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According to government statistics, the cost of buying 
electricity to businesses in the UK has increased over  
122% since 2004, and the average gas price has  
risen almost 115% in the same period*. 

This trend shows no sign of slowing down. In fact, it looks likely that  
price increases will accelerate in the years ahead.

On the electricity front, the government has laid out a long-term  
plan to re-balance the way our power is generated away from coal  
and towards renewable sources, nuclear energy – which is free from  
direct CO2 emissions – and gas-fired power stations which deliver  
greater flexibility.

Putting this infrastructure in place will entail significant costs over  
a period of many years, and this will ultimately be passed on to  
consumers – both business and domestic – in the form of new  
charges whether at the point of generation, or as additional  
third party costs.

The energy costs of the average UK business therefore look set to  
continue to rise for at least the next decade, continuing to make  
energy a significant overhead for most companies.

Reviewing how you use and buy energy will allow you to mitigate  
your exposure to these increases.

As an energy supplier, we’re committed to ensuring that you, our  
customer, know exactly what you’re paying for within your energy  
bills. We want you to know what you can control and what you  
can’t so that you make more informed, effective decisions.

Introduction

*Source: DECC quarterly gas and electricity prices for the non-domestic sector:  
https://www.gov.uk/government/statistical-data-sets/gas-and-electricity-prices-in- 
the-non-domestic-sector]
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The energy journey

One of the main reasons that electricity prices have risen so quickly in recent years is that a  
host of charges are added to the commodity cost of electricity. Today, these charges can  
make up as much as 35% of your monthly bill. They cover the delivery of power from generator 
to consumer and the cost of managing this process.

Here’s how the process works
The majority of the UK’s electricity is 
generated in large gas, coal and  
nuclear-fuelled power stations  
or reaches us via the major  
interconnectors linking the UK  
with France and Holland. 

These large generators are  
connected to the transmission  
system – a network of large,  
high-voltage and high-capacity  
power lines. If we view the system  
as a road network, these lines can  
be considered as the motorways  
– efficiently distributing traffic in high 
volumes across larger distances.

Located across this system are  
grid supply points. These are like  
the motorway junctions, where  
local distribution networks link to  
the transmission system.

These are divided into 14 different 
geographical regions, each run  
by a ‘distribution network operator’. 

These operators manage the  
transportation of electricity along  
the smaller ‘A and B roads’ of the  
system to the meters of domestic  
and commercial consumers. Major 
consumers such as large factories 
may have a higher capacity,  
higher voltage connection to  
the network, while domestic  
consumers are connected via  
smaller local substations.

It is at this distribution stage that  
most of the renewable electricity  
– generated by wind, biomass,  
solar and hydroelectric generators  
– is fed directly into the network.

Just like a road system, the electricity 
grid requires regular maintenance  
and careful flow control to ensure it 
runs as efficiently as possible.

Managing this complex system is  
a constant balancing act between 
generators and consumers, and  
supply and demand must remain  
very closely aligned to avoid wasteful 

over-generation or, even worse, power 
cuts. Each of the third parties along 
the network that help to maintain  
this equilibrium charges a fee to  
the energy suppliers.

Again like the road system, the  
government levies a tax on energy 
consumption. This is only charged to 
businesses and is called the Climate 
Change levy.

Some of these charges are made 
directly to consumers and others are 
paid by suppliers, which then make  
a decision on what proportion they 
pass on to their customers and how 
much they absorb into their own costs.

The electricity supply chain

             Department of Energy & Climate Change  
– Digest of United Kingdom energy statistics  
(DUKES), July 2013
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How we use our electricity*

*Source:
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Naturally these changes in the  
wholesale cost have an impact on 
consumers’ bills, but – as with power 
supply – a number of charges and 
taxes are also applied to cover  
the cost of transmission, distribution, 
management and losses in  
the system.

In 2012, the UK sourced around  
53% of its natural gas supply from  
domestic production, with the  
remainder coming from imports. 

Of the total supply, around 47%  
is used in electricity generation,  
exported or transformed into other 
forms of energy, 28% is used by  
domestic customers, 7% is lost in  
distribution, and the remaining 
18% is used by industrial customers 
and businesses, including SMEs**. 

Natural gas arrives on UK shores  
at nine coastal terminals through  
pipelines connected to offshore  
production facilities around the  
British Isles and also to Norway,  

Holland and Belgium, through  
which gas can be transported  
from other territories. It also arrives  
as Liquefied Natural Gas (LNG)  
from producers all over the world.

The raw supply is treated to ensure  
it is safe and fit for use, before  
being transported through a network 
of more than 172,741 miles of mains 
pipelines – enough to go round  
the world almost seven times.

