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Executive Summary

This report investigates how new, system-wide value opportunities have arisen in the energy system
and how local electricity! business models can capture them. The research team was composed
of Dr Stephen Hall and Dr Katy Roelich of the Schools of Environment and Civil Engineering at the
University of Leeds. This report develops a detailed evidence base to explore the business models
and value opportunities offered by the emerging field of local electricity supply. The purpose of this
report is to offer evidence-based options for enabling the local electricity supply sector in the UK.

Focusing on electricity supply within a defined geography

(community, town, city or region) can offer significant
benefits to the electricity sector and consumers.As yet
however there have been few real cases to test the
magnitude of these opportunities in the marketplace;
and none at scale. Depending on the business models
being proposed this can be due to unfavorable market
regulation, an unsuitable policy environment, a lack

of data to justify real returns, and/or simply that the
technologies in metering and ICT have only recently

3. Real energy efficiency gains. To date energy

efficiency programs have been delivered through
national utilities. This faces two problems, the utility
business model struggles to operate if substantive
efficiency gains are made by all customers, and

many customers have not engaged with their

energy supplier on efficiency programmes. There is

a missed opportunity to roll out the energy service
company (ESCo) business model in UK, in part due to
regulatory barriers and in part due to uncertainty over

become sophisticated enough to enable local supply. This

is why the time is now for the Government to support the
development of the local supply market. The Government

may wish to support the local supply market because it 4
offers four key opportunities that national utility business

models are unable or unwilling to capture or pursue:

returns and organisational arrangements. Proposed
local supply archetypes can begin to address this, but
incentivising Innovation in this space is critical.

. Re-localising energy value. Citizens, Municipalities
and regional development bodies in many European
countries have begun to see energy value as a
key component of economic prosperity. They are
beginning to play a more active role in the generation
and supply of their own energy needs. In the UK, our

1. Better routes to market for local generation.
Arrangements under Electricity Market Reform (EMR)
are likely to constrain the market for small scale power

purchase agreements. The creation of new local
supply business models has the potential to give

community and small scale generators a better route
to market for the power they produce and to support

the burgeoning local generation sector.

market structure has resulted in a significant ‘leakage’
of energy value out of cities, regions and ultimately
the nation. Enabling new, local business models to be
tested that reverse this loss of value is an important
next step.

2. Fulfilling the potential of the demand side.
Aside from isolated examples with large industrial
customers, the benefits of demand side management
are being missed in the UK, impacting customer bills
and making energy infrastructures more expensive.
For domestic and SME customers, the local benefits
offered by demand side services are currently
unavailable, due to the undeveloped local supply
market. Fostering this market will validate the claims
that these services could lead to lower household bills
and increased system efficiency.
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This report shows the stakeholders currently active in the
local supply market space are predominantly pursuing
outcomes beyond simple private profit gains. The
research shows a latent sector driven to secure outcomes
in local economic development, realise socio-economic
goals, deliver environmental benefit through electricity
decarbonisation, and participate in the energy sector as a
self-governance and community resilience activity.

These local supply stakeholders are engaging in this
space using a variety of archetypes. These range from
relatively simple white labelling arrangements, through
community aggregation, peer to peer software platforms
to full blown local utility structures. The archetypes
identified are:

The current archetype is the familiar utility
business model. This model struggles to deliver
strong incentives to independent generators, doesn’t
deliver real energy efficiency gains, is geographically
blind and leaks value out of local communities.

The Local White Label archetype is a departure
from this model, as it involves a partnership with
another brand for consumer billing, here the branded
partner could specifiy a higher mix of local energy,
and could offer fairer tariffs by controlling costs locally.

A Local Aggregator groups a set of consumers at
a community level and negotiates fairer tariffs with

a licensed supplier, offers services to infrastructure
providers, could pool local generation and aims to
shift demand to cheaper times of day.

A Local Pool and Sleeve archetype is a form

of direct supply. This archetype aims to aggregate
distributed generation from a local area (pooling) and
then supply a specific consumer or consumers within
a local area with equivalent power without using
wholesale market intermediaries (sleeving); thus ‘pool
and sleeve’. This archetype is better suited to growing
distributed generation than participating in energy
efficiency or demand reduction programmes.

The Municipal Utility archetype is a fully licensed
supplier but is focussed on linking generation and
consumption in a local area. It is not well suited to
delivering real energy efficiency gains but can re-
localise a significant proportion of energy value, offer
network services and incentivise local generation.

The Municipal ESCo is fully licensed, but sells
energy services such as a warm home and hot water
as opposed to simple units of electricity or gas. In so
doing they create a business model that achieves all
the gains of a municipal utility but also incentivises
real energy efficiency.

A Multi Utility Service Company or MUSCo has
similar benefits to an ESCo but can provide other
services such as telecoms and water, here these
services can be linked up to provide even deeper
efficiency gains at the consumer and system level.

The Peer to Peer archetypes use virtual platforms
to enable consumers to buy directly from generators.
The technical and organisation innovation that allows
this to happen is relatively new and still requires a
fully licensed supply partner to make sure consumers
continue to receive power when the supply from the
intermittent generators is low.

The Peer to Peer with a Local Balancing Unit
archetype brings the P2P process within a defined
area and allows the Peer to Peer model to offer
similar services to the local aggregator.

Many of these archetypes are ‘intermediaries’ in that they
offer energy services that can happen outside a full supply
license, but need a Third Party Fully Licensed Supplier to
provide conventional services. The research also identified
a not for profit administrator archetype as a useful possible
enabler. This would be a body with a full supply license, but
that was aimed solely at facilitation of these intermediary
archetypes. Together these archetypes form the current
thinking on ways to achieve the benefits of local supply that
are currently unrealised in the UKs energy market.

Some of these archetypes are constrained by the
regulatory environment, a lack of capacity/experience in a
new sector, a lack of understanding of replicable models,
and unclear risk frameworks. In response to these
barriers this report proposes a set of short, medium and
long term strategic activities that could be carried out at
the national scale that would foster this sector and help
to realise as yet untapped opportunities in the energy
market. These are:

m Short Term Proposal 1:
Local supply innovation fund
A substantial but time-limited fund of comparable size to
the urban and rural community energy funds, explicitly
aimed at testing local supply archetypes in the market



Local Electricity Supply: Opportunities, archetypes and outcomes

March 2015

Short Term Proposal 2: A ‘portal of power’

An online platform with clear policy and regulatory
advice specifically generated by and tailored for local
supply stakeholders

Short Term Proposal 3: Resource the Local
Supply Working Group or similar forum
Continued resource to support the Local Supply
Working Group which has progressed the
understanding of local supply in the UK and will be
needed to guide its future development

Medium Term Proposal 1: Clarify the
requirement for national supply

New fully licensed suppliers are looking to exploit
the benefits of focussing on particular geographies,
but regulation is not suited to this. New frameworks
and customer protections for geographic supply are
needed.

Medium Term Proposal 2: Amend the
requirement for fully licensed suppliers to offer
only four tariffs for those areas operating local
supply archetypes.

Fully licensed suppliers looking to partner with
‘intermediary archetypes’ that rely on this relationship
are being penalised by the requirement to offer only four
main tariffs. This has been facilitated by a temporary
arrangement for the ‘local white labelling’ sector, but will
need to be addressed as new local supply archetypes
and intermediary relationships proliferate.

Medium Term Proposal 3: Allow for a ‘local
balancing unit’ as specified? or as a result of
further development.

This would allow new local business models such

as aggregators and junior suppliers to maximise the
benefits of local supply and demand management,
offering benefits to suppliers, network managers and
system operators.

Long Term Proposal 1: Investigate the opportunity
to allow local ESCo or multi utility models which
incentivise substantive efficiency gains to be
exempt from supplier switching legislation.

As a longer term activity, the requirements on
suppliers to ensure the domestic consumers’ right

to switch supplier need reviewing to make space for
domestic energy performance contracting that can be
delivered where it is relevant. i.e. by being recouped
through the household energy bill. New ways of
securing consumer protection and local referenda
could replace the current model and allow for longer
term domestic contracts. This would unlock new
opportunities for energy efficiency in deep retrofit,
micro generation and appliance efficiency.

m Long Term Proposal 2: Investigate the
opportunities for demand reduction-centred
business models and their treatment in
regulation and policy.

Much more work is required to investigate how energy
demand reduction can be incorporated into markets
and incentives. The opportunities of demand reduction
can be delivered by new aggregator business models
as framed in the archetypes in this report. However
to date demand reduction has been undervalued in
favour of policy mechanisms aiming to reduce unit
prices as opposed to final bills. Local supply options
can deliver demand side services that reduce final
bills, deliver benefits to distribution and transmission
system operators and reduce the need for centralised
generation investments across the system.

Footnotes

' This report focusses primarily on local electricity supply, as the heat sector
is unregulated, and gaseous, liquid and solid fuels markets are regulated
separately.

2 https://www.elexon.co.uk/wpcontent/uploads/2014/08/Encouraging_local_
energy_supply_through_a_local_balancing-unit.pdf

Disclaimer

This independent report has been produced in
partnership with the Department for Energy and
Climate Change for the Local Supply Working
Group. The research was jointly supported by two
complementary RCUK grant centres with equal
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Infrastructure BUsiness models, valuation and
Innovation for Local Delivery’ project (Ref.: EF/
K012398/1). Secondly by the EPSRC ‘Realising
Transition Pathways — Whole Systems Analysis for a
UK More Electric Low Carbon Energy Future’ project
(Ref.: EP/K005316/1). The views expressed here are
those of the authors alone, and do not necessarily
reflect the views of the partners, government
departments, academic institutions of the authors,
contributors or the policies of the funding body. The
authors would like to thank the research participants
for their patient engagement.
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1. Background

This report summarises the current situation with regard to local electricity supply in the UK3. There
has been a great deal of recent interest in the opportunities offered by the development of local
electricity supply business models. Focussing on supply in a defined geography has the potential
to: expand the penetration of renewable energy, create new opportunities for smart grid investment,
enable full utilisation of smart meter features such as demand management, enable new business
models for energy efficiency, re-localise a portion of energy value, and address socio-economic

issues such as fuel poverty.

There is an emergent evidence base to justify these
claims, but as yet there have been few real cases to test
their validity in the marketplace and none at scale*®.

This may be due to unfavourable market regulation, an
unsuitable policy environment, and/or simply that the
technologies in metering and ICT have to date not been
sophisticated enough to enable local supply. The aim of
this report is to summarise the existing thinking on the
benefits of local supply, describe the current state of play
in a rapidly changing context, and propose ways in which
energy policy and market regulation can facilitate the
establishment of new, local suppliers.

The report summarises the opportunities that are missed
because of the current lack of local supply entities in the
UK. This is not a comprehensive account of market failure
in the UK electricity sector, but a targeted summary of
the opportunities that could be exploited if different local
supply options were available. New technologies are
driving a search for new business models at all scales in
the energy sector, and the regulator has recognised there
may be a need to look closely at how these business
models engage with and/or are restricted by current
market arrangements®.

