Digital Energy Element

Catalyst February 2022
Digital Energy Contracts fall, retracing most of

the gains seen in December
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Catalyst

January represented a relatively volatile period for GB gas
prices. We observed pronounced losses month-on-month,
particularly for near-term contracts such as the day-
ahead, month(s) ahead and front seasonal contracts,
despite the continuation of prevalent bullish factors
remaining in the market at present.

On average, seasonal gas contracts from summer 22 to
summer 24 were 11.1% higher in January than in the
previous month. These price rises were particularly
weighted towards contracts further along the forward
curve from winter 23 into summer 24.

We have regularly reported on the bullish fundamentals in
the market which continue to provide a strong foundation
of price support such as low renewables output, higher
performing commodity markets (LNG and carbon) and low
European gas in storage squeezing supply, all of which
remain prevalent. However, downward pressure on prices
was driven over the Christmas period into January, where
we saw milder weather and higher renewables output,
which reduced gas-fired power demand.

Furthermore, day-ahead gas dropped 26.0% from
December to average 206.23p/th and finished the month
1% lower than the start. It is prudent to highlight though,
that prices during January 2022 were still ~245% higher
than the same recorded period in 2021, continuing to
demonstrate the significantly elevated levels of gas prices
we are currently observing, despite the recorded month-
on-month losses we have described.

A similar set of events also transpired in the GB power
market, with many of the shorter-term power contracts
such as the day-ahead and front month contracts
achieving strong downward movements on average in the
month.

Despite this, seasonal power contracts up to and including
summer 24 moved higher, up 2.6% on average in
January. Summer 22 rose 0.6% to £172.74MWh, while
summer 24 lifted 3.9% to £74.80/MWh.

Generally speaking, near-term power prices followed the
bearish price signal set by their gas counterparts,
combined with increasing wind and renewable generation
as the month matured, softening previously tightened
supply margins at the start of the month as well as a
milder month more broadly, reducing power demand in
turn. As a result, we saw a 22.8% drop in day-ahead
power prices from December to average £205.04/MWh
this month, but is still nearly 130.0% higher than the same
recorded period a year prior.

The UK ETS carbon market recorded landmark gains too,
including a record set on 28 January at £87.00/t.

1 Catalyst Commercial Services’ independent approach enables clients to manage their exposure to energy price risk, while at the same time benefiting from a first-class service from a range of major
and independent suppliers. Catalyst Commercial Services’ procurement solutions make it simple, so contact a member of the team to discuss requirements.
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Key market indicators: 31/01/2022
Gas (p/th) Electricity (E/MWh) Coal EUA Carbon UKA Carbon | Brent crude
Day-ahead Year-ahead Day-ahead Year-ahead ($/t) (€lt) (Elt) ($/bl)
This month 31 Jan 22 207.00 208.50 176.00 195.25 114.00 88.46 84.50 91.41
Last month 31 Dec 21 174.25 175.20 165.00 172.50 100.00 79.81 75.00 79.15
Last year 1Feb 21 49.00 42.52 57.00 49.93 68.50 32.79 N/A 55.43
Year-on-year % change 322% 390% 209% 291% 66% 170% N/A 65%
Year high 415.00 281.63 540.00 279.13 185.00 89.50 87.00 91.41
Year low 40.25 42.33 43.40 49.93 64.00 32.79 42.40 55.43
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Commodities

Carbon: EU Emissions Trading Scheme carbon is quoted as over-the-counter (OTC) latest opening prices. All carbon prices are in euros per tonne (€/EUA).
Coal: Coal is quoted as OTC latest opening prices. All coal prices are in US dollars per tonne ($/t).

Electricity: UK power base-load and peak-load are quoted as OTC latest opening prices. All UK electricity prices are in pounds per megawatt hour (E/MWh).
Gas: UK National Balancing Point (NBP) gas is quoted as OTC latest opening prices. All UK gas prices are in pence per therm (p/th).

Oil: Brent crude oil is quoted as OTC latest opening prices. All Brent crude oil prices are in US dollars per barrel ($/bl).

