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REBUILDING SECURITY
CONSERVATIVE ENERGY POLICY FOR AN UNCERTAIN WORLD



Foreword by David Cameron
British energy policy is out of date. It was designed almost thirty years ago for a world in which Britain had an excess of
generating capacity; in which we enjoyed the benefits of growing North Sea oil and gas production; and in which neither
local pollution nor climate change were the concerns they are today.

The most important question facing policy makers at that time was how to exploit resources and sweat assets at the least
possible cost to consumers. The energy policy that is still with us now was the answer to that question – and, for a while,
it appeared to be the right answer.

However, power plants get old, fossil fuel reserves dwindle away and pollution builds up to critical proportions. The benign
conditions that applied a generation ago, do not apply today – and have not done so for at least a decade. The fundamental
assumptions that underpin British energy policy have fundamentally changed. 

The policy framework should have changed too, but, in thirteen years of Labour government, ministers have consistently
ducked the task of reform. As a result, golden opportunities to update Britain’s ageing energy systems have been missed
and the major investments needed to ensure the security and sustainability of our energy supplies have yet to be made.
Deferring decisions until time is running out is more costly than acting in a planned, timely manner. Thus, in addition to
the burden of financial debt, Labour has left behind an ‘energy debt’ – one which consumers will have to pay for in the
decades to come. 

This green paper sets out a Conservative programme for the long-overdue reform of British energy policy – together with
the actions we will take to mobilise the investment required to enact those reforms and our strategy for minimising the
cost to consumers. 

A year ago, Greg Clark and I launched The Low Carbon Economy – our vision for a clean energy future and Britain’s
stake in the high tech industries of the 21st century. Rebuilding Security is a companion paper, focusing on the reliability
and resilience of our energy systems over the next decade and beyond. 

Together, the papers show that security and sustainability are two sides of the same coin. Unless we diversify our energy
sources, unless we upgrade our energy networks, unless we pay as much attention to energy efficiency as we do to energy
production, then our energy supplies will be neither secure nor sustainable. 

In the wake of unprecedented volatility in global energy prices and the failure of the world’s nations to achieve a meaningful
deal on climate change, it is time to embed the long-term objectives of energy policy within a hard-headed, practical
approach that meets pressing needs without ever forgetting our responsibility to future generations.
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Strategic summary
Britain has had no clear energy policy for thirteen years. A succession of eleven energy ministers1 and eight Secretaries of
State2 with responsibility for energy have failed to take timely action to prepare us for the coming decade in which, by
2020:

• We will become increasingly reliant on imports as North Sea oil and gas production goes into steep decline

• One third of our current electricity generating capacity will close3

• We are required to raise our proportion of renewably-sourced energy to 15%4 from 2.5% today5

• We have committed to reduce our greenhouse gas emissions by at least 34% from 1990 levels6

• Between £100 and £200 billion of new investment in our energy infrastructure is needed according to Ofgem7

All of these challenges came with ample warning. Yet because they were comprehensively ignored we face an energy crisis
in which:

• The Government said, last summer, that it expected electricity power cuts for the first time since the 1970s8

• The energy regulator has warned that Britain is now vulnerable to disruptions to gas and other energy supplies9

• Consumers face higher costs because vital investments were not made in a planned, timely and, therefore, more
cost-effective way

This strategy paper, on which we will consult during the weeks ahead, offers a way out of the looming energy crunch.
It sets out the urgent actions that we propose to take to keep the lights on and meet Britain’s energy needs over the next
decade. However, merely catching up with the present is not enough. This is also a plan for putting Britain back on track
towards the development of the low carbon economy on which our prosperity ultimately depends. 

The detailed green paper that accompanies this document lays out our agenda for reforming British energy policy.
It describes how a Conservative Government will keep faith with the market, but will, where necessary, intervene decisively
to safeguard our energy security.

In this strategy paper we provide a six part overview of the energy crisis we face and our response to it:

• How Britain consumes energy today and how we obtain it

• Why our energy security over the next decade is in jeopardy

• What will happen if we don’t take urgent action

• The objectives of a Conservative energy policy and the principles by which we will act to secure them

• The twelve key actions we will take to rebuild Britain’s energy security

• How these actions can minimise the cost consumers will pay for energy, compared with what they would pay if
current policies were to persist
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1. The energy we depend on

All of our lives and livelihoods depend on energy. In 2008, Britain’s total demand for energy was equivalent to one and
a half billion barrels of oil.10

Of this total, 36% was used to produce electricity. Another 38% was used to produce heat – for heating homes and other
buildings, for hot water and cooking and for various industrial processes.11 The remaining 26% was used in the form of
transport fuels.12

Source: DECC, Digest of UK energy statistics 2009

Where does this energy come from? In the case of transport fuels, almost all of it is oil, with a tiny contribution from
biofuels. The production of heat is dominated by gas, which has a near three-quarters share; oil fuels most of the rest.13

Source: DECC, Digest of UK energy statistics 2009
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For fuels used to generate electricity, gas and coal are dominant – with respective shares of 39% and 37%. Nuclear (14%)
and renewable power (6%) supply most of the rest.14,15

Source: DECC, Digest of UK energy statistics 2009

Taken together, these energy inputs mean that Britain is still hugely dependent on fossil fuels. 

Despite the advent of nuclear and renewables, the biggest change in our mix over the last forty years has been in the balance
between the different fossil fuels – i.e. gas has displaced a great deal of coal and oil from the generation of heat and power.

For all of Labour’s promises on climate change, Britain became more, not less, dependent on fossil fuels in the decade to
2008 – with the combined share of coal, oil and gas in the energy mix rising from 88% to 91%.16

Source: DECC, Digest of UK energy statistics 2009
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2. The threat to our energy security

Britain’s energy security faces two major threats that, if we do nothing in response, can only increase in severity: firstly,
our growing dependence on potentially unreliable fossil fuel imports; and, secondly, the retirement of much our electricity
generating capacity.

2.1 Growing import dependency

Though fossil fuels still dominate our consumption of energy, our production of them is now in decline. UK coal production
peaked as far back as 1952,17 oil in 1999 and gas in 2000.18

Source: DECC, Digest of UK energy statistics 2009

After years of self-sufficiency, we are becoming ever more dependent on fossil fuel imports.19

Source: DECC, Digest of UK energy statistics 2009
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The depletion of our North Sea reserves means that this trend is set to continue. For instance, National Grid’s base case
prediction is that imports will account for 70% of UK gas demand by 2018 – up from 1% in 2000, and 40% in 2008.20

Source: National Grid, Gas transportation ten year statement 2009

2.2 The decline of our generating capacity

Much of our fossil fuel and nuclear generating capacity is approaching the end of its working life. In the case of coal-fired
and oil-fired power stations the process of retirement has been hastened by the pollution control standards required by the
EU Large Combustion Plant Directive. By 2020, at least a third of our coal-fired capacity and two-thirds of our oil-fired
capacity – along with nearly three-quarters of our nuclear capacity – is due to have closed down.21

Source: BERR, 2007 Energy white paper

Still working in 2020

Retired by 2020



The Government itself admits that a total of 22.5 gigawatts of generating capacity will be gone by 2020.22 By 2025, there
will be further coal plant closures and just one of our existing nuclear power stations will still be working.23 Independent
forecasts emphasise just how much of our existing generating capacity will be in need of replacement in the years ahead.24

Source: Parsons Brinckerhoff, Powering the future, 2009

The energy crunch does not end with the depletion of our fossil fuel reserves or the decrepitude of our power stations.
Other key parts of our national energy infrastructure – including transmission networks and storage facilities – are also in
urgent need of new investment.