11 Defining Local Supply

The House of Commons Energy and Climate
Change Committee report on Local Energy’
proposes the value of supplying locally generated
energy to local consumers arises where households
impacted by energy developments may be
compensated by cheaper tariffs. The Committee’s
report tends to focus on local supply either as

an enabler of better routes to market for local
generation, or an opportunity for national suppliers
to provide lower bills to consumers proximate to their
renewable energy developments, predominantly as
an acceptance measure, not because there have
been any local supply innovations or material cost
reductions. These isolated examples are limited to
encouraging the Power Purchase Agreement (PPA)
market for local generation, or are straightforward
reductions on standard tariffs. These are positive
steps but do not capture the full theoretical benefit of
innovative, geographically based supply structures.

In this research we go beyond the House of
Commons definition, we focus on types of local
supply that enable specific values to be captured
by exploiting opportunities only available where
new, geographically specific energy supply
relationships exist.

The same Select Committee report argues DECC
has chosen to focus narrowly on community groups
when discussing local energy, and overlooks the
contributions that other types of project could make;
such as local authority, housing association and
independent developer led. The report recommends
Government assesses the role that different models
of ownership could play in the local energy mix as
well as what sources of finance might be available®.
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1.2

Before progressing further, it is useful to propose a
working definition of ‘Local Supply’. This should be
subject to debate, but a useful starting point for the
purposes of this work is:

Local supply is the operation of an organisational
form with either the legal ability, or in partnership
with another agency with that ability, to supply
electricity to commercial and domestic consumers
predominantly within one of the 14 Grid Supply
Point Regions.

Working with this definition, a broad range of
organisational forms can be considered (i.e. local
authorities, private companies, community groups,
housing associations, charities, social enterprises,
and partnerships thereof) that enable specific values
to be captured by exploiting the opportunities

that are only available where new, geographically
specific energy supply relationships exist. Whilst
this definition includes private market actors,

the evidence below shows those organisations
engaging with the local supply landscape are
predominantly drawn from civil society broadly
defined, and are compatible with the aims of the
community energy programme in DECC.

The Local Supply Working Group

In August 2014 the Department of Energy and
Climate Change (DECC) set up a Local Supply
Working Group (LSWG). The LSWG was tasked with
building on the Community Energy strategy, which

is designed to enable community organisations to
participate in the energy sector through four activities:

B energy generation and supply, this includes
electricity and heat

m demand reduction to help reduce energy use and
save people money

| purchasing through collective switching and
purchasing schemes to help consumers secure
better deals on energy tariffs

B demand management by shifting energy demand
away from peak times of the day to reduce the
need to invest in costly energy infrastructure.

To summarise the groups terms of reference; of these
four, DECC recognises that electricity generation is
by far the most developed part of the community
energy (CE) sector, and that there is a desire

from within the sector to supply this electricity to
consumers directly. The ability to supply consumers,
group members and/or those in fuel poverty may
enable community groups to deliver an integrated
approach bringing together energy generation,
supply and demand side responses, with beneficial
effects on final household bills. However, the lack of
currently operating business models means there is
an evidence gap on the economic and wider benefits
of local energy supply. There are also requirements of
consumer protection to be met.

The LSWG notes that potential routes to markets for
CE and other local energy organisations do exist,
such as by setting up a fully licenced energy supply
company. However the requirements of becoming

a licenced supplier are challenging for smaller
organisations given the role of a licence holder in not
just supplying energy to consumers but ensuring the
continued operation and integrity of the entire energy
system. As well as these broader responsibilities,

the specific barriers experienced by smaller groups
include: high start-up costs, legal complexity, and
business risks. At present, only those projects that are
able to supply electricity directly to the site on which

it is generated are able to do this through a Power
Purchase Agreement without undertaking the complex
requirements and costs of a full supply licence.
Alternative routes to market for organisations with
embedded generation or aspirations to supply do exist,
such as operating as an exempt supplier, operating a
private wire, entering a white label relationship with a
pre-existing supplier and Licence Lite (offering some
relief from the high cost, high-competency industry
code management requirements). Each of these
options captures different values through exploiting
different opportunities in the system.

The objectives of the LSWG are to define DECC’s
strategic objectives on community energy and
local supply matters. The group aims to gain a
clearer understanding of the current direct/local
supply landscape both locally and regionally, why it
is not working for community groups/other non-
traditional market entrants and the ambition and
scale of local supply aspirations from across the
local energy spectrum.
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1.3 The Structure of this Report

This report forms part of the output of the working
group and is structured as follows. Section 2 frames
the issues of local supply in the UK. There are
currently only very isolated, emergent or theoretical
benefits to local supply and as such this review
draws on a wide spectrum of published outputs

to define the issue through a focus on outcomes
and opportunities. Here outcomes are the material
changes to people’s lives, environmental impacts
or system changes that local energy actors are
pursuing. Opportunities are the value streams

in the electricity system that are currently going
uncaptured due to a lack of replicable local supply
business models. Section 3 defines the methods
that have been used. Section 4 has three parts;
firstly the current landscape is briefly described,
secondly the archetypes of local supply that are
being proposed are presented in comparable forms,
thirdly the opportunities these archetypes can
capture are compared. Section 5 discusses these
options in relation to the current market framework.
Section 6 concludes with strategic considerations
and possible policy responses.

Designing the report in this way was necessary due
to the careful specification needed when thinking
through the actual changes being pursued by the
groups that are active in the community and local
energy space. It is not always regulatory system
change or further price incentives that are needed
to allow the growth of local energy innovation, by
focusing on the outcomes that are being pursued
the research team was able to pinpoint where a
new supplier structure might help and where other
avenues might be pursued.

Footnotes

3 This report focusses primarily on local electricity supply, as the heat sector
is unregulated, and gaseous, liquid and solid fuels markets are regulated
separately.

Sustainability First (2014) GB Electricity Demand Project; realising the resource,
Paper 10, The Electricity Demand Side and Local Energy: how does the
electricity system treat ‘local’?

Rhodes, M. (2014) Should communities be running their own energy
companies? Encraft Briefing Note

Ofgem (2015) Non-traditional business models: Supporting transformative
change in the energy market https://www.ofgem.gov.uk/ofgem-
publications/93586/non-traditionalbusinessmodelsdiscussionpaper.pdf
House of Commons (2014) Energy and Climate Change Committee, Local
Energy Sixth Report of Session 2013-14
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2. Introduction

In the early 20th century, energy was provided in the UK at a local level by a range of public and
private actors, including municipalities®'?’.Energy systems were small and localised, and evolved

to serve specific users and locations'. The 1920s saw the start of a phase of standardisation and
centralisation to improve economies of scale, including development of the national grid, and the UK
energy system was nationalised in the late 1940s'. Energy remained within state hands until the late
1980s when the government of the time started a process of privatisation, motivated by the belief
that state operation of infrastructure was inefficient. During the 1990s, generation and supply were
separated and the retail markets were liberalised to enable competition for both electricity and gas.
Crucially, privatisation and liberalisation happened after centralisation so the newly formed suppliers
were large, complex organisations. The post-privatisation policy and regulatory system has evolved
around, and favours, these large suppliers, which are profit-oriented and throughput-based™.

21 Supply Market Concentration 2.2 Missing the Opportunities of Local Supply

Today'’s electricity supply market in the UK is
dominated by the Big Six major suppliers who
account for circa 95% of domestic supply™ and

80% of commercial supply. At the end of 2013 there
were 24 companies in total offering electricity and/
or gas supply to households and 30 companies
offering electricity and/or gas supply to commercial
consumers'™. There are signs of diversification in the
UK supply market, this diversification for domestic
consumers is characterised by a number of low-
carbon energy suppliers, a co-operative supplier and
a private supplier focussed on geographically specific
white labelling'®. These smaller environmentally or
socially focussed suppliers also offer commercial
services, but supply market diversification for
commercial customers is largely accounted for by
supplier arms of corporate generators. This supply
market structure is almost exclusively operated at

a national level, as the licenses and industry codes
mandate fully licensed suppliers to be party to the
national Balancing and Settlement Code, and to offer
services to all customers regardless of geography.
Whilst the market shares of the national utilities are
falling overall, the domestic supply market can still be
characterised as relatively uncompetitive and there
have been concerns raised by the regulator and the
Competition and Markets Authority' as to the

poor outcomes being realised by householders

and SME’s'®,

—h ‘

The national nature of the supply market,
concentrated or otherwise, means a number of
opportunities to secure economic, social and
environmental outcomes go uncaptured. Small to
medium scale renewable energy schemes find it
hard to compete with larger generators because
vertically integrated utilities have a disincentive to
support sustainable power purchase agreements'®.
This has led the UK government to introduce the
option of a purchaser of last resort, to provide
backstop PPAs to new entrants to the Contracts
for Difference (CfD) scheme?. Further: the national
structure and multinational ownership of energy
utilities means energy value leaks out of local
economies?'. There are several technical and
behavioural benefits on the demand side of energy
supply that can accrue to householders, businesses
and system managers, which are militated against
by the national supply market®? and the business
models of national utilities undermine the potential of
energy efficiency?3,
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2.3 Why Supply is Nationally Regulated

24

The UK energy system is based on ‘top down’
control that directs energy from centralised
generation to meet demand at any point. When this
approach was conceived, following privatisation

in the 1980s, ICT was expensive and could only

be operated economically when concentrated in
one place, therefore, this national system of control
made a lot of sense. Regulation and trading systems
followed this national centralised model and have
remained the same ever since. Energy trading
arrangements are based on the assumption that
organisations manage their physical position and
achieve contracted balance at the national level.
Furthermore, organisations are assumed to be
energy specialists, operating at the national scale,
who can trade their positions on the wholesale
market. However, the emergence of smart
technologies and distributed generation create new
value opportunities that can be best captured by
local structures, this is incompatible with an entirely
nationally focussed system. The diversity and variety
of local demand and generation suggests that some
forms of local balancing could be a more effective
and efficient to optimise supply and demand , and
may be able to complement and run in parallel to
national balancing.

New Supplier New Outcomes: Local
Suppliers are not just ‘Mini Utilities’

It is increasingly recognised that a move towards
greater decentralisation of the energy system could
more effectively address the energy trilemma of
climate change, security and affordability®. This has
opened the way for engagement of new actors in the
energy system, including community groups, social
enterprises and local authorities. There is potential
for local actors to engage with each or many parts of
the energy system, including generation, distribution,
supply and demand reduction, and a real appetite

to take more control of local energy provision®2,
Furthermore, local authorities can not only engage
directly but also shape the context for other local
actors®***, The vast majority of local energy projects
are concerned with energy generation and/or
demand reduction initiatives; few have addressed
supply, because of the complex regulatory
environment and high set up costs.

