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Preface
Every recent increase in the price of electricity has been blamed on a rise in the
wholesale price of gas.

So ask yourself this question: why does the price of electricity produced by wind
turbines – which neither use gas nor emit carbon dioxide - rise when the price of gas
rises? Answer: It’s the market, stupid!

Three years ago I suggested that our electricity market structure was flawed and that
energy policy was confused and contradictory; today the Consumer Council has
produced the evidence.

Today, as in the past, Government sets out its energy policies and the objectives
which those policies are meant to deliver. However, whereas in the past Government
both set the ends and willed the means, today it only sets the ends but leaves the
market to deliver the means.

And here is the fundamental flaw in the policy. Competitive markets are supposed to
protect customers by driving down costs to the lowest possible. But no sustainable
market can drive prices below the cost of production. In the electricity market new
costs which did not exist in the past have been quite unnecessarily injected by
Government policy into the cost of producing electricity. The cost of electricity is
unnecessarily high because public policy has injected a perception of risk into a
captive market and obliges the consumer to pay for that risk through unnecessarily
high energy prices.

Three years ago I raised these questions. I made no claim then and I make no claim
now to have all or any of the answers. But I hoped and believed that there would be
an intelligent debate on changes which would bring down electricity costs because as
everyone recognises, getting our energy policy right is the key to success in many
other policy areas.

No one who has ever discussed these issues with Assembly members can be in any
doubt about the horror that MLAs of all parties feel about the slow agony of fuel
poverty or their anxiety about the long term crippling effect of energy costs on our
industrial competitiveness. It only needs them to put their concern into pressure for
change and we can begin to make progress.
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But let us not deceive ourselves: unless there is a serious and committed effort to
formulating an energy policy whose priority is first and foremost to defend the
interests of the businesses and households of Northern Ireland things will only
get worse.

Douglas McIldoon, January 2012.
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Foreword – Antoinette McKeown
The rising cost of energy in Northern Ireland continues to have a significant effect on
households here. The latest official government statistics show that in 20091, 44 per
cent of households in Northern Ireland were in fuel poverty. Since then households
have experienced two of the coldest winters on record, significant increases in
energy prices and reductions in household incomes, all contributing to considerable
strain on people’s ability to heat and light their homes.

Given the impact on Northern Ireland consumers, and the Consumer Council’s
statutory remit to represent and protect the interests of energy consumers, the
Council has taken an in-depth look at energy prices and fuel poverty here and what
can be done to support households at this time.

Northern Ireland has the highest energy bills in the United Kingdom and recent
statistics from the Department of Energy and Climate Change in Westminster show
the highest average energy GB bill is around £1,000 cheaper than the average
combined oil and electricity bill in Northern Ireland2.

Fuel Poverty levels in Northern Ireland are significantly higher than in Great Britain
(GB) and the Republic of Ireland. One of the UK Government’s accepted indicators of
fuel poverty is the number of people who die in winter from cold related diseases
such as heart attacks, strokes and respiratory diseases. Last winter there were 7403

excess winter deaths in Northern Ireland, this compares to a level of 589 excess
winter deaths in 2000/01.

As well as jointly establishing the Fuel Poverty Coalition for Northern Ireland4, the
Consumer Council also reviewed earlier analysis of energy prices offered by the
Douglas McIldoon’ 2008 report, “Northern Ireland Electricity Consumers - Orphans in
the Energy Storm”. This report, some three years on from McIldoon’s initial report
highlights in our view that electricity regulation and energy policy is not working as
well as it could for consumers here.

1 2009 Northern Ireland House Conditions Survey, Northern Ireland Housing Executive
2 Department of Energy and Climate Change (DECC) 2011 report showed that the highest energy bill in GB was in Cardiff where the average

dual fuel bill was £1100pa. This compares to the majority of households in Northern Ireland having an average energy bill as at 16 December
2011 of £2310. The majority of households in Northern Ireland (67 per cent of households here (82 per cent in rural areas) use oil to heat their
homes, whereas 87 per cent of GB households use gas.

3 Statistical Bulletin: Excess Winter Mortality in Northern Ireland 2010/11 – Northern Ireland Statistics and Research Agency, 29 November 2011.
4 The Northern Ireland Fuel Poverty Coalition is a coalition of over 150 organisations, MLAs and individuals. Its aim is to drive forward the fuel

poverty agenda in Northern Ireland and has called on the Northern Ireland Executive to include within the Programme for Government a
commitment to:

1) Develop a detailed and costed action-plan setting out how and when fuel poverty will ber eradicated in Northern Ireland.
2) Provide continued support to households in severe fuel poverty to stay warm until fuel poverty is eradicated.

Further details can be found at the Coalition’s website – www.fuelpovertycoalition.org.uk

http://www.fuelpovertycoalition.org.uk
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With some generators making profit margins of between 20 and 50 per cent, the
Consumer Council is questioning whether the cost structure within the industry could
work better for consumers - especially as overall the Top 100 companies in Northern
Ireland have seen average profit margins of between 1 and 6 per cent over a
similar period.