Much of our national grid was conceived and constructed during the 1950s and 1960s. It was built at a time when consumers
played a passive role, and electricity generation came from predictable, large-scale sources. It is, to a large extent, unsuited
to a 21st century in which supplies come from a wider range of sources – from microgeneration to intermittent wind – and
in which consumers need to be able to adjust their consumption much more flexibly.
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3. The consequences of inaction

UK energy policy was designed for an age of abundant fossil fuel supplies and excess generating capacity. These benign
conditions no longer apply – as has been clear for at least a decade. 

Yet, despite the transformation of the basic assumptions underpinning British energy policy, the policy framework remains
fundamentally unchanged. A policy designed for an age of plenty is still with us in an age of insecurity. Sometimes
governments are overtaken by events, but in respect of energy policy, this is a Government that saw what was coming and
did nothing about it.

If we continue in our failure to adapt to the new circumstances of the 21st century, then the consequences for Britain’s
energy security will be dire.

3.1 Consequences for our fossil fuel supplies

Unless we diversify our energy mix, we will become ever more reliant on fossil fuel imports just as we enter a new era of
global energy insecurity in which production becomes concentrated in unstable and sometimes hostile parts of the world,
and struggles to meet growing demand driven by China and the other emerging industrial giants. 

This would leave our economy increasingly exposed to volatile and rising fossil fuel prices,25 with consequences for
inflation, jobs and inward investment. 

Source: Energy Information Administration

This is before we take into account the risk of outright interruptions to vital energy supplies – as we have already seen in
the case of gas supplies from Russia to other European countries.

We have also already seen the dramatic impact of higher fossil fuel prices on our energy bills which have doubled in the
space of five years.26
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Source: DECC, Annual tables: Quarterly energy prices

3.2 Consequences for electricity supplies

On the issue of our ageing power stations, doing nothing will mean losing our ability to supply enough electricity at times
of peak demand, especially when other factors – like unusually cold weather – put the grid under additional strain. That is
why we need a secure ‘capacity margin’ – which is the amount of power generation that can be called upon over and above
the forecast level of peak demand. If we allow that capacity margin to be eaten away, then the result will be a higher level
of what the Government calls ‘expected energy unserved’ and what the rest of us call power cuts. In July of last year the
Government published a forecast showing that ‘expected energy unserved’ would rise from almost nothing today to almost
three gigawatt hours by 2017.27 This is equivalent to a 15 minute power cut for every household in Greater Manchester,
every winter night for a month. The Government responded to mounting alarm about this prospect by revising the shortfall
down as a result of the recession. But as the Chief Executive of Ofgem said in February 2010:

“In 2017 we get to the really sweaty-palm moment in terms of possible shortages. It is the scale of collapse in energy
supply from 2013 up until 2017 that is profound and worrying. Companies say that there are X-gigawatts of new power
stations in the pipeline, but you can’t rely on this until the earth is cut.” 

(Alistair Buchanan quoted in Daily Telegraph, ‘UK energy policy – has it run out of steam’, 4 February 2010).

Source: DECC, The UK low carbon transition plan: Analytical annex, 2009
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To keep the lights on we must replace our disappearing generating capacity. However, Government inaction over the
previous decade has narrowed our options for the coming decade:

• The earliest possible date by which new nuclear capacity, which will only replace closing capacity, can come on
line is now 2018 – assuming everything goes to plan28

• On carbon capture and storage (CCS), the competition for the demonstration programme has been delayed for so
long that we can’t count on the widespread deployment of clean coal plant before 2020

• Renewable generation, even though ready for investment this decade, will not fill the capacity gap on its own

All of this means that we will need more gas-fired generation, further increasing our dependency on gas imports.

3.3 Can we rely on gas?

Gas is in many ways an attractive ‘bridge fuel’ to the future:

• Its combustion produces the lowest level of local pollutants and carbon emissions of any fossil fuel

• Gas-fired generating plant is not only less polluting than other fossil fuel plant, but also much less expensive to
build and much more efficient in operation

• At present, gas is typically the most practical and affordable source of heat for homes, other buildings and industry 

Furthermore, the growth of the liquefied natural gas (LNG) industry and breakthroughs in the extraction of previously
inaccessible gas from shale formations mean that the global supply outlook is brighter than it was a few years ago.29

Nevertheless, simply building new gas plant is not enough to guarantee our energy security. We need reliable energy
supplies not just most of the time, but all of the time. 

We must be able to cope with extreme events such as the freezing weather of January 2010 when unusually low temperatures
coincided with disruption to pipeline supplies from Norway. This placed the UK supply system under strain, with the result
that scores of major industrial users on interruptible contracts were cut off. By late February, the level of gas left in storage
was equal to four days of average gas demand.30 There was no danger of interruptions to residential customers, but, if it
had not been for the impact of the recession on gas demand levels, or if the still unresolved Russia-Ukraine gas dispute
had flared up again, then the supply situation this winter would have been much more dangerous.

For resilience in the face of such events – and to make the most of gas supply opportunities in normal circumstances – we
need a level of storage capacity, long-term contracts and demand response that tracks our increasing reliance on imports.

The current Government insists that gas import levels will not rise at all in the coming decade.31 This flies in the face of
expert evidence. For instance, National Grid, which operates the UK gas transmission system, is forecasting that, in the
ten years from 2008, imports will rise from 40% of UK demand to 70%;32 and all four of Ofgem’s energy scenarios also
show the level of imports increasing, to varying degrees, from current levels.33

Britain currently has some of the lowest levels of gas storage and drawdown capacity in Europe.34 The low drawdown
capacity is especially important: even if we have gas in storage, we cannot extract it quickly enough to meet even half of
our daily requirement. Therefore, on this – and many other – vital components of our energy security, we start from a weak
position
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Source: Gas Infrastructure Europe, storage map, 2009; DECC, Digest of UK energy statistics 2009

3.4 Labour’s legacy of inaction

There is nothing inevitable about the decline of Britain’s energy security. Our energy crisis is real, but there are things we
can do about it. The problem is that in thirteen years in power, the current government hasn’t done anything about it. On
one crucial issue after another their record is one of inaction:

• Generating capacity – Sufficient generating capacity can be built to reliably meet peak demand if electricity
markets provide the right incentives. In 2001, Labour removed the old long-term capacity incentives, but failed
to put new ones in their place.35 It should have been obvious that this would lead to profits for those plants that
get used, but little incentive to build rarely-used standby plants. And indeed, Government figures show the margin
of capacity over demand falling away to just seven per cent by 201736 – which according to the Government’s
own analysis is not enough to prevent a rising level of power cuts.37

• Gas – By 2018, at least 70% of our gas needs will be imported (see above). Other countries that rely on imports
make sure that they have enough storage capacity or long-term contracts to secure supplies. Yet the UK has, at
best, just 16 days of gas storage capacity,38 compared with 99 in Germany and 122 in France.39 This has a negative
effect on energy security. In late February 2010, the volume of gas in storage in the UK was equal to just four
days of average gas demand.40 

