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1  Executive summary

Across Britain, councils are taking action to boost renewable generation,
improve energy security, lower energy bills and support community economies
by seizing opportunities to get involved with energy supply. By doing so,
they provide customers with an alternative to the big utility companies and
are capitalising on emerging trends in energy production and transportation.
These place locally-focussed energy ventures centre stage.
As a fundamental element of communities, energy features in all our daily lives
and underpins much of our economy. Traditionally, energy has been supplied by
a small number of large utility companies. However, their ability to give customers
value for money has been brought into question. In 2016 the Competition and
Markets Authority’s investigation into the energy market revealed that the big
suppliers have been overcharging consumers by £1.7 billion per year. Recent
research by Cornwall Energy has established that households are now able
to choose from more than 35 different suppliers, providing a range of tariffs.
These so-called “independent” suppliers (those other than the Big Six) hold
an increasing 15.5 per cent share of the dual-fuel energy market. 52 per cent
of all energy switches had gone to independents by early 2016. This clearly
demonstrates that customers are actively choosing new suppliers who offer
cheaper and more sustainably-sourced energy. As a result, the market has never
been more favourable to innovative new entrants.
Meanwhile, the 2015 Paris Agreement has intensified the international drive
to decarbonise. Britain’s energy sector is, therefore, currently undergoing
a monumental shift towards the greener energies offered by renewable
technologies, such as wind and solar. Many of these renewable-generation
projects are small and embedded within communities, with local authorities
becoming increasingly involved with their planning and progress.
Binding carbon commitments mean that the proliferation of renewable generation
in the UK needs to continue far into the future. As a part of Electricity Market
Reform, Government incentivisation schemes designed to encourage this
investment have been subject to significant change. The replacement of the
Renewable Obligation scheme with Contracts for Difference and reductions in
the Feed In Tariff rates for smaller generators have created significant uncertainty
amongst investors.
Local authorities are in a great position to alleviate this uncertainty by working with
local generators and forming long-term agreements to purchase their electricity.
This strengthens investor confidence for generators, helping renewables to flourish
locally, while also allowing communities to access greener energy supplies directly.
By taking a more active role in local energy, authorities would have the ability
simultaneously to support renewable development while taking all possible steps
to keep prices low for the end consumer. Furthermore, DECC (now BEIS) research
revealed that consumers were more likely to take part in schemes if they were
organised by their local authority rather than another organisation because their
local authority is viewed as a “trusted intermediary”. In repaying that trust a Local
Authority Supplier can offer better value to customers whilst driving forward its
sustainability ambitions.
4

This potential role that local community energy groups can play in meeting
national renewables targets is appreciated by government. In 2014 the UK
released its Community Energy Strategy, which states that national government is
keen “to see all authorities showing leadership to help deliver community energy
projects”. It also recognises that community energy could potentially supply one
million homes by 2020. To help reach this target, the government committed £25
million in funding for urban and rural community energy funds. Such support has
also been echoed in Scotland, with the Scottish Government announcing in 2016
a further £10 million of funding for innovative local energy projects. These support
mechanisms secure a long-term role for community energy activities.
The past five years has seen considerable pressure on local government finances
as central government support is reduced. Many authorities have seen significant
cuts to their finances and, as a consequence, have searched for new and
innovative sources of income to help meet their budget challenge.
Engagement in the energy market offers councils the means to bring significant
and sustainable sources of income into the organisation. These could range from
improved power-purchase agreements for energy they may already produce
themselves, through to income generated from a fully licenced supply model.
Such an arrangement has the potential to generate margins of between 2 and 4%
on revenues typically of tens of millions of pounds, providing significant potential
income for local authorities willing to enter the market.
Issues of localism and wellbeing are often key political priorities, with many
councils looking to reduce demand on their services by supporting local
communities in new ways. The availability of affordable energy is already a
factor in areas that are of primary concern to local government. It can shape our
local economies, encourage potential inward investment as well as significantly
influence the wellbeing of vulnerable residents.
Affordable energy is also a key concern for businesses whose profitability and
contribution to the economy can be significantly influenced by their energy bills.
The Competition and Markets Authority’s (CMA) energy market investigation
recently concluded that the smallest businesses often find it hard to engage in
the market owing to a lack of pricing transparency and information, and are poorly
served by existing suppliers.
The ability to influence directly how energy contributes both to residents
and businesses is an attractive proposition for many local authorities. Direct
participation through a bespoke energy-supply venture could provide a solution.
Local government is uniquely placed to understand the specific needs of their
communities. Armed with this understanding, they are able to craft solutions
through their energy-supply business to provide the prices, services and support
that other suppliers do not offer.
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The regulatory landscape in the coming years is set to shift towards less
prescriptive regulation of the energy market. This will make it easier than ever
for non-traditional business models to enter the market and create innovative
products and services for consumers.
As the energy-supply market has evolved, so has the emergence of IT, advice and
trading providers offering services that allow new suppliers to enter the market
at a lower cost than historically, and without the need to undertake all activities
required of a supplier on day one. By contracting out to established and proven
service providers, it is possible to establish a presence in the energy-supply market
and, as the new company grows in size and experience, it can (if it chooses) take
more of the industry process activity in-house.
Reaching customers and selling energy have also been simplified thanks to the
rising popularity of price-comparison websites. New entrants who capitalise on
this form of selling can benefit from lower customer acquisition costs. It is also
a great way to get their brand into the national consciousness.
Councils are now realising the value of their local knowledge in the energy arena.
With their understanding of community needs and renewable-energy projects,
local authorities are uniquely placed to create a successful supply business that
can directly link local green energy to nearby communities. This would give
generators certainty of revenue and provide households and budding businesses
alike with access to cheaper and more sustainable energy. Accrued revenues from
a supply venture can then be reinvested back into communities through projects
and services.
This document aims to help inform local authorities about the scale of opportunity
available in the changing energy sector. It will outline the benefits of a councilbacked energy supply business and set out a number of different ways authorities
can get involved in energy, with examples of what some pioneering councils
have already achieved. It will serve as a guide for local governments, while also
providing the building blocks for more in-depth thinking on the practicalities of
setting up a new supply venture.
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2  Purpose of the document and
aim of the guidance
The significance of energy in the day to day life of many councils continues
to grow. Whether heating and lighting our public buildings, underpinning
our economic growth or effecting the wellbeing of our residents, it is difficult
to overstate the importance of an available and affordable energy supply.
Driven by a desire to reduce carbon emissions and attracted by government
subsidies, many councils have invested significantly in recent years in
renewable generation utilising a range of technologies. This investment has
seen the role played by local government change from merely a consumer
of energy to that of a generator of some significance.
As Local Authorities have learned and gained confidence in their participation
in the energy market, some have chosen to take a more direct role in the supply
of energy. A number have already chosen to take on the role of “Registered
Supplier”, buying energy from generators on the wholesale market and supplying
directly to their customers. The role of supplier carries with it regulatory
responsibility with which the participating authority will need to comply, which
have been managed effectively by authorities to date. However, the benefits
of doing so can offer significant value in supporting wider corporate policies
and objectives whilst at the same time offering significant financial returns.
These responsibilities and benefits are explained further in this document.
There are new and exciting options available to local government in this space
and new decisions to be made. This document provides local government with
general guidance and a broader perspective as to their options for participating
in the energy market. Whilst it has been written with local government in mind
but its principles also apply to other public sector organisations. It is intended
to be accessible and informative in order to interest and inform strategic decision
makers but contain sufficient detail such that operational staff can appreciate
the key steps to be taken and the resources required for direct participation
in what can be a complex and highly regulated market.
Simply, we hope that this guidance will:
	
broaden comprehension within local government of the options available

to them in developing a long term energy strategy for their organisation.
In doing so:
	
understanding the commercial opportunity available through becoming

a local energy supplier
	
increase indirectly the investment in low carbon technologies through

more lucrative commercial options
	
awareness of what time and resources are necessary to do this

By developing a fully-rounded appreciation of the various options available to
it, local government can make appropriate and informed choices as to what the
right energy strategy is for them, consistent with the values, policies and strategies
of their council. The solution will be unique to that local authority and involve a
wide range of local drivers and factors. We hope that in producing this paper,
an important piece of the energy jigsaw can be considered and assessed in an
informed manner.
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3  National energy context

The role energy plays in our daily lives is difficult to overestimate. Heating
our homes, lighting our streets, moving from place to place, powering
communications and IT, and how we work and play is entirely dependent
on the availability of plentiful and affordable energy. Here we look at how
the way energy is produced, transported and sold is changing and the
potential consequences of such changes.

International and national focus on decarbonisation
The majority of our energy is still derived from traditional fossil fuels such as
coal, oil and natural gas. As a consequence of burning these finite resources,
carbon dioxide and other greenhouse gases are released into the atmosphere,
contributing to global climate change.
As part of the ongoing global response, the Paris Agreement of 2015 saw
195 countries agree to a range of measures designed to ensure emissions
peak as soon as possible and decrease thereafter. In this country, national
policy has supported these international decarbonisation ambitions, with the UK
committing through the Climate Change Act 2008 to a legally binding reduction
in CO2 emissions of 80 per cent from 1990 levels to be achieved by 2050.
With energy production recognised as the biggest contributor towards our
national greenhouse gas emissions, the UK government has set out the
Renewable Energy Strategy. This sets out how the UK could source 15 per cent
of its total energy from renewable sources by 2020. An Energy Efficiency Strategy
aimed at achieving an 18 per cent reduction in final energy consumption, also by
2020, has been put into place. It is therefore widely recognised that to achieve
these targets how we generate, manage and use our energy needs to change
significantly.

