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Foreword by
the Chairman
The pages of this report show how Ofgem has
responded to new challenges with an open mind
and a clear focus on the consumer. We have been
guided too by the distress voiced by consumers and
looking ahead, we will continue to follow that
guide. Our commitment to understand and act on
consumers’ concerns is perhaps best exemplified by
our appointment under our Consumer First
programme, of a panel of domestic consumers to
advise our thinking on the issues that most exercise
them.
Consumer anxiety grew as prices kept on climbing
after last summer. With the need to address that
anxiety in mind, we took unprecedented measures
in our energy market probe to identify and then to
deal with instances of unfair pricing. This focus on
the protection of customers will endure in our work
for the future.
Ofgem has started up a series of projects that
together seek to ensure that it is best positioned to
continue protecting consumer interests. The
urgency to do this long-term work arises from the
mix of inevitabilities and uncertainties that the future
holds. Key among these are the impact of the global
credit crisis on the British energy sector coupled with
Government support for a low-carbon economy by
2050 and the closure, under European
environmental legislation, of much of Britain’s coaland oil-fired power stations by 2016.
Ofgem has already begun to respond to these
developments. We have launched, in Project
Discovery, an analysis of the energy markets to test
their capacity to cope with the fallout from the
credit crisis and Britain’s shifting reliance on imported
gas. Its findings will provide a full appraisal of the
situation that will be impartial and independent.
Ofgem’s two-year review of the 20-year old regime
for regulation of the pipes and wires operators (RPIX@20) will make sure any future regime keeps up
the value for money and reliable networks Britain’s
consumers expect. This work has been informed by
our report on long-term electricity network scenarios
(LENS) which highlights the challenges anticipated
from possible developments in renewable generation
out to 2050.
Meanwhile we are advancing the next review of
revenue which will introduce a greater focus on
consumers and new incentives for innovation to help
make the transition to a low-carbon economy.
A huge programme of investment is needed to build
the networks that will carry the power from planned
onshore and offshore wind farms. We have
launched a new regulatory regime for offshore
connections developed in partnership with the
Department of Energy and Climate Change and in
the summer of 2009 we expect to see the significant
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interest shown to date translate to commitment to
invest.
Our review of the arrangements for connecting
renewable generation to the national grid – the
Transmission Access Review (TAR) - aims to step up
the pace at which green energy comes on line. We
have worked hard toward enduring measures to
ensure national networks are available to carry the
output of new, low-carbon generation needed over
the next two decades. The scope for reform has
however been frustrated by industry process such
that we have now recommended that the
Government use its powers to avoid further delay.
Aligned with TAR is our Codes Governance Review our overhaul of the rule-making process that
underpins the entire industry. Benefits to customers
of removing red tape in the rules governing many
aspects of the industry – including renewable
development – will emerge in the coming year.
The ‘Third Package’ of European energy legislation
adopted in spring 2009 could have profound
implications for British energy consumers in the
future. It lays the ground for a more competitive
European energy market. We are considering how
we can carry on shaping the European energy scene
as the legislation is brought in. Indeed the context
for our work in Europe is shifting. Key to this is the
need to strengthen security of gas supplies emerging
from the stand-off between Russian and Ukraine
and the EU Renewables Directive.
As we take on these major responsibilities we are
also being asked to do much more in the coming
year. The Government has handed us greater
responsibilities to administer environmental
programmes. This raises naturally an issue over
resources as we approach the end of our selfimposed five-year cap on expenditure.
Meanwhile our role was expanded and reinforced
during 2008. Parliament has enacted changes to our
statutory duties to increase our focus on
sustainability. We welcome this. It has been more
than a year since our Chief Executive Alistair
Buchanan declared that “Sustainability is in Ofgem’s
DNA.” And I believe our launch now of key, longterm strategic reviews is timely and will define our
forward-thinking to protect and promote customers’
interests today and for the future.

Lord Mogg
Chairman
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The Gas and Electricity
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The Authority is supported by a Senior Management Team and committees that have
clear terms of reference. There are three main committees: the Audit Committee, the
Remuneration Committee and the Enforcement Committee. They create a strong
framework of internal control throughout the organisation.

jÉãÄÉêëÜáé

Lord Mogg

Dr Robin Bidwell

Alistair Buchanan

Miriam Greenwood

Chairman

Non-executive

Chief Executive

Non-executive

Judith Hanratty

David Harker

Sarah Harrison

Jim Keohane

Non-executive

Non-executive

Executive

Non-executive

Jayne Scott

Steve Smith

Andrew Wright

Non-executive

Executive

Executive

John Wybrew
Non-executive

P

fåíêçÇìÅíáçå=Äó=íÜÉ=`ÜáÉÑ=bñÉÅìíáîÉ
lîÉê=íÜÉ=åÉñí=íïÉäîÉ=ãçåíÜë=lÑÖÉã=ïáää=ÄÉ=ÇÉäáîÉêáåÖ=ãçêÉ=íÜ~å=íÉå=ã~àçê=éçäáÅó=~åÇ
éêçÅÉëë=éêçàÉÅíë=íÜ~í=ÅçìäÇ=áåÑäìÉåÅÉ=íÜÉ=ëÜ~éÉ=çÑ=íÜÉ=ÉåÉêÖó=ëÉÅíçê=Ñçê=~=ÖÉåÉê~íáçåK
mêçàÉÅíë=áåÅäìÇÉ=Éñ~ãáå~íáçåë=çÑ=ïÜÉíÜÉê=çìê=ãÉíÜçÇë=~êÉ=Ñáí=Ñçê=íÜÉ=ÉåîáêçåãÉåí~ä=~åÇ
Ñáå~åÅá~ä=ÅÜ~ääÉåÖÉë=íÜ~í=äáÉ=~ÜÉ~ÇK=
qÜÉëÉ=~åÇ=çíÜÉê=ä~êÖÉ=éêçàÉÅíë=Ççãáå~íáåÖ=lÑÖÉãÛë=Å~äÉåÇ~ê=~êÉ=éêçÖêÉëëáåÖ=íÜêçìÖÜ=~
éÉêáçÇ=çÑ=ÖêÉ~í=áåíÉêÉëí=áå=ÉåÉêÖó=~åÇ=Åäáã~íÉ=ÅÜ~åÖÉK=qÜ~í=áåíÉêÉëí=Ü~ë=ÖáîÉå=ìë=çééçêíìåáíó
ÇìêáåÖ=íÜÉ=é~ëí=óÉ~ê=íç=ëÜçï=íÜÉ=ÑäÉñáÄáäáíó=áå=íÜáåâáåÖI=ÇáäáÖÉåÅÉI=~åÇ=êÉ~ä=ïáääáåÖåÉëë=íç
ÉåÖ~ÖÉ=ïáíÜ=ëí~âÉÜçäÇÉêë=íÜ~í=ïáää=ÄÉ=âÉó=íç=çìê=ÑìíìêÉ=ÇÉäáîÉêó=Ñçê=_êáí~áåÛë=ÅçåëìãÉêëK

fåíêçÇìÅíáçå=Äó=íÜÉ
`ÜáÉÑ=bñÉÅìíáîÉ
During this year we have seen evidence of the
increasing value to stakeholders of Ofgem’s work in
a string of highly successful workshops and open
meetings. These covered, among other issues, our
review of the network regulatory regime, liquefied
natural gas, the outlook for winter prices and
energy in Scotland.
The quality of our research – for example in our
energy retail market probe – has provided an
emphatic demonstration of our capacity to deliver
judgements for consumers based on detailed
analysis, backed by consumer views. And we have
demonstrated our openness to testing new ideas in
launching a review of the principles that have
guided the regulatory regime for two decades.
We have proved that we are able to deliver today’s
complex policy and administration issues while
committing resources to focus on the future. While
some of the Ofgem team were focused on vital,
forward-looking projects, most were involved in
delivering an excellent year for the consumer here
and now. Highlights during the past year include:


National Grid found guilty of abusing
competition policy and being penalised with a
record fine;



Npower fined following misselling and moves
to address poor practices in direct debit;



the delivery of a flexible regulatory regime for
offshore networks;



an Ofgem-led win for greater market
transparency and openness across Europe – in
the Third Package of measures to inject
competition into the European energy market;
and



without question, the major win for consumers
in 2008/09 was the publication of the retail
market Probe.