• Nuclear power – Although our nuclear power stations are reaching the end of their working lives, they are doing
so on a known schedule that gave us enough time to build replacement capacity. However, the Government
repeatedly delayed the decision on nuclear new build until the 2007 Energy White Paper, when the go-ahead was
finally given.41 It took another two years to propose vital revisions to the planning guidance – and then only in
draft form for consultation.42 That means that with the exception of Sizewell B every single existing nuclear power
station will have shut down, or be about to shut down, before their replacements can come online.43

• Renewables – Britain has some of the best renewable energy resources in Europe, which could allow us to offset
the depletion of our fossil fuel resources and diversify away from total dependency on gas-fired generation. But
while countries like Germany have, since the mid-nineties, more than doubled the share of their energy that comes
from renewables, the UK remains third from bottom of the table of EU renewable energy use, above only
Luxembourg and Malta.44 Britain is bound by an EU commitment to source 15 per cent of our energy from
renewable sources by 2020: currently we are at just 2.5 per cent.45

• Coal – Carbon capture and storage (CCS) technology would allow us to keep coal as a vital part of a diverse and
sustainable generating mix – and give Britain a stake in an important emerging global industry. But while other
countries are moving ahead on this crucial technology, Britain is falling behind. Gordon Brown first announced
plans to support CCS in his 2006 Budget speech. Four years later, the Government has still not authorised a single
CCS plant under its competition.
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• Oil – Our transport systems are almost wholly dependent on oil, but we can reduce our exposure through efficiency
measures and by accelerating the development of electric vehicles and biofuels. Despite warnings from bodies
such as the International Energy Agency and the UK Energy Research Centre that global oil production will peak
within the next two decades,46 the Government still has no plans to prepare Britain for such an event47 – not even
after the wake up call of 2008 when oil prices soared to $147 per barrel.

• Energy efficiency – Making our use of energy in homes and businesses more efficient is by far the cheapest way
of reducing our dependency on imported fossil fuels, cutting our energy bills and abating our carbon emissions.48

Yet, instead of taking full advantage, Britain is lagging behind other countries again, with some of the least energy
efficient homes in Europe.49 According to the Committee on Climate Change, the main Government policy on
energy efficiency is ineffective and needs to be replaced.50

• Decentralised energy – It’s the same story when it comes to local heat and power generation technologies like
heat pumps and combined heat and power (CHP). It took the Government twelve years to agree to a tariff
agreement that would allow householders, businesses and communities to sell energy back to the utilities – a
system which still isn’t in place for biomass and heat producing technologies,51 leaving this much needed new
industry in limbo.

• The smart grid – Smart grid technology has the potential to cut energy bills, enable the electrification of transport
and banish black-outs to the history books. Yet, once again, Britain is falling behind our competitors – many of
which are already running large-scale demonstrations or have even begun nationwide deployment.52 In Britain,
the Government has announced plans to deploy smart meters by the end of 2020, a timescale of over a decade that
is widely regarded as unambitious.53



4. Objectives and principles

Multiple threats to the security, sustainability and affordability of our energy supplies should leave no doubt that British
energy policy is in crisis. The countless ducked decisions and wasted opportunities of the last thirteen years should leave
equally little doubt as to the cause of this crisis. Rather than lurch from short-term fix to short-term fix, the time has come
for fundamental change: a complete restructuring of British energy policy. 

We believe that any successful process of reform needs to start with clear policy objectives and clear principles that are
consistently applied to the achievement of those objectives.

4.1 Objectives

The objectives of Conservative energy policy are as follows:

• Security – Britain must be able to count on, today and in the future, reliable supplies of energy for electricity,
heating and transport.

• Sustainability – Our wellbeing depends on a healthy environment. In extracting, generating and using energy
we must safeguard the ecosystems we rely on.

• Economy – Energy is a necessity of daily life for consumers and business. We want it to be abundant and
affordable.

• Opportunity – Historically, energy has been a sector of British industrial and commercial strength. We want to
develop and deploy those strengths to create new wealth for the country.

4.2 Principles

Given the importance of the long-term investment decisions at stake, it is vital that a coherent set of principles is rigorously
applied to all Government actions on energy. Conservative energy policy will therefore: 

• Be market-based – The renewal of Britain’s infrastructure is a major investment challenge, one in which
commercial investors will play the main role. We need an environment that is attractive to investors – both existing
participants in the market and new entrants. 

Some might argue that the public policy goals that depend on the energy sector – including environmental
objectives, security of supply and the protection of consumer interests – require an industry that is heavily directed
by government. This would mean a regulated utility model in which investment plans are approved and rates of
return specified by the state – a model that is practised in many parts of the world and which is broadly the drift
of current Government policy. 

We believe that the need for risk-taking, innovation and investment in the years ahead make the energy industry
one which can benefit from more, not less, enterprise. Our approach is therefore market-based rather than
government-based.

• Provide prudential oversight – Public policy has an important role to play within a market-based approach. The
strong national interest in the four objectives we set out above must be secured. It is accepted – not least after the
events of recent years – that public exposure to the banking system requires prudential reserves to be maintained
and systemic risk to be monitored and reduced. Similarly, in energy policy, a prudential approach to energy security,
environmental impact and consumer protection is the foundation of – and not an alternative to – a functioning market.
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• Offer strategic clarity – The energy policy vacuum over the past twelve years has been filled with multiple,
disparate bodies promoting multiple, disparate policies. We believe that all UK energy policy should be set clearly
and comprehensively by ministers accountable to Parliament and the electorate. Other bodies – minimal in number
– should be clearly focused on executing, rather than making, public policy.

• Favour diversity – Sir Winston Churchill believed that energy security lay in “diversity and diversity alone.”
A Conservative Government would secure our energy supplies by promoting diversity in the technologies that
supply our heat, power and transportation needs; and in the sources and supply chains for the energy on which
those technologies depend.

• Seek value for money – For businesses and for households, energy is a major component of their costs.
Government should seek to minimise the costs of energy to consumers. Trading arrangements should expose, not
distort, the full costs of each form of energy. And while subsidy will sometimes be required in the initial stages of
immature technologies that can contribute to the objectives of energy policy, they will never be permanent: energy
markets must be sustainable without public subvention.

• Practise environmental stewardship – We believe that each generation has an inalienable responsibility to
bequeath a healthy natural environment to the next. Therefore, the environmental costs and benefits of energy use
must be consistently and transparently priced into the decision-making of both the state and the market. Allowing
sectional interests to force the costs of pollution on others is not only wrong and economically inefficient, it is
also – given the scale of the energy industry – a threat to global security.

• Take an internationalist approach – A significant contribution to Britain’s energy security will come from
stronger international relationships. Conservatives will take a much more active role in developing and deepening
long-term agreements with important overseas suppliers; facilitate greater interconnection between the UK grid
and neighbouring networks; recognise the importance of European and global co-operation in achieving shared
objectives; and promote free trade in the financing, development and operation of energy projects. 

