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Cost of energy call for evidence  

ADE and ACE joint response, January 2018  
 

Joint submission  

This is a joint submission from the Association for the Conservation of Energy (ACE) and 

the Association for Decentralised Energy (ADE).  
 

ACE represents the energy efficiency sector in the UK. It works to enable the UK to 
become energy efficient, driving productivity and business competitiveness, providing 
warm and healthy homes, delivering a secure energy future and a vibrant low carbon 

economy. Working with its members and like-minded organisations, ACE delivers 
compelling research, policy thought leadership and effective campaigning in Westminster 

and devolved national and local administrations. 
 
The ADE is the leading advocate of an integrated approach to delivering energy locally 

through combined heat and power, district heating and cooling, and demand side energy 
services. Our members include technology development leaders, providers and users of 

combined heat and power, demand side response, and district heating solutions. 
 
In late 2017, ACE and ADE announced their intention to merge, thus creating a unified 

voice for efficient, decentralised energy solutions across the industrial, commercial, 
public and domestic sectors. 

 

Introduction 

 We welcome the Cost of Energy review by Professor Dieter Helm and it’s ambition to 

achieve the lowest energy bills in Europe for the UK but consider that the scope and 

hence findings of the review have some significant flaws 

 The energy system is undergoing a period of fundamental change to a system that is 

smarter and decarbonised 

 It is crucial that we use this transition to make users, not supply, the organising 

principle of the system – to realise the greater system efficiencies and ensure energy 

users see the benefit, as well as the cost, of the transition  

 It is important that reform to the energy system takes a system approach – a 

number of the recommendations within the Cost of Energy report, including regarding 

a single capacity auction, fail to do this 

 It is important that generation, networks, supply and demand are considered 

together as their separation creates adverse impacts on policy regarding energy 

demand management, a key part of the transition to a smart system and its 

decarbonisation 
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Summary of recommendations 

1. As much as possible of any new gas plant commissioned should be CHP to increase 

system efficiencies and support the shift to a more user-led system 

2. The Government should deliver a new support mechanism for industrial energy 

efficiency 

3. The reform of the Capacity Market in 2019 should be used to better take into account 

carbon emissions, TOTEX cost-efficiency and place equal value on build and non-build 

solutions such as DSR  

4. Balancing Market reform should continue to move towards a rationalised product 

suite, with revised parameters that allow a more diverse range of participants and 

more transparency over the value to the SO and DSOs of different services 

5. Independent access to and participation in the wholesale market and balancing 

mechanism for aggregators should be prioritised 

6. The Government should aim to improve energy system productivity year on year as 

is done by competitor countries including Germany 

7. Current commitments to improve industrial and business energy efficiency should put 

in place an ambitious, investable policy framework to allow businesses to invest in 

improvements to their energy productivity 

8. Network charging at both transmission and distribution level should be reformed to 

fairly reward the benefits provided by assets sited near to and driven by local 

demand users 

9. The appropriate future role of the locational charges for the transmission and 

distribution networks should be reviewed 

10.Further development of the Clean Growth Strategy should clearly set out the desired 

energy performance of the country's buildings and a trajectory to achieving it 

11.Energy efficiency should be designated a national infrastructure priority 

12.National and local government must lead the way, with a target for improved energy 

performance in public buildings and procurement practices that support this   

13.Differential stamp duty and/or VAT reductions on refurbishment projects should be 

introduced that improve energy efficiency, to encourage homeowners to invest in the 

energy efficiency of their homes 

14.Minimum efficiency standards should be used to drive private investment in energy 

efficiency, with immediate priority placed upon ensuring that existing standards for 

the Private Rented Sector are effectively implemented and rigorously enforced 

  



Cost of Energy Review – ACE and ADE joint response 

 

                            Page 3 of 10 

Questions 

Q1 Taking into account the findings and recommendations of the Helm Review:   

 What are the longer-term challenges for electricity generation?   

 What matters should the Government take into account in considering the policy 

framework for electricity generation?   

 What additional evidence should the Government consider to reduce the cost of 

electricity generation in the longer term? 

 

We support the principles expressed in the Helm Review.  