The motivations of local actors seeking to enter

the energy market are diverse; table 1 presents a
selection of motivations for engagement in local
energy reported by local authorities and community
groups®*, Table 1 also identifies a growing
evidence base that suggests pursuing these
outcomes through the energy system is realistic.
Local actors often report multiple motivations, which
can make it difficult to identify optimal solutions.
Furthermore, motivations vary significantly between
different actors, which means that there is little
standardisation and little opportunity to learn from
predecessors. One of the principal motivations for
engagement in local supply is social; addressing
fuel poverty by reducing prices, or tariff fairness.
However; local supply is increasingly part of efforts
to increase local accountability and control and
energy independence.

Economic

Social

Environmental

Self-governance or
self determination

Competitiveness
and economic
growth

Job creation

Revenue
generation

Fuel poverty
reduction

Regeneration

Skills and
education

Social cohesion

Fairness e.g. tariff
discrepancy

Carbon emissions
reduction

Air quality

Local accountability
& control

Energy
independence

Table 1: Outcomes cited as motivations by local supply
stakeholders and supporting evidence.

Outcomes Example evidence

37, 38, 39

40, 41, 42

43, 44

45, 46, 47, 48

49, 50
51, 62, 53

54, 55
56, 57

58, 59

60, 61
62, 63

64, 65
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For this work it is critical to recognise that a significant
proportion of actors engaged in the question of local
supply are motivated by reasons beyond the opportunity
to set up a profitable enterprise for the delivery of private
returns. They do so based on the pursuit of a mix of

the outcomes categorised in Table 1. This is important
because different ways of organising local supply (which
we call archetypes) enable different opportunities to

be exploited and different outcomes to be pursued to
mainstream operation.

2.5 The Four Opportunities of Local Supply

Table 1 describes a range of outcomes which

are being pursued through engagement with the
electricity system. The evidence cited in the table
identifies a number of opportunities that can be
exploited to secure these outcomes. This relationship
has not always been clear in the literature on local
energy systems and economies. Here we place
these opportunities into four categories: Better routes
to market for local generation, fulfiling the potential

of the demand side, real energy efficiency gains and
re-localising energy value. Further, each of these can
enable reductions in fuel poverty.

Below, the contribution of each opportunity to

the wider energy system is summarised, and the
importance of local supply to their exploitation is
discussed. Many of these opportunities constitute
rational revenue propositions; yet the fact that they
remain uncaptured shows that current market actors
are either unwilling or unable to exploit them due to
their size, business models or regulated structure.
Emerging local supply models (or archetypes as
we call them in this report) have been suggested
as ways of better capturing these opportunities.

In section 4 we describe this potential in more
detail. Here, however we confine ourselves to
defining these opportunities and linking them to the
outcomes being pursued by local energy groups.

2.5.1 Opportunity 1: Better routes to market
for local generation
Local supply has been proposed as a way
of maximising the amount of community/
local energy that enters the energy system.
Much of the debate around local supply is
motivated by the fact that community and
local generation schemes face unfavourable
conditions in the wholesale electricity market
due to their characteristics as owners of small
scale intermittent generation®6%%¢, Currently
community energy schemes are able to
access fixed FiT tariffs for the power they

=

produce from schemes up to 5SMW capacity.
In the DECC Community Energy Strategy
the Government signalled its intent to raise
the FT tariff to 10MW for community energy
schemes wanting to receive the fixed FiT.
Recently however DECC announced that this
would not happen due in part to the effect of
raising the threshold on new schemes that
remained under 5SMW®®,

In order to retail power in the first place,
generators must either participate in the
national BETTA market which requires
significant overheads, often too large for
community and small commercial schemes
to bear in relation to their output, or sell

their output via a third party which is a
BETTA participant (via PPAs). This places
community energy schemes in a difficult
position, as given the upcoming phase out of
the Renewables Obligation, the only option
for schemes rated above SMW will be to

sell their electricity into the market via a PPA
with a third party licensed supplier (TPLS) or
market trader. Responses to a 2012 call for
evidence by DECC™ demonstrated the terms
of PPAs have been steadily declining, leading
some to predict small, intermittent generators
will be likely to achieve below-reference price
for the power they produce.

Under the CfD support system, the price
received will be referenced to that of the day
ahead market, and the difference between
the reference price and the strike price is paid
to the generator. Cornwall energy’”" amongst
other commentators™ have demonstrated
how the complex auction structures such

as those proposed under the CfD scheme:
militate strongly against non-expert
participation in the bidding system, can slow
down the renewable project build rates, and
act as a barrier to new entrants.

The combination of a complex and
competitive auction structure and
unfavourable conditions in the PPA market
put larger companies and vertically Integrated
utilities in a powerful position to capture the
rationed support available under the CfD
mechanism. This is an unequal playing field
as incumbents can use market position to
consolidate existing advantage. This will likely
constrict the community energy market to
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under SMW schemes, undermine innovation
in the sector and ultimately undermine the
potential for medium scale renewables

in the 5-50MW range’. Recent CfD
allocations however do show schemes in the
5-50MW have performed well in the auction
mechanism™ and have included community
and municipal developers. Their continued
presence and ability to further succeed will
be dependent on the strength of PPAs into
the future.

These issues have led researchers and
commentators to argue that a local supply
option might better serve community and
other small independent generators, 7767778
to cite only a number of the many examples.
The idea that a local supply structure would
be able to offer better PPA’'s to embedded
generators is based on two notions. First,
that a national utility business model is

not interested in small scale community
PPA’s for the reasons outlined above, and
therefore is incentivised to offer poor terms.
Second, if a local supply entity was set up
with a goal of marketing local power, their
business model could be oriented towards:
ensuring the generators’ PPAs realised the
full embedded benefits available (derived
from the avoidance of various network and
other charges), pass on more value from
‘green certificates’, and avoid unnecessary
charges being incorporated into poor PPA
offers™. In order to access such embedded
benefits the generation would need to meet
demand through a supplier within the same
GSP group®. As such any ‘local’ supplier
looking to operate to secure better PPA deals
for a proximate community, would likely find
it important to operate within a single GSP
region®'. In section 4 we discuss the current
options and possible archetypes that would
underpin better PPA’s or similar contractual
arrangements that would allow local
generation to receive higher returns. Here

it is only important to note that local supply
has been proposed as a solution to the poor
prices being achieved by small generators in
the national market.

2.5.1a Opportunity 1 and Outcomes

2.5.2

The opportunity to secure better prices for
exported electricity is not being pursued

by most community or municipal energy
schemes to generate profit. As evidenced in
Table 1 the values being pursued by these
actors are diverse. The result of achieving

a better price for power generated is more
local and independent energy generation
schemes which may be pursued to secure
environmental (decarbonisation of electricity)
and/or socioeconomic outcomes. Different
forms of local supply may be able to achieve
this in different ways and with varying
degrees of success. Opportunity 1: ‘Better
routes to market for local generation’, has to
potential to deliver these outcomes and has
been the main focus thus far of the actors
from the community energy space. There are
further, more systemic opportunities available
within local supply that also speak to the
same value set. The next opportunity looks
beyond the generation market.

Opportunity 2: Fulfilling the potential of
the demand side

When the varieties of local generation and
demand within a particular GSP are looked at
together, there are a number of opportunities
for the creation of value that result from
better matching of generation and demand.
This can include a reduction in transmission
losses and grid constraints, energy security
and avoidance of ‘over generation’. These
opportunities are often considered to be on
the ‘demand side’ as they all rely on having

a number of consumers or generators willing
to participate closely in the system by flexing
their consumption/load. For clarity these

are split into two sub groups here: Demand
response/participation and time of use tariffs.
Space does not permit a full breakdown or
close explanation of these opportunities,
what is important here is to demonstrate the
fact these opportunities exist in the system
and how their under-exploitation to date has
been due in part to a dearth of local supply
business models.
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2.5.2a Demand Response and Participation

Demand side response and participation
(DSR/P) refers to the ability of a number

of consumers to reduce their electrical
consumption (demand) in response to signals
from suppliers, infrastructure or system
operators. Often demand response is thought
of in terms of hardwired solutions to enable
third parties to affect a consumer’s load
profile; whereas demand participation is more
aligned with customer behaviour to schedule
loads differently, though both can be used

in the same project. In broad terms these
demand responses may be useful for:

m Suppliers; as a real time service to avoid
imbalance charges in the Balancing
Mechanism

m Distribution and Transmission network
operators; to manage network constraint
(avoid overloading), fault management and
to defer or eliminate the need for future
reinforcements®?

B The System operator to use as operating
reserves to maintain system balancing®®

Each of these services has a value to the
parties above which can be monetised, yet
due to the liberalised nature of the market

the values of demand side response accrue
to different parties at different times?“.
Though these values exist and could be
substantial®®, Ofgem has conceded that

there is little visibility on their systemic use®®.
Recent work®” identifies two major problems
with the current system in its incentivisation

of DSR/P. The first is the way in which the
values in demand response accrue to different
parties at different times. For example, if a
DNO was experiencing network stress on a
sunny, windy day they may wish to access
DSR/P in real time, et if this were widely
taken up this may affect the supplier position
after gate closure®. The second issue is the
current inability of DSR/P business models

to meaningfully engage with householders as
the distribution and supply function are legally
separated in the UK. This means demand side
services are unable to be incorporated onto
consumer bills. The national nature of most
utilities also militates against geographically
specific demand response services which are
necessary for DNO system management®o°%

=

There are existing business models for
demand response and services in the

UK®', These are often national models that
predominantly contract with the system
operator (National Grid) for short term
operating reserve and with regional DNO’s to
enable network management. Currently these
business models operate on a commercial to
commercial basis and/or outside the supplier
framework. They operate outside the supplier
framework because long term contracting

is not possible due to the legal requirement
for consumers to be able to switch supplier,
and they operate commercial to commercial
because load response from domestic
properties is too small unless it is highly
aggregated. Attempts have been made to run
projects aggregating domestic load® but this
requires novel business models for domestic
load aggregation and have been specified to
avoid bilateral contracting with suppliers®,

Research has shown there are outcomes
from demand side projects that can benefit
local economic development by making
space on congested networks for new
developments, and that this would be made
easier if local supply structures existed®.
Equally, the penetration of smart meters
offers new ways of aggregating customers
with small demand and undertaking close
community level engagement to deliver
load shifting which can be traded as a
demand side service® all of these benefits
are currently unable to be accessed by

all domestic consumers and most SMEs
for two reasons; 1) because the right to
switch supplier militates against long term
contracts for domestic customers and 2)
because many of these services are most
beneficial when deployed within a defined
geography. Many of these opportunities
could be exploited if new local supply and/
or aggregator business models were to
emerge that could engage with the domestic,
SME and larger commercial market. There
is then a clear set of values available through
the aggregation of domestic and SME load
alongside commercial load, which if it could
be pursued through local energy supply or
contracting solutions, would offer significant
benefits to the system.
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2.5.2b Time of Use Tariffs

Whilst realising the full opportunities of
DSR/P is dependent on geographical
aggregation they are not the whole picture
on the local demand side opportunities.