First of all it enters the National  
Transmission System (NTS), a  
high-pressure system that efficiently  
distributes large volumes of gas to  
175 take-off points, which include 
power stations, large industrial  
consumers and the 12 Local  
Distribution Zones (LDZ). These  
are the networks of lower pressure 
pipes which supply smaller businesses  
as well as domestic customers.

The wholesale price of gas varies as a result of changes in supply availability from different  
sources and the corresponding levels of demand in the global market.

47%

28%

18%

7%

Electricity generation,  export or transformation  into other forms of energy 

Domestic use

Business and  industrial use

Losses in  distribution

The gas supply chain

             Department of Energy & Climate Change  
– Digest of United Kingdom energy statistics  
(DUKES), July 2013

             https://www.gov.uk/government/uploads/
system/uploads/attachment_data/file/65800/
DUKES_2013_Chapter_4.pdf

How we use our gas*

The energy journey  |  The gas supply chain

*Source:

**Source:
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The charges

The price you pay for your electricity covers a lot more than just the commodity itself  
– it also covers the cost of delivering it to your premises, measuring your usage and  
developing the UK’s power generation facilities. Here is a breakdown of the additional  
items that may appear on your bill and where that money goes. Some suppliers may  
bundle individual charges in with the unit cost of your gas or electricity.

Transportation/distribution

Transmission Network Use of  
System (TNUoS)
This covers the cost of transmitting 
electricity from power stations to grid 
supply points across the high-voltage, 
high-volume transmission system.

Balancing Services Use of  
System (BSUoS)
This pays for balancing the grid,  
a sophisticated operation that  
makes sure there is always just the  
right amount of electricity pulsing 
around the network – not too much, 
creating wastage, and not too little, 
causing blackouts.

Distribution Use of System (DUoS)
This covers the cost of distributing  
electricity from the national grid to 
your premises via a local distribution 
zone. This is charged directly to  
all suppliers by each distribution  
company for the use of their network.

Transmission and distribution losses
This charge pays for the cost of  
electricity that is lost as it passes 
through the network. This is partially 
due to theft or meter error, and  
partially because of the natural  
dissipation of energy when electricity 
travels down long cables.

Hydro Benefit
This covers the cost of subsidising  
the delivery of electricity to areas that 
are far from the point of generation, 
such as Northern Scotland.

Balancing & Settlement  
charge (BSC)
This covers electricity suppliers for  
the costs they incur in order to stay 
compliant with industry codes aimed 
at maintaining a smooth flow of  
energy around the grid.

Supply Capacity/Availability
This refers to the amount of electricity 
that the Distribution Network Operator 
is required to make available for your 
site and there is a standing monthly 
charge to cover this. It is measured  
in Kilo Volt Amperes (kVa) and this is 
often how it appears on bills.

Metering

Meter operation charge
This covers the fees paid to the  
meter operator for installing and  
maintaining your meter.

Data collection charge
This covers the cost of obtaining  
an actual consumption figure  
from your meter(s).

Transportation/ 
distribution Metering

Government levies  
and charges

£
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Commissions, Government 
levies and taxes

Feed In Tariff (FiT)
The Government launched this tariff in 
April 2010 to promote and subsidise 
small-scale power generation by 
homes and businesses, for example 
by installing wind turbines or solar  
panels. The funds are passed to  
registered generators by the  
Department for Energy and  
Climate Change (DECC).

In the past, most suppliers absorbed 
the cost of FiT into the general price  
of the electricity but, since 2011,  
FiT has risen dramatically. 

Suppliers are increasingly choosing 
to pass the FiT charge through to the 
end user directly to avoid the risk of 
losses when DECC announces revised 
charges, something it does twice 
each year based on the uptake of 
generator installations each quarter. 
The graph [right] shows how the tariff 
has changed in recent years. While 
the government reduced the tariff  
in 2012, it remains a significant  
item on your bill.

Climate Change Levy (CCL)
This is a tax on larger businesses that 
consume over 1,000 kWh/month of 
electricity. The CCL charge covers  
the cost of developing renewable  
energy sources to help offset high 
levels of consumption.

Renewable Obligation (RO)
The RO charge was designed to 
encourage large-scale renewable 
electricity generation and help the  
UK government meet its 2020 target 
of having 15% of energy generated 
from renewable sources.

VAT
This is usually charged at the standard 
rate (currently 20%) but a reduced 
rate applies to businesses that use  
less than 1000 KWh per month*, or 
who qualify for exemption such as 
some charities.