The Consumer Council’s role to represent and protect the interests of consumers
dictates the focus of our work and the views we reach; consumers continually call on
us to “do something” about the rising cost of energy. But we cannot act alone; we
simply don’t have the powers to reduce energy prices and we see this report as part
of our contribution to the energy price debate; on behalf of energy consumers.

With almost one in two households in Northern Ireland in fuel poverty, the Consumer
Council invites the key stakeholders in setting energy policy and prices to engage in
this debate and make the necessary changes to protect consumers or provide
evidenced based assurances that consumers are getting the fairest deal possible.
With energy prices at an unaffordable level for so many households here, surely we
owe consumers that much at least?

Antoinette McKeown



6

Executive Summary
In 2008 domestic electricity customers in Northern Ireland endured a 53 per cent
increase in the price of electricity. At this time the Consumer Council called for an
inquiry to examine the regulatory process and the underlying energy policies that had
allowed such an unprecedented price increase to occur. The Utility Regulator then
commissioned Douglas McIldoon, the former Utility Regulator, to undertake this work.

Today domestic consumers are once again facing significant increases in energy
costs. Currently an average consumer in Northern Ireland using electricity and
heating oil to heat and power their home will have an annual energy bill of £2,3105.

In October 2011 the UK’s Department of Energy and Climate Change reported6 the
highest dual fuel bill in GB was in Cardiff where consumers pay between £1,073 and
£1,175 per year for their energy7.

As consumers in Northern Ireland are asked to pay more for energy it is increasingly
important that the regulatory structures and policy frameworks are designed in a
manner that they receive the best possible price.

In his report Douglas McIIdoon set out that Northern Ireland has the potential to
create a well regulated electricity market which could deliver lower costs to
customers and manage the transition to a low carbon electricity infrastructure.
However, he concluded that electricity prices were higher than they need to be
because energy policy is “confused and contradictory”.

In light of recent price increases the Consumer Council has revisited Douglas
McIIdoon’s 2008 report to see if the situation for energy consumers in Northern
Ireland has improved and if any further improvements could still be made to provide
lower electricity costs to consumers.

Following this examination the Consumer Council still believes that more needs to be
done to empower energy consumers and place them at the centre of energy policy in
Northern Ireland.

Northern Ireland needs a clear and detailed energy policy which works in the
interests of all consumers and looks proactively and constructively to tackle fairly the
priority issues of affordability, energy security and climate change. Its primary aim is
to protect both the current and future consumer and provide extra support for the
most vulnerable in our society.

5 As of 5 January 2012 – an average consumer in Northern Ireland would use five and a half 500 litre fills per year at an average cost of £1,722
and an average Power NI electricity bill is £588 per annum.

6 http://www.decc.gov.uk/en/content/cms/statistics/publications/dukes/dukes.aspx
7 87 per cent of households in GB use natural gas to heat their homes. 68 per cent of households use heating oil to heat their homes in

Northern Ireland. The average electricity bill in GB is £530pa, compared to £588pa in NI.

http://www.decc.gov.uk/en/content/cms/statistics/publications/dukes/dukes.aspx
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The Consumer Council believes that the Northern Ireland Executive and the Utility
Regulator need to ensure that:

1. Energy policy in Northern Ireland coherently examines the issues of energy
affordability, security of supply and sustainability;

2. Current market structures provide an equitable distribution of risk between energy
consumers and industry shareholders;

3. Electricity generators are not overpaid within the Single Electricity Market (SEM)
and that all possible pressure is placed on them to ensure electricity is produced at
the lowest possible cost for consumers;

4. The level of investment risk within the regulated energy markets is correct and that
consumers are not paying for a higher than necessary cost of capital within energy
infrastructure projects;

5. Mechanisms are put in place that will provider greater incentives/penalties to
supply energy consumers at the optimum price;

6. Energy consumers are empowered and provided with price tariff structures that
meet their needs so that they could influence the type of energy they use and how
and when they consume; and

7. All possible policy and regulatory instruments are used to tackle the growing levels
of fuel poverty in Northern Ireland.
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Introduction
Energy is at the heart of modern life in Northern Ireland. It powers our industry and
lights and heats our homes.

Whilst not the coldest region in the UK, households in Northern Ireland spend on
average significantly8 more per year on energy than the average UK household and
in terms of heating alone, a household in Northern Ireland spends approximately two-
thirds more on heating fuel than a household in England and around 50 per cent
more than Scotland or Wales.

The increasing cost of energy is affecting nearly everyone in our society. Around
302,000 households9 in Northern Ireland are struggling to heat their homes to an
adequate level10. Households here already suffer from the highest levels of fuel
poverty in the UK11.

