 
take account of the need to balance the effects that greater regulatory risk might have 
on the investment decisions of incumbent companies. In principle, however, creating 
a better functioning wholesale market should facilitate new entry both in supply and 
generation. (Paragraph 63) 

Changes in supplier costs 

23. Higher wholesale electricity and gas prices have been the largest contributor to 
increasing household energy bills, though the impact of environmental and network 
costs should not be underestimated. While the ‘Big 6’ claim to be losing money in 
their domestic supply businesses, as noted earlier, there is evidence that they are 
making much greater margins on electricity generation. We note that while the 
‘Big 6’ have cited rising wholesale prices as the reason for collectively increasing 
prices in 2008, it required a ‘naming and shaming’ by Ofgem for two companies to 
reduce their retail prices in early 2007, when wholesale prices were falling. Whatever 
the result of their current investigation, Ofgem must make it clear it will use such an 
approach in the future if circumstances demand similar action.    (Paragraph 71) 

Retail market concentration 

24. Despite the fact that both gas and electricity supply are now dominated by just six 
firms, the level of concentration in both markets has fallen as the firms have 
competed with one another. Nevertheless, the gas and electricity markets are likely to 
remain highly concentrated so long as there are only six major players. The 
regulators should oppose any further consolidation within the ‘Big 6’ which would 
diminish retail competition, at least until one or more of the smaller suppliers has 
established a significant presence in the domestic market. (Paragraph 74) 

Direct selling 

25. Whilst direct sales currently provide the most effective means of persuading hard-to-
reach consumers to switch supplier, they must be conducted with the utmost 
propriety. We welcome Ofgem’s investigation into Npower’s selling practices, and 
we will be looking at the regulator’s conclusions and recommendations with 
particular care. Any further significant breach of best practice by any supplier would 
inevitably lead to calls for this sales technique to be abandoned. The industry must 
consider itself on notice.  (Paragraph 80) 

Switching 

26. By international standards and in comparison with other sectors, there is a high level 
of switching in the energy supply sector. However, around half of customers are still 
with their original supplier for at least one fuel, and 20% have not switched either 
fuel source, despite the fact that incumbent suppliers consistently fail to provide the 
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best available offer in their home areas. Moreover, most people who do switch fail to 
change to the cheapest supplier, and a significant number actually move onto a more 
expensive tariff. Ofgem is considering these issues as part of its probe. We believe its 
recommendations should include new ways to engage consumers that have not 
switched away from their incumbent supplier, and it should consider ways in which 
customers who do switch can make more informed choices. Ofgem should also 
investigate how all customers could benefit from competition, whether they switch 
or not, for example by preventing energy companies from over-charging their legacy 
customers. (Paragraph 82) 

Payment types 

27. There has been a widening gap between companies’ direct debit tariffs, and those for 
standard credit and prepayment meters (PPM). Nine years after liberalisation, this 
suggests a serious failing in the competitiveness of the market. Recent debate has 
focused on the prices for PPM. However, we are equally concerned about the poor 
deal standard credit customers are receiving, particularly given that this is the 
payment method for the vast majority of the fuel poor and the evidence suggests they 
are on average being over-charged even more than those on PPM.  (Paragraph 87) 

28. This issue is a major part of Ofgem’s probe. In a fully competitive market the tariff 
differences for each payment type would not exceed their economic cost; there 
would be no cross-subsidy between, for example, standard credit and online direct 
debit customers. The regulator’s probe must form a robust view of the additional 
costs associated with standard credit and PPM customers. If, in a year’s time, the ‘Big 
6’ have still not narrowed the gap between the different payment types, Ofgem 
should consider re-introducing some form of price control, limiting the differentials 
that can be charged. (Paragraph 88) 

Smart metering 

29. We believe smart meters would play an important role in facilitating competition in 
the retail sector by giving consumers better information about their electricity usage 
and cost, thus encouraging greater and more informed switching. The Chief 
Executive of E.ON UK told us: “we should get on with this, because, quite frankly, we 
are using Stone Age technology here; we know we can do better; we just need to 
agree the process by which we roll it out”. We agree, and hope the Government’s 
decision, due by the end of the year, includes a clear and urgent timetable for 
implementation. (Paragraph 90) 

