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Q575 Chairman: Ladies and gentlemen, welcome to our further exddesession in the
Committee’s inquiry Climate change: the citizeagenda. The first of our witnesses is the
Association for the Conservation of Energy and, ttee record, they are represented by
Andrew Warren, their Director, and Mr lan Mandefseir Deputy Director. Andrew, as
somebody | have known for all the time | have bieethe House of Commons, you deserve a
long service award for being in this field and mavstuck at it for such a very long time. |
was talking to colleagues around the table and mieshgo back quite a long way, but whilst
energy efficiency has been something that has peermefore parliamentarians, you have
been the man doing it all the time, so we have gndsyou our congratulations for
determination and getting stuck in. Well donewas looking at the background notes and,
just before we ask you our specific questions alloeitAssociation for the Conservation of
Energy, one of the group of people who are your bem was listed as energy services

companies. Perhaps you could just give us anhhsig to the characteristics of what those



companies do, bearing in mind there is quite a ela to whether, in the future, the nature
of the supply of energy will change from people wdre interested in selling a quantity to
energy services.

Mr Warren: May | begin by saying how very pleased we areddhbre today and may |
thank you for those very kind personal words atdtat? | did feel that you were actually
going to say “and now we are going to pension y&lu lmut you managed to avoid that
particular conclusion. Whether you wish to at ¢éimel of this session will be your judgment.
We quite deliberately say that we have energy sereompanies amongst our members. If
you look at the list of members, there are thrempmanies there, all of whom would be
deemed, in the traditional sense, to be energylisnpp One reason why each of them joined
the Association and why they work so well togetivéh the existing members, who are the
more conventional manufacturers, distributors arsdaillers of energy saving equipment, is
because there is a genuine common agenda themse Thmpanies, and you are going to be
hearing from one of them a little later this afteon, have genuinely recognised that they are
no longer in business to sell kilowatt hours, balgicbecause, like me, they have never met
anyone who actually wanted to buy a kilowatt howvhat they are interested in buying is
light and heat. If they can find a satisfactorysiness model which will enable them to
continue to make money for their shareholders adsd # provide for consumers what
consumers actually want, which is light and hettaathan kilowatt hours, then that squares
a very satisfactory circle. This was a quite d&ilte move from the Association’s members
to incorporate the more progressive energy companithin our membership and actually
there is a genuine meeting of minds there. Youatanously examine at least one of those

companies a little later in the afternoon.

Q576 Chairman: In your evidence you have made reference to theogean Union
Directive on Energy Performance of Buildings and #urticle 7 requirement for all public
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buildings over 1,000 square metres to display amgynperformance certificate. There seems
to be a reluctance to introduce this into the WhKengdom. Can you explain why?

Mr Warren: The Energy Performance of Buildings Directive ieavhich | am personally
rather heavily involved with in Brussels, so | hdween very anxious to see that actually
brought into force as soon as possible. As sogmoasible should have been January 2006
and indeed when it was agreed | can remember tle® tBnvironment Minister,
Michael Meacher, announcing that we were goingaweehthis in place in full from day one.
Well we are now more than a year beyond that tim& the Government have certainly
moved forward on some of the articles — some oktimiier articles dealing with the building
codes, the building regulations - but on the ommes you have identified, most specifically
Article 7, which is the one which refers to the dhéer energy certificates to be displayed so
that people can know what the relative performaaa# an individual building, that has not
moved forward. | am sorry to get into what appearse the detailed stuff, but Article 7.3 is
the article to which you are referring, and thaeslsay that all buildings over 1,000 square
metres which are public buildings and which arevliog services to members of the public,
institutions which are providing services to mensbefrthe public, should be displaying these
certificates. Within the context of your inquityat is a very important aspect. It is one thing
for the facility’s manager to know what the perfamae is of the building in relative terms,
but it is another thing for all of the customersl ail the employees of a company to know
what the actual performance is. If you take amepla of a high street bank, for instance, a
financial institution to which this really shoulae applied and should have applied from the
beginning of last year; in that particular caseythey not know how the rating of a D rating
has been reached, but, sure as eggs are eggsdfisha bank over the other side of the road
which has a B rating, the managers of the D ratatk lwill want to see that changed and

upped, certainly to a B standard, hopefully to ast@#ndard. That is a way of overtly making



people aware of how good that building is. | wohltle hoped that the Government would
have followed through on the former Environment iglier's commitment. They have not
yet done so and | am optimistic that we may begisele something happen, at least in normal
public buildings, the sort of thing that you anthink of as a public building, a library or a
swimming pool or something like that, within thexhgear or so. We really ought to be
seeing it happening in banks and hotels and thiikgsthat within the same timescale; it

would greatly help in achieving the overall objeetthat we are all seeking.