With the roll out of smart meters, there is the
option for consumers to be offered tariffs
which price power differently in different
times of the day. Research into so-called time
of use tariffs®, has shown that impacts on
customer bills would be mixed if no behaviour
change is assumed. However, recent
research® has demonstrated the potential

to engage customers with smart meters and
shifting demand to cheaper times of day,

i.e. away from load peaks where electricity

is expensive. There are benefits to national
suppliers that wish to engage in demand
side participation, currently small commercial
and domestic customers are settled on a
profile, whereas large customers are settled
half hourly and benefit from using power at
times when electricity is cheap, this option
has not been open to domestic customers
as the costs involved in settling smaller

users half hourly are too high. However, by
aggregating smaller users with similar load
curves behind a virtual meter, an aggregator
could theoretically offer cheaper tariffs to
participants ‘behind’ the virtual meter if they
were able to adjust their collective load profile
to shift demand to cheaper periods®. This
model would require contractual partnership
with a third party licensed supplier to manage
the billing process and system balancing
functions. This has been most progressed

in the UK by the Energy Local concept and
developed under the ‘Local Aggregator’
archetype discussed in section 4. National
supplier smart metering enables time of

use tariffs but is largely unable to offer the
sophistication of demand participation
offered by a local aggregator.

2.5.2¢ Opportunity 2 and Outcomes

For demand side response and participation
there are two clear value opportunities if a
geographic business model were adopted.
Firstly demand side services can be offered
to suppliers, network managers and

system operators. How these services are
remunerated is currently complex as it is very
difficult to do so through national suppliers.

=

2.5.3

If a local supplier were to enter the market
place they would be better able to engage
with consumers in their area, contract with
these parties and pass savings on through
bills. Secondly, if groups of small consumers
are aggregated they may benefit from
shifting demand to cheaper periods in half
hourly settlement. By passing the monetary
values of these opportunities to customers
the outcomes can be cheaper bills, which

in turn deliver socio-economic goals such
as fuel poverty reduction and fairer tariffs.
For municipal authorities these demand

side approaches can materially enable new
economic development projects in areas of
network constraint®, this in turn contributes to
local economic growth and competitiveness.
Thus opportunity 2 can be seen to deliver
several outcomes described in Table 1.

Opportunity 3: Real energy

efficiency gains

Both opportunities 1 and 2 above could
deliver positive outcomes in the energy system
but do nothing to reduce the final volume of
electricity used by households and business.

Space does not permit a breakdown of the
energy efficiency policies deployed recently
in the UK. However it is worth noting that
even though the UK benefits from some of
the lowest retail electricity and gas prices in
the EU-15' it also suffers the highest levels
of fuel poverty in the EU-15 with one of the
most energy inefficient building stocks in
Europe'©12, Clearly there are significant
energy demand reductions available by
deploying energy efficiency measures. Recent
research has shown sustained engagement
in cost effective or cost neutral energy
efficiency at the local level in the UK could
secure an 18% reduction in GHG emissions
from commerce, industry and domestic
users by 2020'%, However, even those
energy efficiency investments that represent
commercially attractive revenue opportunities
are underexploited in the UK'04195,

It is useful to focus on the new opportunities
that might be exploitable if local suppliers
had the freedom to engage with customers
differently to the traditional national utility
model. The national utility business model is
largely dependent on three pillars.
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1. Vertical integration, the matching of
the output of its generation fleet to its
consumer demand. In this way national
utilities can achieve de-facto retail as
opposed to wholesale prices for the power
produced.

2. Expanding the consumer base, in order to
increase shareholder value each utility can
capture more market share to increase its
profitability.

3. The stability in or growth of the effective
demand of the consumer base.

For the traditional utility model, any significant
reduction in final demand undermines
returns. As such, the conventional utility
model cannot reasonably pursue genuinely
transformative energy efficiency reductions
without undermining their core business of
maximising kKWh unit volume sold'”. The
response from utilities is that they can do so
because they can rely on securing expanding
market share. If local supply licenses were to
proliferate with single local suppliers, bound
to operate only in one geographic area,

then the expanding market share argument
could not hold. In this way, if substantive
energy efficiency opportunities are to be fully
exploited the business model of electricity
supplier must change to incentivise energy
efficiency.

The Energy Service Company or ‘ESCo’
business model may enable energy demand
reductions of between 22% and 35% more
than the traditional utility model™®. ESCos
provide energy services (e.g. a warm home,
hot water, efficient appliances and lighting)
rather than sell energy by the unit to provide
these services. The focus on service delivery
as opposed unit throughput, incentivises
them to reduce consumer demand, and
realise revenues from energy savings'™®;

this results in a business model that is far
more compatible with delivering substantive,
systemic energy efficiency gains and resulting
in lower CO, emissions'. ESCos are a
growing phenomenon in the UK'™"2 but
have exclusively operated in the public and
private sectors, and have done so under
three main models: ESCos operating on a
business-to-business basis, Local public—
private partnerships involving local authorities,

and limited energy service offers from major
energy retailers'®. Business to business
energy performance contracting is more
prevalent as medium to large businesses
and public bodies have the administrative
capacity to separate out energy bill savings
through contracting procedures outside

the supply structure. The ability of SME

and domestic consumers to benefit from
the ESCo model is hampered by conflicts
between the mandate of the regulator—

to protect the interests of customers by
promoting competition through the supplier
switching mechanism—and the need for
long-term contracts to justify the large upfront
capital investment™4,

Recent research'® has proposed the ESCo
and extended Multi Utility Service Company
(MUSCo) models™® are far better aligned
with realising the untapped opportunities

of energy efficiency. Also the local focus,
institutional trust and buildings stock
expertise of local government is showing
widespread benefits for engaging citizens

in energy efficiency retrofit'”. Linking the
local expertise of municipalities with a
supply business model that is able to invest
in substantial energy efficiency is a critical
branching point in this research which should
not be understated (see section 4.3).

2.5.3a Opportunity 3 and Outcomes

The opportunity of real energy efficiency
gains has positive contributions to make to
many of the outcomes in Table 1. Economic
development is served by putting more
disposable income into the pockets of

local citizens. Socio-economic gaols of fuel
poverty reduction are directly addressed by
energy efficiency investments, particularly

in local authority housing stock and in
housing association accommodation.
Energy efficiency retrofit also increases

new jobs and skills and reduces carbon
emissions. The lack of suitable business
models in the supply market that are able to
incorporate retrofit savings directly into bills,
and the benefits of local focus, place energy
efficiency as a fundamentally undervalued
and underexploited opportunity in the local
supply space.
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2.5.4 Opportunity 4: Re-localising energy value
Citizens, Municipalities and regional
development bodies in many European
countries have begun to see energy value as
a key component of economic prosperity,
and have thus investigated the potential to
play a more active role in the generation and
supply of their own energy needs. In the
UK our market structure has resulted in a
significant ‘leakage’ of energy value out of
cities, regions and ultimately the nation&'°,
Enabling new, local business models to
be tested that reverse this loss of value is
an important next step. New tools for the
assessment of the flows of energy value
through regions have shown that up to 10%
of GVA ‘leaks’ out of the local economy in the
payment of the energy bill?°, and that there
are a number of opportunities to re-localise
these values, to the benefit of the local
economy121,122,123,124l

The assessment of value within the energy
economy and the aspiration to re-localise a
proportion of this value is a key motivator for
many stakeholders in the local supply sector,
as they see local supply business models

as critical to enabling the three opportunities
above, but within a beneficial ownership
structure that has a high element of local
equity stakes'?125,

2.5.4a Opportunity 4 and Outcomes
The values at stake in the energy system have
begun to attract attention from economic
development professionals across UK cities.
By taking a stake in the energy economy,
local authorities in particular may be able
to secure new revenue streams in times
of austerity. The re-localisation of energy
values has the potential to contribute to all
of the outcomes described in Table 1. The
determining factor will be how the different
value streams are redeployed. There is
nothing stopping a municipal energy company
from using revenues to support frontline
services, yet there are also the opportunities
for revenues to be recycled into further energy
system outcomes. What matters here is that
once energy values are re-localised they
come under an element of democratic control
they currently do not enjoy.

2.6 The Need for Archetypes of Local Supply

This literature review has highlighted four missed
opportunities in the energy sector that may be
addressed by closer engagement with the UK
electricity supply market. There is clearly significant
scope for local supply to contribute to several

core aims of UK energy policy and realise wider
beneficial outcomes across economic, social,
environmental and governance spheres. This review
has intentionally avoided discussion of the solutions
that have been suggested in secondary literatures
as this is the role of sections 4 and 5. Here the
outcomes being pursued by local supply actors
have been linked to four missed opportunities in the
UKSs energy sector. In order to develop this sector,
clarity is needed on the archetypes of local supply
that are being pursued by different actors. The
potential for these archetypes to capture the missed
opportunities presented needs closer analysis,

as do the barriers and policy responses that are
needed to nurture this sector. This is the output

of the remainder of this report. Firstly however,
research methods are defined.
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3. Methods

To assess the current landscape and future
potential for local supply the research team
utilised four methods.

Firstly a desk based review of secondary policy
documents, advocacy reports, regulatory standards
and technical briefings was undertaken to provide the
evidence base above. Secondly a series of 12 semi-
structured interviews was undertaken with actors from
across the local supply space comprising: six local
authority interviews with five officers active in either
setting up new supply structures or engaging with
municipal energy more widely, two CEQ’s of innovative
local supply models, two Innovation managers at
distribution network companies, one provider of

‘license in a box’ services and one interview with three
members of Ofgem. Thirdly five members of the national
Local Supply Working Group completed qualitative
questionnaires describing archetypes of local supply in
the UK, including their barriers to implementation. Finally
an intensive session of 15 focus groups was conducted
in one day at a Local Supply Workshop, facilitated by
DECC and The Cabinet Office. These focus groups ran
five groups in three parallel sessions on: the future of local
supply, experiences of local supply, and strategic options
for local supply.

This multi-method approach generated in-depth data
on the aspirations, motivations and outcomes being
pursued by local supply actors, a suite of archetypes

of local supply, with various theorised benefits, and

an analysis of the barriers that these archetypes face
given current system regulation, stakeholder capacity
and understandings of future options. These results are
presented below.
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4. Results

This section is presented in three parts. The first describes arrangements for exemptions and
unlicensed supply that operate in parallel to the current arrangements for licensed supply. We
go on to describe a series of arrangements that could be used to enable local supply, which we
call archetypes. In the final part we identify how these archetypes contribute to the opportunities
described in section 2.5.

41 Existing Exemptions and Unlicensed Supply

The 1989 Electricity Act and the 2000 Ultilities Act
make provision for the Secretary of State to grant
exemptions from the requirement to hold a supply
licence. The qualifying criteria for exemption are set
out in the ‘Class Exemption Order?’, which aims
to minimise the burden of regulation on persons
operating in a limited manner in the generation,
supply and distribution of electricity.

The specific objective of the class exemption
order for supply was to “exempt those persons
who supply electricity from their industrial or local
embedded plant”?® and this includes a series of
thresholds:

(i) they may supply customers up to a maximum of
5 MW of power- of which up to 2.5 MW may be
to domestic customers.