% of households % of households
in Fuel Poverty in Extreme Fuel Poverty

Northern Ireland12 44 13

GB 13 4

Republic of Ireland13 19 Not Available

Figure 1: Fuel Poverty Levels in Northern Ireland, GB and the Republic of Ireland

8 Family Expenditure Survey, 2010.
9 Housing Conditions Survey 2009, Northern Ireland Housing Executive 2010.
10 The World Health Organisation defines a satisfactory heating regime as 21oC in the living room and 18oC in other areas.
11 Department of Energy and Climate Change 2011 (www.decc.gov.uk).
12 2009 Northern Ireland House Condition Survey, Northern Ireland Executive. Since 2009, households in Northern Ireland have suffered two of

the coldest winters on record and significant increases in energy prices.
13 Scott, S et al. Fuel Poverty in Ireland, ESRI, October 2008.

As a responsible society we need affordable energy prices. However, within energy
a real dichotomy exists, as significant investment in our energy infrastructure is
needed so that Northern Ireland can fairly meet the near and long-term challenges
and goals it faces of having more reliable and sustainable forms of energy supply.
With rising energy prices and increasing levels of fuel poverty in Northern Ireland, it
remains important that the energy markets are focused on providing consumers with
energy at the best possible price.

In 2008 domestic electricity customers in Northern Ireland endured a 53 per cent
increase in the price of electricity. At this time the Consumer Council called for an
inquiry to examine the regulatory process and the underlying energy policies that had

http://www.decc.gov.uk
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allowed such an unprecedented price increase to occur. The Utility Regulator then
commissioned Douglas McIldoon, the former Utility Regulator, to undertake this work.
The resulting report, “Northern Ireland Electricity Consumers - Orphans in the Energy
Storm”, looked at the regulatory process and policy structure in Northern Ireland and
whether any improvements could be made which would benefit the final consumer.

Nearly three years on, with energy prices once again increasing (see Figure 2) and
the highest levels of fuel poverty in the United Kingdom, the Consumer Council has
revisited this report to see if the situation has improved for energy consumers in
Northern Ireland and if any further improvements could be made.

Figure 2: Energy Price Increase in Northern Ireland in 2011

Electricity

Increased by 18.6 per cent.

Increased by 39.1 per cent.

Ten Towns – Increased by 28.4
per cent

Average prices have increased
by 31 per cent over the last
year.14

14 Consumer Council Heating Oil Survey comparison between 24th November 2011 and 25th November 2010.

Gas

Home Heating Oil

Increased by 18.6 per cent.

Increased by between 16 and
23 per cent.

Belfast – Increased by 35 per cent.
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McIldoon in delivering his report set out that Northern Ireland has the potential to
create a well regulated electricity market which could deliver lower costs to
customers and manage the transition to a low carbon electricity infrastructure.
However, he concluded that whilst the regulatory process that agreed the increase on
the cost of electricity was correct, electricity prices were higher than they need to be
because energy policy is “confused and contradictory”.

The Cost of Electricity
Electricity is a manufactured product, and within an electricity bill consumers are
being asked to pay for:

• The power station that produced the electricity;

• The fuel used by the power station;

• The staff costs (wages, pensions etc.) of the workforce in the electricity industry;

• The wires that bring the electricity from the power station to homes or businesses;

• The cost of a meter, billing and collecting payments for customers; and

• The excess capacity in power stations, the wires etc. that are needed to cope with
breakdowns, safety margins etc.

Electricity differs from other forms of energy as currently there is no economic way to
store significant amounts of it. Therefore supply has to meet demand.

Current Electricity Policy in Northern Ireland
Fundamentally, overarching energy policy is about balancing the three key drivers of
reliability, sustainability and affordability. In order that consumers get the best
possible deal, policy makers must consider the most economically efficient route to
achieve each policy driver.

In 2010 the Department of Enterprise, Trade and Investment (DETI) published its
Strategic Energy Framework (SEF)15, which sets out the direction of travel for
Northern Ireland’s energy policy over the next ten years. The Framework’s aim is to
develop a “more secure and sustainable energy system” for Northern Ireland and in
doing so sets a target of ensuring 40 per cent of Northern Ireland’s electricity
consumption will come from renewable sources by 2020.

Northern Ireland is currently dependent on imported fossil fuels for 98 per cent of its
energy and spends around ten per cent of its Gross Domestic Product on importing
fossil fuels. This dependency on fossil fuels and exposure to international fuel prices
has been acutely highlighted over the last few years with large fluctuations in the
price Northern Ireland’s consumers have had to pay for electricity, gas and oil.

15 A Strategic Framework for Northern Ireland, September 2010, Department of Enterprise, Trade and Investment.
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The SEF signals a move away from imported fossil fuels to a generation system
based on indigenous renewable energy generation which in turn will reduce carbon
emissions.

The SEF sets out four key energy goals of:

• Building competitive markets;

• Ensuring security of supply;

• Enhancing sustainability; and

• Developing Northern Ireland’s energy infrastructure.