This pivotal report highlighted customer groups
who had been poorly served by their suppliers –
especially electricity consumers who are not on the
gas grid and pre-payment customers. Ofgem’s
actions were swift for these categories in particular
and wrongs were righted over the winter months.
The Probe delivered much more and key outputs
for 2009/10 will include licence conditions banning
undue price discrimination and a package of
remedies addressing industry shortfalls in serving
domestic and small business customers.
Ofgem is acutely aware from its excellent
Consumer Panel and from Consumer Focus that
confidence in the sector was seriously eroded in the
run up to our Probe. Our licence condition
proposals show that we are willing to take
regulatory action to unlock the benefits of
competition.
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Understandably, penalties, new retail rules and new
Ofgem initiatives get the headlines but a vast
amount of work by Ofgem staff receives little
fanfare. For example Ofgem administers a range of
programmes relating to renewable generation and
carbon reduction with new ones on the horizon
including the roll-out of smart metering and a levy
supporting clean-coal generation. Other unsung
heroes of the administration functions of Ofgem
are the teams that manage the rules and
regulations of the industry. Ofgem has been
concerned about whether the rules that govern the
energy industry remain right in a world influenced
more and more by new considerations such as
climate change. So we launched the Codes
Governance Review last year, which we expect to
lead to improvements in the way the industry runs.
Also below the media’s radar screen is the
outstanding performance by the members of
Ofgem’s finance team. Not only have they enabled
us to beat our cap on cost increases of 3 per cent
below retail price index (RPI) for the fourth year
running but they also lead all other public sector
bodies in delivery of accounts.
New administrative responsibilities such as the
smart meter roll-out mean greater workload. That
is reflected in the increase over the past three years,
in our headcount. Meanwhile our outstanding
graduate recruitment scheme attracted 240
applicants for four places this year.
Most of our work receives direct funding but often
related policy work does not. So we will have to
work hard to beat our cost target for the fifth and
final year of the controls.
The reach of our influence is growing not just in
what we do but also where we do it. We have
expanded our activity in Glasgow to address the
growing importance of issues north of the Border.
Our Chairman, Lord Mogg, continues his highly
successful stewardship of the European regulators
and was a prime mover in the creation of the new
European Union regulatory agency. Ofgem is
expecting to send staff to assist in running the
agency given its potential impact on GB consumers.
And we reach out also to be influenced as well as
to influence. We are mindful that good ideas and
advice can be found outside Ofgem. I admire the
patience of my colleagues who handle misdirected
(but understandable) frustrations of many groups of
consumers. However I do believe that it is a desire
to do well for the consumer that unites the diverse
activities of Ofgem. In 2008/09 Ofgem delivered
key successes for consumers and we plan to do so
again in the year that follows.

Alistair Buchanan
Chief Executive
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Tougher rules on doorstep selling requiring
written quotations following doorstep sales
and other measures to give the consumer
confidence.



New requirements on suppliers to provide
clearer information to help consumers to
choose between competing deals.



Proposed actions to help the small business
market. Ofgem focused its remedies to protect
businesses on micro businesses - companies
with fewer than 10 employees or any of
several other characteristics. This group makes
up 70 per cent of all small and medium-sized
businesses.



Proposals to address poor liquidity in the
wholesale electricity market and remove other
barriers to new entrants.

pìééäó=ã~êâÉí=éêçÄÉ
Ofgem’s probe into energy supply markets opened
at the start of 2008 and concluded in September
with a number of findings on which we based
proposed remedies to end the situation where
some consumers are missing out on the full
benefits of competition.
We proposed wide-ranging reforms to deliver
those benefits by putting an end to practices that
were failing some customers.
The seven-month probe uncovered behaviour by
supply companies that was hitting the 4.3 million
customers without a gas supply, and imposing
unfair deals on other sectors of the domestic and
commercial market.
At the same time, we found that competition has
generated a wide range of tariffs and products.
And there is strong consumer awareness of – and
satisfaction with switching.
The probe report proposed measures to tackle
issues identified in a number of areas where the
transition to fully effective competition should be
accelerated. These proposals were grouped under
five action areas:


promoting more active customer engagement;



helping consumers make well-informed
choices;



reducing barriers to entry and expansion;



helping small business consumers; and



addressing concerns over unfair price
differences.

The investigation covered markets serving
domestic customers and small businesses. It was
conducted using the Authority’s formal
information gathering powers under the
Enterprise Act 2002.

hÉó=Éñ~ãéäÉë=çÑ=éêçéçëÉÇ=~Åíáçåë
íç=ÜÉäé=ÜçìëÉÜçäÇë=


Measures to ban unfair price differences,
including differences between payment
methods. Suppliers’ prices will have to reflect
the costs to the companies.
For example, prices charged under different
payment methods such as pre-payment meters
and direct debit will have to reflect the cost to
the supplier of offering those payment
methods.

If implemented, Ofgem aims to have all the rule
changes in place for autumn 2009.

pí~åÇ~êÇë
Suppliers will be expected to deal fairly with
domestic customers. This was spelt out in a set of
new, overarching standards of conduct that
suppliers should meet. The standards will
complement the licence conditions that will deliver
new retail remedies and will be taken into account
by Ofgem as we enforce them.
The probe also looked specifically at the supply
market for consumers in Scotland and Wales and
Ofgem met with Scottish and Welsh governments
and consumer representatives to fully understand
the issues.

qÜÉ=`çåëìãÉê=cáêëí
éêçÖê~ããÉ
Consumer First was introduced to improve the
way we take consumers’ interests into account in
decision making. The initiative was sparked by
growing public awareness of issues such as smart
metering, microgeneration and the rising cost of
environmental programmes, all of which
complicate the issues that matter most to
consumers.
Consumer First aims to increase the scope for
getting direct consumer contributions to Ofgem’s
deliberations over policy on customer issues.
Research under the programme showed that lowincome groups were unaware of the help available
and opportunities to switch supplier. This formed
the basis of a national campaign to assist
vulnerable consumers to get the best deal from
their energy suppliers (see page 33)

Creating and sustaining
competition

`çåëìãÉê=m~åÉä

fåîÉëíáÖ~íáçåë=~åÇ=ÉåÑçêÅÉãÉåí

Tapping into developing consumer attitudes to
energy is a key concern for Ofgem, especially as
we move into an era of rising energy costs and
important climate change priorities. Ofgem
strengthened its expertise by recruiting domestic
energy consumers to help sharpen its focus on
consumer concerns. The regulator engaged its first
consumer panel (Consumer First panel) drawn
from Britain’s household energy consumers in
October 2008.

Ofgem imposed financial penalties on a number
of supply companies in the year.

The panel has provided a sounding board for the
consumer’s take on issues that matter most and
on the key challenges such as willingness to pay
for security of supply and curbs on environmental
damage caused by energy supply.
At the same time we assembled a small group of
consumer policy experts to shadow the
distribution price control review (see page 19). We
are pursuing this initiative to bring a stronger
consumer focus to the network companies and to
Ofgem’s policy thinking.

`çãéä~áåí=Ü~åÇäáåÖ
New arrangements were put in place by
Government to replace energywatch. From 1
October 2008 Consumer Direct took responsibility
for providing initial advice to energy consumers, as
it does already in other sectors. And Consumer
Focus replaced the National Consumer Council to
combine its functions with some of those of
energywatch and postwatch to create a more
powerful and streamlined consumer body.
As part of the new arrangements Ofgem
introduced, in spring 2008, tough new complaint
handling rules for suppliers and network
companies. The new standards apply to all
complaints from domestic or small business
customers. Ofgem will audit the companies later
in the year to ensure they are meeting the new
obligations and to promote best practice.

båÉêÖó=lãÄìÇëã~å
In March, Ofgem published its criteria for a new
statutory redress scheme. The new arrangements
formally extended the scope of the scheme to all
energy suppliers and network companies. Ofgem
appointed the Energy Ombudsman Service in
summer 2008. It is available to domestic
consumers and small businesses who have
unresolved disputes with their energy provider.
The Ombudsman can seek redress for consumers
and it can award compensation.

NP
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Npower was fined £1.8 million after the supplier
was found to have breached its licence by failing
to comply with its obligations relating to
marketing to domestic consumers. While Npower
had procedures in place to follow up complaints,
Ofgem judged that its managers had not done
enough in applying and improving them.

d~ë=í~êáÑÑ=åçíáÑáÅ~íáçå
Following an Ofgem investigation into Npower’s
changes, in 2007 to its gas tariffs, the company
agreed to make payments totalling £1.2 million to
some 200,000 customers affected. The regulator
was concerned about Npower’s approach to
notifying its customers of the changes which
resulted in financial loss to some households
whose consumption was low. A large number of
consumers did, however, benefit from the
changes.

aáêÉÅí=ÇÉÄáí
Concerns were raised at the end of 2008 over
suppliers’ increases in direct debit payments that
were unanticipated by consumers. Ofgem
reviewed suppliers' direct debit arrangements and
we found neither systematic errors nor evidence
of attempts by suppliers to increase cashflow
through unjustified increases. We did find a lack
of transparency and poor communication by
suppliers was at the heart of the problem.
The problems we have seen and the concerns that
self-regulation will not deliver led us to consider
that a licence condition was necessary to ensure
that the interests of existing and future consumers
are protected. We have opened a consultation on
such a licence condition.

tÜçäÉë~äÉL=êÉí~áä=éêáÅÉë=
In spring 2009 Ofgem published its first quarterly
report on wholesale and retail energy prices. The
reports provide clear information for customers
who want to understand the relationship between
the two ends of the price chain.
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During its supply market probe Ofgem stressed
that competition cannot completely shield
consumers from spiralling prices of global
commodities such as oil, gas and coal. These drive
the wholesale energy prices that make up the bulk
of consumer bills and are the main drivers behind
the recent energy bill increases.