The SME Market 

30. The evidence put to us by small companies in the market for SME electricity supply 
is compelling and suggests some of the ‘Big 6’ companies may be abusing their 
market position to choke off new entrants. We are also concerned by the role of third 
party intermediaries. We welcome the fact that Ofgem is considering small business 
customers as part of its probe. We believe that until now Ofgem has in the past paid 
too little attention to this important part of the market. If it finds evidence of serious 
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anti-competitive behaviour by specific companies, and is unable to address this 
situation with suitable undertakings, it should refer the matter to the Competition 
Commission. (Paragraph 95) 

Product innovation and ‘green’ tariffs 

31. Overall, there has been a growing level of product innovation in recent years for 
those customers who are able and willing to engage in the market. However, we have 
serious concerns that customers on many ‘green’ tariffs are being misled about the 
extent to which their tariff offers an additional environmental benefit, over and 
above their energy supplier’s existing legal requirement under the Renewables 
Obligation. We welcome Ofgem’s belated guidelines for suppliers offering green 
tariffs, and hope that they will reduce the potential for customer confusion. Once in 
place, Ofgem must monitor compliance with the guidelines closely. (Paragraph 99) 

Off-network gas consumers 

32. Many consumers whose homes are not connected to the gas network have the 
frustration of knowing gas pipelines are close by, but cannot be accessed. They are 
condemned to using more expensive means of heating their homes. Ofgem should 
consider whether the current incentives are strong enough to encourage network 
operators to connect more households to the gas network. It should also consider the 
appropriateness of the charges involved, especially where communities could club 
together to pay for such connections. The Government could also consider targeting 
part of any increase in budgets to address fuel poverty towards schemes to provide 
direct financial assistance to secure connections to the network, or to assist the 
development of local combined heat and power or renewable heat schemes for such 
communities.  (Paragraph 102) 

33. We are concerned that there is not sufficient regulatory oversight of the market for 
domestic fuel for households which are not connected to the gas network. The 
Government should consider whether both the statutory duties of Ofgem and the 
successor to Energywatch, the National Consumer Council, should explicitly cover 
the market for fuels used by off-network households.  (Paragraph 103) 

Final remarks on markets 

34. Our overall conclusion on the functioning of both the gas and electricity wholesale 
markets is that there are significant questions that need to be addressed in the 
interests of both retail and business consumers. We have also identified important 
issues that need to be addressed in the retail market itself. We have at this stage, 
however, recommended consideration of the merits of referring only two aspects of 
the markets to the Competition Commission (the forward gas market and the supply 
of electricity to the SME sector), and then only if Ofgem is unable to take sufficiently 
robust steps itself. We note that no witness has suggested that there is any evidence of 
active collusion in the wholesale or retail markets. It is clear, though, that in a retail 
market dominated by six big players, it is easy for those players to make informed 
judgements about the behaviour of their competitors. This can distort competition, 
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without any active collusion occurring. The regulator therefore needs to remain very 
watchful.  (Paragraph 104) 

35. We believe that there are very real problems that need to be addressed. This can best 
be done through improving market design, taking specific regulatory steps, and by 
continuing to work for liberalisation of European markets. Such an approach is more 
likely to bring real and lasting benefits to consumers. It is also less likely to inhibit the 
investment the UK needs so urgently if we are to “keep the lights on” as we lose a 
large proportion of our generating capacity around the middle of the next decade. It 
will, however, need Ofgem to demonstrate a rather greater sense of urgency than has 
been made apparent so far. In this context we look forward to reading the 
conclusions of its market probe in September. (Paragraph 105) 

Recent developments in fuel poverty 

36. Other things being equal, with every 10% increase in energy prices 400,000 people go 
into fuel poverty. The rise in prices since 2004 means the Government is certain to 
miss its target of eradicating fuel poverty for vulnerable households by 2010. We 
welcome Ofgem’s Fuel Poverty Action Programme as a sign that the Government is 
aware of mounting concern in this area. In particular we welcome plans to enable 
data-sharing that will help energy suppliers identify pensioners most in need, 
although such information will need to be handled with the utmost propriety. We 
hope the Government will implement similar plans for other vulnerable groups. 
However, in the context of sharply rising prices and reductions in funds for the 
Warm Front programme, discussed below, the additional money pledged by the 
energy companies, while welcome, will make very little difference to the overall 
number of fuel poor households. We believe the Government must now consider a 
fundamental re-think of its approach to tackling fuel poverty.   (Paragraph 109) 