Q577 Chairman: This whole area is multi-faceted and the focusha$ inquiry is on the
citizen. In terms of trying to coordinate, bringgéether in front of the public the myriad of
things that could be done, do you think that thev&soment are doing enough to push the
energy saving agenda in particular? Is it the odl&overnment to do that or should they
simply carry on sub-contracting a lot of this aédviend coordinating activity to people like
the Energy Saving Trust? Do you think they aréngenough of a leading role?

Mr Warren: One would always have to say on almost any isges,they are doing a certain
amount but they should be doing more. In thisipaldr case we certainly do have the
Energy Saving Trust in existence and | know youehalveady taken considerable evidence
from them. There is also a Carbon Trust too irstexice. | must say we are not terribly
certain why we need both organisations; it wouldrhieeh more sensible to have just one way
of doing this, but there are agencies in this agunthich are intended to put this message
across. It is not ever going to be possible fat pne organisation, or in this particular case
two organisations, to do that. What | would subiingt they do need is essentially a range of
tools to do this. Of course you need informatisogpammes, but you also need to have
incentives there, you also need to have some n@arssuring that things happen. You were
kind enough at the start of the session to sayhaue seen the movie round with me once or
twice on this, but | have a very standard phrasechwis to talk about the need to have carrots
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and sticks and tambourines. By carrots, | meaerntiges. By sticks, | mean means of
ensuring that people do actually follow up whatytlsay they are going to do; but you also
need the tambourines. You need to be making noisattract people’s attention. The
Government have begun to address all of those ,chsesn each case we would certainly
argue that, yes, they have done a certain amountigh their agencies, through local

government, through other means, but there isastikhwful lot more to be done.

Q578 Chairman: Do you think that they really have addressed tmnection between what
the individual can do and the global nature ofghablem of climate change and greenhouse
gas emissions? One thing that has struck the Ctieams that there is an enormous amount
of interest and activity, but when it comes to ih@ividual, it is a limited number of people
who understand and are personally committed, anegdiheir thing, but the bulk of the
population look at this global picture and say sbaty else can do it, but not them.

Mr Warren: There is a mismatch between the general concdrichvone would personify as
being worried about polar bears, and saying “I amcerned about polar bears and | ought to
be switching my lights off’. We take it from eithextreme on that. Obviously there are
some who do directly understand this, but ther fiseling of enormity about things. | tend
to find myself quoting Edmund Burke on this, whigbu will appreciate. We cannot just
back off from this. Burke said “No man ever madgeater mistake than he who did nothing
because he himself could only do a little”. In dmntext of climate change, that is not a bad
aphorism to have. The trouble is that | have takah example of switching the light off as a
sort of reductio ad absurdum on this, but effectively, if enough of us switchethghts off

when we leave the room, then the polar bears mayvsua bit longer.

Q579 Chairman: Give me the top three barriers. If you had a magnd and you could

say “Here are three key things that we could dmtwoe the personal agenda of energy saving



forward where there are barriers at the moment™vaitidl your wand you could remove some
of the key ones, what would be on the list?

Mr Warren: It depends how much power you are giving me os, tmind you, but let us
assume that | can be a dictator for a few dayse firkt thing | would do is to take a leaf out
of the books of some of the other major Europearegonents, which is that they, facing
precisely the same sort of issues as we are amthment, are trying to turn around an
economy which is often quite carbon-heavy and terahe whole way in which people
approach the use of energy. If you look at howhhbibie French and the Germans have
approached this, they have very similar systenmite. The French have an almost identical
type of system to our Energy Efficiency Commitmemlbich | know that you have discussed
in the past, which is that the duty is upon thergme&ompanies to help domestic customers
save energy. The difference is that the Frenchpemmes have a number of tax breaks and
grants with which to encourage people to take @sdhncentives. The last figure | saw for
the French Government was that they were spendimgething in the region of about
€1 billion a year; for the Germans, it is about3€tillion, on a very concerted system indeed
of saying they are going to try to improve five gent of the pre-1978 housing each year and
they will do this by dint of having these sortsméentive programmes there. And it works. It
is not just a question of having the money to damglfront of people: it is also a question of
people believing the Government really want to ggghething done, and are therefore being
prepared to put public money into it. It is a diges of confidence. You said earlier that
people say they would like to do something, buy tth@ not know what to do. There is also a
belief that if this is so important, and the rhatdteeps telling us it is important, why do
Government not put their money where their mouth hat is certainly what | would say the
major European competitors have done; | have yseééothat happen here. That is one thing |