• Promote competition – Ultimately, the objectives of energy policy are not achieved by government, but by the
investors, innovators and entrepreneurs that have always driven technological progress. Government policy must
therefore strive to tear down barriers to market entry – whether within the regulatory framework, incentive
structures, access to physical infrastructure or our trading relationships with the rest of the world. 
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5. Actions to rebuild security

A Conservative Government intends to take twelve key actions to put our energy system back on its feet. We will:

1. Ensure that Britain has a clear, consistent and stable energy policy

2. Establish a capacity guarantee in the electricity market

3. Establish a security guarantee for gas supply 

4. Reform the Climate Change Levy to provide a floor price for carbon

5. Operate a streamlined planning process for large infrastructure investments 

6. Facilitate nuclear power

7. Accelerate the demonstration of carbon capture and storage

8. Promote renewable energy

9. Revolutionise supply and demand by building an energy internet

10. Reduce demand by offering every household a Green Deal on energy efficiency

11. Electrify transport to reduce dependence on oil

12. Create a Green Investment Bank

Action 1: Ensure that Britain has a clear, consistent and stable energy policy

Britain needs an energy policy that is clear, consistent and stable. Without one, investors will charge a premium to
compensate for the risk of policy uncertainty. This increases the cost of capital and, in turn, the costs borne by consumers.

To have a clear, consistent and stable energy policy requires:

• Firstly, that ministers – not quangos, advisory bodies or regulators – should be unambiguously responsible for
determining policy.

• Secondly, that policy decisions should be reliably and swiftly implemented. Public bodies beyond ministers and
their departmental staff must have a clear and unwavering focus on the execution of policy. The number of such
bodies should be reduced – eliminating duplication and cutting costs.

It is on this basis that we propose the following changes:

• The Department of Energy and Climate Change must be made clearly responsible for determining energy policy,
working with the National Security Council, the Ministry of Defence and the Foreign Office in respect of
international security issues; it will be streamlined to focus on supporting the decision-making role of ministers

• We intend to exchange the displacement activity of inconclusive reviews and consultations for an Annual Energy
Statement to Parliament that sets a clear strategic direction for energy policy – and therefore energy investment –
in the years ahead

• We will reform Ofgem to focus it on executing, not developing, policy. We propose to transfer Ofgem’s competition
policy and consumer protection powers to the Office of Fair Trading, with Ofgem serving in the role of economic
regulator and delivery agency for government policy. Most non-departmental public bodies would be incorporated
within this principal delivery agency for government policy

• This will allow the abolition of other delivery bodies – with the quango count reduced still further by consolidating
the myriad existing sources of public investment in energy within the Green Investment Bank (see action 12)
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Action 2: Establish a capacity guarantee in the electricity market

We believe that developers should be incentivised to build enough generating capacity to provide a reliable electricity
supply at times of peak demand. 

The new electricity trading arrangements brought in by Labour in 2001 and 2005 abolished the old capacity payment
system, focusing incentives on ‘just in time’ electricity supply.54 In theory, short-term incentives for supply should be
enough to secure the necessary long-term investment in capacity. But, in practice, this approach can fall short – for three
reasons in particular:

• Firstly, as in the banking system, individual operators’ attitude to risk (in this case, the risk of running short of
power) may not be the same as that of consumers and the Government

• Secondly, revenues from occasional and unpredictable price spikes may prove too much of a lottery to finance
new investment in back-up capacity or ‘peaking’ plant that is only in demand at times of tight supply

• Thirdly, the ongoing loss of old power stations and the increasing penetration of variable forms of generation,
such as wind power, mean that price spikes could get even spikier – provoking public pressure for regulatory curbs
on prices which could make back-up capacity uneconomic

We believe there is a better way to provide the necessary incentives. In financial markets, the central bank specifies the
prudential reserves that other banks in the system have to maintain. In electricity markets, we believe the energy regulator
should have a similar role – undertaking the following functions:

• Monitoring and assessing the adequacy of capacity margins

• Where capacity margins are inadequate, to have the power to secure the new capacity required – either directly,
as a requirement on suppliers to have sufficient contracted capacity available, or by arranging auctions to fill any
missing capacity

• Enabling open competition and transparent cost comparison between alternative ways of meeting capacity
requirements – not only peaking plant, but also demand-side response measures, interconnection with neighbouring
grids and storage technologies

In effect, the regulator would be able to make long-term commitments on behalf of consumers to provide certainty of
payment for new capacity. This would allow investments to be planned in advance (thereby assuring security of supply)
and at low risk (thereby cutting costs). 

Action 3: Establish a security guarantee on gas supply

The prudential approach that we will apply to the security of electricity supplies will also be applied to the security of gas
supplies. Indeed the two markets are linked given that gas is set to play an even more important role in the generation of
electricity than it does now. 

With North Sea production in decline we must maximise the diversity, reliability and affordability of the increased levels
of imported gas we will need in the years ahead. In place of the pipeline politics that have dominated energy policy on
the Continent, we believe that Britain must take full advantage of a worldwide market that has been transformed by the
globalising impact of the LNG industry and the shale gas revolution. In this new market, Britain is well positioned to
play an active role at the hub of a diverse, international trading network, instead of a passive role at the end of a long
Eurasian supply chain.

Therefore, a Conservative government will:

• Work with UK importers to secure new and reliable long-term supply contracts with both LNG and pipeline gas
producers in Europe and around the world

• Maintain and deepen our existing trading relationships with other North Sea producers, especially Norway

• Press for the liberalisation of gas and other energy markets within the European Union and around the world
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While diversity represents one half of the security equation, the other half is all about resilience. A global market that
provides ample supplies in normal circumstances is not immune from extreme events such as unusually cold winters,
pipeline failures and political conflicts. 

That is why a Conservative Government will ensure that, like France and Germany, we have enough gas storage or  other
equivalent security measures to guarantee supplies throughout the year. This would take the form of an obligation on gas
suppliers which could be fulfilled through alternative means – including storage facilities, contracted demand-side response
and proven long-term supply contracts – so long as they provide confidence that the UK gas system can withstand a
sustained disruption of external supplies during the winter period of peak consumption. 

Action 4: Reform the Climate Change Levy to provide a floor price for carbon

A credible and sustainable price for carbon is vital if we are to see adequate and timely investment in new electricity
generation. Whatever the carbon content of electricity generated, operators considering new investments in plant with a
life of several decades need to know where they stand. This is especially true for investments such as renewables and new
nuclear power stations where the bulk of the lifetime costs are sunk in advance of generating any electricity at all.

The EU Emissions Trading Scheme (ETS) was designed to be the primary mechanism by which the market could determine
the cost of carbon. Yet the experience of the ETS has been of such price volatility and market uncertainty that it has had
the opposite of its intended effect: it has made long-term investments more risky and therefore more costly, and so less
likely to be made.

In Britain, the Climate Change Levy (CCL) is another measure that promised to provide incentives for investment in low
carbon energy. However, the CCL is misleadingly named because it is a tax, not on the carbon content of energy, but on
the amount of energy supplied.

Therefore we are left in a situation in which two of the most important of our energy and climate change policies are badly flawed.

A dependable carbon price over the long-term is a crucial basis for investments made on timescales that extend beyond
the life of particular governments. It is appropriate to find common ground between UK parties for establishing a price
for carbon that is reliable in the long-term.