The SEF sets out that building competitive markets and promoting competition are
central to driving down the cost of electricity to consumers. The SEF sees that
ongoing development of the Single Electricity Market (SEM) and further regional
market integration along with retail competition are a key means of ensuring energy
prices are as competitive as possible.

Guaranteeing a secure energy mix is fundamental to the SEF. As previously
mentioned, Northern Ireland is dependent on imported fossil fuel for the majority of its
power generation; a position that has been increasingly exposed with the fluctuating
nature of wholesale energy prices. To counterbalance this position, DETI through the
SEF is looking to support a range of renewable technologies to ensure a reliable mix
of generation which maximises Northern Ireland’s own indigenous sustainable energy
resources.

Cost to Consumers
It is clear that there will be a cost to consumers in moving to a more sustainable
energy infrastructure. Northern Ireland Electricity (NIE) estimates that around £1
billion of grid investment is likely to be required to support a target of 40 per cent
renewable electricity16 DETI estimates that this combined with the cost of renewable
electricity installations could mean between a £49 and £83 per household17 (9.9 per
cent to 16.7 per cent) increase on electricity prices on an annual basis based on
electricity prices as at September 2010.

The costs of inaction will be far greater, however, households in Northern Ireland are
already struggling to afford their energy needs. Research in 2008, from Save the
Children18 showed that in Northern Ireland for every one per cent increase in
domestic energy prices, an additional 2,800 households become fuel poor.
Therefore, without any further policy intervention, nearly a further 50,000 households
could become fuel poor to meet the targets within the SEF. The Department for

16 Strategic Energy Framework, DETI, September 2010.
17 Based on an annual electricity bill of £496.00.
18 The impact of Fuel Poverty on Children, Save the Children, December 2008.
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Social Development’s (DSD) latest fuel poverty strategy19 commits itself to a society
where fuel poverty is eradicated and in doing so identifies fuel prices as one of the
key factors that needs to be addressed.

The McIldoon Report suggests that these two policies of increasing renewables and
eradicating fuel poverty are conflicting and need to be addressed head on by
Government in order to create a coherent energy policy for Northern Ireland.
Unfortunately the Report believes the current market structure provides greater
protection to the electricity industry and its shareholders than consumers, as much of
the market risk is being borne by electricity consumers.

Energy Ownership
The McIldoon Report is sceptical whether effective competition can be delivered in
Northern Ireland, due to the limited size of the market (800,000 customers). He is
also unconvinced as to whether competition can deliver all the requirements of a
coherent energy policy – affordability, sustainability and reliability. He believes further
consideration needs to be given as to how consumers could take more control of
their electricity supply and suggests new models of ownership for energy assets may
offer consumers a cheaper route to secure new, diverse sources of generation for the
future; such as:

• Mutualisation, whereby the company has no shareholders but it is owned by the
customer base and operated entirely for their benefit. An example of this ownership
model already exists in Northern Ireland with Mutual Energy; and

• An energy company that allows customers to buy into projects as equity holders.

19 “Warmer Healthier Homes – A New Fuel Poverty Strategy For Northern Ireland, DSD, March 2011.
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The Single Electricity Market (SEM)
The SEM was launched in 2007. Its aim was to bring together the electricity markets
of Northern Ireland and the Republic of Ireland to create a single electricity market for
the Island of Ireland. The intention of combining these two markets into one larger
market was to develop economies of scale which could promote greater competition,
reduced energy costs and efficiency benefits to all consumers.

McIldoon considers the creation of the SEM is, “the most creative approach which
Northern Ireland has taken in the last 40 years to its chronic situation of energy
dependency but it needs to be developed.”

The McIldoon Report however believes that the evolution of the SEM need to be
carefully thought through to ensure it is capable of delivering competition and cost
reflective prices to consumers and at the same time it needs to deliver on the energy
policy objectives of sustainability and reducing fuel poverty.

The Report sets out that the extravagant way in which the SEM procures and
rewards generation and the lack of transparency and genuine competition in the
market will neither drive down prices nor deliver the desired transition to a more
secure, less fossil fuel dependent electricity supply industry.

Electricity Generation in SEM
McIldoon is very clear that the way generation is rewarded gives consumers the
worst possible outcome. In 2005, generation costs accounted for 48 per cent20 of the
final tariff; currently it accounts for around 60 per cent21. This means that a reduction
in generation prices or energy cost offers the best route to significantly reduce the
price consumers pay.

The SEM is “a gross mandatory pool market” into which all electricity generated
on or imported on to the Island of Ireland must be sold and from which all wholesale
electricity for consumption on or exported from the Island of Ireland must be
purchased.

McIldoon believes that electricity power generators are overpaid by this system.
He suggests that the returns on previously nationalised power plant with fully
depreciated generation assets are too high and that these plants receive a
disproportionate amount of money through the SEM.