National Grid Gas (NGG) and National Grid
Electricity Transmission (NGET) consented to
Ofgem’s final proposals for electricity and gas
transmission System Operator Incentive Schemes
to apply from April 2009. Ofgem’s view is that the
best way to achieve lowest costs to consumers is
to provide the system operators with incentives to
share some of the gains from cost reductions as
well as any losses arising from increased costs.

iáèìáÇáíó
The probe looked at the issue of poor liquidity –
a key measure of market performance – in the
electricity market. Ofgem shared a widespread
concern that this could be restricting the flow of
newcomers to the generation market and curbing
competition. The same did not apply to the gas
market but a number of characteristics of the GB
power market including significant vertical
integration whereby — companies generated as
well as supplied electricity — were limiting
liquidity. We intend to publish a consultation
document setting out in more detail a range of
proposals to address the issues identified in a
discussion document published earlier in the year.

`ìêÄáåÖ=ã~êâÉí=~ÄìëÉ=
During its probe into the retail market Ofgem
announced its intention to seek greater powers in
the wholesale market to address the potential for
generators to abuse circumstances where they are
able to dominate the market. Typically
opportunities to dominate might be during
periods when generation is constrained through
(say) limited access to the networks or shortage of
available power plant. Undue exploitation of a
dominant position could increase the price of
wholesale electricity and the costs of all these
effects are likely to be borne by consumers in
increased energy bills.
Using our Competition Act 1998 (CA98) powers
in April 2008 we opened an investigation into
allegations that ScottishPower and Scottish and
Southern Energy had abused a dominant position
when network access was limited. We closed that
investigation in April 2009 on the grounds that
the likelihood of finding an infringement under
the CA98 was low and more effective actions
were available to address the market concerns.
In light of concerns over possible undue
exploitation of market power, Ofgem is currently
minded to seek to address market power concerns
through the introduction of a new licence
condition which is broad and applicable to all
generators, with guidance on Ofgem's approach
to enforcing it. We are seeking to take this
forward through consultation with the industry.

We have asked NGET and NGG to look to develop
proposals for schemes from April 2010 that will
cover a two-year period, as we consider this will
enable NGET and NGG to further develop their
roles in a more efficient manner.

`çãéÉíáíáîÉ=ãÉíÉêáåÖ=ã~êâÉí
d~ë=ãÉíÉêáåÖ
A measure of Ofgem’s commitment to promoting
competition in metering was our fining of
National Grid £41.6 million for a breach of
competition law that restricted the development
of competition in the domestic gas meter market.
The company was judged to have used its
dominance in gas metering to prevent suppliers
from contracting with other companies for
cheaper metering deals. By restricting
competition, National Grid deprived gas suppliers
and customers of access to lower prices and it
curbed innovation in domestic metering.

pã~êí=ãÉíÉêáåÖ
The first trial in Britain of advanced energy meters
– smart meters - was launched in July 2007. The
two-year trial is administered by Ofgem under a
£10 million Government programme matchfunded by four energy suppliers.
The trials will test how customers respond to
having access to greater information. And to bring
down barriers to the use of smart meters Ofgem
has formed an industry-wide group to agree
minimum standards for smart meters and to revise
industry rules to pave the way for their use.
Ofgem has worked throughout with Government
to get agreement on a way forward with smart
metering. The Government mandated the
introduction of smart metering in spring 2009.

j~êâÉí=ÅçåëçäáÇ~íáçå
During the period of this report we saw the
merger of Electricité de France and British Energy.
In this Ofgem acted as advisor to the UK and
European competition authorities to ensure
consumers’ interests were met.

oÉÖìä~íáåÖ=åÉíïçêâ=ãçåçéçäáÉë
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oÉîáÉï=çÑ=íÜÉ=êÉÖìä~íçêó
êÉÖáãÉ=Ñçê=ÉåÉêÖó=åÉíïçêâë
Ofgem has progressed its review of the 20-yearold regime governing its regulation of the gas and
electricity networks. The two-year review will seek
to establish whether the existing approach - based
on pegging revenue increases below the retail
price increase (RPI) - is still the best way to ensure
that networks are well-run, provide good service
to customers and innovate to meet the challenges
of moving to a low-carbon economy.

omfJu=êÉÖáãÉ
The current system provides incentives for
companies to outperform efficiency targets set in
a series of five-yearly Price Control Reviews.
These reviews establish allowances for
expenditure and income for the companies based
on a fundamental formula: Retail Price Index (RPI)
minus X per cent where X is worked out at each
review for network businesses.
In summer 2009 the review team began
publishing a series of working papers beginning
with a study of what will be required of the
regulatory regime for the future.
The need for the review arises out of the new
challenges faced by the energy network
companies. Those challenges emerge from the
anticipated need to connect large amounts of
new gas and power production plant to the
networks. This need emerges from:


ambitious Government targets for wind power
and other renewable energy;



proposals for greater energy network
interconnection in Europe;



greater use of imported gas in Britain; and



a growing emphasis on small-scale regional
energy production.

The review will test the RPI-X regime against the
demands these developments will place on the
businesses to ensure consumers continue to get
the quality and resilience of supply they have
grown to expect.
The review will report in 2010 so it will not affect
the work on the next price control review for
electricity distribution scheduled to come into
force in 2010. Recommendations from the review
will not be limited and could range from no
change to substantial transformation. Where
change is recommended there will be full
consultation.

NT

qê~åëãáëëáçå
Transmission is the long-distance transportation
of electricity and gas along the national grids for
each.

qê~åëãáëëáçå=^ÅÅÉëë=oÉîáÉï
Current and future growth in renewable and other
types of low-carbon generation will place new
demands on the electricity transmission grids
north and south of the Border. A joint review is
underway, led by Ofgem and the Department of
Energy and Climate Change (DECC) to change
the arrangements for giving generators access to
the power grid. It will look at ways to deliver the
Government’s aspiration of 20 per cent of
electricity supplied by renewable generation as
well as other European targets.
Issues it addresses include:


new ways of sharing transmission capacity
between different types of generator;



the way grids are built and run; and



whether the incentives to connect or
disconnect are right to maintain security of
supply.

Ofgem and DECC have agreed new principles for
reforms that will help connect more low-carbon
generation. These proposed new arrangements
will make it easier and faster for generators including new nuclear plant - to connect to the
high-voltage transmission network (national grid)
as existing power stations reach the end of their
operating lives.
Access to the transmission network is currently
governed by rules that were devised to connect
large, conventional gas, coal and nuclear power
stations. These rules are poorly suited for rapidly
connecting a large volume of smaller renewable
generators or a significant volume of new
conventional, lower carbon generation.
We propose to change the financial incentives on
the transmission companies to invest in the new
capacity that will be needed to connect more
remote renewable generation. This will enable the
transmission companies to build future capacity so
it is ready when the new generation comes on
stream. It will also protect customers from having
to pay for unnecessary investment in new
capacity. This is vital in an era of rising fuel prices
and fuel poverty.

NU
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Our progress in reforming transmission access has
been thwarted by industry process. This has
prevented the inclusion for consultation of a
model arrangement that the most recent analysis
has shown to address shortcomings in other
models under consideration. As a result Ofgem’s
governing authority has formally recommended
that the Secretary of State take up his Energy Act
2008 powers to ensure no further delay in
delivering these vital reforms.
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aáëíêáÄìíáçå
Distribution is the transportation of gas or
electricity from the transmission grid along
regional branch networks to the households
other premises where it is used.
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mêáÅÉ=Åçåíêçäë
Ofgem regulates the revenue of the transmission
and distribution companies to allow companies
to finance their activities and make efficient
investment to deliver to customers the service
they expect from the companies. The regulatory
regime is based on price controls that are
reviewed every five years. These reviews set
allowances for expenditure and create incentives
to outperform and share the benefits with
customers. They also include incentives to
achieve environmental and social improvements
on the networks and in the wider energy sector
as well as other sustainable development targets.
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d~ë
cáêëí=óÉ~ê=çÑ=êÉîáÉï
Gas distribution networks have completed their
first year under price controls since they ceased all
to be part of National Grid following the sale of
four of the eight networks in 2005.
Ofgem’s first full, five-year Gas Distribution Price
Controls came into play in April 2008. They allow
the network companies to increase their
investment by more than a third to an average of
more than £1 billion a year. Some £3.6 billion of
this £5 billion of investment will be the
replacement of distribution mains and service
pipes as required by the Health and Safety
Executive.

Over the five years of the price controls, average
annual operating expenditure, capital expenditure
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and replacement expenditure will grow leading to
an increase in domestic gas bills of about £2 a
year.
The gas distributors were given incentives to
decrease the impact they have on the environment
in carrying out their operations as well as
incentives for sustainable development of their
businesses.
In Ofgem’s first annual report on the gas
distribution networks, under the first Gas
Distribution Price Controls, we set out revenue,
expenditure and returns on regulatory equity for
the eight licensed gas distribution networks for the
year to 31 March 2008. And we updated
benchmarking information produced for the price
control and summarised quality of service
information.
Key findings in the report included:


all networks had achieved efficiencies in
operating costs while maintaining levels of
service to customers with controllable
operating costs down by 1.2 per cent;



customer satisfaction survey scores improved
and gas lost through leakage fell but more
interruptions in supply were reported; and



delivery of the industry’s safety driven mains
replacement programme progressed with
replacement expenditure up 9 per cent on
2006/07 reflecting the amount of pipeline
replaced and higher costs.