(i) they may supply a single consumer or a
qualifying group at a remote location subject to a
requirement that one third of that consumption is
supplied on-site or over private wires.

(i) customers of such suppliers may resell up to
10% of the power bought of which no more than
250 MW hours per annum may be supplied to
domestic customers™®,

Class exemptions apply to projects like:

m Prosumption — for example: solar panels on a
village hall generating electricity, which is used
directly by the village hall

m Direct supply — for example: solar panels on a
village hall owned by a co-operative which is sold
directly to the village hall.

m Private wire supply — for example, Woking
Borough Council generates and distributes (via
a private wire network) electricity directly to local
commercial and domestic consumers'°,

m Exemption under 5SMW using the public network',

22

Class exemptions are automatically applicable

if organisations meet the conditions of the
exemption in question. In such circumstances, it
is not necessary to apply to DECC or Ofgem for
the exemption to apply, or to notify that a class
exemption is being claimed'®?. This makes it
difficult to track the prevalence of these kinds of
exemptions.

In addition the Secretary of State can issue
individual exemptions, for which a formal application
must be made. However; individual exemptions
are predominantly used to grant exemption from
generation licences and it is very unusual for
individual exemption to be granted for supply; “The
Department [DECC] considers that in most cases
it s not appropriate to grant exemption from the
requirements of supply or distribution licence. This
is because it is rarely considered appropriate for
these activities not to be subject to the full terms of
licensing regime”**%, There is one recent example
of an individual supply licence exemption for MVV
Davenport to supply TMW of electricity purchased
from a licenced supplier to the Naval Base in
Devonport, which is not automatically exempt
(because it is not supplied on-site or over a private
wire)'34. However, this is a temporary exemption in
lieu of development of an energy from waste plant
on-site, which would be exempt.

The current landscape of unlicensed supply has
not to date enabled the exploitation of the four
opportunities outlined above. This is largely because
most of the missed opportunities of local supply
require some level of use of the public distribution
network and some form of regulated billing. As
such, new archetypes of local supply are needed
that can either use innovative business models/
technology to operate within the current regulatory
system, or that could operate were the marketplace
or system regulation more compatible with their
growth. It is these archetypes that are now
investigated.
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4.2 Archetypes

This section outlines a series of archetypes that
have been identified by the multi-method approach
described above. In each case the flows of energy,
payments, services and balancing are detailed in

a stylised diagram. These are not detailed market
models, nor are they representative of physical
energy flows. These archetypes are intended to
frame the discussion of business models and
organisational structures that have been suggested
by various local energy stakeholders. The first
archetype describes the current system; the
following archetypes go beyond the pro-sumption,
direct supply, private wire and exempt supply
options which already exist, to describe latent
archetypes which exist in cases where electricity is
drawn from the public network.

Diagram: The current archetype

4.2.1 The Current Archetype
The current archetype of energy supply in the
UK makes very little space for the growth of
small to medium scale independent power,
disincentivises local demand side services,
is poorly matched with delivering energy
efficiency goals and does not retain value
within the regions it serves. These issues
have been described in detail above. What
the system does very well is to provide
relatively cheap units of power to individual
households and businesses and maintains
a balanced system of reliable supply. Large
utilities constitute the bulk of generation
and supply and endeavour to match their
generation profiles with their forecast demand
and top up from or sell into the wholesale
market to tune their supply positions.
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4.2.2 Local White Label Archetype
A white label provider is an organisation that
does not hold a supply licence and instead
partners with a licensed supplier to offer gas
and electricity using its own brand. Existing
national examples of this are Sainsbury’s
Energy (partnering with British Gas) and Ebico
(partnering with SSE). White labels are thought
to play a role in engaging energy customers
through offering distinct tariffs, higher levels
of customer service and different sales
channels'. The licenced supplier provides a
range of services to the white label provider,
including billing, energy trading, industry
settlements, metering and reporting; but
interactions with customers are branded as
the white label provider and customer service
could be offered directly by the white label
provider. The tariff price is jointly decided
with the licenced partner, which has been
criticised for discouraging licenced suppliers
form competing on price, instead relying on

Diagram: Local white label archetype

Local
Generator

the white label to attract more active, engaged
customers through cheaper tariffs',

There is a distinction to be made between
national white labels, which are primarily
motivated by capturing ‘sticky’ consumers
and local white labelling which can

pursue wider opportunities. Local white

label offerings'™’ can operate at a local

level serving as little as several thousand
customers. Traditional white labels have been
energy companies partnering with national
brands that are offered to 100,000s/millions
customers. The difference is important
because local organisations who could

only hope to reach a fairly limited customer
base (in the 1000s) previously didn’t have

an opportunity to set up a white label
arrangement. Further details on the specific
opportunities enabled by local white labelling
are discussed in section 4.3.
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4.2.3 The Local Aggregator Archetype
The local aggregator archetype
(demonstrated clearly by the Energy Local
model'™®) proposes the introduction of half
hourly metering for groups of domestic
properties which would better enable the
matching of demand and local generation
through automated processes and demand
side participation. A core part of the local
aggregator archetype is the third party
negotiation between a Community Energy
Services Company (CESCo) and a third party
licensed supplier (TPLS). This model would
allow for the use of locally generated power
without the need for community generators
to set up a full license, but relies on the
voluntary participation of a third party fully
licensed supplier. At the generation end, this
archetype essentially pools local generation,
netting off local supply at a virtual meter
point. The Energy Local business model,

Diagram: The local aggregator archetype
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which demonstrates this archetype, has
received funding from InnovateUK to run a
pilot project which will generate real data to
inform market modelling.

This archetype was designed to operate within
the current regulatory regime, but there are still
some questions over the ways in which local
data is dealt with by the TPLS and Elexon.

The presence of innovation funding is key in
this regard to understand the choreography

of data and understand real flows of value.
The archetype diagram below captures all

of the potential services the local aggregator
model could deliver, though the research

team understands the development of these
services will be incremental. In this, and later
archetypes, the distribution network operators
and transmission system operators (DNO/
TSO) are included as the aggregator has the
potential to contract demand side services.
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4.2.4 The Local Pool and Sleeve Archetype

This archetype aims to aggregate distributed
generation from a local area (pooling) and then
supply a specific consumer or consumers
within a local area with equivalent power
without using additional wholesale market
intermediaries (sleeving); thus ‘pool and sleeve’.
This is a form of direct supply which License
Lite was introduced to facilitate. ‘Licence

lite” was introduced by Ofgem in 2009 to
overcome market entry barriers experienced
by distributed energy generators wanting to
supply their energy to customers directly™®,
Licence lite allows for conditional derogation
from the requirements under Standard Licence
Condition (SLC) 11.2 if robust arrangements
are in place with a third party licenced supplier
(TPLS) to discharge code compliance in

these areas on their behalf. SLC 11.2 includes
a number of codes that were identified as
presenting the highest cost and highest
competency hurdles including:

Diagram: The Local Pool and Sleeve Archetype

B Master Registration Agreement (MRA)

m Distribution Connection and Use of System
Agreement (DCUSA)

m Connection and Use of System Code (CUSC)
m Balancing and Settlement Code (BSC)

Licence lite holders are still obliged to comply
with other licence conditions and obligations
in interacting with the wider electricity

market (such as procuring power, customer
management, information and billing).

Since the introduction of initial guidance

in 2009 no organisations have yet been
granted a Licence Lite (Though at the time
of writing the Greater London Authority is
close). One potential reason is a lack of clear
understanding amongst aspiring suppliers
over the precise functioning of a Licence
Lite arrangement and the balance

of responsibilities between parties'*.
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4.2.5a The Municipal Utility Archetype

A recently emerged archetype is the fully
licensed municipal utility. This involves a local
authority creating a fully licensed supply
company and has recently been pursued
through the ‘supplier in a box’ route.

The municipalities furthest on with these
models have cited fuel poverty alleviation
and the aggregation of local generation,

both internally and community owned, as
primary motivations driving this structure.
With this aggregation of local generation load,
DNO and TSO services may be possible.
Equally, demand side services have greater
potential with geographically aggregated
customer bases. An important consideration
for municipal supply is the benefit of the
creditworthiness of the parent authority.
DECC and Ofgem jointly recognise the

Diagram: The Municipal Utility Archetype
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collateral needed to secure market entry is a
barrier to new supply businesses, particularly
where a bond market rating is not available to
the new entrant'2. Crucially for the Municipal
model, and dependent on organisational
form, individual local and combined
authorities in the UK are becoming far more
familiar with bond markets and are securing
ratings of their own'?, in which, due to the
structure of municipal finance, collateral and
revenue raising powers are often favourable.
Interviewees in our primary sample described
the need for collateral and/or affordable
credit as a significant barrier to market entry.
The municipally backed model may diffuse
this issue, but relies on the risk appetite and
financial health of host municipalities.
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4.2.5b The Municipal ESCo Archetype

A genuinely critical juncture for the entire
landscape of local supply is the business
models upon which municipal archetypes
evolve. The traditional utility business model,
based on units of energy sold, struggles
to pursue meaningful demand reductions
from consumers as this undermines the
fundamental value proposition of the

Diagram: The Municipal ESCo Archetype
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business. Critically if municipal suppliers were
to offer ESCo models at the outset, the route
along which the local supply landscape may
evolve would incentivise demand reduction.
Thus in the Municipal ESCo Archetype below,
meaningful energy efficiency is enabled by

providing a service as opposed to simple
units of energy.
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4.2.6 The Multi Utility Service Archetype

The delivery of multiple utilities within the
same contract has been proposed as a way
to deliver resource and cost efficiencies™.
This can range from simple bundling of
utilities (similar to bundling of television and
communications services) to the delivery of
integrated infrastructure services (such as
warmth and hot water) that require multiple
utilities to be delivered. MUSCos of the latter
type require a fundamental shift: away from
selling products or metered quantities of
utility products (e.g. kWh of electricity, gas or

Diagram: The Local Pool and Sleeve Archetype
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(such as thermal comfort, illumination and
cleanliness). Service companies generate
profit by selling the same level of service at

a lower level of utility consumption, which
inherently incentivises demand reduction.

Current examples of MUSCos tend to be
limited to district heating schemes where heat
and hot water are provided at flat-rates and
system-wide efficiency is promoted to reduce
individual bills (rather than individual metering).
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Software platform
and operator

4.2.7a Peer to Peer Archetype

Recently a Peer to Peer (P2P) archetype

has been proposed that utilises a software
platform to allow commercial customers to
select a mix of predominantly renewable and
embedded generation to satisfy the majority
of their electricity needs. This mechanism
requires the software platform operator to
match generators directly with consumers
(which need to be commercial in the first
instance due to metering costs'™). This can
result in a better PPA deal for generators and
a tariff that meets the needs and values of
the consumer, which may be price-based
but can also incorporate socio-economic or
environmental values. The company that has
progressed this furthest is Open Utility™® which
is running a trial sponsored by the DECC
Energy Entrepreneurs fund™. Importantly
this model requires the software platform
operator to partner with a third party fully
licensed supplier for the billing and balancing
functions, to make up for consumers demand

Diagram: Peer to Peer Archetype

where a consumer’s selected generation
package is insufficient to cover load. Similar to
‘sleeving’® the consumer’s load is preferably
met by embedded generation, but here the
embedded generation can be pooled by

the software platform as opposed to being
predominantly met by one generator.