20 NIE press release 12 December 2005.
21 NIE Energy Presentation, 2011.
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Redressing the Imbalance
A key question for policy makers is how the current system can provide an incentive
to generators to build new plant without over rewarding them to the detriment of
consumers. In the SEM, the most expensive plant that runs sets the price that is
paid to all generators that run. Those plants which are generating within the
SEM below that price are being paid above their operating costs and are therefore
receiving additional profit to that which they need to operate in the market.
McIldoon sees this as a kind of ‘super-profit’ for generators.

The Report sets out that the least cost system for the consumer would be one where:

• Generation is secured by competitive tender under contract;

• All electricity is sold through the pool but without the contracts that currently exist
between generators and suppliers;

• Suppliers compete by the value they add, in the form of other services, and the
electricity they sell;

• Arrangements for collectively purchasing wholesale fuels (oil, gas, coal, etc.) for
generators would be explored to reduce the market’s risk of exposure to wholesale
costs; and

• Power stations whose generation cost was below the system’s marginal price in any
half hour would continue to receive the surplus (known as infra marginal rent
(IMR)) and this would be set against the price of their contract or reimbursed to
consumers.

Capacity Payments
The SEM provides electricity generators with a capacity payment. This is a fee paid
to all generators that are ready and able to generate electricity if needed due to
increases in demand and compensates them for the times when they are not called
to generate. Capacity payments provide a form of insurance to the electricity
network by ensuring that the “lights are kept on” as there is enough generation
capacity for the network to cope with peak or intermittent demand and in turn the
generator is guaranteed a rate of return on its assets for providing that assurance.

The McIldoon Report however questions the need for capacity payments within the
SEM and whether they are rewarding generators on a fair and equitable basis and
that consumers are paying more than they need for this. The Report questions
whether consumers are paying more than they need for this assurance because
many of the older plants are fully depreciated having been fully paid off as
nationalised assets.
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In addition, McIldoon has concerns about the capacity payment mechanism over
rewarding wind generation, as generation from wind can only occur if the wind is
blowing and therefore it does not have the ability or flexibility to meet rises in demand
as compared to other less intermittent forms of generation.

Cost of Capital
Throughout his report, McIldoon argues that consumers are paying a higher rate for
their electricity than is actually necessary. One of the main reasons for this
conclusion is the high cost of capital that is needed to develop electricity plant and
infrastructure. His Report sets out that this is higher than it needs to be because an
unclear understanding of the actual risk within the electricity market.

Figure 3 shows the current system of incentivising generators to build new energy
infrastructure ultimately leads to consumers over paying for the electricity that they
use. The cost of capital for new investment is higher than it needs to be as the
market perceives the risks of investment to be high and the SEM rewards generators
for that risk. However, as the SEM is fully regulated the underlying risk of the market
already lies with the consumer. This ultimately causes the consumer to pay a higher
cost for electricity than is necessary as the cost of capital reflects a non-regulated
fully competitive market where consumers would have full choice to choose which
product they wish to purchase. However, the truth is, the electricity market is
regulated, and the actual risks within it are fully borne by the final consumer.
Therefore investments should attract lower returns and capital costs allowing for
cheaper electricity costs to consumers.

Figure 3: How Consumers in the SEM Pay Too Much for their Electricity

Perception that generators face financial uncertainty and cannot be
confident of fully recovering costs.

Every investment in generation is more expensive to finance than it needs to be.

The price of electricity is higher than it needs to be.

Generation is over rewarded through the SEM to reduce the perceived
risk to new generators.

This leads to customers over paying for the electricity, but as the market
is regulated, the underlying risk already lies with the consumer



Company Turnover Profit Profit
(£M) (£M) Margin

AES Ballylumford/Premier Power (Unregulated Profit) 166 43 26%
AES Kilroot (Unregulated Profit) 131 37 28%
Coolkeeragh ESB Ltd (Unregulated Profit) 192 58 30%
Scottish Power Renewables(Unregulated Profit) 183 89 49%
Airtricity Energy Supply (NI) Ltd (Unregulated Profit) 74 10 14%
Total of Electricity with Companies with
an Unregulated Profit. 746 237 32%
Northern Ireland Electricity Ltd (Regulated Profit) 229 24 11%
SONI Ltd (Regulated Profit) 88 4 4%
Viridian Group (Regulated Profit) 1,865 29 2%
Total of Electricity Companies with a Regulated Profit 2,182 57 3%
Overall Total Profit of all Electricity Companies 2,928 294 10%
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The cost of building a power station is very expensive, for example recently in
December 2010, Bord Gáis opened a new Combined Cycle Gas Turbine (CCGT)
power station at Whitegate, County Cork at a cost of €400m (£342m). A power
station normally has a lifespan of around 20 - 40 years and it is normal practice for
energy companies to borrow money to pay for the capital cost. The most critical
factor affecting a power station costs are therefore the rate of interest at which this
capital has been borrowed.

The average cost of capital to the energy industry is around 7.5 to 8.5 per cent.
However, Mutual Energy, through a recognition that the investment risk is ultimately
borne by the consumer has been able to secure finance at between 2.2 and 5.5 per
cent22. On a power station asset worth £400m, this difference of on average around 4
per cent would make a difference of around £16m per year to consumers’ bills.