Social tariffs 

37. In rethinking its approach to fuel poverty the Government must decide whether 
companies should have a larger, perhaps statutory role to play in delivering its social 
policy objectives—that is, to what extent energy companies should be expected to 
divert their profits away from investment and distribution to shareholders, and to 
what extent relatively more affluent energy consumers, many of whom are 
themselves far from rich, should, through the price they pay for their electricity, 
cross-subsidise those who are less well-off. This cross-subsidy is currently modest, 
but it would inevitably grow if social tariffs were to be expanded.  (Paragraph 113) 

38. Energy suppliers’ existing social assistance initiatives (which go well beyond specific 
tariffs) do not reach the vast majority of the fuel-poor. They also vary widely, 
confusing consumers and providing inconsistent coverage. Irrespective of its broader 
conclusions on the role of such tariffs, we believe the Government should define the 
criteria for both the prices charged by suppliers under the banner of social tariffs, and 
for identifying those customers that qualify for them. We recognise that companies 
could only implement such an approach if they have access to information provided 
by central and local government. We do not accept the view that a mandatory and 
comprehensible definition of what constitutes a social tariff would create a ‘race to 
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the bottom’ for all suppliers—rather, it would provide a minimum level above which 
they can compete, not only on tariffs, but also on other schemes to assist the fuel-
poor. (Paragraph 114) 

Raising incomes 

39. The Winter Fuel Payment is targeted at pensioners rather than the fuel-poor. The 
political reality is that either removing it from any existing recipients, or taxing it, to 
release funds for the genuinely fuel-poor, would be courageous decisions. However, 
we believe that any additional funds to help households cope with rising energy 
prices should be better targeted on the fuel-poor—not only pensioners, but also 
disabled people and other vulnerable consumers.  (Paragraph 117) 

Improving housing 

40. After several years of increases, it is very disappointing that in the current three-year 
spending period the Government has reduced the budget for Warm Front at a time 
when the need for it is greatest. This is especially so, given that HM Treasury has 
received additional income from the auctioning of permits under Phase 2 of the EU 
Emissions Trading Scheme, while electricity generators are benefiting from windfall 
gains from the free allocation of the majority of permits under the same scheme. We 
hope that this reduction in funding will be corrected very quickly. (Paragraph 121) 

41. We recognise the claims made by the generators about the way in which they have 
used the ‘windfall gains’ under Phase 2 of the EU ETS, and we understand the danger 
that regulatory uncertainty could delay investment plans. However, given the 
apparent size of the gain (something we have already asked Ofgem to examine more 
carefully), and the extreme need of many households, we believe there is a 
compelling rationale for at least a modest, one-off top-slicing of these gains to help 
fund action to reduce the energy bills of vulnerable families in the long term. 
However, we also note the windfall gains accruing to HM Treasury, and believe it too 
must make its contribution in these exceptional circumstances.  (Paragraph 122) 

42. Energy prices are likely to remain high, by historic standards, and the Government is 
unlikely to be able to raise incomes sufficiently rapidly to meet its fuel poverty target, 
especially given the current economic downturn. This means that in the future, 
government and industry efforts need to focus on improving the housing stock of 
the fuel-poor, as the most cost-effective means of reducing both their energy bills and 
their carbon emissions. We believe the Government must consider whether the 
Carbon Emissions Reduction Target and Warm Front should be more precisely 
focused on helping the fuel-poor, and whether synergies between the two initiatives 
can be more actively exploited. If the Government remains committed to eradicating 
fuel poverty it must have in place policy instruments specifically designed to achieve 
this aim that do not rely on ongoing subsidy of fuel bills. A great many households 
face a difficult winter; it is imperative that the Government reviews its approach to 
fuel poverty and does so urgently.  (Paragraph 123) 
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