We propose to fulfill our commitment to reform the CCL in a way which is revenue-neutral, by turning it into a rebateable
carbon levy that would act as a floor price for carbon in the energy sector:

• The CCL would be removed from the ‘downstream’ supply of electricity to consumers and would instead be
payable ‘upstream’ on the carbon content of electricity when it is generated

• The levy would be set at a rate determined by the Treasury, but power generators would be able to offset the costs
of purchasing ETS allowances against their liability for the reformed Climate Change Levy

• If the ETS price is at or above the level of the rebateable levy, no net charge would be payable; if the ETS is below
this level, then the difference would be paid through the levy to the Treasury

We intend that this reform should provide incentives primarily for future generating capacity, rather than penalise existing
capacity. Accordingly:

• The rebateable levy would begin at a low rate, to be determined with the industry, and then increase at a defined
predictable pace until it reaches an optimal floor price in the future

• The levy would be in place for at least 25 years, matching much of the life of all but the longest investments in capacity

• The exemptions that currently apply to domestic consumers, small businesses and charities under the CCL would
be carried over to the new system

• The current system by which some groups of industrial users can secure rebates in return for improving their
energy efficiency would also continue

• The reform would be revenue-neutral, first replacing the CCL on electricity and in time rebating the proceeds to
energy consumers
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Ultimately the cost of achieving a diverse and resilient energy system has to be paid for by consumers. Reducing that cost
depends on incentivising the necessary investment in the most economically efficient way – which is what this reform
will deliver. 

Action 5: Operate a streamlined planning process for large 
infrastructure investments

Modern energy provision is impossible without an effective system for the planning of land use and development. With so
much investment needed in new generating capacity and network infrastructure over the next decade, we cannot afford to
be without a planning system that reflects the needs of large infrastructure developments.

The alternative is one of crippling delays, massive overspends and barriers to market entry that restrict competition and
innovation – all of which would jeopardise much needed investment, drive up costs for consumers and compromise Britain’s
energy security.

That is why we accept, and will retain, the provisions made in the 2008 Planning Act for a streamlined, fast-track planning
process for major infrastructure projects. In particular, we will maintain a dedicated unit to deal with such  projects, with
decisions subject to strict time limits. Individual planning decisions must be governed by clear statements of national
energy policy so that major infrastructure planning inquiries deal with local impact issues and do not  waste time considering
the merits of national policy. Therefore we also support the use of National Planning Statements, which embody the
principle that strategic decisions on matters of national importance should be made by ministers democratically accountable
to Parliament.

However, it is in respect of the principle of democratic legitimacy that the approach set out in the Planning Act contains
flaws that must be corrected:

• In particular, the Infrastructure Planning Commission (IPC) should not have been created as yet another
democratically unaccountable quango. We would retain the expertise and relevant powers of the IPC, but as separate
unit within the existing Planning Inspectorate – a body that reports directly to ministers.

• Both as a matter of principle, and because without it there is a significant risk of judicial review, the National
Planning Statements should be ratified by Parliament thereby providing a clear democratic mandate.

• The final planning decisions on major infrastructure developments should be taken not by an unaccountable
official, but by the relevant Secretary of State, accountable to Parliament. However, the Secretary of State’s
decisions will still be subject to the same statutory time limits that currently govern the Chair of the Infrastructure
Planning Commission and will be made on the basis of the same assessment and advice. 

Streamlining the planning system at the expense of democratic accountability is a counterproductive shortcut, vulnerable
to popular and judicial reaction. Our reforms combine the virtues of efficiency and democracy, and thus provide the best
guarantee of stability for this vital part of the energy policy framework. 
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Action 6: Facilitate nuclear power

Nuclear power has long been Britain’s most significant source of low carbon energy. In 1979 nuclear provided 12% of our
electricity, and by 1997 that proportion had more than doubled to 26%.55 That, however, was the high point. From 1997 to
the present day, the nuclear share of the generating mix halved to 13%56 – and will continue to fall as all but one of our
nuclear power stations retire by 2023.

Nuclear power is proven technology, but its long development times mean that replacements for older plant have to be
planned years ahead. The Government’s long-standing refusal to make a decision on nuclear power has meant that new
nuclear capacity will not be ready until towards the end of the decade.57

Our framework reforms to energy policy will ensure that this failure to anticipate and prepare for the future can never
happen again.

• We support the long overdue National Planning Statements on energy infrastructure, which are of critical
importance to nuclear power – and will submit them to a vote of Parliament to protect against Judicial Review
and the further delays that would cause.

• A carbon floor price will provide a reliable signal for investment in all forms of low carbon energy including
nuclear power (see action 4).

• Consistent with our view that all energy supplies must be sustainable without permanent public subsidy, we agree
with the nuclear industry that taxpayer and consumer subsidies should not and will not be provided – in particular
there must be no public underwriting of construction cost overruns.

• We will work closely with the industry to identify a long-term repository for nuclear waste and establish a fair
allocation of costs for the use new nuclear power stations will make of the facility.

• We would retain the Office of Nuclear Development, which is widely recognised as an effective body 
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Action 7: Accelerate the demonstration of carbon capture and storage

During the freezing weather of January 2010, coal-fired power stations supplied over 40% of our electricity58 – relieving
the intense pressure on our gas supplies. However, in the coming decade at least a third of our coal-fired capacity will
close – and most of the rest will disappear in the decade after that.

Keeping coal in the energy mix will be an enormous challenge:

• Coal is highly polluting – in terms of local pollution like sulphur dioxide as well as greenhouse gases (in 2008
each gigawatt hour of coal-fired power produced 910 tonnes of carbon dioxide, as opposed to just 393 tonnes for
gas-fired power)59

• The economics of coal are also a major obstacle – the capital costs of coal plant are two to three times those for
gas plant60 and no major new coal-fired power station has been built in Britain since 197461

• As for security of fuel supply, UK coal production has halved since 199762 and almost 60% of the ‘steam’ coal
we import for use in power stations is Russian63 (greatly in excess of the proportion of gas we are ever likely to
import from Russia)

However, carbon capture and storage (CCS) technology provides an attractive way forward for coal:

• As the name suggests, CCS provides a means of abating the carbon emissions from coal-fired generation

• CCS creates a stream of pure carbon dioxide that can be used to enhance the recovery of oil from depleted fields

• Pre-combustion CCS technology also provides a means of producing hydrogen in large quantities – initially for
use in CCGT power stations (that would otherwise be fuelled by natural gas), but, in the longer-term, as the basis
for the development of an advanced hydrogen economy

Several countries are already engaged in a race to demonstrate CCS technology on a commercial scale and stake a claim
in an emerging global industry. Given Britain’s rich natural endowment of geological storage sites for captured carbon –
and our traditional strengths in the relevant marine engineering and process industry sectors, we have all the competitive
advantages we need.

Unfortunately, Labour’s reluctance to commit to CCS as the future for coal, and its mismanagement of the demonstration
programme has held Britain back, allowing our competitors to take the lead.