Dieter Helm’s report on Utility Regulation, the RAB (Regulated Asset Base) and the
cost of capital23 reinforces the findings within the McIldoon Report. Helm explains
how important it is for regulators and policy makers to define correctly the level of
risk within the electricity industry as an incorrectly assessed cost of capital can have
“large implications for customers’ bills”.

Profitability of Electricity Companies in Northern Ireland
Based on a recent report by Dun and Bradstreet for Ulster Business24, the electricity
companies in Northern Ireland are amongst the most profitable companies in
Northern Ireland.

22 Mutual Energy, Annual Report and Accounts 2011.
23 “Utility Regulation, the RAB and the cost of capital”, Dieter Helm, University of Oxford, 6th May 2009.
24 Ulster Business, August 2011.
25 A date of 30th June 2011 was used as the cut off for inclusion within the Ulster Business Top 100 Companies, 2011.

Figure 4: Turnover and Profit for Northern Ireland’s Electricity Companies 2011
(Source: Ulster Business 2011)25
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Figure 5 shows that according to Ulster Business’s Northern Ireland’s Top 100
Companies report, electricity companies in Northern Ireland, based on local sales,
have had the following profit margins over the last four years.

Figure 5: Profit Margins of Northern Ireland’s Electricity Companies since 200826

Profit Margin
Company 2011 2010 2009 2008
AES Ballylumford/Premier Power
(Unregulated Profit) 26% 14% 14% 12%
AES Kilroot (Unregulated Profit) 28% 21% 36% 27%
Coolkeeragh ESB Ltd
(Unregulated Profit) 30% 5% (16%) Not

Available
Scottish Power Renewables
(Unregulated Profit) 49% 48% Not Not

Available Available
Airtricity Energy Supply
(NI) Ltd (Unregulated Profit) 14% Not Not Not

Available Available Available
Average NI Electricity Company
Unregulated Profit 29% 22% 11.3% 20%
Northern Ireland Electricity Ltd
(Regulated Profit) 11% Not Not Not

Available Available Available
SONI Ltd
(Regulated Profit) 4% 4% Not Not

Available Available
Viridian Group
(Regulated Profit) 2% 1% (8%) 10%
Average NI Electricity Company
Regulated Profit 6% 2.5% (8%) 10%
Overall Average NI Electricity Company
Profit Margin 21% 15.5% 6.5% 16.3%
Average Northern Ireland
Top 100 Company 4% 3.8% 1.44% 5.8%

26 A date of 30th June 2011 was used as the cut off for inclusion within the Ulster Business Top 100 Companies.
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McIldoon in his report questioned whether the current market structure was providing
companies with excess profits. On the back of the research undertaken by Dun and
Bradstreet, the Consumer Council has questioned whether electricity customers in
Northern Ireland are getting the best possible deal with the majority of electricity
companies in Northern Ireland earning profits significantly higher than the Northern
Ireland average.

Renewable Electricity Generation
As previously mentioned the SEF sets out a target that 40 per cent of Northern
Ireland’s electricity consumption will come from renewable sources by 2020.

The McIldoon Report sets out that in order to increase the amount of generation from
renewable sources, Northern Ireland policy makers should ensure that they provide
developers with the right level of incentives to build a new renewable plant, without
over rewarding them to the detriment of consumers. McIldoon believes that there is
an inherent flaw in the SEM as it fails to provide consumers with the benefits they
should expect to see from renewable generation. This is because the price of
electricity within the SEM is set by the most expensive fossil fuel generator needed
to meet demand on the system.

The fossil fuel generators in developing their prices must include the cost of carbon
and the fossil fuel (gas, coal, oil, peat) that is needed to generate their electricity.
However, a renewable generator does not produce carbon nor use fossil fuel to
generate its electricity and therefore it could be seen that it is being over-rewarded
for the generation that it produces and the consumer is not seeing the full financial
benefits that renewable generation could be providing.

McIldoon believes for consumers to maximise their benefit of moving to more
renewable generation there is merit in exploring how the price of electricity from
renewable sources can be delinked from the price of electricity from fossil fuel
generators. He argues that current electricity tariffs could be restructured to provide
consumers with cheaper electricity and stimulate investment in renewable
generation. Through feed-in tariffs, whereby consumers would be paid for generating
their own electricity or by “Deep Green” tariffs, where consumers would have direct
contracts with renewable generators and pay the actual cost of renewable
generation, consumers would be able to gain direct benefit from increasing levels
of renewable generation within Northern Ireland.

The MclIdoon Report also highlights that subsidies for wind generation vary between
Northern Ireland and the Republic of Ireland. This disparity means that wind
generators will not necessarily locate in the optimum geographical location for the
network. This could limit the trading of wind energy and lead to higher prices for
renewable energy for consumers. The Report makes it clear that if the market is to
meet its potential policy incentives and penalties that encourage renewable energy
will need to be aligned between the two jurisdictions.
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Electricity Transmission
Currently, the all-Ireland grid has physical and technical constraints that restrict which
power stations can be run at any given time. This has increasing significance as the
grid is being required to deliver more renewable energy, which is more disparate in
location.