However, we need to be cautious before reaching
firm conclusions on the basis of only one year’s
data. Additionally, National Grid has drawn to
Ofgem’s attention that they have potentially
misreported data in relation to their mains
replacement programme, and we are carrying out
an investigation into that.

bäÉÅíêáÅáíó
cáÑíÜ=ÇáëíêáÄìíáçå=éêáÅÉ=Åçåíêçä
êÉîáÉï
Ofgem launched its fifth electricity price control
review with the first consultation in March 2008.
The review will run from 2010 to 2015.
Distribution charges currently stand at around £3.6
billion a year accounting for around 14 per cent of
a typical domestic customer’s electricity bill.
Ofgem has outlined proposals to strengthen the
incentives on the distribution network operators
(DNOs) to help tackle climate change.These are in
addition to the more established incentives to

NV

provide a secure and reliable network at an
efficient cost and to improve services for
customers. And we are aiming to ensure that only
those DNOs that innovate and perform well
against these objectives will be able to make
higher returns.
Under our current proposals, DNOs will need to
agree to deliver a set of outputs during 20102015. Ofgem will take a tough line with
companies that do not come forward with
sufficient output measures, adjusting allowed
revenues as appropriate.

båîáêçåãÉåí~ä=áåÅÉåíáîÉë
DNOs will be encouraged to make an immediate
contribution to the climate change agenda.
Examples of such contributors include reducing
electricity lost on the distribution networks, and
trials of new technology and commercial
arrangements that might be required in the future
low-carbon economy.
The new price control will need to be flexible
because tackling climate change and responding
to customers’ requirements could lead to profound
changes in the way distribution networks are run.
Ofgem has been working with the DNOs to revise
the structure of their electricity distribution
charges. This revision will help in responding to
changing network use as we move to a lowcarbon economy while ensuring that the networks
develop in an economic manner.

`ìëíçãÉê=ÑçÅìë
Ofgem wants DNOs to be more in touch with the
needs of their customers, not least because of the
growing customer interest in managing their
energy use, for example by installing rooftop wind
turbines and other forms of microgeneration. This
could lead to significant amounts of generation
connecting directly to the distribution network
rather than the national grid.
The DNOs are planning significant increases in
their capital expenditure to replace ageing assets,
upgrade the networks and build more capacity
where it is needed. Ofgem is challenging the
companies’ cost forecasts hard and will assess the
opportunities for further efficiencies.
At every price control review, Ofgem aims to
challenge robustly but fairly the companies’
requests. However, there is also a need to ensure
that we allow the companies to continue to invest
to maintain the high levels of network reliability
that customers enjoy and expect.

OM
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`çãéÉíáíáçå=áå=ÅçååÉÅíáçåë
Much of the business of distributing electricity and
gas is a natural monopoly because it is cheaper
and more efficient to have a single company
owning and operating the network than several
competing networks. But building, owning and
operating connections to existing networks is a
potentially competitive activity. Customers benefit
from competition in connections through lower
prices and better service. Ofgem has worked over
a number of years to promote competition in gas
and electricity connections.
Competition has grown rapidly in gas, to the
extent that more than half of all connections are
now installed by independent companies rather
than the monopoly network provider. However,
competition in electricity connections has
developed much less rapidly.
We are working to improve the situation in
electricity connections and we have demonstrated
in recent years our will to take up enforcement
cases where we believe competition is being
hindered. In September 2008 we opened an
investigation into EDF Energy’s distribution
network businesses over an apparent breach of its
licence condition to offer terms for use and
connection to its system.
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Helping protect the security of
Britain’s energy supplies

mêçàÉÅí=aáëÅçîÉêó

táåíÉê=çìíäççâ

Britain’s energy market has delivered secure
supplies for some 20 years. But there have been
changes in the energy sector in recent years, some
of them quite profound, with still more testing
challenges to come.

d~ë

The international credit crisis has hit as the energy
industry is seeking investment to address the need
for new renewable and other low-carbon
generating capacity. At the same time Britain is
growing in its dependence on imported gas,
increasing its reliance on potentially volatile
international gas markets.
Given these challenges to the proper functioning
of energy markets in Britain, Ofgem launched,
earlier this year, a major review to determine
whether or not the current arrangements were
sufficient to deliver an adequate level of security
of supply. This review, called Project Discovery, is
looking at gas and electricity markets.
It will consider a wide range of potential policy
options to address any shortcomings. It will look
at existing market arrangement for wholesale gas
to see whether incentives for suppliers are
sufficiently strong to deliver security of supply
and whether there is a case for extending
existing supplier obligations in gas relating to
security of supply.
The issue needs the independent and impartial
analysis that Ofgem is uniquely positioned to
deliver. Ofgem’s work and leadership will ensure
the debate is not dominated by vested interests or
driven solely by commercial priorities.

båÉêÖó=j~êâÉíë=lìíäççâ
Ofgem’s yearly energy market information and
analysis programme, run jointly with Government,
produced its second report in 2009. The
programme reviews medium- and long-term
prospects in security of supply. It looks at
infrastructure planning and other constraints as
well as the availability of coal, gas and other
primary fuels. It provides market scenarios to help
industry in its strategic planning.

OP

In its Winter Outlook report for 2008-2009,
National Grid said that North Sea gas deliveries
were likely be around 10 per cent down from the
previous winter, but that this was likely to be
offset by higher gas imports from diverse sources.

lìííìêå
The Russia/Ukraine dispute in early January
resulted in higher UK demands as the
interconnector with mainland Europe exported gas
to the Continent, where demand was high.
During this period there was some increase in the
UK gas price but compared to previous supply
shocks the price movements were relatively small.
Gas supplies were broadly in line with our
forecasts. Though declining by nearly 10 per cent,
North Sea supplies made up 55 per cent of
demand. Due to lower deliveries to the Continent,
Norwegian supplies to the UK were above our
pre-winter forecast and made up nearly 30 per
cent of demand.
While BBL interconnector imports were in line
with forecasts, Interconnector UK imports were
limited to just a few short periods and the link
was in export mode for most of the winter,
notably during the Russia/Ukraine dispute.

bäÉÅíêáÅáíó
National Grid said electricity supplies will be
sufficient to meet demand for the winter. But at
the time of the report it was unclear when
certain nuclear power stations were to return from
maintenance. The spare generating capacity
margin for the winter was expected to be 25.4
per cent above demand.

lìííìêå
Overall electricity demand was reduced because of
falling industrial demand. As a result, we found
that weekly peak demand over the winter was
2GW lower on a weather-corrected basis.
At times of peak demand the availability of
nuclear power stations was less than we expected
but the market responded by, for example,
making other forms of generation available.
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oÉÖáçå~ä=áåáíá~íáîÉ

Ofgem has continued to press for the separation
of supply and transmission businesses in the
vertically integrated pan-European energy
companies.

The seven EU Regional Initiatives were set up in
2006 to bring on the development of gas and
electricity markets in discreet areas of the EU. They
seek to identify and remove the main barriers to
trade and competition.

We welcomed the formal adoption by European
member states of the third package of legislation
to make the European energy market more
competitive.
The package, which each member state must now
transpose into law, establishes that member states
could order energy companies to separate fully
ownership of transmission and generation or
supply businesses. They may also choose from two
other options allowing utilities to retain ownership
with an independent company running
transmission networks to ensure fair access to
them.
Many regulators across the European Union (EU)
do not have the same enforcement powers or
same levels of independence as Ofgem and the
package will enhance their powers. A panEuropean regulatory agency will be established to
administer a set of legally-binding codes
governing access to and use of European
networks. Ofgem will play a key role in setting up
the agency through its chairman, Lord Mogg, who
is also president of the Council of European
Energy Regulators (CEER) and chairman of the
European Regulators Group for Electricity and Gas.

pìëí~áå~ÄäÉ=ÇÉîÉäçéãÉåí
Ofgem suggested and approved work to develop
a Europe-wide Sustainable Development Report to
provide an indication of the progress that is being
made in the environmental, social and other areas
that constitute sustainability. Work on this project
is underway and is scheduled for publication later
in 2009.
Ofgem has continued to chair the Sustainable
Development Taskforce within the CEER. Ofgem
has led the contribution of CEER to discussions
regarding the future of the European Union
cap-and-trade scheme for emission permits (the
EU Emissions Trading Scheme) and the
Renewables Directive to bring on the achievement
of the 2020 targets.