Reducing market intervention. The level of Government intervention within the 

energy system is excessive and is now a barrier to providing the market signals towards 

a more user-led, smarter system. We support Helm’s view that such intervention should 

be reduced wherever possible and that support schemes, such as the Feed-in Tariff (FiT) 

and Contracts for Difference (CfD), should be gradually phased out at the same time as 

more explicit market signals are developed for flexibility services.  

Bank for legacy subsidy. Within this, we consider that a ‘bank’ for legacy subsidy 

costs may be useful but there is too little detail within the Helm Review of the practical 

impact for users to arrive at a firm position. We are also unsure why legacy subsidy 

costs should be treated differently to new subsidy costs, considering that the benefits of 

a decarbonised energy system accrues to all users.  

Capacity statement to Parliament. We do not agree with Helm’s proposal to require 

an annual statement to Parliament on the required capacity margin and guidance to the 

System Operator (SO) and Distribution System Operators (DSO), as it creates a risk of 

increased political intervention in the energy market.  

A single electricity capacity auction. We welcome the Helm Review’s interest in 

better delivering holistic solutions which can secure capacity, flexibility and carbon 

reduction. Currently policy mechanisms do not deliver the most cost-effective, holistic 

solutions. Instead they each deliver a specific silo, resulting in policies pulling directly at 

one another. For example, the Contracts for Differences scheme aims to deliver specific 

forms of renewable generation at least cost but does not value security of supply or 

flexibility. The Capacity Market aims to deliver electricity security at least cost but does 

not value carbon emissions. Under this siloed approach, solutions which provide benefits 

across both carbon and security, such as CHP and energy efficiency, are undervalued. 

Therefore, we would welcome a shift to seeing both carbon and security being explicitly 

rewarded within a single market framework, to prevent these two different markets from 

pulling in different directions, punishing holistic solutions, and driving up costs for 

consumers.  

While carbon pricing may theoretically provide a sufficient economic signal within a 

capacity auction, Government decisions have consistently shown that economic and 

political realities will prevent sufficiently high carbon pricing to achieve that aim. When 

the Capacity Market was established, the current arrangements assumed a strong 
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increase in the carbon price and carbon price floor through the 2020s to £75/tCO2e by 

2030 – creating a carbon price that would be a genuine, significant investment signal for 

higher efficiency, lower carbon electricity. The result of such low carbon pricing is that 

lower carbon forms of capacity are not properly valued in Capacity Market bids and 

auctions will procure too much higher carbon reserve, resulting in higher carbon 

emissions, and higher costs to consumers if later increases in carbon pricing push such 

new plant down the merit order.  

Therefore additional policy intervention is required. However, the Helm Review’s 

suggestion of a scored auction is unclear about how it would work in practice. To address 

this market defect, the Capacity Market’s arrangements should be reformed to more 

explicitly value plant efficiency in Capacity Market bids, recognising higher efficiency 

generation, storage and DSR, delivering both a lower carbon and better long-term 

consumer value. The uplift should be set ex-ante, based on an economic analysis, or be 

adjusted ex-post to ensure the Capacity Market secures Carbon Budget requirements.  

Helping energy users receive value for their services. We consider that future 

policy should focus upon improving the productivity of our energy system and reducing 

the 54% of energy used to produce electricity that is currently lost before it reaches 

households and businesses1. To do so requires addressing the major barriers the system 

faces in reaching a user-led, smarter system – barriers on which, the Helm Review was 

conspicuously silent.  

Regarding power generation, there are clear and significant savings through exploiting 

heat recovery from power stations to a far greater extent. Fully taking advantage of this 

opportunity would save £2bn/year2 – improving these businesses’ ability to manage their 

energy costs and competitiveness whilst simultaneously creating a more efficient energy 

system. Similarly, there are also clear savings on our electricity networks from correctly 

valuing local generation of energy for its reduction of transmission losses and reduced 

requirement for reinforcement and other costs at both transmission and distribution 

level. As with efficient heat recovery, this too will allow energy consumers, from large 

industrial users to households, to manage their energy costs and earn revenue if their 

actions are of benefit – rather than solely facing the cost. Finally, a stronger policy focus 

is required regarding cost-effective changes that businesses and households can make to 

improve their energy efficiency. As part of this, access for energy users individually or in 

aggregation to the wholesale, capacity and balancing services markets that is equal to 

that given to large power plants and particularly licensed suppliers should be prioritised. 

