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Introduction 

NIE has taken a proactive approach to energy efficiency for many years, starting with the ‘Energenie’ programme in 1996. In subsequent years, we have managed the Energy Efficiency (levy) Programme which is effectively delivering lifetime energy savings of 1,888GWh, exceeding our target by 345GWh. 

In addition to energy savings, NIE has initiated and developed many schemes aimed at alleviating fuel poverty. Working with a diverse range of partners to attract significant levels of third party funding, we are delivering fuel poverty solutions to the most vulnerable households.

Our partnership schemes in the fields of lighting, heating, insulation and appliances have also helped to transform the markets for energy efficient alternatives. There is now an increased consumer demand for these alternatives along with lower prices and increased availability within the market place.

Since 2000, NIE Supply has also undertaken an energy efficiency obligation to deliver energy savings of 260GWh, worth £16m in lower customer bills. 

Work in the context of both the Smart programme and NIE Supply’s specific renewables initiative has led to the successful stimulation of the market for small scale renewable energy and micro CHP installations.

The introduction of the Keypad meter to 175,000 households has also encouraged customers to play a more proactive role in managing their energy consumption.  The real time information on energy usage provided by Keypad enables customers to make more informed choices as to when to use electricity and can encourage a reduction in energy consumption.

The publication of NIAER’s consultation paper provides a welcome opportunity to contribute to the debate that will help build on the current successful energy efficiency and sustainable energy activities. In addition it will help develop new initiatives that can make a further contribution to meeting Government’s energy and climate change objectives. Our response to the detailed questions is set out as follows:-

NIE’s Views
Q1.
The case for a major expansion of energy efficiency expenditure?

NIE supports the principle of expanding energy efficiency investment and activities in Northern Ireland. Energy efficiency measures have proved to be one of the most effective ways of reducing greenhouse gas emissions and they support Governments other key energy policy goals relating to fuel poverty, security of supply and competitiveness.

At the production end of the electricity supply chain very significant environmental benefits have already been secured from the closure of Belfast West, the construction of the Moyle interconnector with Great Britain and by replanting the generating units at Ballylumford and Coolkeeragh power stations with low carbon, high efficiency CCGTs.   Kilroot remains the only power station that has not improved its carbon footprint although the introduction of the CCGTs and the impact of the EUETS should ensure that its future carbon emissions will be determined by market mechanisms and, at some stage, the existing station will be closed.

In principle, NI should at least align its energy efficiency investment activity with GB – but not at any price. The principle of incentivising the best and most cost effective investment should remain uppermost, and sources of funding should not have a distortive impact or place disproportionate pressure on electricity prices relative to other energy markets.    

It is important to ensure that future strategies are compatible with relevant and evolving EU end-use energy efficiency legislation, which will clearly influence any future specific Northern Ireland or all-island end-use energy efficiency policy. 

Q2.
Moving to a target based approach rather than a budget  constrained approach?
NIE favours the target based approach as opposed to one that is budget based. It is more likely to promote cost effective investment in energy efficiency.

The Energy Efficiency Commitment (EEC) in GB is a target based obligation on licensed gas and electricity suppliers to encourage GWh of customer savings.  We believe such an approach along with an appropriate incentive mechanism would be worth considering. Such an approach may indeed encourage suppliers to trade units of obligation, and units of accredited performance which would also help promote the most cost effective solutions. This concept introduces a demand side carbon reducing initiative which can usefully coexist with carbon reduction policy instruments operating on the production side such as ETS and the Renewable Obligation. 

Q3.
Creating a single Climate Change Fighting Fund which would be a single funding source for energy efficiency and renewable energy measures?

It is not clear what benefits would be achieved by consolidating potential sustainable energy investments into one fund. Indeed there is clear evidence that the co-ordination of funds around particular sustainable energy themes, initiatives and delivery partnerships works very effectively. Any future funding structure must ensure that excessive bureaucracy does not stand in the way of effective partnership creation and related cost efficient delivery.

The co-ordination of programmes via a technical framework and associated centralised performance accreditation has added value and should be maintained or expanded to provide support for future programme governance.

It will be important to understand how the new fund recently announced by the Secretary of State will operate alongside existing funds.

Q4.
Raising the money for the fund from a mixture of sources but in particular from:-

A continuation of the EEL at its current £7 per customer level?
NIE supports the continuation of the Energy Efficiency Programme at its current level. This programme was initially funded by customers (Energy Efficiency Levy - EEL), but currently is being funded by Government, and has been very successful at delivering: 

· Energy and carbon savings

· Fuel poverty solutions (80% of funding targets the fuel poor)

· Innovative packages and channels to market

· Increased awareness of energy efficiency

· Market transformation

· Competition 

The framework of targets and incentives, which is overseen by the Energy Saving Trust on behalf of NIAER, has proven effective in securing value for money investments for customers. In the programme during the year 2004/05, on average it cost 0.88p to save each 1 kWh of energy which could otherwise have appeared as a 10p cost in the bills of those customers who had energy efficiency measures installed in their premises.  At a macro level the short-run avoided costs in NI in 2004/05 were circa 2.5p/kWh. This will increase in 2005/06 as a result of high fuel costs and following the introduction of EUETS, since carbon emissions are also an avoided cost.   In the longer term, the impact of energy efficiency measures will also avoid generation capacity costs and potentially reduce network reinforcement costs.

