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ftem _____________________________ [ime
Attendees arrive 9:00 - 9:30 |
Housekeeping and icebreaker 9:30 - 9:45 i
Opening comments 9:45 -10:00 !
What we want for consumers 10:00 - 10:15 |
Market models 10:15 - 10:45

Morning tea break 10:45 - 11:00

Break out session on models 11:00 - 12:30

Lunch 12:30 - 13:15

Dr Jeff Hardy presentation 13:15-13:30

Break out session on models continues 13:30 - 14:45

Afternoon tea 14:45 - 15:00

Break out groups presentations 15:00 - 15:45

Closing remarks and next steps 15:45 - 16:00




WHY ARE WE
HERE TODAY




* Continue building a common
understanding of the fundamental issues
blocking innovation and competition
(building off call for evidence views)

* Generate ideas on how the market model
could be reformed to enhance competition
and innovation in a smarter, more flexible
market

« Consumer outcomes, how and in the
future
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Wholesale Marked

Supplier

The supplier is the commencial point aof
interface between the customer and
the upstream energy system

—

DO ALL THESE THINGS NEED TO BE PROVIDED
EXCLUSIVELY BY A TRADITIONAL SUPPLIERD

The supplier cwns the relationship
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Consurmer

with the customer and serves as a
conduit for consumer protection

| recovery HE"E‘tln.ﬂ. demand
= Hetwork costs = Procuring
= Govi levies & generation
policy Coats « Managing
o iihalesale and imbalance
50 costs ¢ Back up supplier
Managing risks Metering
* Hedging * Consumption
»  Rasponsibility data
for settlement = Bbeter provision
agents & maintenance
Social obligations Data & security
* UniversalSerdice | . povs srepes
Obligation B security
* Nulmerability +  eter safety

services inc PPR
* Energy efficiency

Customer Service

= Billing &
CommS promote
engagemant

= Complaints

= Smart roflout

Market procesies

= Central systems

= Change of
tenancy




/” We need a market model that encourages
new business models and propositions,
in a way that protects consumers while
also providing for better default
\_____arrangements for the disengaged. ~ /

518 opportunity
INeed to aadress
pa'f';‘];'temt IJ!J,JJjIIJ;) Stimulate
productivity gains
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* Key barriers are:

RS

* Complexity and volume of codes
* Supply licences too complex

* Access to data (eg Open Banking, centralised System rules
datasets) and regulation

* Lack of transparency around cost allocations
and risks

* Unclear definition of supply and generation —

eg how do prosumers fit in? \H‘ \H" \H’l \H’l

* Innovators hampered by generally having to

become a supplier or partner with one

Image: Dr Jeff Hardy, Grantham Institute
* Support for sandboxes, but want larger changes and s

for these to move more quickly
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* Ofgem should continue to focus on efforts to prompt greater engagement

* Limited support for opt-out collective switching at this time — too disruptive to consumers
* Strong views that consumers must always have access to supply and a ‘default supplier’ of some sort
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https://www.ofgem.gov.uk/data-portal/retail-market-indicators#thumbchart-c7770745751913637-n95437

)

* Support from many quarters to consider what are
proportionate regulatory arrangements for
intermediaries, given that they have an increasingly
prominent role with consumers

* View that regulation should focus more on
outcomes and services provided (many references
to principles-based regulation)

* Need to ensure consumers can easily engage with
a more complex market (eg have a |:1 relationship
with ‘supply’)

* Support for alternative licencing models (eg licence
lite)




WHAT WE
WANT FOR
CONSUMERS




Iterative guiding criteria for future arrangements

Consumer
outcomes

Market operation

All market participants offering services to consumers can
compete on an equal basis.

There are no undue barriers for consumers and wider market
participants seeking to share access to their energy system data
with other market participants.

Costs of operating the energy system are transparent, can be
recovered in a cost-reflective manner, and risks allocated and
managed effectively.
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AN EXAMPLE OF A
STRAWMAN
REFERENCE
MODEL




RECAP -THE CURRENT MODEL

Upstream Costs Licence & Policy Obligations
LICENSED SUPPLIERS ) TPlIs
Energy-related
products and
.
ALL CUSTOMERS OPTIONAL

For discussion purposes only



ALTERNATIVE MARKET MODELS

What do they need to do (better)?

|. Easier for engaged customer to secure good outcomes, and avoid
poor outcomes

2. Easier for disengaged and/or vulnerable customers to secure good
outcome and avoid poor outcomes

Easier to become a more engaged customer

4. New entrants and new business models able to compete without
disadvantage

5. Easier for transactions which support a more co-optimised energy
transition to occur

For discussion purposes only



AN ALTERNATIVE “REFERENCE” MODEL - EXAMPLE

Step |:- New more direct route to pass through ‘“system”’, policy and wholesale costs
Licence &
Upstream Costs Policy Obligations
: : Consolidated
€€ " 4
4 DNO A System Central Settlement & Billing