would certainly try to do. The second one - amndolld probably have to be a dictator for



longer than a few days to solve this one - is tHele landlord/tenant issue. This is
particularly true with the commercial sector buisittrue for an awful lot of householders.
They do not live in homes which they have any gmr#atrest in doing anything about because
they do not stay in that home for terribly lond.ydu can find a way of genuinely providing
incentives for landlords, at least not to stephim way of a tenant who wants to do something,
and preferably if you can genuinely provide subiiamcentives to landlords who want to
improve their properties, that would be the seceewy important way. The Chancellor has
moved in that direction and one should pay triiatéhat. There is now a landlord’s energy
saving allowance, but it needs to be far bettergdesl than it currently is. The third way is
essentially a matter of politicians generally takthe issue of saving energy more seriously.
You and | have talked before now about the fact W& have become so used to seeing
ministers doing things like opening new power stadi or new gas pipelines or whatever,
even new wind farms, always with a nice white hattteeir head and stuff like that, but we
have never yet seen a minister open a well-insiilatie. That is one’s great difficulty: you
have this mismatch between what is seen as impqgutditics, which is the supply side, and
what we all know to be the cheapest and most pyldicceptable and certainly the swiftest
way of addressing the threat of climate changechvilis using energy a great deal more
efficiently than we do now. Essentially those arg three things: put your money where
your mouth is to Government; start talking aboetigsue; and try to deal with the problem of

landlord/tenant.

Q580 Mr Drew: You have obviously been critical of the energycgghcy commitment; |
have heard you many times ask the Government tiurgjoer. Do the antecedents for this
actually lie with individual nation states whicheabeing too timid or should we be doing

much more at EU level? Clearly there are good eXesnp each country and if you put all



the good examples together, you would have a sefigsretty effective policy options
available. What is your view on that Andrew?

Mr Warren: | certainly do believe that there are lessons thatcan learn from other
European countries. Strangely enough | think tla@esactually lessons that they can learn
from us. You are quite right in saying on the EyeEfficiency Commitment that we have
been critical of the relative timidity of Governmnieim terms of the size of it that has been set,
and the evidence of that was the fact that forfits¢ phase the work got done so fast that
actually about 40 per cent was able to be carrisgt into the second three-year phase.
However, the basic principle of trying to turn centional energy suppliers into energy
service companies is a very sound one and it istleteactually other countries are learning
from us. | would not want it to be thought that led got it all wrong and others had got it
all right, but there is a great deal to be said l&arning lessons from other countries.
Actually, there is also a great deal to be saidldarning very local lessons too, because all
round the country there are all sorts of very gmmis happening on the ground, sometimes
at District Council level, sometimes even belowt thzhich are delivering. | wish we could
really replicate these because over and over agaimear about how very good Woking is for
instance on delivering co-generation and | keefimking yes, but there are 300 or whatever
other district councils, how come somebody elserfzagpicked this up?’. You hear again of
the outreach from Leicester for instance. How cather councils have not picked this up?
If only we could learn to replicate the best ohtys, that would be a wonderful achievement.
We do not have to keep inventing new wheels; weetihg wheels. | am not sure how much
farther | can push the metaphor, but the wheelshaee to be kept rolling in the right
direction.