Extended direct funding of the EEP from Government is perhaps something that could be considered in the context of the objective of maximising energy efficiency activity, without adversely impacting the final tariff to customers.  

A supplier levy of – say – 1% of turnover or energy sales?
NIE would support the principle of a supplier obligation, as it has the potential to develop more energy efficiency activity without creating market distortion.  We believe a target based EEC type model as in GB is worth considering in this context as it produces a natural incentive for suppliers to deliver cost effective solutions.

The obligation could be profiled in a manner that would allow the market to develop capability and also put less pressure on prices, particularly during the period that the market will be continuing to carry the burden of the costs associated with legacy generation contracts.

The proceeds of a sustainability connection charge?
Q5.
Introducing a £6000 per dwelling connection charge with massive rebates for dwellings which reach high standards of sustainability?
The ultimate aim behind this proposal has merit – ie encouraging construction industry to embrace sustainable energy solutions - but the proposed mechanism raises legal issues that would need to be examined.  

Article 22(1) of the Electricity (Northern Ireland) Order 1992 allows NIE to recover the expenses reasonably incurred by it in providing a connection to the network.  Unless this legislation is appropriately amended, NIE’s setting of the connection charge at a level that exceeds the reasonable cost of the connection and which penalises certain dwellings may well be regarded as an abuse of NIE’s position irrespective of the aim to be achieved or akin to imposing a tax on customers wishing to connect to the network.  Ofgem faced a similar issue some time ago when it was considering increasing the energy efficiency levy in GB.

There are other, more appropriate, approaches which can achieve the same outcome. For example, Merton Borough Council in London has sought to stimulate renewables in the new build sector by rewriting its planning rules to force developers of large-scale business and residential developments to install sufficient renewable energy technology to generate at least ten percent of the scheme's energy requirements. This may present a useful alternative to the sustainability connection charge concept whilst achieving similar ends.

Q6.
Expanding the SMART budget by £1m each year on the previous year so that it reaches £5m per annum by 2010?

NIE considers that there is significant merit in developing the “Smart” mechanism to further support the cost effective delivery of sustainable energy solutions, and particularly the innovative method of supporting sustainable energy capital projects.  However, increasing funding to £5m pa would represent a very significant expansion of the programme and we would welcome the opportunity to explore this in more detail with NIAER.

Q7.
Incentivising energy suppliers to become dual or multi-fuel ESCos?
NIE Supply recently developed proposals in the context of further developing the ESCo concept. We would welcome the opportunity to share these proposals with NIAER at the earliest opportunity. The ESCo proposals are linked with a wider proposal on the further extension of the Supply price control out to 2010. 
NIE currently encourage the use of dual fuel using sustainable energy technologies as a vehicle, for example, ground source heat pumps, domestic CHP, wood pellet heating etc. As these technologies become more mainstream, there is an opportunity to provide ESCo packages to customers which links both the provision of the appropriate ‘hardware’ with a dual fuel energy supply contract. For example, a new tariff which has the potential to encourage GSHPs could be developed which stimulates the uptake of this technology in the new build sector and provide an added value service to customers in terms of provision of relevant energy use information. This is an area that NIE is currently working closely with GSHP providers and NIAER.

There is also potential to build on successes of NIE Supply’s Keypad product. NIE recognises that there is currently a customer demand for introducing a cost effective single Keypad meter interface unit to support both gas and electricity supply. NIE is currently investigating the potential for such a unit, which could maximise supply synergies/efficiencies and customer convenience.

Q8.
Developing divergent approaches for existing and new-build?
The solution for new build and existing homes will require differing approaches. 

In the new build sector, it is possible to reduce the energy requirements in the house so as to minimise the impact of behaviour of the occupants on the energy usage. 

NIE supports the concept of the capitalisation of potential future energy costs in the new-build sector - eg all new social housing should have sustainable energy solutions designed into the fabric of the building. An extension of the “Smart” scheme could support this form of objective. This approach could be a useful precursor to legislative changes in sustainable energy planning that would ultimately make such design mandatory.  

However in the existing housing stock, a package of measures will be required. Heating is the main cause of carbon emissions in the home, therefore efforts should be made to ensure the housing stock is suitably insulated and that heating systems are efficient and use a lower carbon fuel where possible. Alternatives should include gas condensing boilers (or d-CHP), biomass, biofuels and solar water heating. Coupled with the hardware issues, it is important to raise awareness of energy usage to minimise the impact of energy inefficient behaviours.
Q9.
Exploring the scope for inducing behavioural change and creating market mechanisms which would incentivise companies to seek behavioural change?

NIE has provided support to the Energy Saving Trust Advice Centres since their inception over ten years ago. Their role in providing a one-stop-shop, free and impartial advice service has and continues to be a valuable tool in encouraging behavioural change and in promoting the hardware energy efficiency and renewable energy options available to householders. NIE has in place an agreement which enables NIE customers to be directed to this service.
NIE also promotes efficient use of energy and has undertaken, in conjunction with the Advice Centres, to include relevant information on energy saving in customer bills. A new initiative, linked with the beginning of Energy Saving Week has just started with every bill in the current quarter having a leaflet included. Such initiatives complement other advertising and promotional activity undertaken by the Energy Saving Trust and the Housing Executive.
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