This should be pursued in the current reform to balancing services through the System 

Needs and Product Strategy, reform to the Balancing Mechanism (including through 

Project TERRE), the development of new local markets for constraint and flexibility 

(including through the Open Networks Programme’s DSO workstream), the 2019 review 

of the Capacity Market and yet to be explored changes to the wholesale market. 

                                                
1 The Association for Decentralised Energy, 2015, Less Waste, More Growth  

2 Ricardo-AEA, 2013, Projections of CHP capacity and use to 2030. Report for DECC. Cost-effective 

potential based on a discount rate of 15% over 10 years.  
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Overall, the tendency for historical and existing policy to show far more ambition 

regarding generation and network investment should be revised towards a more 

comprehensive approach that supports demand-side and supply-side options to compete 

equally.  

Simpler supplier licenses. Although there is not sufficient detail within the Helm 

Review to take a firm position on this recommendation, we consider that this touches on 

the broader issue of how new participants can enter the energy system’s markets and 

what the appropriate role of the licensed supplier should be in facilitating this. We are 

already starting to see new, innovative models that challenge the present dominance of 

the supplier hub model; including peer to peer trading and local energy markets. 

Ofgem’s call for evidence on the future of the supplier hub model shows more ambition 

than the Helm Review’s recommendation and goes deeper into the issue of how we 

safely organise our energy system whilst ensuring that new entrants can compete 

effectively with incumbent suppliers. 

Effective carbon pricing. Market reform should also establish a signal for the use of 

low carbon, efficient generation and storage. We have consistently supported the UK’s 

participation in the EU ETS and the Carbon Price Support and welcome the Government’s 

statement in the Budget of its continued confidence in the current level. We require 

further detail before we can judge the Helm Review’s proposal for an economy-wide 

carbon price with a border carbon tax. In particular, we would want to be assured that 

an economy-wide carbon price would not delay coal phase-out by the early 2020s and 

we would also want to understand how the border carbon tax compares with maintaining 

a similar carbon price trajectory to the EU in effectively managing carbon leakage. In the 

longer-term, the carbon price and signals provided by the energy markets need to 

ensure that low carbon, efficient generation and storage is incentivised when and where 

it is of most benefit to the energy system and, conversely, is disincentivised at times of 

system stress (from either high or low demand). 

Further, market signals for power generation must also increasingly reflect and respond 

to progress in decarbonising the heat sector. Recently published BEIS scenarios3 

demonstrate that under all scenarios, district heating networks will comprise at least 

17% of the future heating sector. Within such networks, the interaction between heat 

and power systems as driven by users is particularly clear. Combined heat and power 

(CHP) is often used as the highly efficient energy centre and, in international markets, 

there is strong use of the thermal storage capacity to support the resilience of the power 

networks. In pulling these interactions together towards effective system outcomes, it is 

crucial that users see the value their local heat and power generation provides to the 

system. 

To meet the long-term challenges for generation, we recommend that –  

1. As much as possible of any new gas plant commissioned should be CHP to increase 

system efficiencies and support the shift to a more user-led system 

                                                
3 BEIS 2017 Clean Growth Strategy  
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2. The Government should deliver a new support mechanism for industrial energy 

efficiency 

3. The reform of the Capacity Market in 2019 should be used to better take into account 

carbon emissions, TOTEX cost-efficiency and place equal value on build and non-build 

solutions such as DSR 

4. Balancing Market reform should continue to move towards a rationalised product 

suite, with revised parameters that allow a more diverse range of participants and 

more transparency over the value to the SO and DSOs of different services 

5. Independent access to and participation in the wholesale market and balancing 

mechanism for aggregators should be prioritised 

 
Q2 Taking into account the findings and recommendations of the Helm Review:   

 What are the longer-term challenges for electricity transmission and distribution?   

 What matters should the Government take into account in considering the policy 

framework for network regulation and its associated institutional framework?   

 What additional evidence should the Government consider to reduce the cost of 

electricity networks in the longer term? 

 

We strongly agree with the Helm Review’s focus upon the timely development of 

independent national SO and regional DSOs. We also agree with the Helm Review that 

future 8-year price controls may struggle to keep pace with the rate of change as these 

new system operator models are established. However, we would need further detail 

regarding what would replace the RIIO mechanism before taking a view on whether it is 

better able to adapt to this change.  