Failure to access the grid presents a risk to investors and is a hindrance to
competition. To compensate generators and reduce their risk, constraint payments
are made. In the long term the constraints need to be reduced by reinforcing the
grid. Work undertaken through Eirgrid, as part of its Grid 2527 Report estimates the
cost of doing this in Northern Ireland alone to be in the region of £1B.

It is estimated that the limited interconnection between Northern Ireland and the
Republic of Ireland is costing consumers in excess of £18M per year because
of the need to call on less efficient generating plant within the SEM. It is believed that
this position will continue to worsen until the planned second North-South
interconnector is approved and built28.

To manage the impact of these constraints in the short term, McIldoon suggests that
only those consumers from the jurisdiction that created the constraint should pay the
cost of it. He believes that this is an equitable way to apportion costs and was used
before the creation of the SEM.

Electricity Supply
Domestic competition in the Northern Ireland electricity market began in June 2010.
It is the position of the Consumer Council that competition, if designed correctly, can
be a key mechanism in delivering lower prices and choice to consumers. However,
to be viable competition must improve the customer experience for all consumers, no
customer should be worse off as a result of competition and the price of energy must
not increase due to measures taken to introduce competition.

McIldoon believes that the small size of the Northern Ireland market will ultimately be
a barrier to full competition and that the Utility Regulator, through price and tariff
controls, must act as a proxy for competition to ensure the consumer gets the best
possible deal.

However, McIldoon suggests that this is not fully happening in Northern Ireland, as
the incumbent electricity supplier, Power NI is able to minimise the risk to its
shareholders by fully passing through its energy procurement costs to customers and
by recovering any shortfall in its annual revenue from customers by using the ‘k’
factor mechanism29. He believes that this is an inequitable distribution of risk
between consumers and its shareholders.

27 GRID25. Strategy for the Development of Ireland’s electricity Grid for a Sustainable and Competitive Future. EirGrid, October 2008.
28 Response to HM Treasury and HMR&C Consultation Carbon Price Floor: Support and Certainty for Low Carbon Investment, Department of

Enterprise, Trade and Investment, 11 February 2011.
29 In any given year, the revenues that the licensees earn from tariffs that they have to set in advance may differ from the allowable revenues.

The k factor is a term in the price control formula that allows compensation for any under-recovery or over-recovery in any given year to be
applied in the following year.
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The McIldoon Report suggests that in the absence of true competition, further
mechanisms need to be put in place with Power NI’s price control. This will provide
greater incentives/penalties to supply energy to consumers at the optimum price and
the business risk of the company should be at the very least shared between
customers and shareholders.

The Electricity Consumer
The basis of the McIldoon Report is that the balance of risk and reward between
electricity generators and customers needs to be reviewed. It is clear that this
relationship is unbalanced, with far too much risk sitting with the consumer. McIIdoon
believes more work needs to be done to empower the consumer through changing
the ownership, contracting and purchasing relationships to reduce the overall cost
of electricity.

McIldoon suggests that whilst cost will always be the major driver for most
consumers, greater choice should be given to consumers so that they can have more
influence over how their electricity is generated, which could encourage the use of
more renewables or micro generation.

The Report sets out that consumers who are on the regulated tariff are totally
exposed to risks of the market, which are not fairly applied to the regulated supply
company (Power NI). He also suggests that whilst domestic customers need
affordable energy, price stability is more important than achieving the lowest possible
price in any particular year.

McIldoon suggests the balance of risk and reward between generators and
customers needs to be reviewed. He believes that involving consumers more directly
in the ownership of electricity infrastructure (through mutualised companies or by
becoming equity holders) and giving them greater choice over how electricity is
purchased would in turn empower consumers so that they have greater control over
their electricity supply and use of their electricity. Generation costs account for
around 60 per cent of an electricity bill and therefore measures to control generation
would have the greatest effect on cost of consumer electricity bills.

Electricity supply companies should be encouraged to compete in areas other than
price. This could, as the McIldoon Report suggests encourage new companies
which are already established in other sectors to offer more innovative products and
services alongside the sale of electricity. For example, supermarkets and banks
could offer reward schemes and equity unlocking programmes to help lower income
households purchase energy efficiency measures, such as loft and cavity wall
insulation, to help reduce their overall energy bills.
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Consumers need to demand and be provided with tariff structures that reflect their
needs; this could provide electricity suppliers with the opportunity to create tariffs
which for example encourage renewable generation or support the fuel poor.
If customers had a greater choice of products provided by suppliers they could
then start to have more influence over the type of energy they use and how and
when they consume.

Fuel Poverty
The current Government definition of fuel poverty is when a household, in order to
maintain an acceptable level of temperature in their home would have to spend more
than 10 per cent of its income on all household fuel use30.