Costs

)

For discussion

ly
oses on
purP ALL HALF-HOURLY

CUSTOMERS




AN ALTERNATIVE “REFERENCE” MODEL - EXAMPLE

Step 2: - Competition in services to complement (or subsume) the core service

i<si For dj .
SYSTEM DATA MARKET DATA Pi';’:;zs':nns d’SCUSSlon
u
@ customer P rPOSes only
consent
4 N\ where r
SYSTEM AND MARKET DATA SRRIORMIALS REGULATED SERVICE
(INCLUDING FROM CUSTOMER’S PROVIDERS
OWN METER) ;
\_ J

ALL HALF-HOURLY
CUSTOMERS
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ASSUMPTIONS AND OBSERVATIONS

Predicated on Rollout of smart meters and HH electricity settlement
Universal access to supply obligation is met — but in a different form
Providers of competitive services to customers have no “system” functions
Allocation of “system-side” functions can be done differently

Can be generalised to include gas

Parties accessing data to provide services are regulated — but framework for
regulation is up for debate

For discussion purposes only



MARKET MODEL
BRAINSTORM




ASSUMPTIONS FOR BREAKOUT SESSION

|. For discussion purposes, focus is on electricity

Focus on the consumer persona (ideas on non-dom for bonus points!)
Model could be implemented in 5-10 years (ie technology would be mature)
Rollout of smart meters and HH electricity settlement completed

Everyone needs to be able to access electricity

Actual costs need to be shared fairly

N o U kAW N

All current roles of supplier can be transferred to other parties, or removed
completely

8. Legislation can be changed
9. New roles, responsibilities and entities can be created

0. Any solution will be enabled by data

For discussion purposes only
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GUEST
PRESENTATION -
DR JEFF HARDY

Please note this is a guest presentation — the following slides do not necessarily reflect the views of Ofgem.



Imperial College
London

Putting the customer at the heart of the energy
system

Dr Jeff Hardy

Senior Research Fellow

Grantham Institute - Climate Change and the Environment
Imperial College London

leff.hardy@imperial.ac.uk | @jjeh102 | @Grantham_IC

Grantham Institute

Climate Change and the Environment



mailto:Jeff.hardy@imperial.ac.uk

Imperial College

consumers
are
Increasingly at
the heart of
the energy
system...
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Grantham Institute

Climate Change and the Environment



Imperial College

25% 2016 50% 2050

=

25 million 2050 15 million 2050

o
er

74 hillion 2025

1. Flexibility

D V2,
DKI

“The UK could save £17-40 bn across the
electricity system from now to 2050 by
deploying flexibility technologies”

Smart systems and flexibility plan

“The UK is uniquely placed to lead the
world in a Smart Power Revolution. If we
get this right we could save consumers
up to £8bn a year”

NIC Smart power report

This research suggests that by 2050 up to
£21 billion per year of new financial value is
available in the UK electricity system...
Utility 2050 project

Grantham Institute

Climate Change and the Environment



Imperial College

2. Data

Customers in the future
snergy system
Using grid edge technologies
and services, customers will
produce, consume, store, and
sell electricity

customers wit {ﬂ?\ h
ES g

()
;;rla

storage
Peer-to-peer
transactions

b

Grid

DISTRIBUTED
GENERATION

1

DISTRIBUTED.L

CENTRALIZED
GENERATION

Acknowledgement: World Economic Forum report - The Future of Electricity

ELECTRIC VEHICLES
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TRANSMISSION &
DISTRIBUTION

COMMUNICATIONS
/ ANALYTICS

DATA STORAGE
CENTERS

S

ADVANCED
METERING

INFRASTRUCTURE

DEMAND SIDE
MANAGEMENT

Customers in the future
energy system
Automated tech and
analytics will influence
customer consumption and
contribute to new customer
services

Smart meters

@ and digital

P infrastructure
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Connected

smart devices

and new

services

&5

@ =

Automated
analytics and
communication
infrastructure




Imperial College

New electrifier

\

Traditional utility that is
helping consumers switch to
electric heat and mobility,
including installing equipment
and automating DSR

Peer-to-peer

_)
&~

P2P customers directly buy,
sell or swap electricity with
each other.

Energyasa
Service

5%

An ESCo delivers energy services to
customers, such as comfort and
illumination, rather than units of
energy like a traditional supplier.