Transmission and distribution networks in the UK are changing quickly and significantly. 

As noted briefly above, both are shifting away from a relatively simple system of large 

power assets on the transmission system delivering power to largely passive 

distribution-connected demand. In its place, both networks are becoming increasingly 

flexible with power flowing both from and to the transmission network and demand 

playing an increasingly active role in providing flexibility services. 

With the increasing deployment of renewable energy away from centres of demand and 

the replacement of ageing network assets, the costs of the transmission network have 

risen strongly over the last few years. As demand for electric vehicles and electrified 

forms of heat (including heat pumps) increases, there is a risk that the costs of the 

distribution network may also rise strongly.  

We do not consider that the Helm Review offers a comprehensive review of these trends 

or recommendations that will significantly mitigate these rising costs. The value of 

generation and storage sited locally to demand needs to be more explicitly valued within 

the market and within network charges for the benefits it provides to the system. 

Combined Heat and Power (CHP) is a strong example of the level of benefits possible 

from local generation. CHP installations in the UK today displace more expensive power 
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generation and reduce UK fuel costs, delivering more than £375m to the economy and 

removing 6.7m tonnes of carbon per year4.  

The total system value of such local, efficient energy generation needs to be more 

explicitly valued to make possible a transparent assessment of the cost-effectiveness of 

further transmission and distribution network expansion. Within this, the development of 

formalised, local markets for flexibility services and balancing rather than continuing to 

rely upon regulated network operators’ information and planning assessments is 

extremely important. As importantly, current reforms of network charging should 

address the future role and composition of the locational signal within TNUoS, the EDCM 

and CDCM. At present, the locational signal constitutes a declining share of the total 

transmission network charge. How a stronger locational signal is established should be 

an early and prioritised part of network charging reform.    

To meet the long-term challenges for generation, we recommend that –  

6. The Government should aim to improve energy system productivity year on year as 

is done by competitor countries including Germany 

7. Current commitments to improve industrial and business energy efficiency should put 

in place an ambitious, investable policy framework to allow businesses to invest in 

improvements to their energy productivity 

8. Network charging at both transmission and distribution level should be reformed to 

fairly reward the benefits provided by assets sited near to and driven by local 

demand users 

9. The appropriate future role of the locational charges for the transmission and 

distribution networks should be reviewed 

 

Q3 Taking into account the findings and recommendations of the Helm Review:   

 What are the longer-term challenges for electricity supply?   

 What matters should the Government take into account in considering the longer-

term operation of the retail market?   

 What additional evidence should the Government consider to reduce the cost of 

electricity supply in the longer term? 

 

The ADE and ACE have no comment. 

 

Q4 Cross-cutting 

 What matters should the Government take into account in considering the wider 

recommendations of the Review? 

 Are there any other matters that the Government should consider to reduce the cost 

of energy in the longer term? 
                                                
4 The Association for Decentralised Energy, 2017, Lightening the Load: How CHP helps win the global 

race for a competitive, low carbon economy 
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We recognise that creating a manageable scope for this review is likely to have been 

challenging. However, we would question why gas and transport fuels were only included 

in relation to their impact on the power sector. Whilst defining the scope here makes 

more sense for industrial and commercial users for whom electricity costs are dominant, 

it makes less sense for domestic consumers whose expenditure is roughly equal between 

gas and electricity.  

Moreover, whilst energy efficiency is explicitly referenced within the terms of reference 

of the Helm Review, it is not included in the Call for Evidence document. Energy 

efficiency plays a critical role in energy costs and so its exclusion is particularly 

concerning. Indeed, in the latest National Grid scenarios5, one of the main drivers that 

reduces gas demand is that consumers will ‘live in housing stock that is good at retaining 

heat’. UK final energy demand is now lower than in 1970, and 15% below the peak 

demand year of 2004, despite a huge growth in economic activity and energy service 

demand in the intervening years. The Committee on Climate Change has suggested that 

between 2014 and 2030, a 25% improvement in energy efficiency is required.  

Demand reduction has not been given sufficient weight within the Review, and therefore 

we believe that it will not deliver on the government’s aim of the lowest bills for 

consumers.  