Mr Manders: Certainly at the local level, and | am speakingehaes a former local councillor

myself, there may be an idea, which is apparerglgddiscussed within the Department for



Communities and Local Government at the momentutatiee new performance indicators
for local authorities. One thing that | have heigrbeing discussed at the moment is putting a
performance indicator for carbon emissions on l@edhorities. How it will act is that the
local authority would have to cut the carbon enoissifrom their own estate, their own
buildings, the town hall and so on, and also havevork to cut carbon emissions from
housing in their area, from local businesses asd &bm transport as well, which are all
things that the local government has influence @agethe policy maker for its own spending.
If that were introduced there at the grass rootslJehere would be an agency which would
be working with local people to cut carbon emissioh do hope that is eventually agreed by
the Department for Communities and Local Governnagrat that could be a way of making
sure that the experience of local councils like Wigk Lewisham, Barnsley and Kirklees is

reproduced over the rest of the country.

Q581 Mr Drew: Again you highlighted a particular problem in thikole area in that in a
sense Government have gone for the easy wins, wdrehcavity wall insulation and loft
insulation, which do not really equate to manyha older properties which do not have those
opportunities. So what should we be doing withdltker properties?

Mr Warren: You have identified there one of the complicatiohglacing what is essentially
a duty upon energy companies, and saying they twadeliver a certain amount of kilowatt
hour savings, and inevitably they are going to@uilie cheapest option. The difficulty is, as
you say, that dealing with older properties is there expensive option. You could turn
around and say it is a level playing field for allthem, they will just all have to pay a bit
more in order to achieve their objectives. | cdnmelp feeling, and this goes back to my
earlier answer to the Chairman, that one way ofingathis much more palatable would be if,
at the same time as trying to ask the energy corepda deliver this, you said “and here is
some public money to assist you”. That reduces theerall cost on this, but it also means
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that prospective customers are much more likelyick up on the idea. There is nothing like
being able to say this has an endorsement from 1@ownt. The endorsement from
Government does essentially come from saying “wbeai@ve in this that we are producing
help on it.” | can give you an example where tias worked very well, that the Government
have introduced with process plant for heavy ingustt is something called the “enhanced
capital allowance”, where companies are basicatipgng forward being able to offset
capital against tax all into the first year, if yhanstall one of a range of energy-saving
measures. | understand from the Revenue thathtlreg not had much claim on this, so it is
actually not costing the Government very much. Whaas done though is to produce a
feeling of endorsement there for those who ared@utarket some of these products - the list
is now several hundred long - and of being ablsatpthat the Government so believe in this
that you can get a tax break on it. In practieetdx break is relatively minimal, there is not a
lot of evidence people have taken it up, but theridence that in process plant for instance,
there has been a great deal of investment whibkiigy driven as a result of the extra interest

which has come forward.

Q582 Chairman: Just to pin you down on David’s question, | wabgthted to see in your
evidence the emphasis on the fact that 50 perafesitler properties in the United Kingdom
did have the difficulties that David mentioned. &Vispecifically should be being pushed in
those properties, given the numbers of them ancefibie the potential for energy saving?
Have you done any calculations to work out wharg@nsaving could be realised from those
older properties and by what techniques?

Mr Warren: There is no doubt that techniques do exist. f goe talking about properties
with solid walls, both external wall insulation amdernal wall insulation exist, but installing
that is obviously more expensive than finding adeowhich has an uninsulated cavity wall.
There is no question that the technologies exigthvhould bring such homes up to good
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energy performance standards. The question isevfobsit is going to be to do that. As we
currently stand it is going to be the job of themgy service companies, the energy suppliers

as they were. They can do that.

Q583 Mr Drew: | am not totally sure; to me it is a nuance ofiffeecknce. Can you just
define what we now mean in terms of energy sercoepanies? What is going to be
different about these?

Mr Warren: Essentially the concept of an energy service compathat you are no longer
in business simply to sell kilowatt hours; you aréusiness to provide the services that the

customer wants.

Q584 Mr Drew: But is that not a problem? Have our companiesedda become that yet?
Mr Warren: | was discussing with the Chairman a little earlibe fact that in the
membership of our own Association we have thre¢ghefconventional energy suppliers. |
believe that one reason why they are doing thisetause they have taken strategic decisions
that this is where they wish to position themselweshe marketplace of the future, and a
recognition that the days of just simply sellingnaany kilowatt hours as possible have gone.
It is a new world on that. To go back to your earfiuestion, as we currently stand, it will be
their responsibility to improve the energy perfonoa of these older and more difficult, what
they call more hard-to-heat, homes and that wileheadditional cost. It is not one that is
currently happening much under the existing Endtfficiency Commitment because it is

small enough to enable the easy bits to be dosie fir

Q585 Mr Drew: You have been very critical of the short-term natof some of the
proposals out there, whether they come from Govemnor whether they come from the

companies themselves. How do you change the emagat so that there is a consistency,
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which presumably is what is going to cause thearnst really to begin to shift in terms of
their energy efficiency obligation?