Ofgem played a key part in a project to provide
network users with greater transparency of
information on north west Europe’s gas networks.
Transmission network operators made sound
progress in their commitment to publish all the
information required.

pÉÅìêáíó=çÑ=ëìééäó=áåáíá~íáîÉ
The European Commission’s proposed regulation
for European security of gas supply is likely to
introduce revised standards for member states to
ensure the supplies of gas to protected customers.
The draft new standards are more stringent than
those currently in force, in terms of the
requirements they impose on member states.
One such a standard relating to a one in 20-year
period of high demand could have a significant
impact on GB market arrangements and
consumers. For example, it may lead to new
obligations on shippers to contract longer in
advance for sufficient supplies or to hold physical
gas in storage. Similar policies are also being
considered domestically however, by DECC,
Ofgem and National Grid, in their ongoing work
on security of gas supply.

eÉäéáåÖ=íç=éêçíÉÅí=íÜÉ
ÉåîáêçåãÉåí
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qê~åëãáëëáçå=^ÅÅÉëë=oÉîáÉï=
Ofgem is driving forward reform of the
arrangements governing connection to the
national electricity grid to speed up the
connection of renewable and low-carbon
generators. It has however been frustrated by
industry process in our bid to establish enduring
reforms (see page 17).
We have put in place measures that will remove
immediate barriers to investments and we have
proposed new financial incentives.
Overall we are looking to a transmission network
that will enable Britain to connect even more
renewable generation to meet the EU’s 2020
renewables targets while potentially connecting
new nuclear and conventional power stations over
the next ten to 15 years.

dêÉÉå=í~êáÑÑë
Ofgem has published final guidelines on how
suppliers should market so-called green electricity
tariffs to tackle the difficulties consumers faced in
working out how much environmental gain came
with a given tariff. Our guidelines make it clear to
customers whether these tariffs are truly green
and form the basis for an independent
accreditation scheme for green tariffs for
householders and small business customers. The
scheme will be run by an independent body.
Under the accreditation scheme, a tariff will only
be regarded as green if it brings environmental
benefits that go beyond the suppliers’ existing
Government environmental obligations. The big
six energy suppliers and Good Energy signed up to
the guidelines immediately.

pìëí~áå~ÄäÉ=aÉîÉäçéãÉåí
oÉéçêí
The report reviews Ofgem’s activities in the past
year, in relation to the delivery of a low-carbon
energy system, protecting vulnerable customers
and tackling fuel poverty. As well as our direct
activities, Ofgem has been working with
Government and other stakeholders to influence
wider developments.

içÅ~ä=ÖÉåÉê~íáçå
Ofgem and Government introduced new
measures to make it easier for community
electricity generators to supply customers. While
protecting consumers’ rights to switch supplier,
the proposals will help local generators operate in
the competitive market, and provide more choice.

OV

Local electricity generation schemes – sometimes
called distributed generation — are increasingly
becoming part of new housing developments and
more than 12GW of such schemes are already
installed in, for example, factories and schools.
Ofgem eliminated the need for local generators to
comply with costly, complex and time consuming
rules by formalising arrangements whereby major
electricity suppliers can take on the administrative
side of this requirement.
Currently, to avoid the costs associated with
operating on public networks, local generators
build their own private ones. However, customers
connected to them find it very difficult to switch
supplier. The proposals will address this by
retaining the rights of customers to switch
supplier if they wish. Ofgem will monitor progress
of the new arrangements.
Key to this is the work Ofgem has been doing
with the electricity distribution networks to
introduce cost-reflective charges that signal the
costs and benefits that distributed generation can
bring to the networks.

lÑÑëÜçêÉ=íê~åëãáëëáçå
êÉÖìä~íçêó=êÉÖáãÉ
The Government anticipates that offshore wind
power will provide some 25GW of generating
capacity for the UK, making it a vital contribution
to the nation’s response to the climate change
challenge. The offshore transmission regime
being run by Ofgem is a crucial element in
ensuring the networks needed to carry the power
to the mainland are built swiftly and provide value
for money to consumers (see page 18).

båîáêçåãÉåí~ä=éêçÖê~ããÉë
Ofgem administers, on behalf of Government, a
number of crucial components of its Climate
Change Programme.

oÉåÉï~ÄäÉë=lÄäáÖ~íáçå
The Renewables Obligation and Renewables
Obligation (Scotland), require electricity suppliers
to buy at least part of their electricity from
renewable generation.
The obligation was designed so the target
increases each year from an initial 3 per cent at its
instigation in 2002, increasing to 9.1 per cent in
2008-2009. This target is the same under the
Renewables Obligation (RO) for England and
Wales and the Renewables Obligation (Scotland)
(ROS).
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From 1 April 2009 the obligation changed from a
percentage to an obligation to present a number
of Renewable Obligation Certificates (ROCs). In
2009-10 this will be 9.7 ROCs per 100MWh in
England, Wales and Scotland, rising to 15.4 ROCs
per 100MWh in 2015-2016 and staying at this
level until 2027 (one MWh equals 1,000 kWh).
However, if the amount of renewable generation
is likely to be close to (or exceed) these targets
then the targets are increased to provide sufficient
headroom. The maximum the target can be
under the orders is 20 ROCs per 100 MWh. The
Government plans to issue a consultation on the
RO in July.
Ofgem also administers the Renewables
Obligation in Northern Ireland (NIRO), via an
Agency Services Agreement. This came into force
in 2005 and the target for electricity supply
companies in Northern Ireland was 2.6 per cent in
2006-2007 and 3.0 per cent in 2008-2009.
From 1 April 2009 the NIRO also changed from a
percentage to an obligation to present a number
of ROCs. In 2009-10 this will be 3.5 ROCs per 100
MWh rising to 6.3 ROCs per 100 MWh in 20152016 and staying at this level again until 2027.
Over 18.5 million ROCs were issued during 20082009, across the three schemes for England and
Wales, Scotland, and Northern Ireland, compared
with just under 16.2 million in 2007-2008.
In April 2008 Ofgem streamlined its management
of the Renewables Obligation, Climate Change
Levy Exemption Certificates and REGO schemes
with its introduction of a single IT platform to
replace four existing ones. The new platform –
the Renewables and CHP Register – handles
transactions worth some £4 billion a year.

`äáã~íÉ=`Ü~åÖÉ=iÉîó=
Ofgem continued to administer the Climate
Change Levy (CCL) exemption for renewables.
2008-2009 was the eighth year of the CCL
exemption and almost 24.7 million Renewables
Levy Exemption Certificates (LECs) were issued –
up from 22.8 million in the previous year.

Since April 2003, the exemption from CCL for
direct supplies of Combined Heat and Power
(CHP)-generated electricity, from sources
designated as good quality, was extended to
include indirect supplies — those supplies
exported to the grid. We issued just over 22.5
million CHP LECs in 2008-09 to complying CHP
schemes compared with 24.3 million in 2007-08.

oÉåÉï~ÄäÉ=båÉêÖó=dì~ê~åíÉÉë=çÑ=lêáÖáå=
Ofgem continues to administer the Renewable
Energy Guarantees of Origin (REGOs) scheme on
behalf of the Government. This scheme was
introduced as part of a European Union directive
and REGOs are issued by Ofgem to generators to
prove that their electricity is being produced from
renewable sources.

`~êÄçå=bãáëëáçå=oÉÇìÅíáçå=q~êÖÉí
Ofgem continued to administer the Carbon
Emissions Reduction Target (CERT), on behalf of
the Department of Energy and Climate Change
(DECC). The CERT places an obligation on certain
gas and electricity suppliers to meet a carbon
emissions reduction target from domestic
properties. The overall target is set by DECC with
at least 40 per cent of the target having to be
met from the priority group (those on certain
benefits or over 70 years of age).
More recently, as part of the Heat and Energy
Saving Strategy consultation, DECC consulted on
amendments to the CERT, which included
increasing the target by 20 per cent. Ofgem will
continue to administer the CERT, in light of those
amendments, accordingly.

eÉäéáåÖ=íç=í~ÅâäÉ=ÑìÉä=éçîÉêíó
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pçÅá~ä=éêçÖê~ããÉë=~åÇ=
ëçÅá~ä=í~êáÑÑë

voluntary agencies and a representative from the
European Commission.

Ofgem in July 2008 moved to clear away confusion
surrounding social tariffs – energy deals for
vulnerable and fuel poor customers. A subsequent
awareness drive by Ofgem doubled uptake of social
and other discounted tariffs to 800,000 homes.
Savings to customers from social tariffs increased by
36 per cent to £33.9 million



improve the way the fuel poor are identified
and targeted to ensure available help gets to
them;



ramp up the level of help available;



support vulnerable customers to enable them
to get the best deals in the market; and

Following the 2008 Budget, suppliers agreed to
increase their collective expenditure on social
programmes by £225 million between 2008 and
2011. Under our guidelines on which measures
suppliers can count towards this increase, we ruled
that any deal described by its supplier as a social
tariff must be equal to that supplier’s cheapest deal.
Now all suppliers have adopted the Ofgem standard.



ensure that tariff differentials for different
payment methods are justified.

The move gave consumers and consumer advisors
confidence on the value of social tariffs. But in
allowing a range of measures, as well as social
tariffs, the guidelines will help suppliers to identify
and target support to consumers most in need.
Ofgem has maintained its approach in allowing a
range of initiatives to be counted, ensuring that
suppliers have flexibility in how they structure their
social programmes and promoting innovation. This is
particularly important given the difficulty in
identifying vulnerable consumers.