A Conservative Government will put UK CCS back on track:

• We will bring the current CCS competition to a rapid conclusion, allowing the winner to move to the next stages
of demonstration

• Avoiding the pointless delays seen so far, we will expand the demonstration programme to at least four facilities
(including the current competition) and include both pre-combustion and post-combustion technologies

• We will ensure that CCS pipelines are planned and located where the greatest capacity for growth can be provided
at the lowest costs – enabling efficient, shared access to transportation and storage infrastructure

• All new coal-fired power stations would have to incorporate CCS technology from the outset and an Emissions
Performance Standard would be used to underpin progress on the level of carbon capture and efficiency of each
plant – guaranteeing consistency with UK carbon budgets

• Our preference would be to fund the CCS demonstration programme from EU Emissions Trading System receipts,
but we would adopt the funding mechanism proposed in the current Energy Bill if that is required to avoid further
delays
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Action 8: Promote renewable energy

Renewable energy has a vital part to play in the security and sustainability of Britain’s energy systems. 

British wind, wave and tidal energy resources have world-beating potential. It is an inexhaustible resource that provides us
with important advantages in the development of a global clean energy industry. Offshore wind, in particular, has the
potential to become Britain’s largest natural energy resource – and its development will play a significant part in meeting
the UK commitment to source 15% of our energy from renewables by 2020.

• We will put in place an offshore grid to reduce the uncertainty over grid connections that impacts on investment
in offshore wind and marine renewables

• Marine park facilities will be developed alongside the offshore grid to accelerate the development and
demonstration of wave and tidal power systems

• We will help take the poison out of many of the planning battles surrounding onshore wind by promoting
community ownership of appropriately sited wind farms, allowing host communities to retain the additional
business rates and providing electricity to local residents at discounted tariffs

The main system of financial incentives for investment in renewable capacity is the Renewables Obligation (RO) which –
in comparison to the feed-in tariff system used in other countries – is expensive, bureaucratic and produces an unpredictable
revenue stream. We will reduce costs to consumers and risks to investors by allowing feed-in tariffs to be used for future
investments such as round three of the offshore wind development programme and wherever this would offer better value
for money to the public and reduce the cost of capital for investors. 

Decentralised energy – which includes CHP, waste heat capture, biomass, biogas, geothermal and microgeneration
technologies – has the potential to make a contribution Britain’s production of both electricity and heat.

• We are committed to the introduction of feed-in tariffs to promote small-scale renewables and the capture of waste heat

• We will give local councils the power to identify areas that would be suitable for district energy schemes – such
as those adjacent to heat-generating industrial facilities – and allow them to use the planning framework to
promote integrated district heating schemes for those areas

• In promoting biomass, biogas and the capture of waste heat we will support the use of sustainably-sourced
fuels and waste products, rather than feedstocks whose production damages the environment

Action 9: Revolutionise supply and demand by building an energy internet

Actions 1 to 8 (above) are focused on ensuring that Britain has a more robust, more diverse, less polluting and lower cost
supply of energy. However, power cuts, fuel shortages and soaring bills aren’t just a matter of supply alone, but result from
imbalances between supply and demand. 

We cannot continue with a one-sided energy policy that focuses only on supply. The assumption that the level of demand
at any particular time is either fixed or can only be managed by the top-down control of consumers is wrong. New
developments are challenging the old, centralised, unresponsive energy model. In actions 9, 10 and 11 we set out a
programme of reform for activating the full potential of demand-side energy technologies – potential not just for the
security and sustainability of our energy, but also the empowerment of energy consumers.

The most revolutionary of these technologies is the smart grid, which we believe will do for our use of energy what the
internet did for our use of information. Currently our energy networks are stuck in the post-war era of centralised command
and control. Metaphorically – and sometimes literally – we have an analogue energy system with little scope for interactivity
between producer and consumer, and little opportunity for personalised control or responsibility. The smart grid can change
of all of that.

This is a rapidly developing technology. Politicians today can no more plan the evolution of the energy internet than their
predecessors could have planned the information internet. However, with so much of our energy infrastructure in need of
replacement, we have a golden opportunity to put the building blocks of the smart grid in place and make Britain a leading
centre for smart grid innovation and enterprise. 
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In particular, consumers stand to gain from the deployment of smart meters, which would provide user-friendly real-time
information on household energy use; help identify options for saving energy; and improve accuracy of billing. Above all,
smart meters would make it much easier for consumers to take advantage of off-peak energy prices. Nationally, this can
help even-out demand levels and revenue streams, thereby reducing the need for new capacity and cutting the cost of
capital for the new capacity that is needed. This will be particularly important in helping to integrate intermittent or inflexible
sources of generation like wind or nuclear, respectively.

In place of the current policy of delay, a Conservative Government will act to secure consumer interests: 

• We will accelerate the roll-out of smart meters, setting a deadline of the end of 2016 for most homes and businesses
to have a smart meter

• We will enshrine the principle that smart meter data belongs to the consumer, not the utility –legislating, if
necessary, to protect rights to privacy, access and transfer

• We will work with the industry to agree common standards that enable smart meter support for microgeneration,
electric vehicles and consumer-controlled automation of appliances and heating systems

The indispensable parts of our energy infrastructure – such as the electricity transmission system – are designated as
regulated assets. Investment in these lynchpin components receives a modest but guaranteed rate of return and Government
is able to require a fair access regime for network users. We will use these arrangements to promote smart grid investment
across our energy networks and in particular:

• Set ‘smartness’ criteria for the renewal and replacement of our existing transmission and distribution infrastructure
– in particular ensuring full support for smart meters

• Require the interoperability of different smart grid systems so that UK energy markets are open to products and
services from the widest possible range of providers

• Co-operate with neighbouring countries to interconnect national smart grids and enable cross-border trading of
supply-side and demand-side response

Action 10: Reduce demand by offering every household a Green Deal on
energy efficiency

The most secure, and the most affordable, kind of energy is the energy we don’t have to use. Reducing the amount of
energy we consume, through improving our energy efficiency, saves money, cuts carbon and – because it reduces the
demand that needs to be supplied – enhances our energy security. 

Two-thirds of the gas Britain uses – and imports – is used for heating. Yet, much of it is wasted because so much of our
housing stock, commercial property and public sector estate is poorly insulated. As a nation we will be living and working
in these buildings for decades to come, so, as well improving standards for new construction, we need to address the main
challenge, which is to retrofit the homes and workplaces we already have.

The good news is that much investment in energy efficiency can pay for itself through the savings it generates in energy
consumption. Given the cost of supplying wasted energy is almost always higher, it simply makes no sense not to be
investing more in efficiency. Current Government schemes are grossly inadequate in their ambition, fail to attract private
sector finance and are operated as closed shops under the control of the big energy suppliers – whose commercial interest
is in getting us to consume more, not less, of their product.

A Conservative Government will sweep away these limitations by offering every household in Britain a Green Deal of up
to £6,500 worth of energy efficiency improvements at no upfront cost, with a higher limit for hard-to-treat homes:

• Householders would be entitled to an independent assessment that would identify the best opportunities for
efficiency improvements to their homes

• These improvements would then be carried out immediately by a kite-marked installer

• The cost of the work would be repaid over the long-term from the resulting energy savings and through the energy
bills payable at the property where the work is done
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The widest possible range of private, public and voluntary sector organisations would be able to participate in financing,
marketing and delivering efficiency improvements under the Green Deal – banks, investment funds, high street retailers,
local authorities, housing associations, charities, social enterprises and community groups in addition to the established
energy suppliers.