There is an enormous amount of evidence from a range of research organisations6, and 

the Government’s own Bonfield Review, that demonstrates that energy efficiency is one 

of the most cost-effective ways to reduce consumers’ energy costs and to reduce carbon 

emissions. It appears that this evidence has not informed the Helm Review.  

For example, UKERC’s ‘Unlocking Britain’s First Fuel: The potential for energy savings in 

UK’7 housing highlights that: 

• Since 2004, improved energy efficiency has helped reduce the UK’s total 

household energy consumption by one fifth, saving the average dual fuel 

household £490 in 2015 

• Cost-effective investments to 2035 could save around one quarter of the 

energy currently used, an average saving of £270 per household per year at 

current energy prices 

• This saving is approximately equivalent to the output of six nuclear power 

stations the size of Hinkley Point C 

• Using Treasury guidance for policy appraisal, this investment has an estimated 

net present value of £7.5 billion 

                                                
5 Future Energy Scenarios 2017: http://fes.nationalgrid.com/media/1253/final-fes-2017-

updated-interactive-pdf-44-amended.pdf  

6 UK Energy Research Council (UKERC), Tyndall Centre, Building Research Establishment (BRE), Energy 

Saving Trust (EST), National Energy Action (NEA) and the Association for the Conservation of Energy 

(ACE) 

7 http://www.ukerc.ac.uk/publications/unlocking-britains-first-fuel-energy-savings-in-uk-housing.html  

http://fes.nationalgrid.com/media/1253/final-fes-2017-updated-interactive-pdf-44-amended.pdf
http://fes.nationalgrid.com/media/1253/final-fes-2017-updated-interactive-pdf-44-amended.pdf
http://www.ukerc.ac.uk/publications/unlocking-britains-first-fuel-energy-savings-in-uk-housing.html


Cost of Energy Review – ACE and ADE joint response 

 

                            Page 9 of 10 

• Experimental appraisal estimates that the value of additional benefits from 

these investments – including improved health, additional economic activity 

and benefits to the electricity system – could be up to £47 billion 

The Review contains very limited analysis of the effectiveness of current (rather than 

historical) energy efficiency policy. The fact is that recent policy has been ineffective 

compared with previous policy. Looking at figures 42 and 43 of the Review, both start in 

2012, a year in which policy effectiveness was significantly reduced. This was a period of 

transition between the Carbon Emissions Reduction Target (CERT) and the Energy 

Company Obligation (ECO), which was then significantly reduced in scale. ECO in its 

current form, lacks ambition and effectiveness. Other policies, such as the zero carbon 

homes standard and support for the Green Deal, have been abandoned or reduced. 

Investment in key fabric energy efficiency measures has plummeted: in 2012/13, 

installations of loft and wall insulation totalled around 1.6 million; by 2013/14 this had 

crashed to under half a million and has fallen further since then. We believe that these 

decisions have increased energy costs to consumers in the longer term.   

Energy efficiency is the largest, long term driver of energy costs, reducing costs for all of 

the upstream stages the Review. Energy efficiency can help to meet both security of 

supply and decarbonisation objectives, plus the ‘absolute objective of reducing costs’, 

and meet wider economic and social objectives. 

We recommend that - 

10.Further development of the Clean Growth Strategy should clearly set out the desired 

energy performance of the country's buildings and a trajectory to achieving it 

11.Energy efficiency should be designated a national infrastructure priority 

12.National and local government must lead the way, with a target for improved energy 

performance in public buildings and procurement practices that support this   

13.Differential stamp duty and/or VAT reductions on refurbishment projects should be 

introduced that improve energy efficiency, to encourage homeowners to invest in the 

energy efficiency of their homes 

14.Minimum efficiency standards should be used to drive private investment in energy 

efficiency, with immediate priority placed upon ensuring that existing standards for 

the Private Rented Sector are effectively implemented and rigorously enforced. 
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For further information please contact: 

Caroline Bragg 

Senior Policy Manager 

Association for Decentralised Energy 

Tel: +44 (0) 20 3031 8740 

Caroline.bragg@theade.co.uk 

 

Kelly Greer 

Research Director 

Association for the Conservation of Energy 

Tel: +44 (0) 20 7250 8409 

kelly@ukace.org   
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