The summit produced and action programme to:

The Fuel Poverty Action Programme that emerged
includes practical proposals from the Government,
industry and Ofgem to help low-income customers
with better-targeted measures.
Department for Work and Pensions (DWP), DECC,
Department for the Environment, Food and Rural
Affairs and suppliers have ramped up discussions
on data sharing, with a view to enabling suppliers
to provide better-targeted help in reducing fuel
costs for pensioners most likely to be in fuel
poverty. DWP is exploring the use of legislation to
enable this to happen.
The market-leading switching site providers agreed
to promote their telephone advice services to help
customers who do not have internet access to shop
for a better energy tariff.

j~êâÉí=éêçÄÉ

båÉêÖó=_Éëí=aÉ~ä

Our probe into the retail market (see page 12)
focused on vulnerable customers. It identified
customers who were among the most fuel poor.
Some 30 per cent of the of the 4.3 million who did
not have access to the gas mains and who were
paying unduly high prices for electricity were in fuel
poverty. And many of the customers paying undue
premiums for pre payment meters were on low
incomes. This group will benefit from the undue
price discrimination licence condition that will be
under consultation following the probe findings.

In a national campaign Ofgem teamed up with
Citizens’ Advice to help the people identified as
needing guidance to get the best out of the
competitive energy market. Through the campaign
- Energy Best Deal – Ofgem provided materials to
enable Citizens’ Advice and other help agencies to
advise their clients.

In its remedies emerging from the probe Ofgem
looked at debt blocking – where customers in debt
are prevented from switching supplier – as this
particularly affected low-income and other
vulnerable households.

cìÉä=mçîÉêíó=^Åíáçå
mêçÖê~ããÉ
Ofgem led a summit of energy sector stakeholders
in April 2008. It agreed a package of measures to
improve the targeting of help on customers facing
growing hardship exacerbated by rising energy bills.
The summit included Government ministers, energy
industry chief executives as well as consumer and

PP

aáëÅçååÉÅíáçå=ê~íÉë=Ñ~ää
Overall disconnection rates remain historically low
despite a substantial increase in 2007. Ofgem's
report in spring 2009 showed the rate of
disconnections fell more than 16 per cent year on
year in the first quarter of 2008. The downturn
followed publication of an Ofgem review in January
which identified best practice across the industry
and set debt and disconnection benchmarks for
suppliers.
Npower responded well to Ofgem’s January 2008
review which highlighted the firm as having the
most improvement to make. It responded with
lower disconnection rates. Ofgem will continue to
monitor and assess suppliers’ performance and will
look to take further action, including ‘naming and
shaming’, where it is needed.
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fåáíá~íáîÉë=íç=ëìééçêí=ëã~ääÉê=éä~óÉêë

In our Industry Codes Governance Review we are
proposing to overhaul the governance of gas and
electricity industry codes the rules for industry
players to participate in the market and connect
to the energy networks. This review reflects an
increasing emphasis on sustainability and security
of supply and the way that is changing the nature
of market participation as, for example, more
renewable generation is introduced.

Whether requirements should be placed on code
administrators and panels to consider the needs of
small players.

^ÇÇêÉëëáåÖ=ÅçãéäÉñáíó=~åÇ
Ñê~ÖãÉåí~íáçå=
^å=Éñéäçê~íáçå=çÑ=ëáãéäáÑáÅ~íáçå=~åÇ=ÅçåîÉêÖÉåÅÉ
çÑ=ÅçÇÉ=ãçÇáÑáÅ~íáçå=éêçÅÉëëÉëK=

We have proposed a reform package to speed up
delivery of major policies and reduce our role in
routine changes. The review will tackle current
complexities in the processes for changing market
rules and seek to strengthen competition by
making it easier for small industry players to get
involved and support changes.

`Ü~êÖáåÖ=ãÉíÜçÇçäçÖáÉë=

Under current arrangements, major code changes
such as the electricity transmission access reforms
frequently hit delays. Progress can be hindered by
conflicting interests of players in the market.

Amending the industry’s decision-making criteria
on code modifications to take into account
environmental issues.

Existing processes for amending the codes have
worked well to implement incremental change but
have been severely tested in delivering major
policy reforms.

fãé~Åí=~ëëÉëëãÉåíë

Under the proposed new approach, Ofgem could
initiate changes in major policy issues while in
parallel, more routine changes, with low impact
on customers, could be agreed by industry in a
form of self-governance with little or no
involvement from Ofgem. Such reforms could
provide important better regulation benefits.
The Industry Codes Governance Review launched
six work streams. We have published consultation
documents on each of these and will be issuing
initial proposals in the summer of 2009.

Options that would make process of changing
charging methodology more accessible to market
participants.

`çÇÉ=çÄàÉÅíáîÉë

Drawing up Impact Assessments for all important
new policy proposals contributes greatly to the
quality of our analysis and helps us to be
consistent in our consultations on major decisions.
We have continued to evolve our Impact
Assessment processes this year to ensure that
outcomes remain fit for purpose.

cêÉÉÇçã=çÑ=áåÑçêã~íáçå
During the period 2007-2008 we received 159
questions under the Freedom of Information Act,
of which 142 (92.5 per cent) were answered
within the prescribed time limit (20 days in most
cases).

tçêâ=ëíêÉ~ã=Åçåëìäí~íáçåë
j~àçê=éçäáÅó=êÉÑçêã=~åÇ=ëÉäÑ
ÖçîÉêå~åÅÉ

mÉçéäÉ=aÉîÉäçéãÉåí

A framework under which Ofgem would initiate
and lead high-level policy reviews where the
conclusions of the review would be legally binding
and proposals to enable it to step out of the
codes decision-making process on proposals that
have low impact on customers.

oÉÅêìáíãÉåí=~åÇ=oÉíÉåíáçå

oçäÉ=çÑ=ÅçÇÉ=~Çãáåáëíê~íçêë=
Measures to improve the quality of analysis by
code administrators and panels on code
modification reports and measures to improve the
efficiency and accountability of code
administrators.

Retaining, recruiting and developing staff to
maintain high standards of performance is vital to
Ofgem’s success.
In 2008-2009 average staff numbers were 310.
We have a 15 per cent target level for turnover.
Staff turnover, in 2008-2009 was 12 per cent for
permanent staff and 15 per cent for all staff
(permanent and casual). This is significantly lower
than the 2007/8 all-staff figure of 20 per cent and
in line with our target level.

Better regulation

aáîÉêëáíó
Ofgem continues to encourage diversity through
its employment practices and at the end of the
financial year:


44 per cent of all staff were women;



41 per cent of staff in managerial grades were
women;



29 per cent of Senior Civil Service members in
Ofgem were women;



17 per cent of staff were known to be of
ethnic minority origin;



11 per cent of staff known to be of ethnic
minority origin were in managerial grades; and



0.6 per cent of staff were known to be
disabled.

a~óë=äçëí=ÇìÉ=íç=~ÄëÉåÅÉ
Ofgem encourages a culture where good
attendance is expected and valued. However, it
recognises that from time to time absences for
medical reasons may be unavoidable. In 2008-09,
the percentage of working days lost was 1.8 per
cent or five days a year per employee. This
compares favourably to the public sector average
of nine days a year per employee.

léÉê~íáçå~ä=éÉêÑçêã~åÅÉ
cáå~åÅá~ä=êÉîáÉï
In 2008-2009, Ofgem received fees of £41.3
million, of which £36.2 million was received from
licence fees. In addition, £15.1 million was
collected on behalf of the Department of Energy
and Climate Change in respect of the energy
sector-related costs of Consumer Focus, Consumer
Direct and the closure costs of energywatch.
£6.4 million was transferred to the Department
for Business Enterprise and Regulatory Reform
(DBERR) to meet energywatch costs prior to
closure. Other income, mainly from property
totalled £5.1 million.
Operating costs in 2008-2009 amounted to £42.0
million and included £3.9 million accommodation
costs recharged to tenants. Payroll (49 per cent),
contractors (15 per cent) and accommodation (21
per cent) accounted for 85 per cent of the total.

PT

A saving of £0.8 million from licence fees was
made in 2008-2009. This, and the carry-forward
amount of £2.3 million, is planned to be utilised
by Ofgem in 2009-10 as determined under
Ofgem’s RPI-X cost control regime.
Ofgem’s budget is approved by Parliament
following a consultation process with industry and
other interested parties. For 2008-2009 Parliament
approved a resource budget of £42.2 million. Our
performance against deliverables is detailed in
Appendix 1.
Ofgem’s financial statements are shown in
Appendix 4. More detailed information on costs
can be found in our Resource Accounts published
separately (HC 423).

pìëí~áå~Äáäáíó
Ofgem is committed to reducing its impact on the
environment. In 2003 we installed a combined
heat and power generator to provide onsite
electricity, heating and hot water and in 2002 we
became the first government Department to be
certified to the ISO14001 Environmental
Management System Standard.
In the year covered by this report we completed
two years of our Sustainable Development Action
Plan and have achieved the targets set by
Government and most of those that we have set
ourselves.
These targets address climate change and energy
efficiency, waste management and recycling,
procurement, and travel. Examples of some of our
achievements included:


increased recycling of waste to 58 per cent
from 38 per cent last year following a
combination of education and a new waste
contractor;



93 per cent of business travel between
London and Brussels in 2008/9 was by train,
compared with 67 per cent in 2005-06;



the number of videoconferencing calls has
increased by over 50 per cent, compared with
the previous year; and



energy consumption has fallen for the fourth
consecutive year.