Mr Warren: One way you could do this is obviously by settipga programme much on the
lines | was talking about, relating to the Germamgpamme which was an absolute
declaration that across a period of 20 years, thene going to upgrade five percent of the
homes each year. Within the five percent each, yibay are including a lot of what we
would call these hard-to-heat/hard-to-reach honsesedl. That would be one way of being
able to get beyond the short-term nature of thiesey$. Just to clarify the point relating to
our worries about the short-term offers which arailable from the energy companies, those
offers are essentially there seeking to subsidisdristallation of high-efficiency light bulbs
or of “insulants” or something like that. Those dhere in order to encourage customers,
both their customers and other people’s custonterbe prepared to allow them to install
measures in their homes under the Energy Effici€@mymitment. A sensible company will
obviously try to minimise their on-costs on thatgdat has been fascinating to see how, over
the last 18 months or so, companies have learnatkliver what is necessary with very
minimal intervention, no longer offering £200 dfiiit we are now down to less than £100 or
even £50-off schemes, Basically because it is wgeod bet. We are talking about measures

that save people money.

Q586 Mr Drew: Without much change in behaviour.

Mr Warren: Change in behaviour is exactly the point. Thei@han was making this point

a little earlier, the fact that it is the whole apgch to energy usage which we need to be able
to alter and that includes the presumption thatetienothing you can do about it and you do
not know to whom to go. If you have energy compamho are saying they can come in and
do something to improve your home, make you feelencomfortable and save you a bob or
two, then in essence that is a good package.
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Mr Manders. Since the rise in energy prices there has beeanamous increase in interest
from members of the public in energy efficiency swas and if you ask any manager of any
Energy Saving Trust financed energy efficiency edwentre, they will tell you the number
of calls that they have has increased and thatrdwmsdted in further installations of energy
efficiency measures. At various times differenhgjs stimulate the public. There is no doubt
that rising energy prices have been a particulgdpd stimulus for the public in this

particular case.

Q587 Mr Drew: When we visited Leicester at the start of thisuing and we saw those
former council houses that have solar panels anohsand energy efficiency measures, the
problem here was that it does take a lot of efforget out to reach the hard-to-reach. What
worries me with a lot of the schemes that are beperated by the energy supply companies
is that they will tap the middle classes and thdltap them in a way which is attractive but
short term and they are not all-embracing. Wouwld ggree with that, yes?

Mr Warren: It is inevitable, if you ask a private companydio something, they will try to
minimise their costs and they will try to minimigeeir costs by doing the easy bit first. To be
fair, within the Energy Efficiency Commitment, tieeis also a current requirement which
demands that at least half of the money is sperthase less able to pay for these measures,
and that is something which Government mandatdsco@se they will always pick what is
called the low-hanging fruit first and, as you tighsay, what you are increasingly left with is
not a set of uninsulated semis in the East Midlandh&t you are left with is a series of farm
workers’ cottages which are down the end of the |aff the gas mains, very cold in winter
and very difficult to heat. Those are the sortbwfdings that we are actually going to have

to address in the not too distant future.
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Q588 Daniel Kawczynski: | am very interested in what you have to say agréewith it.
When you were talking about councils you expressagbrise that other councils had not
picked up on what Woking is doing. There are tnedoeis budgetary pressures on councils,
as you will know, and some councils this year aseg to receive far less than the rate of
inflation in terms of the government contributianlbcal government. Bearing this in mind
and bearing in mind the fact that there are suagemressures on councils to provide more
affordable housing, for example, which is one isadmch is relevant in my constituency,
what would you say to the councils about prionitisiwhat you are saying and putting
resources into it, given those constraints?