In this report the value set of local supply
stakeholders is held to be key. Often this

is due to the organisational form these
stakeholders have, be it municipal, mutual,
charitable or social enterprise based. In
this peer to peer archetype the actors

are predominantly commercial. However

it is important to note that the most

active stakeholder (Open Utility) is openly
committed to a value set closely related to
many of those outlined in Table 1. This was
gleaned through primary interviews and is
demonstrated by the fact that this company
only approached third party supplier
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partnerships that had “alignment in vision and
values”, these being predominantly renewable
energy and decarbonisation based. This is
important as it demonstrates that even in
purely private relationships the actors in the
local supply space are motivated by wider
values than commonly assumed.

Though the P2P model operates a distinct
exchange outside normal wholesale

trading agreements, it is distinct from other
exchanges which currently exist to provide an
alternative route to market for independent
generators such as the ‘e-power’
exchange'®. The e-power exchange acts

as a market-place for short-term PPAs or
surplus contracted volumes of power'®,
which are sold to the highest auction bidder,
who are fully licensed suppliers or established
wholesale market traders. Similar to the Open
Utility model however there is no inherent
geographical restriction.

Diagram: Peer to Peer with Local Balancing Unit

4.2.7b Peer to Peer with Local Balancing Unit
The peer to peer model in 4.2.7(a) is not
bounded by geography. Generators and
consumers in different GSP groups would be
free to trade on the software exchange. Work
by Cornwall Energy and Elexon has identified
an archetype in which senior suppliers (with
full supply license) would be able register
a bespoke unit in settlement on behalf of a
junior supplier in a single geography. This
would require the creation of a settlement
unit enabling export and import meters within
a Grid Supply Point (GSP) Group unique to a
locality to be consolidated on its own'®"152,

This Archetype is close to license lite

in design but changes the contractual
relationship between the junior and senior
supplier, as it enables the junior supplier to
net production and consumption before it
is added to the senior supplier’s position
in settlement. This reduces the exposure
of the junior supplier to balancing charges,
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makes the senior suppliers administration
of associated data flows easier (reducing
contractual costs), and allows the junior
supplier to be clear on the net embedded
benefits they are entitled to (as embedded
benefits are only applicable when produced
and consumed within a single GSP group).

The impact of this in tariff terms was
predicted to be a 0.9p/kWh reduction in

the unit cost of the average local supply
tariff, reducing the gap between national
utility regional tariffs from 3.5p/kWh to 2.6p/
kWh'2, Importantly this work is premised on
a comparison between the Big Six standard
variable rate unit cost within a GSP region
and is a direct comparison between tariffs
offered by vertically integrated utilities and
complex and lumpy local generation. This
archetype does not make room for the
junior supplier to engage in any innovation

in demand response or energy efficiency
side, and is thus a direct generation cost
comparison. The archetype here is based on
the P2P schematic presentation by Cornwall

Diagram: Not for Profit National Supplier
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energy's* on a specialist aggregator to identify
costs for each local BMU and apportion
embedded benefits then net off volumes
before reporting to senior supplier's BMU.
This archetype requires some development
as the specialist aggregator’s relationship
with the junior suppliers was unclear at the
time of writing.

In both formulations (a&b) the peer to peer
model needs half hourly settled consumers in
order 1o be effective.

4.2.8 Not for Profit National Supplier

Each of the archetypes above has been
developed by different local supply
stakeholders from a variety of different
perspectives. Importantly the White Label,
Local Pool and Sleeve, Local Aggregation
and Peer to Peer archetypes all require a
fully licensed third party supplier in order
to make the archetype work in terms of
both regulatory compliance and system
services such as billing and metering. For the
remainder of this report these are referred
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to as ‘intermediary archetypes’ as they still
require a contractual agreement with a fully
licensed supplier. The conclusion of the local
supply workshop developed and hosted by
DECC and Cabinet Office (see section 3) was
a voting and preference process, through
which local supply stakeholders identified

a further archetype which combined the
aspirations of a number of local supply
stakeholders. This archetype was classified
as a not for profit licensed supplier whose
primary role was to facilitate various local
supply aspirations stated by different
stakeholders. Participants cited the need

to secure a profit margin when operating a
licensed supply business as one element of
electricity pricing which could be re-directed
into securing business models compatible
with the outcomes in Table 1. Published
figures by the regulator'® demonstrate
recent operating margins or pre-tax profits
on average electricity bills to vary between
0-3% from January 2009 to December
2013, representing between £2-20 on each
average household bill. Projected future
profit margins are higher and forecast to
vary between 6-9% or £37-£52 per average
household electricity bill of between £549-
567. Ostensibly then, at least in the near term,
there is the potential to recycle some of this
value into administration of the archetypes
of local supply. This could take the form of a
not for profit licensed supplier facilitating one
of the Intermediary archetypes presented
above. How this model would come about
is as yet unclear but may evolve out of a
consortium of organisations engaged in any
of the archetypes outlined above. As such
this approach may appear as a medium to
long term result of the growth of intermediary
and regional full supply archetypes.

4.3 Matching Archetypes with Opportunities:

In this section the abilities of each archetype to
secure the opportunities outlined in section 2 is
analysed. Much of this matching is speculative due
to the extremely limited or non-existent penetration
of these models into the market. However the
characteristics of each archetype lend themselves
to securing each opportunity differently. These
characteristics are briefly described before being
presented in an opportunities matrix (Table 2).
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4.31

4.3.2

The Current Archetype

As evidenced above the current archetype
does not support independent generators,
especially at a smaller scale. A situation
likely to get worse as the retiring of the
renewables obligation removes a ‘market
pull’ for accredited low-carbon generation'®.
The opportunities for deep energy efficiency
are militated against by the inherent utility
business model'571%815°, Demand side
opportunities are limited and energy value

is captured internationally. Each of the
archetypes below offers an alternative
proposition, but some incentivise the
realisation of the opportunities described in
section 2.5 differently.

Local White Label Archetype

In a local white labelling relationship, there

is potential to link local partners supply

to PPA’s of local generation, which could
contribute to growing local energy generation,
currently this is only offered by the OVO
communities schemes. Responses from
OVO argue that having local supply (through
a local white label) enables a direct link to

be made between local customers and local
generation allowing costs of local generation
to be fed through to the local customer
base. This offers two benefits. 1) The white
label partner can support local generation

by buying its power, thus supporting their
wider local goals for economic development
and emissions reduction. 2) The white label
partner can control costs along the entire
energy supply chain — from generation to
supply. This means if they can realise any
cost savings from the local generation (e.g.
by supporting developers to get through
planning or by offering targeted financial
support for getting through feasibility studies)
these benefits can be passed on directly to
local customers. Here the decision of what
to do with any benefits realised through this
scheme is the decision of the Local White
Label Partner. As OVO communities is only
offered to municipalities and social landlords
and community groups'®, there is significant
potential to re-direct these revenues into fuel
poverty programmes. However, this relies on
the motivations of the local white label partner,
and as an archetype broadly conceived there
is no reason more heavily profit oriented
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4.3.3

4.3.4

models could not emerge. It is possible

that tariffs could be time-of-use tariffs to
enable demand response but there are no
examples of this to date. The local white
labelling archetype is not currently thought to
significantly re-localise energy value'®',

The Local Aggregator Archetype

Under the local aggregator archetype there is
significant opportunity to secure a better deal
for local generation behind a virtual meter if
this local production can be netted off against
consumption behind the same meter. Here
the community energy service company¢?
can decide how to allocate the benefits of
being able to achieve a generation price
closer to retail value. Further, this archetype

is predominantly designed to enable cheaper
tariffs by engaging both automated demand
side response and behavioural demand side
participation, moving the load curves of local
consumers more into line with the times of
day when energy is relatively inexpensive.

By enabling half hourly settlement and local
generation pooling, this archetype performs
well in encouraging better routes to market for
local generation and securing tariff reductions
from the demand side. Theoretically, given
the local, community based focus this

model could also engage strongly in energy
efficiency and retrofit but this has not been the
focus of the development of the archetype to
date. As for the re-localisation of energy value
this depends on the beneficial ownership of
the CESCo and the local generation, but this
is assumed to incorporate an element of local
equity (in the broadest sense) and therefore is
held to be positive.

The Local Pool and Sleeve Archetype
There is limited evidence to suggest that

local pooling and sleeving would result in
lower energy prices'®, therefore the potential
to contribute to tariff fairness or fuel poverty
alleviation is limited. The main purpose of
operating Licence Lite (to enable local pooling
and sleeving) was to enable the direct supply of
local generation to consumption, which could
contribute to growing local energy generation
projects. There has been no discussion to
date of the role of local pooling and sleeving in
demand reduction. Equally only weak potential
for the re-localisation of energy value is seen
beyond the growth of local generation.
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4.3.5a The Municipal Utility Archetype

The establishment of a fully licensed municipal
utility has the potential to incentivise strong
gains in the procurement of local power from
local independent generators and opens new
avenues for outright local authority ownership
of new generation and new partnership
approaches. Thus a fully licensed municipal
utility is likely to lead to stronger PPA’s for
local generation. On the demand response
side, a municipal utility is better placed to
engage with local consumers on basic

time of use tariffs but is unlikely to enable

the same sophistication of load shifting the
local aggregator archetype may achieve.
There remains the possibility for municipal
utilities to contract with the DNO network in
particular, to offer demand response services
to constrained areas of the distribution
network, given that consumers are likely to be
aggregated geographically.

In this model, the potential for the re-
localisation of energy value is high as the
values of generation and supply are being
re-localised. Municipal utilities would almost
all be within a single GSP region (with some
exceptions) and the re-localisation of the value
in the supply market could underpin municipal
revenues, which can then be redeployed

into social programmes or retained within a
broader strategic energy programme. Those
in the primary sample cited the desire to

offer fairer tariffs to the fuel poor as a core
motivation in the decision to investigate the
potential for a municipal utility. The value
proposition will differ in each case based on
which of the above opportunities are pursued,
but in each case this is likely to lead to some
measure of fuel poverty alleviation.

A critical message from this work however is
that the establishment of a municipal utility,
based on a units of energy sold model such
as any national utility, does not get away from
the disincentives to real energy efficiency
gains. As a geographically constrained

utility has a finite customer base, were that
customer base to significantly adopt deep
retrofit, there would be few opportunities to
compensate by expanding market share. As
such the municipal utility archetype is not
likely to incentivise strong energy efficiency
measures.
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The municipal utility model then, may be
suited to the proliferation of local generation,
the pursuit of fairer tariffs, and the re-
localisation of energy value, but fail to secure
significant energy efficiency gains, perhaps
more so than the national utility model.