PU

Better regulation

`çëí=Åçåíêçä=
Ofgem has continued to reduce its costs in the
fourth year of its self-imposed, five-year, retail
price index (RPI)-linked cost control regime which
has now made savings of £9.5 million. This has
been achieved at the same time as meeting all our
corporate targets set out in the corporate plan.
The regime limits cost increases to 3 per cent
below RPI.
While we met our cost control obligations, our
resources and costs came under increasing
pressure during the year. Ofgem is being asked to
do more, including taking on greater
responsibilities to administer the Government’s
environmental programme. To fulfil our
responsibilities, we have begun to consider what
arrangements would be appropriate in 2010 and
beyond to maintain a strong cost-control
discipline.

^ééÉåÇáñ=f

lÑÖÉãÛë=éÉêÑçêã~åÅÉ
~Ö~áåëí=OMMUJOMMV
ÇÉäáîÉê~ÄäÉë
lÑÖÉãÛë=mä~å=~åÇ=_ìÇÖÉí=Ñçê=OMMUJOMMV=áåÅäìÇÉÇ=~=åìãÄÉê=çÑ=âÉó=ÇÉäáîÉê~ÄäÉë=íç=ÄÉ
~ÅÜáÉîÉÇ=áå=É~ÅÜ=èì~êíÉêK
Listed below are details of Ofgem’s performance in meeting those deliverables, excluding ongoing deliverables
which do not have specific target dates.

Total Achieved

Total in
Corporate Plan

In target Qtr

In Later Qtr

Total

Met in
2009/10

Not
Applicable

Year Total

32

26

3

29

3

0

Quarter 1

6

6

0

6

0

0

Quarter 2

9

5

3

8

1

0

Quarter 3

10

10

0

10

0

0

Quarter 4

7

5

2

7

2

0

QM

Ofgem’s performance against
2008-2009 deliverables

`êÉ~íáåÖ=~åÇ=ëìëí~áåáåÖ=ÅçãéÉíáíáçå
Activity

Action

Delivery period

Achieved

GB Markets –
Market monitoring
and development

Publish initial findings from the
energy supply market probe

Q2

Q3

Publish 2008 Energy Markets Outlook report

Q3

Q3

Publish final Winter Outlook

Q3

Q3

Publish proposals for SO incentives to
apply from 1 April 2009

Q4

Q4

Delivery period

Achieved

oÉÖìä~íáåÖ=åÉíïçêâë=ÉÑÑÉÅíáîÉäó
Activity

Action

Transmission

Transmission Access Review final report

Q1

Q1

LENS - final report

Q2

Q3

Offshore Final Proposals document

Q2

Miss *1

Offshore 'go-live'

Q4

Miss *2

Transmission Licensee Regulatory Report

Q4

Q4

Gas Distribution

Cost reporting - publication of first year of data

Q3

Q3

Electricity Distribution

Publish consultation on common charging
methodology

Q1

Q1

Publish Customer survey phase 2 report

Q2

Q2

Publish cost review report

Q3

Q3

Publish Quality of Service report

Q3

Q3

Publish DPCR5 policy paper

Q4

Miss*1

Connections

Publish update on connections review
implementation

Q2

Q3

Gas Distribution

Quality of supply report

Q3

Q3

*1 - Met in 1st quarter 2009/10
*2 - Met in 2nd quarter 2009/10

Ofgem’s performance against
2008-2009 deliverables

QN

^=äÉ~ÇáåÖ=îçáÅÉ=áå=bìêçéÉ
Activity

Action

Delivery period

Achieved

European Strategy
and Sustainable
Markets

Submit National Report to European
Commission

Q2

Q2

Ensure implementation of Gas regional
Initiative transparency proposal

Q3

Q3

Delivery period

Achieved

eÉäéáåÖ=íç=~ÅÜáÉîÉ=ëìëí~áå~ÄäÉ=ÇÉîÉäçéãÉåí
Activity

Action

Sustainable
Development

Publish third Sustainable
Development Report

Q3

Q3

Publish green supply guidelines

Q2

Q2

Decision on measures for Distributed Energy

Q1

Q1

Implementation of final Distributed
Energy proposal

Q3

Q3

European Strategy
and Sustainable
Markets

båîáêçåãÉåí=éêçÖê~ããÉë
On behalf of the Government Ofgem administers a number of environmental programmes.

Activity

Action

Delivery period

Achieved

Renewables
and CHP

Publish a review of the final year of
the Energy Efficiency Commitment
2005-08

Q2

Q2

Publish annual report on Renewables
Obligation

Q4

Q4

QO

Ofgem’s performance against
2008-2009 deliverables

eÉäéáåÖ=í~ÅâäÉ=ÑìÉä=éçîÉêíó
Activity

Action

Delivery period

Achieved

Social and Consumer
Affairs

Update on Vulnerable Customer Switching

Q4

Q4

Hold fuel poverty summit

Q1

Q1

Delivery period

Achieved

_ÉííÉê=êÉÖìä~íáçå
Activity

Action

Fossil Fuel Levy

Set the Fossil Fuel Levy Rate for
2009-2010

Q3

Q3

Better Regulation

Post Implementation review on Gas
Safety check licence changes

Q2

Q2

Industry Codes
and Licensing

Publish Way Forward on Governance Review

Q1

Q1

Social and Consumer
Affairs

Report on Future Consumers

Q4

Q4

Set complaint handling standards

Q1

Q1

^ééÉåÇáñ=ff
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For further information on the following documents visit www.ofgem.gov.uk and search using the
appropriate reference number.
(81/08)

CAP 131 User commitment for new and existing generators
On 6 June 2008 Ofgem published an IA assessing a number of proposals to amend the
Connection and Use of System Code to change the arrangements for connecting to and
using the electricity transmission system.

(95/08)

Consultation and IA on EDF Energy’s charging methodology proposals
On 2 July 2008 Ofgem published a consultation letter on EDF Energy’s proposed
modifications to its use of system charging methodology.

(98/08)

CAP 148 Deemed access rights to the GB transmission system for
renewable generation
On 16 July 2008 Ofgem published an IA assessing a proposal to amend the Connection and
Use of System Code to change the arrangements for certain classes of new generators
(renewable or low-carbon) to connect to and use the GB transmission system.

(103/08)

Gas National Transmission System offtake arrangements
On 21 July 2008 Ofgem published an initial IA analysing the potential impact of a series
of proposals to modify the offtake arrangements for National Grid Gas’ National
Transmission System.

(104/08)

Electricity distribution structure of charges project
On 22 July 2008 Ofgem published a letter consulting on how a common structure
of charges could be implemented and setting out our view of the impacts of various charging
methodologies.

(122/08)

P217 Electricity imbalance cash-out prices
On 11 August 2008 Ofgem published an IA assessing the impact of a proposal (and an
Alternative Modification P217A) to modify the Balancing and Settlement Code in relation to
electricity imbalance cash-out prices.

QQ

fãé~Åí=^ëëÉëëãÉåíë
ìåÇÉêí~âÉå=OMMUJOMMV

(125/08)

Consultation on Electricity North West’s charging methodology proposals
On 22 August 2008 Ofgem published a consultation and IA on ENW’s proposals to modify
use of system charges for independent distribution network operators and high voltage/low
voltage generators.

(147/08)

Charging arrangements for generator local assets
On 24 October 2008 Ofgem published an IA on National Grid Electricity Transmission's Use
of System Charging Methodology Proposal GB ECM-11 on the charging arrangements for
transmission infrastructure assets that are local to generation connections.

(172/08)
(173/08)

Industry codes governance review
On 19 December 2009 Ofgem published two consultation documents and initial IAs in
relation to proposals for major policy reviews and self-governance and on the role of the
code administrators. These proposals form part of our work on the industry codes
governance review.

(01/09)

Unfair price differentials
On 8 January 2009 Ofgem published a consultation and an initial IA on proposals to modify
the supplier licence to tackle unfair pricing practices.

(07/09)

Charging arrangements in relation to offshore transmission
On 4 February 12009 Ofgem published an IA assessing National Grid’s proposed
modification to introduce charging arrangements to recover the costs of transmission
infrastructure assets that facilitate the connection of a generating site in offshore waters to
the onshore network.

pìãã~êó=çÑ=~Åíáçåë=í~âÉå=íç=ïÜáÅÜ=f^ë=êÉä~íÉ
The following sets out the decisions taken in relation to proposals for which an IA was carried out.

(90/08)

Transmission Price Control Review gas entry baselines
On 30 June 2008 Price modified National Grid Gas's gas transporter licence to enable the
licensee to offer revised baselines and have a higher operational buy-back target cost
following a decision made on 30 May 2008 (see document 72/08).

(145/08)

Electricity cash-out
On 16 October 2008 Price approved Alternative Modification Proposal P217A and
rejected P217 and P211.