Language/ terms

Bearish: A bearish market shows a general decline in prices over a period of time.

Bullish: A bullish market shows a general increase in prices over a period of time.

Curve: A graph of forward prices over a future time period.

Margin: The indicated UK imbalance of a given settlement period. It is the difference between the sum of the indicated generation available, and the national demand forecast
made by National Grid.

Over-the-counter (OTC): The trade of a commodity directly between two parties, often on standardised terms.

Spark/ Dark spread: The theoretical net income of a gas/ coal-fired power plant from selling electricity having purchased the necessary fuel. The clean spark/ dark spread is
this net income adjusted for the cost of carbon.

Disclaimer

This monthly news and pricing bulletin is produced by Cornwall Insight in conjunction with Catalyst Commercial Services exclusively for the customers of Catalyst Commercial Services and provides
general information and commentary on energy market trends. The opinions contained in this bulletin constitute the current opinions of Cornwall Insight and/or Catalyst Commercial Services and are
produced for informational purposes only. This bulletin should not be construed as an offer, recommendation or solicitation to buy, sell or deal in any commaodity, product or security or to enter into any
trading or investment activity whatsoever. Any use by you or any third party of any information or other material contained in or associated with this document signifies agreement by you or them to these
conditions. The report makes use of information gathered from a variety of sources that have not been subject to independent verification. Neither Cornwall Insight nor Catalyst Commercial Services gives
any representation or warranty as to the accuracy or completeness of the information collected from market participants or from sources in the public domain. Neither Cornwall Insight nor Catalyst
Commercial Services make any warranties, whether express, implied or statutory regarding or relating to the contents of this report and specifically disclaim all implied warranties, including, but not limited
to, the implied warranties of satisfactory quality and fitness for a particular purpose. While Cornwall Insight and Catalyst Commercial Services consider that the information and opinions given in this
bulletin and all other documentation are sound, all parties must rely on their own skill and judgment when making use of it. While every effort is made to ensure the accuracy of any information or material
contained in or associated with this document, neither Cornwall Insight nor Catalyst Commercial Services, their affiliates and employees, either individually or collectively accept any responsibility for any
loss, damage, cost or expense of whatever kind arising directly or indirectly from or in connection with the use by any person whomsoever of any such information or material; neither do they make any
representation or warranty as to the accuracy or completeness of the data, information or statements contained herein.

2 Catalyst Commercial Services’ independent approach enables clients to manage their exposure to energy price risk, while at the same time benefiting from a first-class service from a range of major
and independent suppliers. Catalyst Commercial Services’ procurement solutions make it simple, so contact a member of the team to discuss requirements.
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BEIS consultation on heat network regulation cost recovery

On 29 December, BEIS published a consultation seeking views on its proposed approach to recovering the costs of heat
networks regulation. The consultation also seeks views on the design and operation of the proposed approach to cost
recovery, which will be administered by Ofgem.

Heat networks are seen as an important part of the UK’s transition to net zero and, as the integration of heat networks
grows within the energy system, it is recognised that greater regulation is required to enforce consumer protections. In its
consultation, BEIS announced the appointment of Ofgem as the heat network regulator, recognising its comprehensive
experience regulating the energy market. Citizens Advice has also been appointed as the consumer advocacy body for
heat networks in England and Wales.

BEIS currently estimates that the total ongoing costs to cover Ofgem and Citizen Advice’s regulatory activities would be
£6.5mn per year and is seeking views on several proposals in its consultation for the recovery of these costs from
consumers.

BEIS outlines four approaches to the recovery of heat network regulation costs. The default approach would be to spread
the costs across heat network consumer bills which is expected to add £10 or more to bills per year. BEIS recognises that
this increase could create risks to the market's competitiveness against other higher carbon alternatives and result in
barriers to the growth of the decarbonisation of the heat networks market.