The Green Deal, as well as extending choice and opportunity to individual householders, would also provide a framework
for systematically improving the efficiency of entire streets and estates – which could provide new and effective options
for the deployment of public funds to combat fuel poverty.

The aggregation of energy efficiency improvements on an even larger scale would offer an alternative and more cost-
effective way of meeting the need for new generating and storage capacity (see actions 2 and 3). We would ensure that our
energy market reforms allowed demand-side measures to compete fairly and openly with supply-side measures. And, in
this context, we would seek suitable opportunities to expand the Green Deal from the housing sector to cover efficiency
investments in the commercial, industrial and public sectors.

Action 11: Electrify transport to reduce dependence on oil

Oil accounts for 97% of the energy used for transport in Britain.64 Without oil, our transport systems – and much of our
economy – would grind to a halt.

The last two years have seen extraordinary volatility in the global price of oil. Prices have swung from $147 a barrel in
July 2008 to $32 a barrel in December of the same year, and by the end of 2009 prices were back up to between $70 and
$80 a barrel65 – despite the impact of the recession. With most economies now in recovery there are fears of further pressure
on prices. As the Industry Taskforce on Peak Oil and Energy Security (consisting of leading companies from the power,
engineering and transport sectors) warned this year: 

“The era of cheap oil is behind us. We must plan for a world in which oil prices are likely to be both higher and more volatile.”66

The prudent approach to energy security, economic stability and carbon is to reduce Britain’s exposure to the risk of
extreme and erratic oil prices. With mainstream voices like the International Energy Agency predicting that global
production of crude oil will hit an upper limit within twenty years – and some experts predicting an even earlier crunch in
supply – we need to start preparing now.

Firstly, we need to make the most of our remaining UK oil (and gas) reserves. Wherever we can profitably produce oil and
consume it in place of imports we should do so. We will therefore reform the taxation and licensing of exploration and
development – together with arrangements for access to North Sea infrastructure.

However, the long-term solution to the economic, environmental and security consequences of our dependency on oil is
to progressively reduce that dependency. To prepare for this transition, a Conservative Government will:

• Accelerate progress towards building the type of high-speed electric railway system that has been available across
Europe for decades – and which provides an attractive alternative to unsustainable developments such as a third
runway at Heathrow

• Work on a national and international basis to strengthen fuel efficiency standards for road vehicles, aviation
and shipping

• Ensure that the Renewable Transport Fuel Obligation only provides incentives for the production of biofuels that
meet an acceptable sustainability standard – ending the perverse situation in which a supposedly green policy
causes environmental damage and attracts investment away from genuinely promising biofuel technologies

Above all, we will position Britain to prosper from what may be the most important energy transformation of all – the
electrification of road transport:

• The widespread adoption of electric vehicles depends on a national network of recharging points; we will designate
these as a regulated asset – enabling Distribution Network Operators to invest ahead of need

• We will work with the transport and energy sector to agree the common standards that would enable maximum
flexibility in the development and deployment of vehicle and network technologies
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• We will ensure that the smart grid is developed not only to manage the new demands that would result from
electrification, but also to realise the opportunities that would be created by the combined power storage capacity
of millions of electric vehicles

Action 12: Create a Green Investment Bank

With so much of our generating capacity and energy infrastructure in need of replacement – and the global race to develop
new energy technologies so important to our future prosperity – it is vital that we secure the finance to create an energy
system fit for the 21st century.

A Conservative Government will act to help mobilise investment in our green energy future. This includes establishing, in
conjunction with the Treasury, Green ISAs and creating new Green Bonds designed to leverage private sector finance and
allow retail and institutional investors to participate more easily in the major task of building clean energy systems. 

We will also create a Green Investment Bank with two main functions:

• To consolidate within a single institution the existing disparate sources of public investment in the low carbon
economy, such as the Carbon Trust and the Marine Renewables Deployment Fund. This will provide a clearer
focus for prospective investors as to where to go for investment help, will leverage in external investment and will
ensure that public funds deployed are focused and efficiently managed 

• To act as an intermediary to help attract and package investment opportunities in forms acceptable to investors

We have established a high-profile working group to advise on the key technical issues involved in the creation of the
Bank including funding mechanisms, investment criteria and management. It is due to report after the election and before
the end of 2010.
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6. Cutting the cost of security

A key objective of Conservative policy is that our energy should be abundant and affordable.

Already, average domestic gas and electricity bills are over £1,200 a year67 – almost as much as the average band D
council tax.68 And energy prices are just as important to British industry as they are to British families: affordable energy
is vital for our competitiveness. The energy regulator Ofgem has forecast real terms price increases between now and
2020 of between 14% and 23%.69 Some analysts believe that this is a substantial underestimate of the costs to consumers
of present policy.70

Our policy aims to reduce the rise in consumer prices compared with what would happen if Labour’s policies were
to continue. 

6.1 Current pressures for higher prices

There are three principal reasons why, under Labour’s policies, fuel bills are set to rise during the next decade:

Replacing capacity

We have no alternative but to replace the significant proportion of Britain’s generating capacity that will reach the end of
its life by 2020. Similarly, our energy infrastructure needs to be upgraded to cope with the new demands that will be made
on it. Ultimately, the costs of this essential work can only be paid for by energy consumers. The replacement of ageing
assets should have been carried out in a planned, orderly way – with provision made when energy prices were comparatively
low. However, as on so many other issues, the Government failed to mend the roof when the sun was shining. It is always
more costly to get work done when deadlines are pressing.

Fossil fuel prices

If we do nothing, Britain’s dependence on imported fossil fuels will grow. High and volatile fossil fuel prices have already
caused most of the increases to our energy bills over the last five years. Many industry experts believe that further price
shocks are on their way. Oil prices have increased by over 80% from their credit crunch low point. If demand rises as the
world economy recovers from recession, and developing nations like China resume their rapid growth, then British
consumers will be exposed to a significant risk of escalating energy prices – as will a British economy that will have less
protection than it once had from the cushioning effect of North Sea oil revenues.

The upfront cost of diversity

Diversifying Britain’s energy mix will reduce our exposure to fossil fuel price rises in the future and to disruptions to the
supply of particular energy sources. It is also necessary if we still want Britain to be a significant energy producer. However,
in terms of the cost of building new capacity there is no doubt that gas-fired plant is currently the cheapest option. Therefore,
while a diverse energy system is the best means of guaranteeing our long-term energy security, the upfront capital costs
will be higher than for a gas-only future.

In the coming decade, the biggest challenge in this regard will be in achieving Britain’s targets under the EU Renewable
Energy Directive. In 2007, the Government made a legally binding commitment to source 15% of our energy from
renewables by 2020. This is one of the lowest targets of any EU member state, but because Britain starts from such a low
base (just 2.5% of our energy came from renewables in 2008), we face a bigger challenge than any other member state –
as even the Government admits.71 Because so little progress has been made on renewables under Labour, the drive to
reach our committed level now has to be made over an inappropriately compressed timetable, with all that implies in
terms of cost.
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6.2 Reducing price rises

Recognising the enormous burdens imposed on consumers by Labour’s legacy of inaction, we will reform energy policy
with aim of reducing and offsetting the cost of the investment required.

