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05 November 2013  
 
 
Sir Robert Smith MP 
Chair of the Energy and Climate Change Select Committee 
House of Commons 
London 
SW1A 0AA 
 
 
 
 
 
Dear Sir Robert  
 
 
 
 
Information as required – commercially sensitive information included  
 
Thank you for your letter and request for further information following last week’s session.  I have 
included the information requested below along with commentary which I hope you find helpful. 
 
I fully support the Committee’s efforts to ensure the greatest transparency and comparability of 
information provided.   
 
Breakdown of costs and movements in the same format as Scottish Power 

• We have included a table below showing costs and movements in the categories and 
contexts as provided by Scottish Power during the session on October 29th. 

• There are several caveats below the table and we would also question the relevance of 
movements in costs between 2012 and 2013 in the context of public scrutiny over prices 
that will primarily affect revenues and profits in 2014. However, we do welcome the 
overall objective of achieving greater transparency. 

• Also, given the commercially sensitive nature of this information and the fact that we are 
not yet at year end we have not included 2013 data but would be happy to supply this to 
the Committee as soon as possible after December 2013.  
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 2011 2012 £ ∆ % ∆ 

Energy 456 463 7 2% 

Networks 207 230 22 11% 

Distribution 78 89 11 14% 

Transmission 19 22 3 16% 

Gas Transportation 110 118 8 7% 

Obligations 67 116 48 72% 

ECO 21 50 29 135% 

RO 15 19 4 30% 

FIT  2 4 1 66% 

WHD 4 9 5 103% 

Metering (inc. Smart) 25 34 9 38% 

VAT 46 50 4 9% 

Other Costs 164 165 1 1% 

Total 941 1023 82 9% 

 
 

• Our interpretation of Scottish Power’s data is that these are forward-looking views of 
costs from the beginning of each specified period.  As a result, they will not necessarily 
reflect total actual spend or reconcile to Ofgem Segmental reports, e.g. the influence of 
weather will not be included and all metering costs (including non-Smart) have been 
counted under Obligations.  On this basis, the values (particularly for energy) are 
commercially sensitive and but for the requirement imposed upon us the Committee this 
would not be in the public domain.  This reflects competition law and other commercial 
sensitivities. 
 

• We would also question the decision to reference different time-frames for 
transportation costs than for all other costs.  Although the major transportation changes 
do occur in April, using a mixture of dates damages transparency. 

 
 
 
 
 
 
 



 

 
 
In your supply business, what was a) the total cost and b) absolute profit in £ per kWh delivered 
for gas and electricity in 2009, 2010, 2011, 2012? 

 
• Please note that these cost and profit figures are as per Ofgem Segmental reports. 

 
• Total costs: 

 

 Electricity Gas Electricity 
∆ Gas ∆ Electricity 

∆ Gas ∆ 

2009 0.1016 0.0350     
2010 0.1066 0.0322 0.0050 -0.0028 5% -8% 
2011 0.1134 0.0373 0.0068 0.0051 6% 16% 
2012 0.1217 0.0398 0.0083 0.0025 7% 7% 

 
• Total direct costs: 

 Electricity Gas Electricity 
∆ Gas ∆ Electricity 

∆ Gas ∆ 

2009 0.0855 0.0304     
2010 0.0880 0.0273 0.0025 -0.0032 3% -10% 
2011 0.0956 0.0311 0.0076 0.0038 9% 14% 
2012 0.1037 0.0341 0.0081 0.0030 8% 10% 

 
• Profit (EBIT): 

 Electricity Gas Electricity 
∆ Gas ∆ Electricity 

∆ Gas ∆ 

2009 0.0005 -0.0024     
2010 0.0025 -0.0006 0.0020 0.0017 402% -73% 
2011 0.0080 -0.0019 0.0054 -0.0013 217% 195% 
2012 0.0068 -0.0007 -0.0012 0.0012 -15% -63% 

 
What is your profit margin, expressed as a percentage of an average dual fuel bill, less the costs 
which you pass through to customers (i.e. wholesale costs, transmission and distribution costs 
and Government imposed obligations)? 
 

• We disagree with the assumption that we have any pass-through costs. 
 

• However, the table below shows the values that have been requested for 2012 
incrementally removing costs from the equation at each stage and explaining why, in our 
opinion, they should not be regarded as pass-through. 
 

 2012 Comments 
Revenue  £1,165   

Profit  £26   
Reported 2.3%  

excl. WHD 2.3% WHD is close to a "pass-through" cost as it is relatively stable. 



 

also excl. networks 2.9% 

Although most network charges are regulated, they are 
confirmed at relatively short notice and suppliers must carry the 
forecasting risk.  Customers on fixed price contracts cannot have 
costs passed through.  BSUoS is not regulated and is highly 
volatile. 

also excl. 
environmental 3.1% The same caveats apply for RO as for most network charges 

above. 

also excl. ECO 3.3% 

Each supplier has some control over ECO costs and can add 
value for customers by delivering these obligations as efficiently 
as possible.  These are obligations with significant risk attached 
for under delivery. 

also excl. energy 13.6% 

Each supplier has a different strategy for purchasing energy from 
wholesale markets and can add value for customers by doing so 
in a cost-efficient manner.  There are significant risks both in 
volume required and in the hedging strategies adopted in a 
competitive market. 

 
• Fundamentally, we believe that the party carrying the risk has earned any reward available 

from doing so.  Warm Home Discount is the only component that has negligible risk 
associated with it. If governments are willing to take on the risks associated with some 
activities then it is fair to assume that profit should reduce as a percentage of the total bill.  
Current EMR proposals, passing risk on to suppliers, suggest this is unlikely. 
 

• Similarly, if customers were to take genuine pass-through of these charges (like many of 
our large business customers do) then again profits should be lower as a percentage of the 
bill.   

 
Yours sincerely 

 
 
 
 
 

Tony Cocker 
Chief Executive  