BEIS’s preferred cost recovery regime for heat network regulation is therefore to spread the total costs of heat networks,
gas and electricity regulation evenly across heat network, gas, and electricity consumers. By spreading these costs
across roughly 55mn gas and electricity consumers, rather than just ~475,300 heat network consumers, these costs are
expected to be reduced to approximately £1.40 on average per heat network customer per year in BEIS’ central case. An
additional £0.10 would be added to gas and electricity consumers per year for what they currently pay for Ofgem’s gas
and electricity regulation and Citizens Advice’s consumer advocacy functions.

37% unable to afford to heat homes to comfortable levels

On 26 January, YouGov published the results of a recent survey, which found that 37% of UK residents reported not
being able to afford to heat their home to comfortable levels during very cold weather. The data from the survey showed
that only 28% said they could heat their house to a level that was warm but not as much as they would like. In addition,
49% of people from very low-income households (with a combined income of less than £15,000 a year), responded that
they cannot afford to heat their home to a comfortable temperature when it is very cold outside. The survey also found
that 25% of those with a household making more than £50,000 a year still say they cannot afford to heat their home to a
temperature where they are comfortably warm.

32% of those in low-income households said they can heat their homes to a level where they are warm, but not as warm
as they would like, 11% who can reduce the impact of the worst of the cold and 6% who cannot afford to heat their homes
at all.

The report also looked at the reason people have for not putting on their heating as a first response to feeling cold. The
data showed that the majority of the respondents are either trying to save money (51%) or cannot afford to keep their
homes warm (24%).



https://www.gov.uk/government/consultations/recovering-the-costs-of-heat-networks-regulation
https://yougov.co.uk/topics/politics/articles-reports/2022/01/26/more-third-britons-cannot-afford-heat-their-home-c
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Ofgem approves £20/MWh cap on BSUo0S until April

On 14 December Ofgem approved WACM4 for CMP381 Defer Exceptionally High Winter 2021/22 BSUoS Costs to
2022/2023. The modification caps Balancing Service Use of System (BSUoS) costs at £20/MWh from 17 January to 31
March 2022, up to a limit of £200mn.

The proposal was raised after BSU0S costs showed marked increases due to notably high gas prices driving up
Balancing Mechanism offers from gas generators and tight margins. BSUo0S prices have been significantly higher than
National Grid Electricity System Operator forecasts, with the proposer highlighting a £625mn discrepancy between
August and November 2021.

Any deferred costs will be spread equally across the 2022-23 financial year, starting on 1 April 2022, with the costs
volume weighted across the day through each settlement period. If the actual costs of the total deferral are not known by
1 April 2022, i.e. the £200mn cap has not been reached prior to this, the recovery will initially be based on a forecast.

Ofgem considered that approving a £20/MWh cap appropriately reflects the higher end of recent BSUoS costs, and
potentially reflects a level that users may not have foreseen. The regulator also noted that WACMs with a lower £/MWh
cap may have caused the scheme to close early and are less likely to perform well. The modification was implemented on
17 January.

Transport Scotland draft vision for public EV charging

Transport Scotland has published on 26 January its Draft Vision for Scotland’s Public Electric Vehicle Charging Network
report which explores the key areas relevant to the development of a Scottish public electric vehicle (EV) charging
network. The report highlights that a key part of Scotland meeting its climate goals is to encourage the increased use of
public transport and other forms of active travel. A shift to electric vehicles (EVSs) is also required while meeting the
ambition to reduce annual kilometres driven by 20% by 2030. In addition, the report outlines the main aspects for the draft
vision for Scotland’s public electric vehicle charging network:

1. People have access to a well-designed and comprehensive public network of charge points.

2. The public electric vehicle network works for everyone regardless of age, health, income or other needs.

3. Scotland has attracted private sector investment to grow the public electric charging network.

4. The public charging network is powered by clean, renewable energy and drivers benefit from advancements in
energy storage, smart tariffs and network design.

5. People’s first choice wherever possible is active and public transport with the location of electric vehicle charging
points supporting those choices.