4.3.5b The Municipal ESCo Archetype

4.3.6

4.3.7a

The Municipal ESCo archetype offers a way of
securing the same benefits of the utility model
but with better efficiency outcomes due to
billing based on the services energy provides,
such as a warm home, effective appliances
and lighting. The ESCo structure can pursue
substantive energy efficiency gains without
undermining the core business model and

is therefore seen as a preferable archetype

in theory, though this archetype faces more
short and medium term barriers.

The Multi Utility Service Archetype

In a similar way to municipal ESCos, the
MUSCo archetype is founded on energy
efficiency so inherently incentivises demand
reduction. The inclusion of multiple utilities
means that the same service could be delivered
with far less resource'®*. However, there is no
guarantee that this efficiency will lead to lower
energy costs; reductions in resource use would
pay for investment in energy saving measures.
Therefore, despite delivering improved energy
services as a result of installing efficiency
measures, fuel poverty (as it is measured now)
might not be affected because the cost of
services may not go down. MUSCos would not
automatically use local generation, although
the combined provision of heat, hot water and
electricity could be most effectively delivered by
district heating with combined heat and power,
which would be necessarily local.

Peer to Peer Archetype

The peer to peer archetype is a novel and
positive archetype for the offer of better PPA’s
to independent generators. As formulated this
archetype is best suited to operating within

a single GSP group to secure full embedded
benefits. Demand side management

and participation are outside the scope

of this model, as are energy efficiency
improvements. Re-localisation of energy value
is only weakly signalled by the generators and
consumers receiving different deals for their
power/consumption.
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4.3.7b Peer to Peer with Local Balancing Unit

4.3.8

The peer to peer archetype with a local
balancing unit would allow for the benefits

of the P2P model but also make space for
an aggregator to bundle consumers and
operate demand side activities based on the
location and load of several parties. Here the
P2P model would need to operate within a
single GSP group and would be more aligned
with the definition of local supply adopted by
this research. The addition of an aggregator
and local balancing approach still requires

a third party licensed supplier but offers the
benefits of demand side engagement, and
thus has a stronger value proposition to bring
to said third party supplier. Deep energy
efficiency gains are not clearly incentivised
by this model. Tariff fairness and fuel poverty
reductions are not clearly signalled either. The
re-localisation of energy value would depend
on the beneficial ownership of the junior
supplier and aggregators.

Not for Profit National Supplier

The not for profit national supplier is included
here as it may offer the ‘intermediary
archetypes’ a contracting partner more
compatible with the values and outcomes
being pursued by local supply stakeholders.
Within the written submissions to the Local
Supply Working Group, the outputs of the
Local Supply Workshop, and throughout

the primary sample, local supply actors

cited the need for any third party licensed
supplier (TPLS) to be compatible with their
own organisations vision and values. Whilst
the fully licensed supply market is growing

in the UK, there are still very few licensed
suppliers that operate values driven business
models'®s,
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Workshop participants were clear that a
TPLS on a not for profit model, or at least
on a values driven business model would
be their preferred route to market. However,
the justification for this non-profit TPLS was
predominantly oriented towards gaining

a route to market for local generation

as opposed to pursuing demand side
opportunities, re-localising energy value or
engaging with substantive energy efficiency
improvements. As such the non-profit TPLS,
whilst seen as very positive by workshop

Table 2: Archetypes and opportunities

Archetypes

4.3.9

Opportunities of local supply

Better routes to
market for local
generation

Enabling
Mechanisms

Current Archetype  Full Supply License

Third Party
Local White Licensed Supplier N
Labelling Partnership

(TPLSP)
Local Aggregator TPLSP ++
Local ‘Pool and License Lite with N
Sleeve’ TPLSP
Municipal Utility Full Supply License oo
Municipal ESCo Full Supply License ek
MUSCo Full Supply License e
Peer to Peer TRPLSP S
Peer to Peer with 115 5p it jocal
Local Balancing ++

Unit

settlement unit

Fulfilling the
potential of the
demand side

++

participants, may only substantively
contribute to one of the four opportunities
of local supply.

Opportunity Matrix

Each of the local supply archetypes identified
above then, has different pros and cons.

The opportunity matrix below assumes

each of the archetypes above are broadly
possible, and shows the theoretical ability of
each archetype to secure each of the four
opportunities of local supply.

Real energy Re-localising
efficiency gains energy value

- -/+
+ +
- +
--- ++
+++ +++
+++ +
-/+ +
-/+ ++

Key ---strongly negative effect, --moderately negative, -weak negative, -/+ neutral or ambiguous effect, + weak positive, ++ moderately positive, +++ strongly positive effect.

Note the Not for profit national supplier
archetype has not been included in this table
as it was suggested as more of an enabling
mechanism for the other archetypes, or at
least those which require a TPLSP. In this
way, and depending on how a not for profit
national supply administrator were to operate,
this mechanism could enable each of the
four opportunities of local supply differently,
depending on the relationship with their
intermediary archetype.
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4.3.10 Local Supply Synergies

In isolation each of these local supply
archetypes offers a different proposition

for securing the opportunities outlined in
section 2.5. However, in some cases these
archetypes could be strengthened by
combining their relative merits. For example
a Municipal ESCo may find partnering with
a Community Energy Services Company a
productive relationship as the CESCo could
offer granular data and load control services
to the ESCo which would be strongly
incentivised to avoid imbalance charges.
Similarly, a peer to peer platform with a
CESCo model may allow larger generators
outside the local pool to sell into the CESCo
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as opposed the wholesale market. Given
the early stage nature of much of the

current archetypes, any further speculation
on synergistic relationships between the
archetypes is beyond the scope of this work.
However it should be clear that as these
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5. Barriers

Each of the archetypes identified in section four offers various ways of securing the opportunities
and realising the outcomes outlined in section 2. As each of these archetypes operates differently

in the marketplace, they each face different barriers to adoption. Here these barriers are split into
three groups, regulation, capacity/scale and uncertainty/risk. For each of these groups below a short
explanation is given before detailing in Table 3 which of these barriers currently applies to which
archetypes. It is important to note that much of the specification of these barriers has arisen from
primary interview data, the analysis of the Local Supply Working Group Archetype submissions, and
the output of the Local Supply Workshop of February 2015. As such the evidence base for these
barriers is still emerging and citations from secondary literatures are uncommon.

5.1 Regulatory Barriers The gurrent sy;tem of new supplier registration
Standard Licence Condition (SLC) 22B.2 prevents requires new license applicants to enter a process
suppliers from making available more than four of data choreography and systems testing that can
of its core tariffs (for each category of metering take up to S months to approve a}nd 's charged to
arrangement) to a domestic customer at any time, the newly licensed party after the license hgs Cleared
in any region. This could limit the tariffs that local Elexon’s performance assurance board. This process

suppliers could offer if they enter into an agreement must be followed before new suppliers can process

with a licenced supplier. A temporary arrangement to controlled market. entry. If Ilocal fully licensed
has been put in place that applies the tariff cap suppliers are to proliferate this process may act as a

to white label supplier separately to their licenced bottlelnecl; 0 2ew sup%rer reglst‘iragon. AS new .Iocal
supplier and does not set a limit on the number of Supply actors have predominantly been accessing

white labels that a supplier can have. It is proposed avery narrow suite of rgplloable technology and

that these arrangements be extended to apply to software optlons,. there is scope for these platforms
all new white labels, applying from July 2015, to be pre-acoredlteq in order to speed the process of
Paragraph 36 of SLC 22B does allow for suppliers market elan‘try for.(.jeS|gnated archetypes, for example
to seek aderogation from the four Core Tariff rule, the municipal utility model.

hqwever, it is not clear whether thgse arrangements Until 31st July 2012, under condition 25A of the

will extend to other archetypes which rely on
partnering with a licensed supplier, such as the
peer-to-peer and local aggregator archetypes. This
may act as a brake on new local supply archetypes
outside the white label derogation, and is not
compatible with the growth of the sector.

Standard License Conditions'® licensed suppliers
were unable to discriminate in their tariff offers on any
basis including that of geography. This consumer
protection measure was implemented to stop
suppliers ‘cherry picking’ customers, but had the
perverse effect of disabling any new fully licensed
supplier from unambiguously offering tariffs only

to customers within a defined geography. Indeed
SLC22 sets out a supplier’s obligation to enter into a
domestic supply contract if it receives a request from
a domestic customer. While there are exceptions
(clause 22.7), this means that a licensed supplier
cannot discriminate on the basis of the domestic
customers it wants to supply. A restricted supply
licence may be applied for (either a new licence or

a restriction applied to an existing licence), although
Ofgem will consider, amongst other things, whether
any such request is justified in terms of public interest
and will do so on a case by case basis. Interviewees
cited a number of ‘work arounds’ which mean this
condition can be nullified, however the state of play
regarding this condition for local supply is unclear and
acts as a barrier to designing new licensed business
models to clearly serve a defined geography.

Current trading arrangements assume that
contractual balance will be achieved at a national
level which doesn’t exclude local operators per se
but puts them in a weak position, compared to
national operators. Local operators pay a penalty
with regard to cost of services or energy that

takes into account the risk that the third party, with
which they must contract, deems that they face in
association with balancing™”. This has been shown
to result in significant cost differences (up to 3.5p/
kWh higher), which mean that it is very hard for local
tariff offerings to compete with national suppliers'®.
The lack of more representative local balancing
arrangements with a local balancing unit presents a
significant barrier to local suppliers.
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5.2 Barriers Based on Capacity and Scale

The costs associated with setting up and running a
supply licence (even licence lite) are considerable.

It is estimated that set-up costs for a small licence
supplier are in excess of £5600,000"° though this
figure is untested and other sources'" claim the
license in a box route may be significantly less
expensive. There are major costs for suppliers
entering the market (such as developing IT systems
for customer acquisitions, customer information,
and billing). On-going costs for operation, including
participation in trading arrangements, are also
significant. More importantly, suppliers must post
significant collateral to trade on wholesale markets,
and when engaging with mandatory industry codes
for energy balancing and use of networks. There
will also be increasing collateral requirements from
implementing Contracts for Difference (CfDs) and
the Capacity Mechanism. For some participants,
particularly community organisations, the costs and
requirements of acquiring and maintaining a licence
are prohibitive. However, no arrangements, other than
class exemptions, exist to allow supply at this scale.

Many archetypes require a third party licensed
supplier to deliver services on behalf of local
suppliers. The unwillingness of many of the major
suppliers to engage in this kind of arrangement
or investigate the real costs of doing so has led
to concern that the contractual relationships and
costs involved between TPLSs and intermediary
archetypes are unregulated and may undermine
otherwise viable business cases for local supply.
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5.3 Barriers Based on Uncertainty and Risk

The lack of replicable and tested business models is
a significant barrier to local energy supply, especially
for archetypes including demand reduction. This
means that not only does each organisation have

to navigate the complex regulatory environment
themselves but also must produce all contractual
documents from scratch.