Mr Manders. As a former councillor in a leading role in a Ibaathority, though not now, |
understand completely the pressures that you Wiedaabout and it is very difficult. Many
local authorities have reached the view where thaiior officers say that if it not statutory, if
they do not have to do it and they are not measared, they are not going to do it and
energy of course is something which is optionahemy local authorities. The ones who are
interested in energy started off probably primabicause they wanted to save money on
their own energy bills. Then they acquired theeskpe to do that and then gradually they
began to realise they could do things which wowl Ipeople in their area, often at no cost to
the local authority itself. The good thing abouemrgy is that it is so expensive and it is a
budget heading, so if you save it, you save revenuecal authorities which have taken
energy seriously have managed to do that and theg managed to apply those lessons out
into the community with their own housing stockthgy still have it, and also help members
of the public. Local authorities can actually d¢slof things which are very low cost and on
the question of them saving up money themselves; #re effectively making money by
tackling the energy question because they are gaewenue which they can use for other

things or reinvest into more energy efficiency. adcept completely there are budgetary
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pressures on local authorities. If local authesitiare required to do it because it is a
performance indicator, then they will take it sesly. They will move resources from other
areas into investing in that area, but | am comfidieat they actually will recover that revenue

so they can cover their costs and also they canthellocal people.

Q589 Daniel Kawczynski: | am at the moment trying to push it very hardtfe council to
introduce wood-burning boilers, using woodchip, evhactually would save them a great deal
of money. It is a local company in fact that imggothese wood-chip burners but do you
believe that we should be prescriptive here? Are suggesting that we legislate to force
councils to do that or should we be encouragingithed letting them decide for themselves?
Mr Manders. We have been encouraging them for some time amdaitt is that only a
limited number of local authorities are taking ayyeseriously. Barnsley, a council in the
north, has adopted biomass, in other words wogasdioir burning in their own housing stock
and they have a lot of accommodation. It is a forowalfield area so they have all the old
coal burners and so on which they have moved todwdops. They have saved money
because it is far cheaper than coal and it is elts@aper than converting to gas. They can
produce very good carbon figures and a financiginga It may just be that in your local
authority, they have not got round to looking at timancial case for it.

Mr Warren: During the course of the last Government, the H&mergy Conservation Act
was put on the statute book which does actuallviredocal authorities to set up plans to
move towards a 30 per cent improvement in the gnefficiency of all the housing stock in
their area across a 15-year period, and that 169&@od concludes in the year 2010. The
interesting thing is that a significant number oliocils have already achieved that, but an
even larger number is way, way behind. The reagmoyn | am citing this is that the returns
which have to be made each year do demonstratecieasly that those local authorities that
are prepared to show commitment can actually debwethis. There is a worry now, | have
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to say, because there is a draft planning poliayestent out at the moment which, in our
submission, if that draft is confirmed, will actlyatleter many local authorities from wishing
to help to save energy in the housing in their.afBas is for local authorities who want to be
able to set higher minimum energy standards thanbihilding regulations require; and
unfortunately the signal that is being sent frons ttiraft planning policy statement is that
Government no longer consider that appropriateeyTdonsider that even the most go-ahead
local authorities must insist that the minimum whics required under the building
regulations becomes the maximum. In response to goestion, that would be a very
detrimental step were that to happen. | know thate was a Private Member’s Bill put
before this House on Friday, which was debated wdaj but unfortunately fell and the
government minister was actually speaking at theeti Whatever the eventual fate of that
particular piece of legislation — and obviously weuld like to see it pass - the single most
important thing is to be able to ensure that l@cahorities are not deterred from ensuring that
in their locality people do build to better tharetminimum standard. After all, we are
supposed, within the next nine years, to make #uae every single new home is a zero
carbon home; and unless there are actual oppadsiridgr go-ahead local authorities of the
type that we have been talking about to have thggphn in their locality, then it is going to be

very difficult to see how that is going to be aciae.

Q590 Chairman: | was going to ask you a question about what WnktEEC three should
look like. Could you drop us a note?

Mr Warren: The answer very quickly is more of the same, byrteat deal larger.

Chairman: Right, okay. Perhaps it still might be usefultéase that out in a little more

detail.
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Q591 Sir Peter Soulsby: You have told us about what Government could bhagdo We
have had evidence from the Local Government Astonia Do you think there is more the
local government community itself could be doing pread what is undoubtedly good
practice?

Mr Warren: As | said in relation to central government, otise there is always more that
can be done. The Local Government Associationdioag a fair amount on this and | know
that you discussed with them a new publication thay produced urging their members to
do more. 1 still find it a great shame that we s#inhere and bandy half a dozen names of
local authorities when there are several hundratiile ought to be able to approach on this.
The answer is yes, we would like to see this happere but the difficulty is that this is an
optional area. Whilst it remains optional, withetlexception of delivering on the Home
Energy Conservation Act, it will always fall dowmet priority list.