FiT Price/MWh

Historic RO Value £/MWh

8*rates current as of January 2014
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Transportation/ 
distribution

Metering and  
management

1 2 9 9 9

Government levies  
and charges

£

*rates current as of January 2014

Whether it’s domestically produced or imported, transporting gas from its source to individual  
users – and balancing supply and demand across the supply chain – is a significant logistical 
challenge. Here is a breakdown of the charges you pay as a consumer to cover the costs.

Transportation/distribution

System operator capacity charge
This is levied by National Grid, the 
operator of the National Transmission 
System, and by Local Distribution Zone 
operators to cover the cost of making 
available the volume of gas booked 
by the customer. This is charged per 
kilowatt hour based on the customer’s 
maximum daily requirement.

System operator commodity 
charge
Also levied by National Grid and the 
Local Distribution Zone operators, this 
charge covers the actual volume of 
gas transported to the customer and 
is charged per kilowatt hour.

Unidentified gas costs
This charge shares the cost of gas 
that is unallocated to a specific user 
within the system among the entire 
user base. This may be due to illegal 
extraction from the system or simply 
consumption through unregistered 
supply points.

Shaping charge
This covers suppliers’ risk management 
costs in is charged on a per-kilowatt-
hour basis. It will not usually appear  
as a separate line on an energy bill, 
but will be bundled with the supplier 
commission and marginal charges.

Metering and management

Meter rental
Your gas meter is owned by a meter 
asset management company. They 
are responsible for its upkeep, so they 
cover this cost by charging you a  
flat-rate rental charge.

Automated Meter Reading (AMR)
This only applies to you if there is  
an AMR device attached to your  
meter. It covers the maintenance  
and management costs of the  
communications system needed  
to conduct automated readings.

Meter Read Agency charge
Periodically, an operative needs  
to come to your premises to check 
your meter readings and the safety of 

the meter, and this charge covers  
the cost. It is charged annually on  
a fixed-sum basis.

Broker commission/ supplier margin
This is usually charged on a per-unit 
basis but standing charges are  
sometimes used in the SME market.

Government levies  
and charges

Climate change levy
This is charged on a per-kilowatt-hour 
basis and revenue generated is  
used by the government to fund  
development of renewable  
energy sources.

VAT
This is usually charged at the standard 
rate (currently 20%) but a reduced 
rate applies to businesses that use  
less than 4397 KWh per month*,  
or which qualify for exemption,  
such as some charities.

Gas

The charges  |  Gas
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How the charges add up

To view a sample Gazprom Energy bill, please visit:  

www.gazprom-energy.com/uk/customer-service/customer-services

How these charges are displayed on your gas or electricity bill will depend on your supplier. At 
Gazprom Energy we combine the various costs associated with providing your energy – such as 
transportation, distribution and metering costs – under one item on your bill, the Standing Charge. 
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Point of view

Energy costs for businesses have  
increased rapidly in recent years,  
and it is safe to say the rate of rises  
will accelerate in the years ahead as 
the government seeks to re-engineer 
and future-proof the UK’s  
infrastructure.

One consequence of this will be  
a change in the relationship that 
many businesses have with their  
energy suppliers, as their energy  
costs become a bigger overhead.

For some businesses – particularly 
advanced manufacturers – energy 
costs already represent one of their 
biggest overheads and, as a result, 
they demand a high level of  
procurement management. The  
number of businesses adopting this 
stance will grow in line with the price 
rises they face and the increasing 
ease of self-service.

The market will shift towards greater 
self-service and independence by 
customers, and suppliers need to 
respond to this demand.

Our research shows this is already  
happening. We asked a cross section 
of businesses to rank their priorities 
when choosing an energy contract  
by assigning points to those they 
considered important. On average, 
respondents assigned less than  
50 per cent of their points to price,  
giving slightly more emphasis to a 
combination of other factors, the  

most important among which were 
customer service and accuracy  
and simplicity of billing.

At Gazprom Energy, we believe  
that too many suppliers are getting 
away with providing poor customer 
service and obscuring the way bills 
are calculated, and this has resulted 
in confusion, frustration and  
disengagement among customers.

With the biggest price rises over  
the next few years coming not  
from rising commodity costs but  
from additional charges to pay for 
infrastructure development, this lack  
of transparency will become even  
less acceptable to customers.

To address this, we have been  
making fundamental changes  
within our business to ensure that  
our customers have absolute  
clarity on the charges that make up 
their gas and power bills. We are also 
committed to leading the way in 
terms of quality of customer service, 
ensuring that we are always ready 
and able to respond to any  
customer request.

By Mark Eccles, Regional Director – Gas and Power

Energy costs for businesses have increased rapidly in recent years, and it is safe to say the  
rate of rises will accelerate in the years ahead as the government seeks to re-engineer and  
future-proof the UK’s infrastructure.

As charges rise, poor customer service doesn’t fit the bill 
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