The significant set-up, market testing and operation
costs can be absorbed by large organisations with
growing markets; the fixed costs can be spread
across a larger revenue stream by expanding

the market share. However; there is a great deal

of uncertainty over how sufficient revenue could

be generated to cover these costs in small scale
operations matched against local needs, which are
not designed to grow. This is a particular problem
for archetypes which aim to reduce demand.

Uncertainty over codes, exemptions and rules is
frequently cited as a major barrier to local supply.
The complexity of the supply licencing regime and its
focus on large suppliers makes it seem impenetrable
to smaller organisations. The lack of clarity around
exemptions, including class exemptions from the
Electricity Act, the unbundling exemption from
Directive 2009/72/EC, and the uncertainty over SLC
25A, further confuses smaller suppliers.

Many of the archetypes described above are
founded on a different role for customers which
requires them to engage more actively in their energy
use and with the wider energy system. This could
present a barrier if customers were unwilling to move
to these new arrangements or if they moved but
were unable to fulfil the new role required of them.
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5.4 Barriers Matrix

Table 3 below summarises these barriers in terms
of their strength in disincentivisng local supply. This

Table 3 Archetypes and Barriers Matrix

is based on the data set built by the mixed methods
approach described in section 3.

Experience,
Archetype Regulation Capacity replicability and risk
Low Low Low

White Label

Local Aggregator Medium
Local Pool and Sleeving Low
Municipal Utility Medium
Municipal ESCo Medium
Multi Utility Service High
Peer to Peer Medium
Peer to Peer with Local Balancing Unit Medium

This analysis shows that whilst regulatory barriers
are material, they are not the only, or indeed the
main barrier to expanding the archetypes of local
supply identified here. There are other issues

which must be addressed alongside system
regulation before the archetypes outlined above
could begin to play a wider role in the UK’s
electricity supply landscape. Below, in section 6 the
recommendations from this research are presented
and conclusions drawn.
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Medium High
High High
High High
High High
High High
Medium High
Medium High
Footnotes

166 Ofgem (2015) Final proposals on the treatment of white label providers in the
domestic retail market.

167 Elexon (2014) Encouraging local energy supply through a local balancing unit

168 |pid.

169 https://epr.ofgem.gov.uk//Content/Documents/Electricity %20Supply %20

Standard%20Licence%20Conditions%20Consolidated%20-%20Current%20
Version.pdf

0 Gornwall Energy (2014) Creating local electricity markets. A manifesto for change.
" Personal communication with independent energy license consultant
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6. Recommendations

and Conclusions

This study has shown there are a number of real opportunities available in the UK’s electricity supply
landscape that are not being taken up due to a lack of suitable business model archetypes. This is
because of incompatible system regulation, a lack of appropriate understanding of the real values these
opportunities represent and the routes through which new entrants can begin to experiment with them.

Most of these opportunities are only available if new
entrants take a specifically geographic approach. The
stakeholders involved in exploring the geographic or
‘local’ supply approach have thus far been drawn from
across local government, civil society and the private
sector. For the most part these stakeholders did not
begin as energy specialists and have engaged with the
energy system in order to realise outcomes beyond
building a simple private profit model. These outcomes
are diverse but can be summarised as based on values
of local economic development, socio-economic
fairness, environmental protection, and self-governance.
In practise stakeholders rarely identify these outcomes
as mutually exclusive, and are often pursuing several via
different routes; local supply being only one part of a
wider strategy.

It is important to recognise that new archetypes for local
supply can both benefit the energy system as a whole
by taking up the opportunities identified in section 2.5

and secure the broader outcomes detailed in section 2.4.

This can be encouraged by pursuing a range of strategic
activities over the short, medium and long terms, most
of which are within the capability of national government,
the Department for Energy and Climate Change and the
regulator Ofgem. These are set out below:

6.1 Short Term Recommendations

Short Term Proposal 1: Local supply
innovation fund

Government should consider a Local Supply
Innovation Fund to allow local supply actors to
experiment, innovate and learn from each other in
the local electricity supply space. This fund should
be open to a wide definition of local actors drawn
from across civil society. The fund should be open
to community groups, charities, social enterprises
and local authorities. Whilst these groups should
be principal grant holders there should be scope
for the flexible incorporation of private companies.
It is important this fund be closely specified so that
projects are designed to:

m Pursue one or more of the four opportunities
outlined above in a defined geographic area
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m Be flexible enough to foster real innovation

m Facilitate shared learning between local supply
actors, and

W Have specific and substantial provision for
assessment and evaluation throughout the
process

There are similar extant examples of energy
systems innovation funding. The £10m DECC
Urban Community Energy Fund aims to underpin
the generation element of the local energy system.
Ofgem’s £5600m Low Carbon Networks Fund
(LCNF) focusses on innovation in the distribution
network. LCNF has been extremely successful

in testing the theoretical values of smart grid
innovations; such that the UK is becoming a market
leader in the space. By specifying a fund aimed at
innovative opportunities in local supply, Government
could allow communities, municipalities, social
enterprises and charities to access the four
opportunities of local supply, which are currently
uncaptured.

Short Term Proposal 2: A ‘portal of power’

A key finding of this research was that the
complexity of the sector and the novelty of all

local supply archetypes mean even specialists

are unsure about policy, regulatory and market
aspects of local supply. As this sector inherently
brings new actors into the market, a shared learning
platform is essential for those at the early stages

of engagement. One of the recommendations that
arose from the Local Supply Workshop in February
2015 was the need for an online platform with clear
policy and regulatory advice specifically generated
by and tailored for local supply stakeholders.

The focus group generating this recommendation
termed this a ‘portal of power’. The delivery of this
platform could commission clear, non-specialist
content, aimed directly at providing accessible
information on guidance on the options for local
supply. Throughout the research even industry
specialists admitted uncertainty over the regulatory,
policy and market environment for local supply.
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6.2

Rather than write this issue off as indicative of

a complex sector it should be tackled head on,

so all parties have a resource which can inform

their engagement in the sector from an unbiased
perspective. This is a reasonably ‘quick win’ and would
require relatively little resource to curate in comparison
to the benefit it would bring if delivered well.

Short Term Proposal 3: Resource the Local
Supply Working Group or similar forum

Simply put, without expertise from across
government, regulation, industry and civil society the
four opportunities of local supply will continue to be
missed for the want of a dedicated forum to address
them. Continued resource for this group is crucial
and is reliant on officer time from the Department of
Energy and Climate change who should continue

to chair the group. This research was enabled by
identifying synergies between the research teams
ongoing research council funded work and the

aims of the working group, this relationship would
not have been identified without the outward facing
remit of the working group.

Medium Term Recommendations

Medium Term Proposal 1: Clarify the
requirement for national supply

New fully licensed suppliers are looking to exploit the
four opportunities of local supply by focussing on
particular geographies, but regulation is not suited to
this. New frameworks and mechanisms for customer
protection for geographic supply may be needed if
there is to be an amendment to the SLC conditions
to allow for fully licensed suppliers to unambiguously
offer geographically bounded tariffs. Currently

these conditions are circumvented via bespoke
derogations or ‘work around’ arrangements. This

is neither necessary nor conducive to the growth

of the sector. Consumer protection and ensuring
geographic suppliers do not ‘cherry pick’ customers
can be managed by requiring geographic suppliers
to demonstrate how their business models are
compatible with securing one or more of the ‘four
opportunities’, with additional conditions on offering
tariffs to all customers within a given area and
ensuring said areas are broad enough to cover
multiple customer types.
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6.3

Medium Term Proposal 2: Amend the
requirement for fully licensed suppliers to
offer only four tariffs for those areas operating
local supply archetypes.

Fully licensed suppliers looking to contract with
‘intermediary archetypes’ that need this relationship
are being penalised by the need to offer only

four main tariffs. This has been facilitated by a
temporary arrangement for the ‘local white labelling’
sector but will need to be addressed as new local
supply archetypes and intermediary relationships
proliferate. For instance the peer to peer archetypes
offer dynamic tariffs which are bespoke to each
consumer’s preferences within the software
platform. Expansion of the local aggregator model
has been shown to deliver numerous benefits but
would require special treatment under these license
conditions. This issue is easy to anticipate and
should be dealt with before it acts as a break on
new market entrants.

Medium Term Proposal 3: Allow for a ‘local
balancing unit’ as specified? or as a result

of further development.

This would allow new local business models such
as aggregators and junior suppliers to maximise the
benefits of local supply and demand management,
offering benefits to suppliers, network managers
and system operators. These proposals have been
developed in detail by Cornwall Energy and Elexon
to the point where the specific license conditions
that need to be amended have been identified'”,
This model would enable the peer to peer archetype
to take on a much more local focus and enable
further demand side measures.

Long Term Recommendations

These measures represent more of a challenge to
broader system operation and would require more
substantial engagement from national government
and beyond.

Long Term Proposal 1: Investigate the
opportunity to allow local ESCo or multi
utility models, which incentivise substantive
efficiency gains, to be exempt from supplier
switching legislation.

As a longer term activity the requirements on
suppliers to ensure the domestic consumers right
to switch supplier need reviewing to make space for
domestic energy performance contracting that can
be delivered where it is relevant, i.e. the household
energy bill. New ways of securing consumer
protection and local referenda could replace the
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current model and allow for longer term domestic 6.4 The Need for Differentiation
contracts. This would unlock new opportunities for

energy efficiency in deep retrofit, micro generation
and appliance efficiency. Whilst this option may

need regulatory changes at a European level, and Much has been made of the various outcomes

are therefore not in the gift of national partners, they beyond private gain that motivate the majority of
are nonetheless necessary to realise the real gains stakeholders in the current local supply space.
available in the energy efficiency space. The authors argue, in the strongest terms, that

the four opportunities of local supply are not

readily divorceable from the community, municipal
and social enterprise models currently looking

to access them. Many of these archetypes rely

on much closer relationships of consumer trust,
engagement, and new ways of participating in the
energy system. Without the participation of civic
groups, realising the full value of these opportunities
_ . will be jeopardised. As such any move to relax or
aggregator business models as framed in the alter policy or regulation to facilitate local supply
archetypes above. However to date, demand archetypes, or any funding to support them, should

reduction has been undervalued in favour of policy fundamentally include some form of civil society
mechanisms seen to reduce unit prices as opposed participation.

to final bills. Local supply options can deliver
demand side services that reduce final bills, deliver
benefits to distribution and transmission system

- 72 https://www.elexon.co.uk/wp-content/uploads/2015/03/Encouraging-local-
operatolrs a.nd reduce the need for centralised energy-supply-through-a-local-balancing-unit_March2015.pdf
generation investments across the system. 173 Cornwall Energy (2014), Local tariffs and the BSC, July 2014 Nigel Cornwall

This report has highlighted the missed opportunities
in the energy sector that could be exploited by new,
geographically specific local supply archetypes.

Long Term Proposal 2: Investigate the
opportunities for demand reduction centred
business models and their treatment in
regulation and policy.

Much more work needs to be done to investigate
how energy demand reduction can be incorporated
into markets and incentives. The opportunities

for demand reduction can be delivered by new

Footnotes
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