Local renewables are rising to the challenge
Key to meeting these targets is the replacement of existing fossil fuel fired
infrastructure with low carbon renewable generation. Global investment in
renewables technology is now at a record high, with $285.9 billion invested
in 2015, up 5 per cent from the year before. In the UK, investment in these
technologies has resulted in renewable generation forming an increasing
proportion of our energy mix with provisional figures1 for 2015 showing that
they met almost 22 per cent of the UK’s electricity needs compared to just
7 per cent in 20102.
The technologies underpinning this renewable revolution have principally
been wind and solar. Solar generating capacity has reached over 9GW across
700,000 individual sites3 and similarly there is now 13GW of wind power installed

1

Energy Trends – Section 6. April 2016

2

Digest of UK Energy Statistics 2015

3

National Grid Electricity Operation Forum, Solar Growth Presentation March 2016
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across 1,027 projects4 (overall UK generating capacity stands at 85GW5).
Importantly, much of this national growth in generation capacity has been driven
by actions at the local level. With individual communities quick to capitalise on the
smaller size and falling costs of renewable installations as they allow them to gain
more control over their energy use and costs. As a result, there are now at least
5,000 community energy groups participating in the generation and management
of energy across the UK6.
The potentially vital role that local community energy groups can play in meeting
national renewables targets is appreciated by government. In 2014, the UK
released its Community Energy Strategy recognising that community energy
could potentially supply one million homes by 2020. To help towards this target
the government committed £25 million in funding for urban and rural community
energy funds. Such support has also been echoed in Scotland; with the Scottish
government announcing in 2016 a further £10 million of funding for innovative
local energy projects7. These support mechanisms secure a long-term role for
community energy activities.

Networks need to adapt to support increasing local generation
With local generation on the rise, the way we transport electricity to homes
and businesses accordingly needs to change. The electricity system was set up
for a small number of large power stations producing electricity and sending
it through the national transmission system to local distributors and finally to
consumers. Locally based, smaller renewable installations are now bypassing
national transmission systems and instead connecting straight to local distribution
networks, closer to end consumers and creating revenue.
These “embedded generators”, can reap many hidden financial benefits by so
doing. For instance, they can be exempt from charges levied to use the high
voltage transmission system, and they are not required to contribute to National
Grid’s costs for balancing the supply and demand of electricity at a national level.
Together, these embedded benefits add up and can help attain greater financial
rewards from local renewable installations.
More embedded generation also means that balancing electricity production
and consumption increasingly needs to happen at a more local level. Balancing
is important as it ensures the safety, reliability and efficiency of the electricity
system as a whole, ensuring that the demand for energy is matched with supply
in real time. The majority of embedded installations are comprised of so called
intermittent generation whereby electricity production rises and falls with the wind
and sun. Those with the knowledge of who is producing and consuming the

4

Renewable UK March 2016

5

Digest of UK Energy Statistics 2015

6

DECC (now BEIS), Community Energy Strategy: Full Report January 2014

7

Scottish government – £10 million to support community energy March 2016
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electricity in the local area are now best placed to provide profitable balancing
services to help ensure the operation of a safe, reliable system.

Industry changes and the affordability of energy
With low carbon, embedded generation on the rise and networks changing to
adapt to them, it is clear the energy industry is witnessing unprecedented change.
This transition, however, is not without financial consequence.
The costs of all elements of energy supply ultimately trickle down into consumers’
bills. This includes the amount spent on subsidies to support renewable
generation. Subsidies come in the form of government schemes such as the
Renewables Obligation and the Feed-in Tariff mechanism that currently account
for 8.4 per cent of the average household’s bill each year.
The extent of fuel poverty amongst the most vulnerable in society is significant.
In 2015, DECC (now BEIS) reported that 2.35 million households (10.4 per cent)
in England are in fuel poverty8, meaning that if they pay the full extent of their
energy costs their residual income would leave them below the official poverty
line. As these customers find it difficult to pay their bills they are, by extension,
often the most sensitive to any changes to energy affordability. Moreover, the
ability of fuel poor customers to access the most competitively priced energy is
often limited as many have prepayment meters which present additional barriers
to switching, and limit tariff choices.
Affordable energy is also a key concern for businesses whose profitability and
contribution to the economy can be significantly influenced by their energy bills.
The Competition and Markets Authority’s (CMA) energy market investigation9
recently concluded that the smallest businesses often find it hard to engage
in the market due a lack of pricing transparency and information and are poorly
served by existing suppliers.
As local authorities are exposed to the social and economic consequences of
energy affordability already, involvement in the market and an ability to influence
the issue directly may be desirable.

New entrants to the electricity market
As the generation side of the energy market has undergone huge change, so
has the retail element. In recent years, we have seen an influx of new, innovative
suppliers entering the market (see graph), who are challenging the dominance
of the traditional Big Six10 energy companies.

8
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DECC (now BEIS) – Annual Fuel Poverty Statistics May 2015
Competition and Markets Authority Energy Market Review
The “Big Six” is the colloquial term to describe the largest energy companies in GB.
They are: British Gas, EDF Energy, EON, Npower, Scottish Power and SSE.
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Recent research by Cornwall Energy11 has established that households are now
able to choose from over 35 different suppliers providing a range of tariffs.
These so called independent suppliers (non-Big Six) hold an increasing (15.5 per
cent) share of the dual fuel energy market with 52 per cent of all energy switches
going to independents in early 201612. This clearly demonstrates that customers
are actively choosing new suppliers and as a result the market has never been
more favourable to innovative new entrants.

Energy Security
A further consequence of our desire to decarbonise our energy industry and
to address the issue of global warming is the gradual decommissioning of our
existing large power generation assets. The UK government has expressed
a desire to see traditional coal fired power generation in the UK cease by
2020, in line with EU regulations. Other generating capacity, particularly nuclear,
is nearing the end of its operational life and will also be taken offline and
decommissioned in the near future. It is argued that this supply gap between
our electricity requirement and our ability to generate it could be between
40 per cent - 55 per cent of the UK’s current generation need by 202513.
This gap will need to be addressed through improved energy efficiency and/or
the development of new generation infrastructure.
With current uncertainty in government policy about how this challenge is to
be addressed, energy security in the UK is likely to be increasingly important
in the medium to long term. Given the critical nature of energy to our economy
and as key stakeholders in the economic wellbeing of their local communities,
local government has a significant interest in ensuring that this is addressed.

11

	‘Record number of new suppliers boosts domestic energy competition’, Energy Spectrum:
Issue 513, March 2016

12

Ofgem, April 2016

13

Institute of Mechanical Engineers: ‘Engineering the UK – The Electricity Gap’, January 2016
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4  Energy and local government

The availability of a secure and affordable energy supply is already of primary
concern to local government. It can shape our local economies and encourage
inward investment and exert a significant influence on the wellbeing of our
residents. The ability to influence directly how energy contributes to these
issues is a potentially attractive proposition for many local authorities.
Coincident with the rapid changes in the Energy Sector, local government too is
experiencing significant transformation. Budgets are under pressure everywhere,
and councils seek to find new and innovative sources of revenue.
The low carbon challenge remains a political priority for many, both in terms
of their own footprint or as civic leaders setting examples and brokering new
relationships with the private sector. Issues of localism and wellbeing are often key
themes, with many councils looking to reduce demand on their services through
supporting local communities in new ways. Additionally, through the government’s
devolution programme, combined authorities created around functional economic
regions, are being handed new devolved powers covering areas as diverse
as transport, regeneration and health and social care. Energy is becoming an
increasingly common area of potential devolution as combined authorities
develop strategic, long-term plans.
Energy should therefore be a key concern for every council. Developing an
energy strategy should be a fundamental part of the long-term strategic planning
process. Not in isolation but as an integral part of the wider spatial, economic
and wellbeing strategies undertaken as part of normal business. The many
roles councils may play will therefore depend on what they wish to achieve and
their appetite for risk. Some will be content to ‘influence’ the agenda through
procurement and local policy while others will choose to invest directly in
generation assets. Others may find direct participation in the energy market
a logical solution through the means of a bespoke energy supply venture.
A number of local authorities are already benefitting directly from their active
participation in the energy market in a variety of forms. These are referred to
briefly in the case studies section. A precedence has already been set so that
others may consider such arrangement and decide whether this course
of action is right for them.
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5  Capitalising on future energy
developments
This section sets out the factors likely to have most impact on energy
consumers and local government over the next few years. For local
government, an understanding of what’s to come can reveal a multitude
of opportunities.

Smart meters
By the end of 2020, it is anticipated that all households and small businesses
across Great Britain will have a smart meter. For households, the new meters
will come with an in-home display allowing customers to see their real time
consumption for the first time. Research from Smart Energy GB14 has indicated
that smart meters will incentivise customers to reduce their consumption, engage
more in the energy market, and provide them with greater control over their
energy bills. Smart meters will also signal the end to estimated bills.
For suppliers, smart meter benefits include a wealth of new information on how
much energy their customers are using and also at what times they are using it.
With permission from customers, suppliers will be able to build a more a more
granular picture (see half hourly settlement) of their consumption patterns and
then create new time-of-use tariffs to promote energy use at certain times of the
day. Through these tariffs, suppliers can incentivise customers to consume less
at times of high demand when costs are higher and to help match demand with
increasing amounts of intermittent renewable energy supplies.
All this data on consumption patterns can also be utilised on by aggregators
who coordinate reductions or increases in energy consumption, often from large
industrial and commercial customers, to realise revenue for customers and provide
service to help balance overall supply and demand. With the move to distributed
generation, local aggregators will become increasingly important.
Local government is well placed to identify business customers from within
the public sector family who may form a part of this supply and demand
balancing relationship. These could include, other local authorities, public health
organisations, schools and colleges and fire and rescue services who could benefit
from these demand side response services that help National Grid balance the
electricity system.

14

Smart Energy GB February 2016
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Half hourly settlement
Suppliers buy and sell electricity on the wholesale market every half an hour.
In gas trading, this is done on a daily basis. To buy enough energy every
half an hour, suppliers therefore need to predict how much their customers
will use for that period. If suppliers buy too much or too little energy to
meet their customer demand they face significant costs known as imbalance
charges. Although larger business customers have meters that are read in
this way, household and smaller business customer’s consumption is based
on estimates known as profiles.
The smart meter rollout has the potential to change the way suppliers offer
tariffs to households and smaller businesses, fundamentally, as technology
will allow for actual data to be used, down to the half hour granularity.
In turn industry charges that are applied on a half hourly basis can provide
a strong price signal to encourage consumers, where possible, to change
their consumption behaviour such that a better balance between supply
and demand is achieved. Ofgem is keen to see all consumers settled half
hourly and has an ambition to put in place all the necessary preparations
for this by the beginning of 201815.
By utilising this combination of improved data and time based tariffs,
local government has the potential to benefit significantly. This could be as
a consumer, changing usage behaviours to take advantage of cheaper time
based tariffs or supplier balancing supply and demand directly, leading
market pricing strategies locally for the benefit of customers.