Data from the report showed that since 2013, £50mn has been invested in the ChargePlace Scotland network of publicly
available EV charge points. The network contains over 2,100 charge points, which delivered 783,000 charging sessions
in 2020. In addition, the report stated that according to the Society of Motor Manufacturers and Traders, on a rolling 12-
month average EVs made up 12.7% of new car sales at December 2021. This is a 24% increase on the rolling average at
December 2020. In December 2021, sales of EVs made up over 21% of all new car sales in Scotland. The report
concludes that the vision outlined leads the way to the next phase in growth of Scotland’s public charging network. It
sates that along with its associated outcomes and priorities, over the next 12 months it will be reviewed and refined
through engagement with stakeholders.



https://www.ofgem.gov.uk/publications/decision-cmp381
https://www.transport.gov.scot/publication/a-network-fit-for-the-future-draft-vision-for-scotland-s-public-electric-vehicle-charging-network/
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Procurement target for T-1 CM auction sees significant uplift

The updated procurement targets for the upcoming Capacity Market (CM) auctions have been published, with the T-1
target increasing to 5.361GW and the T-4 target reducing to 42.1GW.

The T-1 (one-year ahead) auction (for delivery in 2022-23) had a provisional procurement target of 4.5GW set in summer
2021. In its updated analysis, National Grid Electricity System Operator (ESO) set out the factors that have changed in its
underlying assumptions since then, which included: A -400MW adjustment to account for long-term Short Term Operating
Reserve (STOR) capacity that has opted out of the CM but is expected to remain operational in 2022-23 and A 600MW
adjustment due to additional non-delivery that has been assumed since the original procurement target was set.

This led to the ESO recommending a 200MW increase on the original target, taking it to 4.7GW. However, in his response
to the recommendations, Secretary of State for BEIS Kwasi Kwarteng said he was increasing the procurement target to
5.361GW. He explained that while he agreed with the ESQO’s analysis, the higher target reflected “the broader
uncertainties within the power sector”.

Zap-Map survey shows improving EV driver confidence

On 30 December, Zap-Map released the results of a new survey of electric vehicle (EV) drivers, showing that they are
increasingly confident about driving long distances. The poll revealed that more than 90% of drivers are extremely happy
with their EV and would not want to replace it with a petrol or diesel car. The data highlights the positive impact of EVs on
drivers who have benefited from a great driving experience, low running costs and low emissions. Less than 1% wanted a
return to a petrol or diesel vehicle.

Driver satisfaction was notably higher for both battery-electric and plug-in hybrid vehicles, with EV drivers reporting a
satisfaction score of 91 out of 100 (battery-electric 92, plug-in hybrid 84), compared with only 74 for petrol or diesel
vehicle ownership. For the first time, drivers were also asked about the furthest distance they have travelled in an EV in a
single journey. 53% said they have driven more than 200 miles in their EV in a single trip with 24% saying they have
driven more than 300 miles in one trip. Over 7% have driven more than 500 miles in a single journey. For around 31%,
between 101 and 200 miles was their longest trip in an EV, while for 15% it was less than 100 miles.

Switching rates hit the lowest level on record

ElectraLink published the December switching rates on 17 January, which showed levels dropping to the lowest on
record. ElectraLink stated that a combination of voluntary transfers and Supplier of Last Resort (SoLR) transfers
increased the market share of the former ‘Big Six’ for the first time in a decade.

Large legacy brands held accounts with 56% of customers in GB at the end of August 2021, with this rising to a market
share of 59% of customers at the end of December 2021. December 2021 saw changes of supplier (CoS) hit a record low
with 112,000 switches completed — a 77% drop on the levels in December 2020. The data showed that were 4.984mn
successful switches in 2021 overall, 18% less than 2020. The CoS process was used over 11.2mn times — a 36%
increase on 2020 due to supplier mergers and SoLRs



https://cornwallenergy-my.sharepoint.com/:w:/g/personal/v_truman_cornwall-insight_com/Ebul9EfZns1BpimklPuAvgYBNFkM-lokYYbZQ4O_unQ_Jg
https://www.zap-map.com/new-poll-satisfaction-electric-vehicles/
https://www.zap-map.com/new-poll-satisfaction-electric-vehicles/
https://www.electralink.co.uk/2022/01/big-6-market-share-2021-record-low/
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