Lifestyleas a
service

o A

)

A third party, such as a price
comparison website, takes
decisions on consumers’ behalf,
like automatically switching
energy supplier.

3. Business model innovation

Everyone has an opinion
on the energy business
model of the future...

0‘ ..‘

=‘ SMART

¢/ ENERGY GB

Smarter Britain

Imperial College
London

How could we buy energy
In the smart future?

Dr Jeffrey Hardy, Imperial College London

March 2017



Imperial College
Size of the prize for future utilities

o *
a | ’F Up to £21bn of new value is
' (o) (o) available to electricity

utilities per year by 2050
Plant efficiency Service provision Local LC generation
£75 — 1809 m £5 — 9 bn £42 — 4600 m
\ -
.EEL (\ il:
iy _
Large LC generation Flexibility optimisation CCS
£0.61 — 8 bn £400 — 2000 m £-0.14 — 1669 m

Wegner, M.-S., Hall, S., Hardy, J., Workman, M., 2017. Valuing energy futures; a comparative analysis of value Grantham |I‘IStitUte
pools across UK energy system scenarios. Appl. Energy 206, 815—-828. d0i:10.1016/j.apenergy.2017.08.200 Climate Change and the Environment



Imperial College
Do consumers want new business models?

Proportion of times option chosen
(out of 8096 eligible times for each archetype)

e

Same but Smart New Electrifier Energy Service Peer to Peer 3rd Party Controller
Company

Grantham Institute

Climate Change and the Environment




Imperial College
Conditions for business model innovation

EMR instutions -
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Grantham Institute

Climate Change and the Environment

most successful consumer __
confusion programmes of all
time” Ari Sargent




Imperial College
London Reshaping regulation

Regulate for how consumers consume not how
businesses are organised

pr—
& Regulate for system optimisation to deliver the most
>

productive, efficient and affordable system _A Res HAPI N G
== JLATION

POWERING FROM THE FUTURE £

B',*bauro.;m dys. Dr Jeff Hardy s e
& Profess rRlch: d Green _

T Regulate to promote transparent, cost-reflective and
N 4 t
open markets » L
@ Regulate for where energy system security is truly at
risk

Reference: Reshaping Regulation 15t November 2017

https://www.imperial.ac.uk/grantham/publications/reshaping-regulation-powering-from-the-future.php - I kepecial Collens Grantham Institute CATAPULT K‘?.:SL.Q@



https://www.imperial.ac.uk/grantham/publications/reshaping-regulation-powering-from-the-future.php

Figure 6 Level -1 overview of candidate 10 architecture Credit: Energy Systems Catapult

Policy and Regulation (Neutral as Possible to Maximise Innovation)
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Energy Services

. . Visibility, location
Distributors Local & functionality

System Optimisation Competing on
products, new Vanilla products National Optimisation price & capacity

preferences, at best B2B & B2C .to .mee.t
cost distribution

needs

Consumers .
Retailers

e ireelier Bundled /Embedded products /
choice, multiple

suppliers, fair services

Cross
Regulatory

outcomes (Primary
Authority Model)

The
Market

Transparent
Market Enhanced
price discovery

uoiesi|qo

Key Consumer
comparable
Metrics
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Market Assured
Compliance/ Standards
Insured against credit risk

Redress Across Continual Improvement

Complex
Products / System Operator

System Operation

e1eq 19SSy

O
®)
S
(%]
c
3
@
-
O
©
—t
Y

Asset Needs

Market Data
e1eq adl4d

Services

Enhanced Registration & Data Regulatory Body
Encompassing Regulatory Risk and Surveillance
Data access and automated Scheme & Settlement System
A platform for system visibility for all players

Jueldwo)

Enforcement and
Consequences

Regulations

New




CLOSING
REMARKS AND
NEKT STEPS




OVER THE COMING MONTHS

CE Y3




TELL US WHAT YOU THINK

futuresupply@ofgem.gov.uk




ANNEK -
ATTENDEE
RESPONSES TO
INTERACGTIVE
EXERCISES
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HOW WELL DO 2o%
CURRENT
ARRANGEMENTS
MEET THE NEEDS OF 20%
TODAY'’S
CUSTOMERS?

(I = NOT SO WELL,
|0 = REALLY WELL)

10% 10%

2% 2%

These are stakeholder views.

16%

16%

0%

0%
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31%

HOW WELL DO
26% CURRENT
ARRANGEMENTS
MEET THE NEEDS OF
TOMORROW'’S
CUSTOMERS?

0 (I = NOT SO WELL,
% 10 = REALLY WELL)

9%
7% 7%
4%
2%
0% 0%

1 2 3 - 5 6 7 8 9 10

These are stakeholder views.