Supporting renewable generation
Binding carbon commitments and the need to replace our ageing energy
infrastructure mean that the introduction of new renewable generation in the UK
needs to continue far into the future. The public subsidy mechanisms which have
supported and encouraged such investment, have been subject to significant
change over the last few years. This has included the early closure of the
Renewables Obligation on 1st April 2016 to new small scale solar PV and onshore
wind generators and the reductions in Feed-In tariffs for both wind and solar.
Closure of these schemes could create great uncertainty for renewable investors.
Should they decide to, local authorities are in a position to alleviate this by
signing long-term contracts (power purchase agreements) with local generators to
purchase their electricity. This has the potential to strengthen investor confidence
and therefore help renewables to flourish locally, whilst also allowing communities
to access greener energy supplies directly.

15

Half Hourly Settlement: The Way Forward, Ofgem, December 2015
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The continued proliferation of renewables will mean new installations become
more apparent physically and also through household bills. Currently, 8.4 per cent
of the average household dual fuel bill is made up of subsidies for environmental
and social obligations, and this is forecast to continue growing16.
Local authorities therefore have the potential to influence investment positively
in low carbon embedded generation as consumers, generators and suppliers.
By taking a more active role in local energy, authorities would have the ability
simultaneously to support renewable development whilst taking all possible
steps to keep prices low for the end consumer.
Continuing diversification of the supply market
The rising number of independent suppliers entering the energy market has
been a feature of recent years. This trend is likely to continue as customers seek
alternatives to the big six, unhappy with their reluctance to reflect fully falling
wholesale costs in their domestic tariffs. Moreover, the regulatory landscape in
the short term is set to shift towards less prescriptive regulation, making it easier
than ever for new non-traditional business models to enter the market and create
innovative products and services for consumers.
Not only will it become easier for new suppliers to take their first steps into the
market, but reaching customers and selling energy has also been simplified thanks
to the rising popularity of price comparison websites. New entrants who capitalise
on this form of selling can benefit from lower customer acquisition costs and a
great way to get their brand into the national consciousness.
For local authorities, supporting renewables and communities through an energy
supply business is becoming increasingly attractive. Many have recently and
successfully taken this step including Bristol and Nottingham City Councils.
These local government ventures are being encouraged both through the UK
Government’s Community Energy strategy keen “to see all authorities showing
leadership to help deliver community energy projects” and influential research
by the Institute of Public Policy Research17.

16

Understanding energy bills, Ofgem

17

‘City Energy-A New Powerhouse for Britain’, Institute for Public Policy Research, 2014
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6  What are the benefits of engaging in
the energy market for local government?
All councils are different; in the policies they wish to pursue, the challenges
facing their organisation and communities and the resources at their
disposal. No “one size fits all” solution exists in any aspect of what they do.
Engagement in the Energy Market can offer a range of benefits that many
councils will potentially find attractive. The specific priorities for doing so will
be unique to that organisation. This section sets out the various benefits a
local authority may realise in their involvement in the
energy market.

Better value for money for consumers and residents
The conclusion of the Competition and Markets Authority’s recent investigation
into energy prices has concluded that households supplied by the Big Six energy
companies could have realised savings of £1.7 billion a year on average from
2012-1518 should they have switched. Therefore the ability of an energy market
dominated by a small number of large suppliers to offer best value to its
customers is under considerable scrutiny.
New innovative suppliers such as those backed by local councils have a great
opportunity to provide an alternative to these conventional supply companies.
Capitalising on customers’ growing disenchantment with what is perceived by
many as a failing market, becoming a fully licensed energy supplier and buying
electricity from the wholesale market, local authorities can design tariffs that
maximise the pass through of savings or embedded benefits onto consumers.
They could provide energy at better value for money and protect customers,
particularly those in fuel poverty, from failing to benefit from the best deals
offered by conventional suppliers.

Tailoring energy services to the specific needs of communities
It is becoming easier for suppliers to innovate new tariffs that can be tailored to
the needs of specific customer groups. For a Local Government backed supply
business this will allow the specific needs and challenges of communities
to be reflected in their energy services. For example, areas with high degrees
of fuel poverty could benefit from payment methods that allow greater flexibility
and budget management. Areas with struggling business communities could have
cheaper energy, a constructive approach to supporting new businesses and more
energy efficiency advice.
Local Government is uniquely placed to understand these needs and create
powerful local energy businesses capable of influencing the market.

18

	The Competition and Markets Authority’s Energy Market Investigation: Provisional Decision
on Remedies, March 2016
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Supporting local, low carbon generation
The public subsidy mechanisms put in place by the UK government have
proven extremely successful in encouraging investment in renewable generation.
Schemes such as the Renewables Obligation (RO) support scheme have
encouraged the development of larger projects, with RO supporting 22.6GW of
generating capacity, producing 18.6 per cent of UK electricity supply19 in 2014-15.
Smaller scale domestic generation has been similarly stimulated through the
Feed in Tariff (FiT) scheme.
However the long term viability and affordability of such arrangements to
the public purse have been questioned by the government who have sought
to reduce the level of subsidy. The RO is closing on 1 April 2017 with earlier
closures of the scheme to wind and solar already implemented. Feed-in tariffs
too have been scaled back dramatically across a range of low carbon generation
technologies.
As the policy landscape for renewables looks increasingly uncertain, investors are
searching for stability elsewhere. Local government, with its strong local presence
can help fill this support gap. By partnering with generators and agreeing to
purchase their energy at a fair price over many years, revenue certainty can be
re-established and investment encouraged. By buying electricity straight from
the source, suppliers can also help generators have more control over their prices,
avoiding the sale of energy on the more volatile wholesale market.

Helping meet local government sustainability goals
Community Strategies outline how local authorities will improve the economic,
social and environmental wellbeing of their areas and how they contribute to
the achievement of sustainable development in the UK. In these strategies,
many authorities have set themselves long-term goals such as reducing carbon
emissions by a specific amount. One city council aims to “make our city one of
the most energy-efficient cities in Europe as well as developing community owned
renewable energy”.
DECC (now BEIS) research20 has found that consumers were more likely to take
part in schemes if they were organised by their local authority rather than another
organisation because they are viewed as a trusted intermediary. Becoming
an energy supplier would give authorities the influence to push these ambitions
forward and achieve their sustainability goals.

19
20

Ofgem E-Serve, Renewables Obligation Annual Report 2014-15. March 2016
	DECC (now BEIS): Learning from the DECC Local Authority Competition 2012/13: A Case Study
Approach. September 2013
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Supporting local economies
The development of new, low carbon generation offers local authorities the
opportunity to stimulate the creation of jobs and encourage the education and
training of local residents in new skills. These can include jobs supporting
the manufacture of new generation assets, their installation and assembly
and ongoing operation and maintenance. However, direct participation in the
market as an energy supplier offers further scope. Small and Medium Sized
Enterprises (SMEs) are often a group of consumers poorly served by the large
supply organisations. Limited credit history and concerns over business viability
often mean the energy tariffs new enterprises are paying can be least attractive
in the market owing to their higher perceived risk. Local government has a more
detailed understanding of the local economy and may have broader economic
development and regeneration objectives. A council owned supply company may
therefore manage this risk differently and offer such SMEs far more competitive
prices, improving their business performance and potential long-term viability.

Generating Income
Energy can be a profitable business. The last five years have seen significant
pressure on local government finances as central government support is reduced.
Many authorities have seen significant reductions in their revenue and as a
consequence have sought innovative sources of income to help meet budget
challenges. Engagement in the energy market offers councils the potential to
provide significant and sustainable sources of external income. These could range
from improved forms power purchase agreements for energy they may already
produce themselves through to income generated from a fully licenced supply
model. The extent to which these new revenue streams can be realised depends
on the model the council wishes to adopt, the extent of their willingness to invest
up front and the risk they will be willing to carry.

18

7  Potential energy supply models for
local government
Supplying energy clearly has the potential to offer local government both
a commercial benefit and contribute significantly to achieving its wider
objectives. The fundamental principle of an efficient electricity market is that
suppliers accurately forecast their customer demand and then purchase that
amount of energy in the wholesale market. Failure to do so exposes them to
imbalance charges. The very nature of local government, sitting at the centre
of a complex network of relationships with residents, businesses and other
public sector organisations, gives it a special perspective on this supply and
demand dynamic, and this offers unique advantage.
This is a dynamic environment and we have already seen how changes in
the market are likely to develop and strengthen this potential in the future.
There are, however, a number of options that a local authority may wish to
consider. The most appropriate will depend on what that authority wishes to
achieve, its appetite to risk and scale of operation envisaged. Importantly,
whichever supply model is chosen, it will always be underpinned somewhere
by a licence from the energy regulator Ofgem.
This section outlines these potential options and attempts to set out their relative
advantages and disadvantages.

Fully licensed supplier
As a fully licensed supplier a participating local authority would be free to operate
in the retail market in the same way as the large traditional energy companies.
Its activities would be subject to the regulations and statutes imposed by
government and Ofgem and hold responsibility for buying, selling, supplying
and billing of energy directly to consumers.
To become a fully licensed supplier, local authorities must first apply for an
electricity and/or gas supply licence from Ofgem. Although a supply licence is
relatively straightforward and cheap to obtain it carries with it the requirement to
comply with a number of industry codes. These prescribe the actions a supplier
must take in order to work effectively in the existing energy market structure. It is
compliance with these requirements that local authorities must consider carefully
and manage effectively, should they wish to proceed. However, there are already
examples of where this has been achieved successfully.
The big advantage for a local authority of becoming a fully-licensed supplier is
the level of independence and control it brings over setting costs, tariff prices
and the strategic objectives of the supply business. However, although a supply
licence may be cheap to obtain, the systems and staff requirements to comply
with industry codes are relatively expensive and time-consuming to establish.
By being in charge of all elements of supply, fully-licenced authorities would also
bear the brunt of all the risks associated with operating in the market (see more
about this in section 9).
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Example of local council-run fully licenced supplier: Robin Hood Energy –
see case studies section.

