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Dear Sir Robert, 
 
Thank you for the opportunity to provide further information following my oral evidence to 
the Select Committee’s “Energy Prices, Profits and Poverty” inquiry on 29th October, and 
for your subsequent letter of 30th October.  
 
The Table below sets out more details of the cost drivers behind ScottishPower’s recent 
retail price rise announcement that I referred to during my evidence, in response to a 
question from Peter Lilley MP. Using the new Ofgem typical annual consumption values 
which will become effective on 1st January 2014, the average annual bill increase is £98, 
inclusive of VAT, which breaks down as follows.   
 

 Amount 

 

% change Includes  

Energy cost[1] £34 7% Driven by : 

• Increases in Gas costs of £2.5/MWh between 2012 and 2013 
• Slight increases of £0.1/MWh in electricity costs between 2012  

and 2013 
Transportation[2] £26 11%  

   Distribution Use of System £10  • DUOS increasing  from a cost of £89 per customer in 2012 to 
£99 per customer in 2013  

   Transmission Use of System £2  • TUOS increasing  from a cost of £20 per customer in 2012 to 
£22 per customer in 2013 

   Gas Transportation £14  • Gas Transportation increasing  from a cost of £123 per 
customer in 2012 to £137 per customer in 2013 

Environmental & Social [3] £20 16%  

  ECO/CERT/CESP £8  • ECO costs 2013 at £61 per customer compared to the £53 per 
customer spend on CERT/CESP in 2012 

  ROC £6  • Increases in ROC costs from £21 per customer in 2012 to £27 
per customer in 2013 

  Warm Home Discount £3  • Funding of Warm Home Discount scheme increasing from £7 
per customer in 2012 to £10 per customer in 2013 

  Feed In Tariff (small-scale) £3  • Funding of FIT scheme increasing from £7 per customer in 
2012 to £10 per customer in 2013 

  Metering -  • Metering costs remaining at £35 per customers for both years 
Other cost 

 

£13 4% Increases in costs of Customer Service / IT Systems, including the impact 

of general inflation.  

VAT 

 

£5 - VAT at 5%  

Total[4] £98 - Average Dual Fuel Bill increasing from £1177 to £1275 per Dual Fuel 

customer per annum 

 [1] Average percentage based on the expected energy cost as purchased for the 12 months of 2013 compared to the 
12 months of 2012 - based on the new 1st January 2014 Ofgem typical annual consumption values (gas usage of 
13,500kWh and standard rate electricity usage of 3,200kWh). 
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[2] Average percentage based on the increased charges published by the electricity and gas network operators 
for the year commencing April 2013 compared to the year commencing April 2012 - based on the new 1st January 2014 
Ofgem typical annual consumption values (gas usage of 13,500kWh and standard rate electricity usage of 3,200kWh). 
 [3] Average percentage based on our estimated cost of environmental and social obligations for the 12 months of 2013 
compared to 12 months of 2012 - based on the new 1st January 2014 Ofgem typical annual consumption values (gas 
usage of 13,500kWh and standard rate electricity usage of 3,200kWh). 
 [4] Based on a weighted average of impacted ScottishPower customers across all payment types, averaged across 
Great Britain, based on the new 1st January 2014 Ofgem typical annual consumption values (gas usage of 13,500kWh 
and standard rate electricity usage of 3,200kWh) and standard prices. Excludes impact of removal of prompt payment 
discounts. Includes VAT at the current applicable rate of 5%. 

 
 
In response to your specific questions, I have set out details below. 
 

1. 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? 

 
The Table below is an extract from the segmental accounts, provided to Ofgem and 
published on our website. This provides Revenue, Total Costs and Profits at a £m level but 
also at a £/KWh level. 
 

Retail Profit Summay 2009 2010 2011 2012 

      
Volumes  TWh 50.7[*]  56.5 49.4 55.1 

      Revenue £m 3629.4 3454.4 3377.8 3815.6 

 £/KWh 0.0716 0.0611 0.0683 0.0692 

Total Costs £m 3487.3 3373.5 3372.9 3640.1 

 £/KWh 0.0688 0.0597 0.0682 0.0660 

      Profit £m 142.1 80.9 4.9 175.5 

  £/KWh 0.0028 0.0014 0.0001 0.0032 

% Return   3.9% 2.3% 0.1% 4.6% 
 
*Segmental Accounts 2009 show volumes at a Purchase level not sales, to ensure consistency with the 2010-2012 
years we have updated this table to show TWh of Sales 

 
 

2. 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)?” 

 
Although there are some elements of the bill that are passed through, all are subject to risk 
for the supplier and therefore appropriate to attract a margin.  The lowest risk applies to the 
network charges which are levied according to rules set by Ofgem, however even this 
element is subject to bad debt risk and prediction risk (ie that retail prices may be set 
before the network charges are known). 
 
Bad debt risk (i.e. risk of failure by the end user to pay the bill) applies to all elements on 
the bill.  Additional risks apply to wholesale prices, where a supplier’s decision on hedging 
policy (i.e. how far ahead to buy the energy and how much to rely on potentially more 
volatile short term markets) can affect input costs, and to many of the ‘green levies’ where 
for example the cost of ECO depends on the company’s strategy for delivering the 
obligation.  Any company that buys energy unwisely or delivers the green obligations 
ineffectively can lose money just as surely as one which runs its customer service badly. 
 
Please see below the Bill breakdown info-graphic which is published on our customer 
website as well as on customer bills. The info-graphic is based on our 2013 costs, 
averaged across all our dual fuel customers and payment methods, and also reflects the 
Ofgem typical consumption levels applicable for 2013.  



 
 
 
 
 

 
 
 
 
 
Breakdown of costs for a typical £100 monthly energy bill in 2013, inclusive of VAT# 

Against this background, we think that 4% is the correct measure of profit, though it would, 
in principle, be possible to use data from the info-graphic above to remove items from the 
denominator, where this can be justified, to derive higher percentages based on part only of 
the costs.  However, we consider that risk, and therefore the need for a margin, applies to 
all elements of the price. 
 
As I made clear during both of my appearances before the Committee’s inquiry, 
ScottishPower is committed to creating the highest standards of transparency within the 
energy market, to drive competition and improve customer trust in the industry. We have 
taken a lead by voluntarily publishing the accounts of ScottishPower’s trading arm to 
Ofgem, a step that we encourage our competitors to take.  
 
A further reform, as I suggested to the Committee, would be to include the environmental 
and social schemes as one or more separate entries on energy bills, as happens 
elsewhere in Europe and in several States in the USA, clearly showing customers the 
source of the different elements that make up their bills.  This would require the schemes to 
be restructured so that they had a standard cost, rather than the cost depending on the 
supplier’s approach to their delivery. 
 
We look forward to working constructively with all parties – Government, Ofgem, the 
Opposition and the Select Committee – to ensure that the energy market works for 
consumers over the coming months and years.   
 
Yours sincerely, 
 

 
 
 
Neil Clitheroe 
CEO, ScottishPower Retail and Generation 