Mr Manders. The Local Government Association’s brief is obwlyuwider than just energy
and they have as a matter of principle, that tmerakdirection from Government controls or
obligations, on local authorities, should be mirsed. That, of course, is not the view that
has been taken by governments of various polipealies in this country — they actually do
say that there should be some direction of locakgument and we feel that on this particular
issue, there is so much that the local governmantdo to cut carbon emissions in their
relevant area, that probably the only way will bemtake it part of the performance regime

when it is revised shortly.

Q592 Mr Williams: Mr Manders said that the public do react to paléic circumstances
like an increase in energy prices and do instalgy efficient adaptations in their homes, but
they seem to be very cynical still about the rdlermergy suppliers and are probably unaware

really of the energy efficiency commitment that thevernment have put upon them. What
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can be done to undo that cynicism and make peoplee rapen to the role that energy
suppliers have in these matters?

Mr Manders: This is where there is a particular role herddoal authorities. Opinion polls
do show that people do trust what local authorisieg. If they get an official letter from the
local authority, then they believe it is the truiticreasingly, as the energy suppliers who now
have the low-hanging fruit find it increasingly fitiult to find customers, they will turn to the
local authorities and work out joint projects wittem, of which several exist at the moment.
These are particularly successful because they tbgeredibility issue for those people.

Mr Warren: You are going to be hearing in a few minutes fil©@entrica. They have a very
interesting way of delivering part of their Energjficiency Commitment, which is to get
together with certain local authorities and givenththe money to underwrite the cost of
certain improvements, and instruct them to bilk tha it looks as though it is a reduction in
council tax. There is more of a conviction thayafur local authority approaches you to do
something, although you may moan about the lochlaaity, you think basically that they are
straight and honest and not going to sell you a guphese things and that gives a greater
likelihood of getting uptake. The experience founmdthis particular one is that it has been
one of the cheapest ways of delivering the Eneff§igiency Commitment.

Mr Manders: May | just add that there are particular groupsgther words elderly people in
particular, who are very wary indeed but they dsstithe local authority and that usually is

the way to reach them. Several projects have neghtgdo that.

Q593 Chairman: The only problem about the 50 per cent point f§ltat were making a
moment ago is that the council tax advantage ig famlhalf of the houses.

Mr Warren: The council tax advantage in this particular casactually a clever way of
marketing what is actually nothing very much towlith the council tax but is to do with
delivery of the Energy Efficiency Commitment. # an interesting signal that having that
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there does create a greater willingness to takehimgs. You are quite right. That in itself
will not solve the problems, because, as you indtaa significant number of householders

do not pay council tax.

Q594 Mr Williams: As an organisation you are also very supportiveocdl schemes. Do
you think actually endorsing those local scheme®xasmplars would be a better way of
achieving the EEC targets?

Mr Manders. That process is going on all the time and in faete used to be an Energy
Saving Trust programme, a financial grant programmmieich used to help organisations
replicate successful schemes. In my previous eyme@ot | was involved in replicating a
scheme in Sussex which was really a copy of a seh@mCornwall, Cornwall Healthy
Homes, which was a community project which had besy successful. That process goes
on all the time and the Energy Saving Trust spemdist of time and effort trying to tell
organisations about these various schemes. Iertighere has to be a reason why they are
going to do this and it really is compulsion or taxa carrot or a stick; there is a limit to what
you can achieve with a tambourine. You need thitarine, but it is the carrot and the stick

which get results in the end.

Q595 Chairman: Smart metering: good idea, bad idea?