“Licence Lite” supplier
Licence Lite supply involves a local authority taking on the role of the Licence
Light supplier with an already established “senior” energy supplier (see diagram).
In this model the authority would be required to comply with all aspects of their
electricity supply licence, except for the condition that requires compliance with
industry codes such as balancing and settlement, as these obligations would be
met by the senior fully licensed supplier on the local authority’s behalf. This licence
option was first set up in 2009 as a way of making it easier for small suppliers to
enter the market and avoid the expenses associated with code compliance.
The level of independence that a licence lite supplier has over its operations is
determined to a degree by the bespoke agreement that it makes with its senior
partner, for example how electricity is procured from the wholesale market.
The big advantage of licence lite is that it makes market entry quicker and
cheaper. By outsourcing many industry operations to a third party, an authority
would not only avoid these infrastructure costs but also their associated
operational risks. On the downside, working with a third party means letting
go of some autonomy and control over costs.
Example of local council-run licence lite supplier: Greater London Authority –
see case studies section.

The Licence Lite model
Electricity

LICENCE LITE
SUPPLIER

Information

Money

GENERATION

THIRD
PARTY
LICENSED
SUPPLIER

PUBLIC
DISTRIBUTION
NETWORK
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SLC 11.2
Codes
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White Label supplier
One of the increasingly popular ways for local authorities to participate in energy
supply is by setting up a “White Label” business.
White Label supply involves an authority partnering with an established supplier.
This partner will therefore already possess a licence and the relevant statutory
and compliance infrastructure required. The local authority then offers energy to
consumers through this third party, using its own brand. The exact nature of the
relationship between the two parties varies for each arrangement. A common
characteristic is that the unlicensed white-label supplier will have little or no
control over costs and prices, but will primarily be using its brand as a sales
channel for customers. However, the white label would have the opportunity
to negotiate its own tariff with the licensed supplier, shaped to its customers’
specific needs. Accrued revenues from supply would pass back to the third party
and the white label would receive a small commission payment for each customer
it acquires.
White Label arrangements are often used by those authorities who wish to address
issues of fuel poverty amongst residents by improved competitiveness and the
encouragement of supplier switching. Example of local council-run white label
supplier: OVO Communities’ Fairer Power (Cheshire East) – see case
studies section.

Sleeved supply
Local authorities may find such arrangements appropriate in instances where
they are looking to procure energy directly from a renewable supplier that is not
located in its immediate locality and therefore requires use of the local distribution
network. An example of this could be an Energy from Waste Plant situated
remotely from a council complex.
Sleeved supply arrangements are often appropriate where there is a requirement
to supply energy between a specific generator and consumer of which a local
authority may be one or both. The two entities will have a power purchase
agreement in place, with a third-party supplier involved to manage the risk of
a supply and demand mismatch or imbalance. The involvement of a third party
supplier is key, as they retain responsibility for the sleeving agreement and
take title to the transfer of energy across the public network as required by
the Electricity Act. They also provide balancing services as required and help
the two parties reduce their exposure to imbalance prices. The diagram below
provides a schematic of a typical sleeving arrangement.
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Typical sleeving arrangements
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Sleeving contracts are structured as extended off taker agreements, with price
negotiations between the generator(s) and end consumer(s) generally creating
a fixed price arrangement. Agreements are typically between 5 and 15 years in
length and can be subject to re-negotiation on power price arrangements as well
as change in law clauses. Once the generator and end consumer have agreed
on price, a supplier is then tendered to provide management of any imbalances.
For their services, a supplier will usually charge a “tolling fee” to cover network
charges, imbalance payments, top-up and spill and a service fee.
The use of sleeving is a popular route to market for generators, as they can
effectively agree a guaranteed income stream with a reliable end-user. The route
to market is also at a comparatively low cost compared to finding consumers
through licence-lite or direct supply arrangements. There are a number of third
party suppliers who actively facilitate sleeving arrangements, these include:
ENGIE, SSE, RWE npower and Smartest.
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Licence exempt supply
This route is available to those local councils wishing to supply less than 5MW
of power (but limited to a maximum of 2.5MW to the domestic sector) over the
public system. As a rule of thumb this would equate to the electricity demand
of between 2 to 3,000 homes. It removes the need for a supply licence and the
associated cost and complexity, although contractual relationships are still needed
with a third party licensed supplier for provision of metering registration services
and use of the distribution network to “wheel” power from the generator to
end users.
This route to market is typically suited to those parties with embedded generation
within their demand site as it allows them to export production above their own
usage to other nearby users.

Private wire supply
This is an arrangement that allows an energy generator to sell energy directly
to neighbouring premises without transmitting it through the local distribution
network. Private wire agreements, which are established by legal contracts, require
significant capital investment for the cabling, metering and connections but
should result in generators receiving a higher price and customers paying a lower
price for energy. This is largely due to the absence of third party supplier charges.
Private wire arrangements are used typically where access to the local network
is either technically difficult or expensive to achieve. This may be due to it being
close to its capacity limits or the simple physical distance between generator
and distribution system being too great. Although a potential solution in such
circumstances, there are constraints associated with this arrangement around
its economic viability. Physical distance, connection routes, access issues and
installation risks all have the potential to add additional cost.
The costs of establishing over or underground private wire cables can be in
many hundreds of thousands of pounds per kilometre. However, this very rough
estimate is dependent on a multitude of factors including the voltages required,
the route and the amount of energy being transferred.
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Case Studies

Fully Licenced Supplier:
Robin Hood Energy
(Nottingham City Council)

White label supplier: OVO
Communities – FairerPower
(Cheshire East)

Licence lite supplier:
Greater London Authority

As the UK’s first local authority –
owned energy Supply Company,
Nottingham City Council’s Robin
Hood Energy is a not-for-profit
founded with the mission to
provide low cost energy to all
households. Established in 2015,
the company has shaped a unique
offering to customers including:

OVO Energy established OVO
Communities in 2010 offering
authorities the opportunity to
supply their own electricity to
their local community with the
aid of an energy supplier. Since
then, OVO has partnered with four
local councils, purchasing local
energy and then selling it back
to customers for an agreed price.

The Greater London Authority
(GLA) is the first entity seeking
to operate a licence lite
supply model.

	
cheapest tariff for residents

of Nottingham City Council
	
a “no private shareholders,

no director bonuses” model
 monthly billing and no exit fees
 energy saving tips
 UK based call centres
	
a commitment to low tariffs

and tackling fuel poverty
As a result of following the fully
licensed supply route, Robin Hood
Energy has been able to tailor its
offering to the needs of its local
community and provide a unique
alternative to the Big Six energy
companies.

One of OVO’s partners is Cheshire
East Council. Acting as a white
label since 2015, the council
established FairerPower as the
brand name of their not-for-profit
energy supply business which
offers duel fuel energy tariffs to
residents covered by Cheshire
East Council. Whilst the authority
is responsible for the tariff and
marketing, OVO provides all
the back office functions such as
metering, buying the energy and
billing. FairerPower has succeeded
in obtaining customers through
deals with housing associations
and also provides prepayment
customers with benefits such as
emergency credit and top-up
reminders.

24

As the first mover on this new
type of licence, the GLA has
been instrumental in ironing
out the finer details of the
licence lite model; in particular
refining how the supplier
services agreement (the bespoke
agreement) with a third party
looks and operates in practice.
Once established, the GLA will
purchase low carbon electricity
(mostly from combined heat and
power plants in London) and then
sell this output to a public entity
in London. It aims to increase
the value that goes back to the
generator, helping improve the
business case for more low
carbon generation in London.

Which model to choose?
The choice of supply model will be unique to each local authority. However, the
first step should always be the same – set out the purpose and aims of the supply
venture. Knowing what you want to achieve allows you to pick a supply model
that will deliver your objectives. For example if the primary purpose of the venture
is to offer low cost energy to local residents suffering from fuel poverty, then
a supply model such as a Fully Licenced Supplier where you have full control
of the tariff may be the most appropriate.
Once ambitions are partnered with an appropriate model, then practical
considerations should be addressed such as how difficult such a solution
would be to implement given its own unique circumstances. For example,
a fully licenced model may be the preferred option, however it can be both
expensive and time-consuming to set up. These may make the option inviable
to the authority and it may choose an alternative, less resource-intensive model
such as licence lite supply.

Advantages and disadvantages of routes to market
Fully
licensed
supply

Licence
exempt
supply

Licencelite
supply

Sleeved
supply

White
label
supply

Ability to achieve the benefits of being a supplier
Better value
for money
for residents











Tailor energy
supply
for local
communities











Support
local
generation











Supporting
economic
development











Local
government
sustainability
goals











= High difficulty/cost = Medium difficulty/cost = Low difficulty/cost
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Sleeved
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White
label
supply

Practical considerations
Ease of
implementation
Costs (set-up
and on-going)
Time to
implement
Operational
flexibilty









































= High difficulty/cost = Medium difficulty/cost = Low difficulty/cost
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8  What are the corporate structure
options?
The appropriate commercial structure for local authorities wishing to participate
in the energy supply market will depend upon their preferred supply option from
those outlined in section 7. If the decision is to participate directly in the buying
and selling of energy, then this constitutes a commercial trading activity which
means, in accordance with the Local Government Act 2003, that a local authority
must pursue this through a company structure21, whether that be a company with
liability limited through shares or through a guarantee. Inevitably, there are some
exceptions to this as follows:
i.	in the event that the local authority is considering a partnership with a license
holder and not leading on the buying and selling of energy i.e. white label;
the commercial relationship could be cast contractually rather than through
a company
ii.	where the supply is a result of solely selling output from generating assets
held by the local authority, then there is no requirement to set up a separate
company to execute the sale of that output. The assets will be legitimately held
on the council’s balance sheet under Section 12 of the Local Government Act
2003 which empowers a local authority to invest for any purpose relevant to its
functions or for the prudent management of its financial affairs. The transfer of
those assets into a separate company would subject the income to corporation
tax and would be to the detriment of the council’s finances, given that they are
exempt from corporation tax
The table below summarises the suitability of the different commercial structures
to the supply options.