It is not possible to say that the cost of electricity in the uncertain future will be less than the cost in the past, when fossil
fuels were cheap plentiful and secure.  Our aim has, therefore, to be different: it is to ensure that the cost of energy will be
lower than it would have been had Labour’s policies continued.

There are three main parts to our cost reduction strategy:

Cutting the cost of capital

The first part of our strategy is to minimise the cost of capital for energy investments. Ofgem estimate that between £100
billion and £200 billion of investment is needed by 2020.72 On the assumption that this will be passed on to consumers,
even a modest 0.5% reduction in the cost of capital would cut energy bills by between £500 million and £1 billion a year.

There is plenty of risk in new energy investments – including construction overruns, technology risks and uncertainty in
forecasting future energy prices. Public policy should be a haven from these risks, but thirteen years of indecision in energy
policy has amplified risk, thereby increasing the cost of capital.

The proposals in this paper would create a more stable and predicable policy environment within which investments can
be made:

• A carbon floor price – A floor price mechanism will be introduced as a revenue neutral reform to the Climate
Change Levy, so that there will be no net increase in the cost of energy for consumers. At the same time it provides
a level of certainty over future carbon prices, making investment more certain and predictable.

• Security guarantees – Because it is inconceivable that energy should be routinely rationed by black-outs, we
must have adequate peaking capacity and certainty of gas supplies. It is better to spread the cost of that capacity
smoothly over time, rather than perpetuate a system in which increasingly extreme price spikes provide the sole
incentive for investment. Relying on inherently unstable and unpredictable revenue streams will either mean that
investments are financed at a premium or that they or not financed at all, which would expose consumers – and
Britain’s international reputation – to the consequences of  a substandard electricity supply system.

• Feed-in tariffs – The Renewables Obligation (RO) is another risk-laden and expensive incentive mechanism for
investment. Wherever feasible, we will replace the RO with feed-in tariffs, providing a more stable, certain and
straightforward revenue stream for new energy developments – thereby reducing investor risk and lowering the
cost of capital. Because unpredictable changes to regulations add to costs and uncertainty, any facilities already
operating under the RO would be allowed to continue unaffected or, if they preferred, to transfer to a feed-in tariff.

• A reformed planning system – The planning system is a major cause of uncertainty and unnecessary cost.
A fast-track, streamlined approach, proofed against Judicial Review, would remove a major source of risk.

• Open networks – Access to vital network connections is a further source of risk for new energy developments.
Typically, it is more economical to provide such connections as a shared resource rather than through multiple
proprietary networks. Where appropriate, we will step in to put in place a regulatory framework for fair and open
access. This will reduce the risk for individual developments and lower barriers to market entry. In particular, we
will establish an offshore grid to make Britain a priority destination for investment in offshore wind and marine
renewables. 

The cost-effectiveness of the open networks approach is illustrated by National Grid’s proposal for a shared
offshore transmission network that would not only provide the most efficient way of connecting offshore renewable
resources, but also of strengthening interconnections with neighbouring power grids (see next page).
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Source: National Grid

Unlocking the cost-cutting power of energy efficiency

Not all measures to increase our energy security have a cost. Indeed some actually save money. The most important is
energy efficiency, which, by cutting waste, cuts our dependency on imports, our carbon emissions and our fuel bills. 

Furthermore, by cutting overall demand, less in the way of new generation and infrastructure is required, further cutting
the costs of energy security. In particular, it will be easier and cheaper to meet Britain’s renewables target – which is set
as a proportion of overall energy use rather than an absolute level.

Given the upward pressures on the cost of producing energy it is absurd not to be investing more in saving energy –
especially when such investments have a proven track record of paying for themselves. Our Green Deal on home energy
efficiency would remove the obstacles to making that investment on the scale required. Efficiency improvements would
be paid for over a period of 25 years out of the much larger resulting energy savings, thereby removing the upfront capital
cost from householders and allowing them to enjoy the net financial savings from the outset.

The deployment of smart grid technology will provide new ways of using energy more efficiently. For instance, smart
meters will give consumers the information and monitoring tools to identify and act on energy saving opportunities.
As well as cutting overall energy use, smart meters would make it easier for consumers to benefit from off-peak tariffs,
thereby helping to smooth-out consumption patterns which would reduce the cost of peak supply across the network and
generate additional savings.

Reducing subsidies

In the context of energy policy, subsidies are ultimately paid for by consumers – whether as additions to their energy bills
or through taxation.

We believe that energy markets must be sustained without permanent subsidy to any form of generation. Under Labour, a
plethora of subsidy mechanisms have emerged piecemeal and without much thought for the long-term consequences. This
has created a requirement for review and modification which adds to the complexity and instability of the policy framework.

The first step to sorting out this mess is to be absolutely transparent about the costs to consumers of existing and future
subsidies, so that the public has a clear view of the extra burdens mandated by policymakers. Under a Conservative
Government all consumer-paid subsidies will be disclosed on energy bills so that bill payers can be informed about the
level of contribution they are making.

The next step is to clarify that no energy subsidy should be permanent. Where subsidies are required it is with the restricted
and time-limited purpose of overcoming the initially higher costs of the research, development and deployment of emerging
technologies. When this phase is over and the technology is at parity with mature technologies – or it has become clear
that it is unlikely to be so within a reasonable timeframe – then the subsidy should cease for future investment.
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One thing subsidies should certainly not be used for is to compensate for the investment risks caused by deficiencies in
the energy policy framework. Therefore, the third step is to resolve those deficiencies so that the level of subsidy need be
no higher than that justified by the inherent requirements (and advantages) of the technology in question. This needs to
start with the way that the subsidy mechanisms themselves work. In particular, mechanisms (like the Renewables
Obligation) that have a destabilising impact on revenue streams should, wherever possible, be replaced with mechanisms
(like feed-in tariffs) that produce a predictable stream of revenues appropriate for low carbon technologies whose economics
are determined by upfront capital costs rather than variable fuel costs.

Maximising additional benefits

The one policy area in this paper that does not offer the prospect of lower increases in bills than under current policy
framework is our policy on Carbon Capture and Storage (CCS). Although we will not exceed the Government’s proposed
contribution for the development of this technology, we have not proposed a reduction in planned spending in this area.
The reason for this is primarily industrial: if CCS is successfully demonstrated, Britain is particularly well-placed to benefit
from an international market in CCS equipment and know-how. Our skills and industrial capabilities in marine engineering
and the process industries, our world-class research institutes, and our natural endowment of suitable offshore storage
sites, make this an attractive strategic investment for our industrial future. Making the most of this potential won’t have
a direct impact on energy bills, but the country as a whole will benefit from the contribution to jobs and growth.

CCS is by no means the only new energy technology in which we see a major industrial opportunity for Britain. Though
the primary purpose of this investment is to ensure the security and sustainability of our energy supplies, we believe that
we should take every available chance to maximise the contribution of such investment to jobs and growth in the UK. This
is best achieved, not through protectionist measures, but by making Britain the best place in the world to invest in the low
carbon economy. 

Achieving this aim will, like the full range of much-needed and long-overdue changes detailed in this paper, require
a degree of reform to the content and delivery of UK energy policy, which is only possible with a change in Government.
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