The latest House Conditions Survey31 showed that in 2009, 44 per cent of
households (302,000) in Northern Ireland were in fuel poverty. This is the highest
level in the UK - twice that of GB.

The European Parliament has stated that access to affordable power and heat is a
basic human right. However, McIldoon believes that eliminating fuel poverty in
Northern Ireland is mathematically impossible as long as energy prices are too high
for those on very low incomes. He suggests that the Government therefore needs to
consider wider policy instruments to tackle fuel poverty.

McIldoon throughout his report reiterates his belief that policy makers and regulators
need to place greater pressure on electricity generators to ensure electricity is
produced at the lowest possible cost for consumers.

In addition, he suggests that the current electricity tariff structure offers little to
address either the issue of energy efficiency or fuel poverty. He proposes that a
system of “block tariffs” could be introduced. This is when the first block of a
household’s electricity consumption is offered at a low rate, with subsequent blocks
costing progressively more. McIldoon believes that 63 per cent of customers in
Northern Ireland would be better off under such a tariff structure. The report
suggests that a block tariff could be structured in a way that it encourages the uptake
of micro/household renewables, thus increasing householders’ control of the
electricity they produce and use.

30 Warmer Healthier Homes – A New Fuel Poverty Strategy for Northern Ireland, Department for Social Development, March 2011.
31 House Conditions Survey 2009, Northern Ireland Housing Executive, 2010.
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Conclusion
The McIldoon Report was written after unprecedented increases in electricity prices
in Northern Ireland. Today, with rising wholesale fuel costs, energy prices have once
again increased to levels that are causing some households, especially those on low
incomes to struggle to afford all their heat and power needs.

Douglas McIIdoon in his report sets out three main points for consumers:

• Electricity prices are higher than they need to be because energy policy is
confused and contradictory;

• The way electricity in generation is rewarded through the SEM gives
consumers the worst possible outcome; and,

• There is an inequitable distribution of risk between electricity consumers and
the shareholders of electricity companies; with far too much risk sitting with
the consumer.

The Consumer Council believes that more needs to be done to empower energy
consumers and place them at the centre of energy policy in Northern Ireland.

Ofgem (the GB energy regulator), in 201032 updated its scenarios for the GB Energy
Market for the period up to 2020. It estimated that energy prices over this time could
rise between 13 and 52 per cent. However, households in Northern Ireland already
spend more than twice as much of their disposable income on energy than
households in London and around 60 per cent more than the UK average33.

On the back of an 18.6 per cent increase in Power NI’s regulated electricity prices, it
is vital that the Northern Ireland Executive and the Utility Regulator provide a duty of
care to consumers and re-examine Douglas McIldoon’s report; the practical changes
that he suggests to both energy policy and regulation require exploration now in
order that they give consumers in Northern Ireland the best possible outcome.

With such high levels of fuel poverty in Northern Ireland, it is essential that both
energy policy and regulation are urgently examined to ensure every possible
opportunity has been taken to drive out costs and provide consumers with the best
possible price.

Northern Ireland needs a clear and detailed energy policy which works in the
interests of all consumers and looks proactively and constructively to tackle fairly, the
priority issues of affordability, energy security and climate change. Its primary aim is

32 Project Discovery - Options for delivering secure and sustainable energy supplies, Ofgem, March 2010.
33 Department of Enterprise, Trade and Investment, February 2011.
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to protect both the current and future consumer and provide extra support for the
most vulnerable in our society.

The McIIdoon Report provides a starting point for this change and the Consumer
Council calls on Government, the Utility Regulator and the energy industry to
re-examine the points raised within it to ensure the market is operating in the best
interests of consumers in Northern Ireland.

Principles
The Consumer Council is calling on the Northern Ireland Assembly and Executive to
re-examine the findings of the McIldoon Report in light of the recent increases in
energy prices at a time when household incomes are falling and the infrastructure
and renewables “price tag” is looming large.

The Consumer Council considers that following this report, the Northern Ireland
Executive and the Utility Regulator should ensure that:

1. Energy policy in Northern Ireland coherently examines the issues of energy
affordability, security of supply and sustainability;

2. Current market structures provide an equitable distribution of risk between
energy consumers and industry shareholders;

3. Electricity generators are not overpaid within the SEM and that all possible
pressure is placed on them to ensure electricity is produced at the lowest
possible cost for consumers;

4. The level of investment risk within the regulated energy markets is correct
and that consumers are not paying for a higher than necessary cost of
capital within energy infrastructure projects;

5. Mechanisms are put in place that will provider greater incentives/penalties to
supply energy consumers at the optimum price;

6. Energy consumers are empowered and provided with price tariff structures
that meet their needs so that they could influence the type of energy they
use and how and when they consume; and

7. All possible policy and regulatory instruments are used to tackle the growing
levels of fuel poverty in Northern Ireland.
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Notes
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