Options

Limited
Company
Contractual
partnership
In-house

Fully
licensed
supply

Licence
exempt
supply

Licencelite supply

Sleeved
supply

White
label
supply































= Suitable

21

= Not suitable

	It remains legally untested as to whether limited liability partnership structures can be utilised
for commercial activity as these are not explicitly referenced in local authority legislation such
as the Local Government Act 2003 or subsequent General Powers of Competency within the
2011 Localism Act.
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There are two forms of limited company, one with liability limited by shares and
the other with liability limited by guarantee.
For supply options that require significant upfront capitalisation, the funding
structure will need to be carefully considered in order to avoid State Aid concerns.
Specific legal advice around this issue is recommended before committing to a
particular delivery model.
In general, it is difficult to foresee where there would be a case for a company
limited by guarantee over a company limited by shares except for white label
supply. This is the only supply option that will not require significant upfront
capital, the limited by guarantee structure in turn facilitating member-led
stewardship without cash investment. The table below summarises the differences
between a company limited by shares and a company limited by guarantee.

Company

Limited by shares

Limited by Guarantee

Most
suited
to

· Models that require upfront
investment and subsequent returns
on that investment
· Where there is more than one
investor and who may want
flexibiltiy around their involvement
and exit strategy

·N
 ot-for-profit distributing
enterprises which will need either
to own assets, enter into contracts
and/or employ staff
·U
 nlikely to have significant
upfront cash requirements

Key
features

· Share capital
· Seeks to pay profits
· Liability limited to amount invested

· No shares
· Recycling surpluses
· L iabilities limited to £1 guarantee
on insolvency
· Low capitalisation

Relative
pros

· Straightfoward to establish
· Allows different ownership %
· Enables dividends to be paid
and investment to be traded
· Provides clarity over control
and influence issues
· Provides necessary mechanism
for investment and capitalisation

· Easy to amend “membership”
· Could support “charitable” status
· Can demonstrate common purpose

Relative
cons

· Liable for corporation tax

· Difficult to attract new capital
·R
 estricts financing and disposal
options
·P
 artners unable to exit investment
until dis-solution of the company
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Having determined the appropriate supply options and commercial structure,
there are further issues to be considered in relation to the governance, tax
efficiency and legal compliance aspects of a venture. These will be dependent, to
a greater or lesser extent, upon the commercial objectives of the venture and are
likely to require specific professional advice.
For the avoidance of doubt, terms such as Teckal Company and Social Enterprise
which are often referenced amongst the landscape of possible vehicles for
local authority commercial activity do not represent additional corporate
structure options.
A Teckal company is one which is allowed, subject to certain conditions being
satisfied, to supply a public authority without a procurement process, by virtue of
it being set up by that public authority and being controlled by it. In this context,
local authorities could come together to supply their own energy through a Teckal
arrangement. There are requirements to get right in order for a company to take
advantage of the Teckal ruling but these do not affect the choice over corporate
structure which are as described above i.e. company limited by share or by
guarantee.
A Social Enterprise company is one with primarily social objectives whose
surpluses are principally reinvested for that purpose in the community, rather
than being driven by the need to maximise profit for shareholders and owners.
Local authorities could encounter social enterprise supply companies seeking
their support through, for example, providing a level of guaranteed energy
demand. For social enterprises considering engaging in the energy supply market,
there are two further corporate structures which are worth local authorities being
aware of if they are considering extending support to them. These are as follows:
	
Community Interest Company – a business with primarily social objectives

whose surpluses are principally reinvested for that purpose in the business or
in the community, rather than being driven by the need to maximise profit for
shareholders and owners. CICs tackle a wide range of social and environmental
issues and operate in all parts of the economy. By using business solutions to
achieve public good, it is believed that CICs have a distinct and valuable role
to play in helping create a strong, sustainable and socially inclusive economy
	
Community Benefit Society – are incorporated industrial and provident

societies (IPS) that conduct business for the benefit of their community.
Profits are not distributed among members, or external shareholders,
but returned to the community. They are set up with social objectives to
conduct a business or trade and are run and managed by their members.
They can raise funds by issuing shares to the public and can be established
as charities, providing they have exclusively charitable objects that are for
the public benefit
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The table below provides some background detail on these structures.
Company

Community interest company

Community benefit society

Most
suited
to

· Social enterprises that provide
a benefit to the community
· Basically a limited company with
an added overlay

Key
features

· Erstwhile known as Industrial and
· Similar to company limited by
Provident Societies (IPS)
guarantee, but scope for raising
equity and debt capital is retricted, · Should provide services for
relative to a company limited by
members and non-members
shares, by its community interest
· Surpluses recycled to provide
objectives and limitations on
better services or facilities
dividends and interest payment
· Most use income, assets, profits for
the community it was set up to serve

Pros

· Attempt to capture the benefits
of a comany limited by guarantee
and a company limited by shares
· Can be set up as either a company
limited by shares or guarantee

· Cannot register as a charity but if
it meets charitable criteria it may
benefit from “exempt charity” status
and obtain tax benefits

Cons

· Cannot convert to a normal
company
· Questionable whether additional
costs and complexity justified by
benefits over other forms

· Not straightforwad to establish
· Additional compliance issues

· Organisations which conduct an
industry, business or trade for the
benefit of the community. There
must be special reasons why they
cannot register as a company
such as not distributing profits to
members but retaining them for
the benefit of the community

STATE AID
State Aid issues arise when a public body, at local or national level, grants a
benefit to a body engaged in an economic activity that has the result of distorting,
or threatening to distort, competition. The consequences of a public body failing
to take into account state aid issues can be significant. Therefore specific legal
advice on this issue should be sought before a particular model is adopted.
There is, however, a significant track record of public sector owned companies
trading successfully in the marketplace. Therefore as long as the issue is given
due consideration during development, a practical and profitable solution can be
found. The local authority will need to be careful how they apply their resources,
powers and status such that the company does not receive a competitive
advantage. In practice, this would mean, for example:
	
ensuring any loans or financial support are made on market equivalent terms
	
any accommodation hosting is let at full market value
	
any overhead resource utilised such as ICT, marketing, legal and finance

are fully costed into the supply company
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9  What are the key risks of energy
supply for local authorities?
Like any commercial undertaking, participation in the energy market as a
supplier creates significant opportunities and some risks. However there is
substantial experience available and lessons from other operational models
can be used to develop effective commercial arrangements. The size and
extent of any risks will depend largely on what model is being used. However,
by putting in place the right mitigation plans and operational models these
can be managed such that the full benefits can be realised. For new entrants,
developing a better understanding of the industry by accessing appropriate
knowledge and expertise will be a fundamental mitigation tool. Here we
discuss some of the most important risks that all suppliers face and
ways in which they can be managed.

Business risk
In common with other commercial activities in which local authorities are involved,
failure to generate anticipated revenue and margin is a danger. Its causes can
be many and varied and include an overestimation of market share, failure to
identify and control costs and an underestimation of the resources necessary
to manage and operate the business. Timing too may be critical with revenues
failing to be realised in the anticipated timescale thereby creating pressure on
cash and liquidity.
Exposure of the parent authority to the business risks presented by the supply
company should be carefully considered. Adoption of an appropriate company
structure, governance and commercial model should be a key part of this process
with appropriate legal advice sought as necessary.
A key mitigation tool in dealing with this risk is the development of a robust
business plan. This should detail the prospective target market and assesses
its size, scope and contestability.
The business plan should set out:

An assessment of
set up costs for the
chosen option/s

The requirement
for external legal and
consultancy support

The need to engage
industry counterparties
such as wholesalers
and systems providers

Timetable for entry

Staff resources

Company structure
and governance

An outline operating
model that sets out the
high-level roles and
processes required
to be successful

Profit and loss
forecasts

The company’s
“unique selling point”
(e.g. environmental
or social goals)
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This plan should also lay out how the company will be financed. Access to working
capital to establish the company, ongoing capital during operation and availability
of credit should all be assessed. Consideration for state aid and procurement rules
should be kept in mind throughout the financial planning process and specialist
legal support sought as required.
Consideration must be given to how the company will brand and market itself
and which sales channels (e.g. using existing local networks, price comparison
websites, drop-in centres, etc.) will most effectively reach customers.
Where the business planning exercise concludes that establishing a supply
company is viable, it is advisable to establish a dynamic project management
team. This will be responsible for turning the business plan into a detailed target
operating model that details the timelines, processes and procedures necessary
to establish the company and take it through to the point of going live.