^ééÉåÇáñ=fff
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Npower

Investigation into compliance by
companies in the Npower group
withStandard Condition 25 of their
Gas Supply and Electricity Supply
Licences (Marketing Gas and
Electricity to Domestic Customers)

Finding of breach
and penalty of
£1.8m imposed

30 Jan 2009

Scottish and
SouthernEnergy,
Scottish Power

Investigation into SSE and SP under
Competition Act 1998 – alleged
abuse of dominance in the electricity
generation sector contrary to section
18 of the Competition Act 1998
(the Chapter II prohibition) and
Article 82 of the EC Treaty

Decision to close the
investigation on
administrative priority
grounds as the
likelihood of making
an infringement finding
under CA98 was
considered to be low

19 Jan 2009

Npower

Investigation into compliance by
companies in the Npower group with
Standard Condition 44 of their Gas
Supply Licences (Notification of terms)

Decision to close the
investigation on
administrative
priority grounds

13 Feb 2009

National Grid

Investigation into National Grid under
Competition Act 1998 – abuse of
dominant position, contrary to section
18 of the Competition Act 1998
(the Chapter II prohibition) and Article
82 of the EC Treaty, by entering into
long-term contracts for the provision
of domestic gas meters with energy
suppliers

The Competition Appeal
Tribunal, on 29 April
2009, upheld Ofgem’s
decision of finding a
breach but reduced the
penalty to £30m. Decision
under appeal to the
Court of Appeal

Ongoing

QS

Investigations and enforcement
action 2008-2009
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a~íÉ=çÑ=ÇÉÅáëáçå

National Grid
Gas

Investigation into reporting by
NGG of regulatory information

Ongoing

n/a

EDF Energy
Networks,
EDF Energy
Networks,
EDF Energy
Networks

Investigation into compliance
by companies in the EDF
group with Standard Condition 4D
(Requirement to Offer Terms for
Use of System and Connection)
of their electricity distribution
licence

Ongoing

n/a

Electricity North
West Limited

Investigation into ENW under
Competition Act 1998 – alleged
abuse of dominant position,
contrary to section 18 of the
Competition Act 1998 (the
Chapter II prohibition), by
foreclosing the market to
competitors

Ongoing

n/a

^ééÉåÇáñ=fs
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The RPI-3 per cent
cost control
committed Ofgem
to save at least £5m
during 2005-10.

Has stimulated greater internal
efficiency. We outperformed our
target and over 2006-8 licence fees
were reduced by an extra £4.4m.

We are in the final year of the existing
cost control. Given rising costs and
other resource pressures we are
considering how to incentivise internal
efficiencies after 2010.

The Industry Codes
Governance Review
seeks to improve
governance, for
example by creating
a framework for
Ofgem to examine
the case for major
policy reform via the
codes and by
introducing selfgovernance where
proposals have little
impact on
consumers or
competition. The
modification process
should be more
accessible to smaller
code participants.

The reformed governance regime
should:

We set out the scope of the review in
June 2008 and published a consultation
in December 2008. We have just
launched a consultation on our initial
proposals for major policy reform, selfgovernance and the role of code
administrators. Final proposals will
follow in Q4 of 2009/10.



deliver change that leads to a
proportionate regulatory burden;



promote inclusive, accessible and
effective consultation;



be transparent and easily
understood;



be independently and objectively
administered;



provide rigorous analysis of
proposed changes;



be cost-effective; and



be sufficiently flexible as to enable
efficient change management.

We have also consulted on proposed
licence changes to make clear that
where appropriate, industry should
assess the greenhouse gas impacts of a
proposed code modification.

QU

Simplification Plan
2009-2010
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The Consumer First
project aims to
improve our
understanding of
the priorities of
domestic
consumers.

The project has led to improved
decision-making that takes proper
account of consumers' views. We
have published research and other
data to facilitate debate.

We have focused on vulnerable
customers and attitudes to the
environment. We have also established
new consumer panels which are an
integral part of our policy-making.

Under Project
Paperless we set up
an Editorial Board to
keep under review
the quality and
quantity of our print
and electronic
publications.

Making our documents more
accessible will reduce the time needed
to read Ofgem documents, with
benefits for all stakeholders.

The Editorial Board is drafting revised
internal guidance to Ofgem staff on
writing plain English documents in
2009.

fåáíá~íáîÉ

lìíÅçãÉ

`ìêêÉåí=ëí~íìë

Our Probe follow-up
work includes
proposals to
increase
transparency, for
example on billing

Better-informed switching decisions
by consumers.

We will shortly publish a statutory
consultation on a package of retail
market measures which we propose to
be implemented before the winter of
2009.

Removing barriers to
Distributed Energy
(DE) in existing
marketing and
licensing
arrangements

This work will reduce the
administrative burden for DE
providers. It will be easier for DE
providers to supply customers while
upholding the consumer’s right to
switch supplier.

The changes took effect in late 2008.
DE companies can contract with larger
suppliers to manage the administrative
requirements of industry codes. We are
monitoring the impact of the changes
closely.

The RPI-X at 20
review is examining
whether the current
approach to
network regulation
will continue to
deliver reliable, wellrun networks with
good-quality service
at reasonable prices
despite growing
investment
challenges.

The review team will report to the
Authority in the summer of 2010.
We will subsequently consult on the
recommendations. The eventual
conclusions will inform our
approach to new price control
reviews after 2010.

We have hosted workshops with
industry, investors, customers and
academics. We consulted in February
2009 on whether we were looking at
the right issues during the 'visionary'
phase of the project. In June 2009 we
published the first of what will be a
series of working papers. It set out our
current view of what energy networks
should deliver in the future and the
characteristics of an effective future
regulatory framework.

mçäáÅó=áåáíá~íáîÉë
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Electricity
Distribution Price
Control Review
(DPCR5)

We will seek a streamlined approach
that will reduce Distribution Network
Operators’ (DNOs’) administrative
burden.

Initial proposals will be published in July
2009 and final proposals in December.

New, simplified
reporting regime for
Gas Distribution
Networks (GDNs).
We remain
committed to
publishing cost,
revenue and quality
of service data for
GDNs.

We believe this work could reduce
the administrative burden for
distribution businesses and increase
data transparency for network users.

We are looking for ways to simplify
reporting requirements. We are
exploring whether we can widen the
range of data that is put in the public
domain. We will also seek to publish
GDN performance against a balanced
score card and DNO performance
against new output measures agreed
under DPCR5.

This work would ensure that the
licences remain fit for purpose and
that they do not impose unnecessary
burdens on licensees. It would also
simplify the text to make the licences
more accessible to those using them.

We completed the electricity distribution
licence review and published revised
licences in May 2008. The changes
improved the style, format and ease of
use of the licences. We are considering
reviewing gas distribution licences in the
next year or two.

Distribution licence
reviews
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31 March 2009

31 March 2008

Fixed assets
Tangible assets

3,939

4,012
3,939

4,012

Current assets
Debtors
Cash at bank and in hand

Creditors (amounts falling due within one year)
Net current liabilities

4,604

4,220

133

1,471

4,737

5,691

(6,249)

(9,207)
(1,512)

(3,516)

2,427

496

Creditors (amounts falling due after
more than one year)

(2,290)

(2,606)

Provisions for liabilities and charges

(1,216)

(1,657)

Total net liabilities before pension liability

(1,079)

(3,767)

(562)

(578)

(1,641)

(4,345)

(1,641)

(4,349)

-

4

(1,641)

(4,345)

Total assets less current liabilities

Pension liabilities
Total net liabilities
Taxpayers’ equity
General fund
Revaluation reserve

Ofgem’s financial statements
(extracts) 2008-2009
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Ñçê=íÜÉ=óÉ~ê=ÉåÇÉÇ=PN=j~êÅÜ=OMMV=E¡MMMëF=
2008–2009
Staff
Costs

2007–2008

Other
Costs

Income

Administration costs
Request for resources 1:
Staff costs

20,625

Other administration costs

19,198
21,386

20,709

Operating income
Totals

20,625

21,386

Net operating cost

(41,316)

(39,212)

(41,316)

695

695

695

All income and expenditure are derived from continuing operations.

pí~íÉãÉåí=çÑ=êÉÅçÖåáëÉÇ=Ö~áåë=~åÇ=äçëëÉë
Ñçê=íÜÉ=óÉ~ê=ÉåÇÉÇ=PN=j~êÅÜ=OMMV=E¡MMMëF=
2008–2009

2007–2008

Actuarial gains/(loss) on revaluation of pension liabilities

31

(97)

Recognised gains/(losses) for the financial year

31

(97)

RO

Ofgem’s financial statements
(extracts) 2008-2009
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Net cash outflow from operating activities
Capital expenditure and financial investment
Receipts due to the Consolidated Fund which are outside
the scope of the Department’s activities
Payments of amounts due to the Consolidated Fund
Financing
Decrease in cash in the period
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2008-2009

2007-2008

(2,567)

(12)

(857)

(364)

224,800

120,025

(224,800)

(120,873)

2,086

-

(1,338)

(1,224)
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