Market design risk
The gas and electricity markets are predicated on the concept that a supplier
is incentivised to purchase energy ahead of time for its forecast customer
requirements. Where energy purchased in the wholesale market does not match
customer demand (as determined by industry processes using customer meter
read data) the supplier faces an imbalance charge for the difference. These
charges are not known until after the event and are linked to the cost incurred
by the gas and electricity system operators’ actions to ensure supply and demand
across the country are matched. Supplier balancing happens on a half hourly basis
for electricity and on a daily basis for gas.
The core of the market design is therefore for all suppliers to forecast accurately
their customer demand and then purchase that amount of energy in the wholesale
market to reduce their exposure to imbalance charges. It also makes commercial
sense to purchase wholesale energy reasonably far in advance in order to set
prices for customers and be relatively certain of revenues.
In reality, the wholesale market is not a single point or place, but describes
the activity of trading large volumes of energy between those that produce
(e.g. power stations and gas producers) and those that serve retail customers
(i.e. suppliers). There exist multiple trading channels through which suppliers can
purchase wholesale energy, including trading exchanges, wholesale brokers of
standard over-the-counter contracts, agreeing terms with local generators under
a power purchase agreement, and bespoke agreements with trading partners.
Depending on the supplier’s trading strategy it will seek to buy energy for delivery
at some point into the future, recognising that its forecast of requirements
will change as the time to deliver the contracts nears (for example it has more
customers than originally envisaged or the day is colder/warmer than seasonal
normal) and that the value of the energy changes with time. Moreover trading
counterparties will seek credit or collateral from the supplier depending on its view
of its creditworthiness and how far into the future the supplier is looking to trade.
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To mitigate these risks:
	
smaller, local suppliers can seek to purchase electricity generated from local

generators thereby developing greater knowledge and surety around their
ability to satisfy demand
	
local authorities may seek to partner with other parts of the public sector

estate to create relatively high demand volumes, so helping the negotiation
with trading parties
	
depending on the company structure, the supplier may be able to benefit

from the local authority’s creditworthiness and so reduce its trading costs
	
there are a growing number of specialist wholesale traders in the market

offering services to smaller new entrant suppliers
	
robust forecasting systems can reduce exposure to imbalance risk
	
installing smart meters as soon as possible to get accurate meter readings

on a more frequent basis which can help demand forecasting

Non-compliance with regulations
Being involved with the supply of energy requires compliance with at least
some prescriptive rules. Currently the electricity supply licence stands at 482
pages, laying out exactly how suppliers have to interact with, and manage,
their customers. Ofgem, as the industry regulator, is responsible for ensuring
all suppliers comply with their licences. If non-compliance is discovered then
companies can face financial penalties. The largest penalty ever imposed on
a supplier was paid by RWE npower in 2015 when their customers suffered
billing issues and poor complaints’ handling services that resulted in significant
fines. In addition to this financial risk, there is also the reputational risk of a local
authority being investigated and fined for actions that may have disadvantaged
its local council tax payers. However, such events are relatively rare and if the
business is managed well, utilising experienced and suitably qualified staff,
this risk can be prevented.
It should be noted suppliers that take a proactive approach to good customer
service, underpinned by robust processes and IT systems should be compliant.
The regulator’s primary focus is to ensure good outcomes for consumers.
To mitigate these risks a local authority supply company should:
	
keep abreast of regulatory developments by accessing appropriate sector

knowledge
	
ensure a robust operating model that enables all parts of the business to

work within processes that deliver the best customer service and so avoid
any compliance issues
	
put in place regular training for customer-facing staff
	
robust customer relationship management systems that can quickly

identify customer issues and be flexible enough to adjust in the evolving
regulatory landscape
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Specialist IT systems
Being a supplier means investing, operating and maintaining a highly complex
and costly computer infrastructure. These systems are at the heart of supplier
operations as they ensure not only that customer accounts are properly served
(through the issuance of timely bills and recording of enquiries and complaints),
but also interface with the central industry systems and processes that determine
all the charges associated with providing energy to customers including network
and imbalance charges.
Moreover the complex rules that determine how data is communicated and
charges for use of the local and national networks are subject to frequent change.
It is therefore imperative that a supplier’s system can adapt to change and
accommodate a growing customer base.
A failure in these systems could result in customers being billed incorrectly
or information being lost. Such issues can be costly to fix and may feed into
compliance issues, especially if IT failures directly impact customers.

Pre-accredited supply licences
Most new entrants contract the services of specialist off the shelf supplier vendors.
This approach sees a specialist energy systems vendor gain an electricity supply
licence and accede to a number of the core industry codes that govern market
operations. The accession process requires accreditation and testing of systems
that interface with the central market (for customer metering data flows and
nominating wholesale energy contracts). The vendor takes its licence and system
part way through the accreditation process and then sells the product to an entity
that wishes to enter the market.
From this point forward the company assets are transferred to the new entrant
and the accreditation process concluded up to the point that the new company
can go through controlled market entry (CME). This forms the final stage of
accreditation and demonstrates to market administrators that the new entrant
understands how to register meters (for customer switching) and send and
receive core market data flows.

The recent trend has been for new suppliers to outsource their IT requirements to
experienced third parties. These service providers can also offer managed services
that allow the new supplier to focus on retail activities as it becomes more familiar
with the nuances that underpin market operation.
IT risks can be mitigated by:
	
ensuring that any IT changes are fully risk-assessed and any impacts

identified and resolved quickly
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working with Ofgem to ensure that changes do not affect customers

or practices
	
have a clear reporting structure that allows issues to be picked up and

reported to the governing board

Reputation
The reputation of a local authority is important for maintaining community trust
and support for its activities. By becoming a supplier, issues such as IT failure, noncompliance with regulations or not offering a commercially competitive offer may
diminish the authority’s reputation in the eyes of local residents should they arise.
Additionally, if a local authority chooses a supply option whereby it is associated
with a third party, then elements of the authority’s reputation can be impacted by
that third party’s actions. However, a well-run business and well-managed suppliers
are likely to enhance the reputation of the local authority rather than diminish it.
However, the political consequences of being associated with such a failed
endeavour are likely to be significant. Elected members will be keen to see these
risks managed successfully before approval to proceed is given. Conversely, the
development of a cheap, reliable energy supply and good third party connections
may similarly boost an authority’s reputation within its local community.
In many instances having a presence in the energy supply space is the missing
piece of the jigsaw regarding wider local energy ambitions, be this to reduce
energy costs for local businesses and residents, incentivise local generation at new
build or regeneration sites, or to improve the robustness of the local economy.
In mitigation a local authority may choose to:
	
run the business on a not-for-profit basis, thereby avoiding accusations

of benefitting financially from their business
	
create a fully licenced supply company, independent of any third party supplier.

Thereby, the business is master of its own destiny in determining its reputation
	
develop a business plan that focusses solely on supplying energy to businesses

and other public sector organisations, avoiding the reputational risks associated
with the domestic market
As with any market, there exist risks and opportunities for all participants.
A successful supplier will identify where the risks lie and put in place processes
and procedures to lessen them. Despite its complexity, the energy supply market
has evolved considerably in recent years, as demonstrated by the high number
of new players in the market. A large contributory factor to this change has been
the emergence of IT, advice and trading providers that offer services allowing new
suppliers to enter the market at lower cost than historically, and without the need
themselves to undertake all activities required of a supplier on day one.
By contracting out to established and proven service providers it is possible
to establish a presence in the energy supply markets and as the new company
grows in size and experience it can (if it chooses) take more of the industry
process activity in-house.
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10  Key steps in becoming a supplier

Acquire a licence, accede to industry codes

1

The first step in becoming a supplier to is to apply for an electricity and/or
gas supply licence from Ofgem. Licences cost £450 and applications ask
for details of directors, the business’ registered address and any parent
companies. Once the licence is granted it is necessary to sign-up to the
electricity industry codes.
Hire staff

2

At an early stage, a small number of staff will be needed to help set up
the required IT systems and processes, develop the operational processes,
and create customer-facing documentation. Later on, as the venture enters
controlled market entry, staffing requirements will increase to include
marketing staff, billing managers and traders, depending on the supply
model chosen by the authority.
Set up IT systems

3

Electricity code accession then requires the supplier to configure IT systems
that comply with the master registration agreement (MRA) and balancing
and settlement code (BSC) to ensure interoperability with the market.
Testing of these systems takes 6-9 months. Suppliers must also have a
customer relationship management system for billing and communications.
Many new entrants opt to procure a prequalified licensed company with
help to establish systems as a means to short-cut the entry timescales.
Secure trading agreements

4

Trading agreements will need to be put in place for the purchase of
wholesale energy to meet forecast customer demand. This can include
power purchase agreements (PPAs) contracts to buy locally-generated
electricity. The ability to forecast demand and access to credit will be key
to determining the nature of the contracts purchased.
Contract for services

5

Additional services to be contracted include: meter operator, meter data
collector and a data aggregator in electricity. Agreements with a gas shipper
allow for a new entrant gas supplier to access wholesale gas and services
associated with using the gas networks.
Controlled Market Entry (CME)

6

Once everything is in place the electricity supplier will undergo CME
where a small number of customers are registered and systems are tested.
This process takes around 12 weeks and involves filling in a number of
spreadsheets to show data flows are working. There is no formal CME
process in gas supply.
Marketing and competing for customers

7

A website is then set up. A supplier may wish to advertise and sell energy
through third party intermediaries such as price comparison websites.
Online account management facilities are established and maintained
going forwards.

You are now a supplier!
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11  What resources do local authorities
require to set up a fully licensed supply
company?
As we have already seen, there is a wide range of options available to local authorities
who wish to engage directly in energy supply. The choice of option will be driven by the
organisation’s specific objectives, their appetite for risk and the potential market. For those
who choose to pursue a fully licenced option, accessing suitable resources and skills will
be a critical factor in ensuring success. They will need to acquire IT, legal and consultancy
resources in order to set up and maintain an energy supply business. In this section we look
at these resource requirements in more detail.

A quick note on commercial viability
To know what resources a local authority will need to supply energy, it is important to
understand the scale of your intended operations. Therefore as a general rule of thumb, a
fully-licenced domestic supplier needs the equivalent of around 10,000 – 25,000 customers
to be commercially viable. Such economies of scale are needed to spread the costs of
staffing requirements and expensive IT systems that comply with industry codes
Although energy offerings may be specialised to the needs of local communities, the
UK energy market is predicated on having a large consumer base and it is through this
that the necessary economies of scale can be achieved by locally focussed suppliers.
Notably, to date only councils with large urban catchment areas have so far been involved
with fully-licenced supply.

IT services
A robust, complex and flexible computer infrastructure forms the foundation of every
supply business. IT is needed to deal with trading on the wholesale market whereby
purchasing data flows from suppliers to the system operator National Grid and settlement
bodies such as Elexon (for electricity) and Xoserve (for gas). Standards are set out in various
industry codes such as the balancing and settlement code (BSC) with which these trading
systems must comply. IT infrastructure is also needed for more customer-facing activities
such as registering customers’ details, sending out bills and logging any complaints.

Legal services
Legal advice will be an essential part of establishing a commercial entity linked to a local
authority. They will need to ensure that the governance and company structure of the
supply venture and where it intersects financially with the council meet competition rules
and other relevant legislation. Legal advice is also an integral part of developing the terms
and conditions of a business and the tariff contracts that will be given to customers.
In addition, many aspects of the current supply licence suggest that suppliers seek legal
advice to ensure they have interpreted the condition correctly and undertaken all relevant
actions to ensure compliance. In the event that a supplier breaches its licence and is
subject to an Ofgem investigation, legal services can also be needed to advise on the best
actions to deal with the investigation. It is unlikely (although still possible), that given the
very specific nature of the legal support required, all this advice could be sourced through
one legal practice. Participating authorities may wish to consider appointing a number of
specialist lawyers to deal with specific issues.
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Consultancy services
Energy consultants provide valuable market expertise, which local authorities may lack
themselves, throughout the development, entry and operation of a new supply business.
Whilst a supply venture is being developed, for example, external advisors can aid local
authorities develop business plans, assess the local market and work with them to explore
supply options and identify IT, trading and marketing counterparties. Consultants can then
guide the supply business through controlled market entry and go on to provide ongoing
support during operation.
Once a supplier is fully operating in the dynamic and highly-regulated energy marketplace,
reliable and regular information on energy market news, trends and rule changes is crucial.
Larger suppliers often have teams of in house staff dedicated to keeping track of regulatory
developments from Ofgem and through industry codes. However, for newer entrants such
teams are not possible owing to resource constraints. Consultancy services can therefore
do the heavy lifting instead and provide smaller suppliers with comprehensive and regular
updates on changes to the energy market that could impact their costs, processes or
licence obligations.

Staffing and financial resources
As well as procuring and maintaining IT, legal and consultancy services, suppliers will
require operational staff, once the supply company has been set up, to cover areas such
as sales, trading and customer service. With a customer base of around 25,000, a fullylicenced supplier would need between 30-50 staff depending on whether they plan to
supply gas and electricity, domestic and non-domestic consumers and the degree to which
they will outsource activities such as gas shipping or wholesale trading. Ultimately, staffing
requirements will be heavily determined by the supply model chosen.
The amount of financial resources needed to establish and operate a supply business must
then account for these staffing requirements alongside the costs of necessary IT, legal and
consultancy services to support the chosen supply model and scale of operations.

38

12  Glossary of key terms in the
energy industry

Account holder

The holder of an account with an energy supplier.
The account holder can be an individual or business
name and will appear on the front of an energy bill

Actual bill

This is a bill based on an actual meter reading
(as opposed to an estimated reading)

Alternative fuel

A fuel that can be used as an alternative to fossil fuels
such as oil and coal. Alternative fuels include biofuels,
liquefied petroleum gas (LPG) and fuel cells

Balancing mechanism (BM)

A market-based mechanism that enables National Grid
to instruct generators and suppliers to vary electricity
production or consumption close to, or in, real-time
in order to maintain safe operation of the system

Balancing services use

Charges that are paid by electricity suppliers and

of system (BSUoS)

generators based on the energy taken from, or supplied
to, the National Grid system in each half-hour settlement
period. It varies for each settlement period

Balancing mechanism unit

A subset of electricity generation or consumption that is

(BMU)

registered to a supplier or generator under the terms of
the BSC. BM units do not need to participate in the BM.
A BM unit is typically the smallest available collection of
meters with half-hour metering. On the generation side
it may be a single CCGT (combined cycle gas turbine)
module or a genset (a powered electricity generator)

Balancing mechanism

A period during which National Grid electricity

window

transmission can instruct suppliers and generators to
deliver bids and offers in the balancing window. The
total period in which bids and offers can be instructed
starts from one hour before gate closure and ends at the
end of the half hour to which the bids and offers relate
until the end of the half hour period after gate closure

Balancing and settlement

Electricity industry code covering the rules for the

code (BSC)

balancing mechanism and the settlement of imbalance
charges in the UK

Balancing service charge

The charge applicable to a customer’s adjusted
electricity imbalance volume when daily balancing
service (DBS-1) is being utilised
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Department for Business,

In 2016, the Department of Energy and Climate Change

Energy & Industrial

(DECC) and the Department for Business, Innovation

Strategy (BEIS) – formerly

and Skills (BIS) merged to form the Department for

Department of energy and

Business, Energy and Industrial Strategy (BEIS)

climate change (DECC)
Biofuels/biomass

In energy production, biomass refers to recently living
biological material which can be used a fuel. Normally
biomass refers to plant matter grown for use as
biofuel. Biomass does not add carbon dioxide to the
atmosphere as it absorbs the same amount of carbon
in growing as it releases when consumed as a fuel. Its
advantage is that it can be used to generate electricity
with the same equipment or power plants that are now
burning fossil fuels

Bundled product

A tied bundled, opt-in bundle or opt-out bundle.
A non-energy product that is in any way linked to,
or that a customer may choose to receive with a tariff.

British electricity

A plan to create a single electricity market in GB,

transmission and trading

introduced on 1 April 2005 and based on the NETA

arrangements (BETTA)

(new electricity trading arrangements) mechanism,
that has been in operation in England and Wales
since March 2001

Capacity

Electricity – the amount of power that can be generated
from a unit
Gas – the amount of gas that can be held within the
physical structures (pipeline and storage facilities)

Carbon dioxide equivalent

A term used relating to climate change that accounts

(CO2e)

for the “basket” of greenhouse gases and their relative
effect on climate change compared to carbon dioxide.
For example UK emissions are roughly 600m tCO2e.
This constitutes roughly 450m tCO2 and less than the
150m t remaining of more potent greenhouse gasses
such as methane; which has 21 times more effect as a
greenhouse gas, hence its contribution to CO2e will be
21 times its mass

Carbon footprint

The impact human activities have on the environment.
This is measured by the amount of greenhouse gases
(usually carbon dioxide) produced by a particular activity
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Carbon intensity

The amount of carbon by weight (e.g. grams) emitted
per unit of energy consumed (e.g. kWh)

Carbon reduction

A mandatory carbon emissions reporting and pricing

commitment (CRC) energy

scheme to cover all organisations using more than

efficiency scheme

6,000MWh/year of electricity

Central FiT register

The register kept and maintained by the Authority
for the purpose of recoding details of FiT generators.
Accredited FiT installations and other matters relating
to the scheme

Centrica

Parent company of British Gas; one of the Big Six
energy suppliers

Climate change

Used to indicate significant change from one climatic
condition to another. It is also often used to refer to
“global warming”

Climate change levy (CCL)

Government tax on the use of energy within industry,
commerce and the public sector in order to encourage
energy efficient schemes and use of renewable energy
sources. CCL is part of the Government’s climate change
programme (CCP)

Climate change

Introduced in 2000, the climate change programme set

programme

out the Government’s strategy at a sector-by-sector level
for meeting national and international commitments to
cut emissions of greenhouse gases. Now superseded
by 2009’s Low-carbon Transition Plan

Consumption-based

Any discount that is accrued on p/kWh basis

discount
Conversion factor

To convert gas units into kWh, two conversion factors
are needed – an imperial to metric conversion
factor (2.83) and a kWh conversion factor (3.6). See
“Conversion formula” for converting gas units into kWh
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Conversion formula

Used to convert gas units into kWh. The formula
is as follows – gas units used x correction factor
(1.02264) x imperial to metric conversion factor
(2.83) x calorific value (38.9) divided by kWh conversion
factor (3.6) = kWh in cubic feet. To calculate a bill,
multiply kWh in cubic feet by the unit price in your
agreed contract

Customer

Any person supplied or requiring to be supplied with
gas or electricity at any premises in GB

Connection and use of

The contractual framework for connection to, and use

system code (CUSC)

of, National Grid’s high-voltage transmission system
and the high-voltage systems in Scotland

Daily-metered (DM)

Large or interruptible customers whose daily gas

customers

consumption is measured and transmitted to shippers
or National Grid, typically through a datalogger

Daily metered supply point

A supply point fitted with equipment, for example a
datalogger, which enables meter readings to be taken
on a daily basis. Further classified as SDMC, DMA,
DMC or VLDMC according to annual consumption

Data and communications

Organisation responsible for providing communication

company (DCC)

services between smart meters and the business systems
of energy suppliers, network operators and other
authorised service users

Decentralised generation

Also called embedded generation, decentralised

(DG)

generation, decentralised energy or distributed energy.
It is essentially when electricity is generated from many
small energy sources connected to the distribution
rather than transmission system

Deemed contract

A contract where contractual terms and conditions have
not been expressly agreed between the supplier and
the customer
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Department of energy and

DECC was formed in 2008 from the energy division

climate change (DECC)

of BERR and parts of DEFRA. Some references to

– now merged to form

BERR still exist and some energy-related publications

Department for Business,

still reside on the BERR website, although the

Energy & Industrial

responsibility now resides with DECC. In 2016, the

Strategy (BEIS)

Department of Energy and Climate Change (DECC)
and the Department for Business, Innovation and
Skills (BIS) merged to form the Department for Business,
Energy and Industrial Strategy (BEIS)

Demand

The requirement for power

Discount

Any form of payment, saving, rebate, benefit or reward
(whether financial or otherwise) that is in any way linked
or otherwise relates to a domestic supply contract or
deemed contract (and includes goods and services
provided to a domestic customer free of charge or at
a reduced charge)

Distributed generation

A method of generating electricity from multiple
small energy sources very near to where the electricity
is actually used

Distribution connection

Established in October 2006 as a multi-party contract

and use of system

between licenced electricity distributors, suppliers and

agreement (DCUSA)

generators. It is concerned with the use of the electricity
distribution systems to transport electricity to or from
connections to them

Distribution network

The operator of an electricity distribution network

operator (DNO)
Distribution system

A network of mains operating at three pressure tiers –
intermediate (2barg to 7barg), medium (75mbarg
to 2barg) and low (less than 75mbarg)

Distribution use of system

Charges that are levied by host distribution companies

(DUoS)

to electricity supply companies to cover the cost of
distributing electricity to their customers. Half-hourly
DUoS systems calculate site specific bills for large
organisations where their energy consumption is
significant on a half-hourly basis
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Domestic customer

A customer supplier or requiring to be supplied at
a domestic premises

Domestic premises

A premises at which the supply of electricity or gas
is taken wholly or mainly for a domestic purpose

Dual fuel

Indicates the supply of more than one energy type,
e.g. gas and electricity. Also known as “combined
energy”

Embedded generation

See distributed generation

Energy networks

An industry body for the UK wires and pipes companies

association (ENA)

that carry electricity and gas to UK homes and
businesses

Energy consumption

Use of energy as a source of heat or power. Energy
consumption will be measured by a gas or electricity
meter and you will be billed for the amount you
have used

Energy efficiency

Reducing energy consumption while still maintaining
similar levels of output or performance. This is usually
achieved by reducing wasted energy or increasing
the power efficiency of appliances

Energy management

The monitoring and analysis of energy consumption.
This can involve comparing usage, reducing wastage
or optimising energy efficiency

Energy ombudsman

An independent body that resolves disputes from

service

consumers about energy

Energy supplier

The company supplying electricity, natural gas, fuel oil,
kerosene, or LPG

Energy trading

The buying and selling of energy to take advantage
of fluctuations in the energy market

EU emissions trading

One of the policies introduced across Europe to reduce

scheme (ETS/ EU ETS)

carbon emissions and combat the serious threat of
climate change. Running in three-year phases the
scheme began on 1 January 2005. Phase II from
2008-2012 coincides with the first Kyoto Protocol
commitment period
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Evergreen supply contract

A domestic supply contract which is for a period
of indefinite length and does not contain a fixed
term period

Feed-in tariff (FiT)

A payment made to generators of small scale renewable
electricity generation for electricity produced

FiT generator

The owner, identified in the central FiT register, of an
eligible installation used or intended to be used for
small-scale low-carbon generation, whether or not
that person is also operating or intending to operate
the eligible installation

FiT licensee

The collective term for mandatory FiT licensees
and voluntary FiT licensees

FiT payments

As applicable, the generation payments and/or
export payments

FiT year

The year commencing on 1 April and ending on
31 March numbered sequentially from FiT year 1
(1 April 2010 to 31 March 2011) to FiT year 11

Fuel mix

The mix of fuels used to generate electricity. Electricity
can be sourced from a variety of sources including coal,
gas, nuclear and renewable

Feed-in tariff (FiT)

A payment made to generators of small scale renewable
electricity generation for electricity produced

Gas distribution network

A network through which gas is taken from the high

(GDN)

pressure transmission system and distributed through
low pressure networks of pipes to industrial complexes,
offices and homes. There are eight GDNs in Britain,
each covering a separate geographical region

Gas and electricity markets

The main onshore gas and electricity regulator in Britain.

authority (GEMA)

GEMA is in effect the executive board of Ofgem

Gas transporter (GT)

Formerly Public Gas Transporter (PGT). GTs, such as
National Grid, are licensed by the Gas and Electricity
Markets Authority to transport gas to consumers

Gas supply year

A twelve-month period commencing 1 October, also
referred to as a gas year
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Gate closure

The point when bilateral trading stops and the balancing
mechanism system is in operation. Currently set at one
hour before the start of each trading period

Gigawatt hour (GWh)

One million kilowatt hours

Green electricity

Electricity generated from renewable sources that
are considered to have a low environmental impact,
e.g. wind or solar power

Hedging

The process of making an investment to reduce the
risk of adverse price movements in an asset. Normally
a hedge consists of taking an offsetting position in
a related security, such as a futures contract

Imbalance

The difference between the quantity of gas delivered
to the system by a shipper and the quantity delivered
to the shippers customers (including trades), usually
calculated on a daily basis

Intermittent generation

Sources of electricity that exhibit uncontrolled increases
or decreases in output such as wind or solar

Interruptible customer

A customer whose supply may be interrupted, either
by National Grid for system security reasons, or in some
cases, by shippers for commercial reasons. Interruptible
customers are currently supplied under interruptible
transportation contracts between National Grid and
the relevant shippers and the customer

Kilowatt hour (kWh)

A unit of energy used by the gas industry. Approximately
equal to 0.0341 therms. One Megawatt hour (MWh)
equals 103 kWh, one Gigawatt hour (GWh) equals
106 kWh, and one Terawatt hour (TWh) equals 109 kWh
Kilowatt hour = 3,600,000 joules

Licence exemptible

An electricity generator too small (<100MW) to be

generation (LEG)

required to hold a generation licence

Licence-lite

Allows a small-scale electricity supplier to secure its own
supply licence without requiring costly compliance with
electricity codes, by operating under a fully-licenced
electricity supplier, who will comply with electricity codes
on the licence-lite holder’s behalf
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Mandatory FiT licensee

An electricity supplier which either: supplies electricity
to at least 50,000 domestic customers; or together with
its affiliates, jointly supplies electricity to at least 50,000
domestic customers, as at 31 December before the start
of each FiT year and effective on and from 1 April of
the current FiT year

Megawatt (MW)

Standard measure of generation plant capacity equal to
one thousand kilowatts, or one million watts. Medium to
large power stations have capacity typically in the range
of 500MW to 2,000MW

Meter point administration

A 21 digit number for your electricity supply that will

number (MPAN)

be displayed in a table or a row on your electricity bill
(usually starting with the letter “S”)

Meter point reference

A unique number for gas supply that could be up

(MPR)

to 10 digits long

Meter reading

Used to determine energy consumption and for
issuing a bill for energy usage for a given period.
Meter readings can be submitted online or by phone

Meter serial number (MSN)

A unique number used to identify a meter. The MSN
will be displayed on the front of most meters

Micro-business consumer

A person supplied or requiring to be supplied with
gas or electricity at premises other than domestic
premises with:
	
an annual consumption of:
–	 no more than 55,000kWh of electricity; or
–	 no more than 200,000kWh of gas; or
fewer than 10 full-time employees; and
	
	
an annual turnover or annual balance sheet total
not exceeding €2 million
From 31 March 2014, and 26 August 2013 in relation
to SLC 7B, micro-business consumer will have the
following definition:
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A person supplied or requiring to be supplied with
gas or electricity at premises other than domestic
premises with:
	
an annual consumption of:
–	 no more than 100,000kWh of electricity; or
–	 no more than 293,000kWh of gas; or
	
fewer than 10 full-time employees; and
an annual turnover or annual balance sheet total
	
not exceeding €2 million
Micro-generation

The small-scale production of energy via mini-wind
turbines, solar panels or mini generators

National Grid

Owner and operator of the gas and electricity network
in the UK

National transmission

The high pressure network of pipes that transports the

system (NTS)

gas between the terminals, storage facilities and specific
regional sites for local distribution in the UK

Network code

A set of business rules within a legal framework that
defines the rights and obligations of National Grid
and shippers, and forms the basis for all contracts
between them

Notice of insufficient

Notice issued to power firms signalling that additional

(System) margin (NISM)

reserve is needed in response to potential shortfall
in capacity compared to demand

Non-daily metered (NDM)

All customers that do not have a daily meter-reading

customers

facility. National Grid estimated demand for NDM
customers based on its demand algorithm, and deems
NDM demand to shippers accordingly. Differences
between actual metered demand and deemed
demand may be resolved after the day through the
reconciliation process

Non-domestic customer

A customers who is not a domestic customer

Non-domestic premises

A premises where the person who has entered into a
contract with the licensee for the supply of energy and
the terms of the agreement referred to are commercial
in nature and include a charge for the supply of energy
to the premises
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Ofgem

The UK regulator for both gas and electricity, previously
separate as Ofgas and Offer. Ofgem is the office of the
gas and electricity markets authority (GEMA)

Over-the-counter (OTC)

Trading where financial instruments such as stocks,
bonds, commodities or derivatives may be traded
directly between two parties. It is the opposite of
exchange trading which occurs on futures exchanges or
stock exchanges. An OTC contract is a bilateral contract
in which two parties agree on how a particular trade or
agreement is to be settled in the future

Renewables obligation

The government’s main policy measure to encourage

(RO)

the development of electricity generating capacity using
renewable sources of energy in the UK

Renewables obligation

Certificate issued by the regulator to generators

certificate (Roc)

who demonstrate that they have issued one MWh
or renewable electricity

Shipper

A company that contracts with the pipeline company
for the use of gas transportation and storage facilities

SLC

Standard licence condition

Smart energy code (SEC)

A multi-Party agreement which defines the rights and
obligations of energy suppliers, network operators
and other relevant parties involved in the end-to-end
management of smart metering in Great Britain

Smart meter

A system installed for the purposes of the supply of
electricity which, as a minimum: consists of an electricity
meter and any associated or ancillary devices identified
in; has the functional capability specified by; and
complies with the other requirements of, the SME
technical specification applicable at that date

Smart meter key

Public Key Infrastructure security system used by smart

infrastructure (SMKI)

meters to verify integrity and authorisation of data

SMETS

Smart meter equipment technical specification

Supplier

A party licensed by Ofgem to sell gas and/or power
to end-users
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Supply point

The metered point where gas/electricity is supplied
from the network to the end-user. May include multiple
meter points

Supply point

The process whereby gas supply points are registered

administration (SPA)

to particular shippers and suppliers and transferred
between parties

System operator (SO)

The body that manages the operation of the system
from day-to-day; part of National Grid’s role in UK gas
and power

Termination fee

Any money or other pecuniary compensation that
may be demanded of a customer solely due to their
contract ending

Third party intermediary

An intermediary arranging the sale and purchase of

(TPI)

energy supplies and other services between customers
and energy suppliers

Transmission network use

Charges that are paid to National Grid by those

of system (TNUoS)

generators and suppliers who are considered to have
used the electricity transmission network to transport
energy. The charges vary for both generators and
suppliers according to their geographic location and
the demand for grid usage at that location

Uniform network code

The uniform network code replaced the network code

(UNC)

and, as well as covering the arrangements within
the network code, covers the arrangements between
National Grid transmission and the distribution network
operators

Voluntary FiT licensee

A licensee that is not a mandatory FiT licensee
but which voluntarily elects to participate in making
FiT payments under the scheme

Warm homes discount

The scheme began on 1 April 2011 and mandates

(WHD)

domestic energy suppliers to provide around
£1.13 billion of direct and indirect support arrangements
to fuel-poor customers over four years
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