Mr Warren: Manifestly a very good idea. It means differemings to different people.
Smart metering in some companies’ terms means bayet the meters read without having
to send people round to knock on doors when treer@body there. We would regard the
importance of smart metering as actually givingpinfation to customers, so that they are
much more aware of how much energy they are usifige arguments for smart metering
hark back to the discussion we had right at thg start to do with energy certificates, people

actually knowing and having some yardstick of hoellwhe building they are occupying, the
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home that they live in, is performing. One thimgast meters ought to be in a position to do
is to let people know whether or not they are gaezting, or whether or not actually they are
saving energy as they would wish to. One thing afeo ought to help with smart metering is
hopefully that people will then get real fuel biiich will relate to their actual expenditure.
One big worry on this is that most people do natagtual fuel bills; they pay by direct debit,
so they do not see the fluctuations as a resutheaf own individual behaviour. The other
great complication is that when you read throughirybill it has an E on the end for
Estimated, and there is an astonishing numberasfeth The figure that has been suggested is
that something like four in five gas bills are esited and something like one in three
electricity bills are estimated. That means thai gre really in a very difficult position for
getting any genuine price signals there. You argng on a monthly basis so that you do not
see the fluctuations in your expenditure in thaywand you do not actually receive a bill

which relates to what you use. Smart metering btgghelp both of those.

Q596 Chairman: In a word, is it something that we should now npovate as a national
requirement to install? After the trials have beempleted and we have decided what works,
should we do it?

Mr Warren: Yes, and we should do it also because under tleeglrServices Directive,
Article 13, there is actually a requirement fortaglo it (whenever cost effective). What we
have to do is determine that actually it is vergtceffective in terms of this nation, to ensure

that smart metering is in place in as many homedsbaildings as possible.

Q597 Sir Peter Soulsby: Everybody now seems entirely convinced of the moors
potential of microgeneration. Are the measuresitagse already been announced in terms of
the microgeneration strategy, climate change aadbtistainable Energy Act and so on, going

to be sufficient to make a real difference?
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Mr Manders:. Coming back to carrots and sticks again, the ggtelt at the moment is the
planning system for many people who want to insathicro turbine or anything like that.
The Government are looking at that and seeing hbey tcan increase permissive
development rights to include a lot of this teclogyl. If you talk to the microgeneration
businesses themselves, they say that they do palidto reach a critical point where enough
units are being sold that they can move from beingottage industry to being a mass
production industry. The current government gsafiteme will probably not achieve that, at
the moment anyway. There are also issues withashisell because it has been so successful
that it has run out of money. | have this feat tha Treasury will turn round and say that so
many people want to install these things that teyot need public money any more, they
can do it themselves. The area still needs a dylsitil enough units are sold so that we can
then reach this critical point to move towards massduction. That is what is primarily
needed really for microgeneration. The technolmgthere and it is emerging all the time.
Some of it is very long established: solar therrsalar hot water have been going now for 25
years; ground source heat pumps have been gointOfgears. Enough lessons have been
learned now for it to be expanded.

Mr Warren: The argument for the subsidy incidentally is thtaglso put an official

imprimatur of approval on it as well.

Q598 Sir Peter Soulsby: Are there other things beyond providing a subdidgt the
Government can do to create and guarantee a market?

Mr Warren: You are talking about what is a major decisiotcag/hether or not you go for
dispersed generation or whether you continue tk stith very large power stations as your
principal source of power. That is a strategicislen which really only Government can

take, but if the decision is taken to go for furtlgenerations of very large power stations,
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then it does not facilitate moving towards a maskate in which basically we have given

power to the people, individuals can actually colntfneir own power sources.

Q599 Sir Peter Soulsby: What about the feed-in tariffs of microgeneratioM?hat would

be necessary in order to make that work and bewhite?

Mr Manders. Feed-in tariffs have been very successful in aiesitsuch as Germany and
also the Netherlands as well, possibly even Denmarkey are expensive and somebody
somewhere has to pay for them, but they certaialyehbeen successful in achieving large
numbers of installations. We have to realise twathave to look on this as a national
investment and that it has to be paid for; if wentM@ achieve it then it will have to be paid
for and obviously ultimately governments can raisaney at the cheapest rate. That is the
most economical way of doing this. Just to addwvttat my director was saying about
decentralised energy, there is a problem at the enbrand | will give you the example of
Woking. Woking has a decentralised energy sys&mery successful one set up by the
council, but it is very hard for them to persuad&gie developers to add their buildings onto
the network. There probably need to be strongevep® through the planning system for
local authorities like Woking to add buildings ortteeir system. If you look at equivalent
cities like Copenhagen, | believe about two thiofishe buildings in Copenhagen are heated
either by district heating or through the CHP syste That has not happened by accident:
that is because there has been a deliberate polt@tive by the Danish Government. We

need to think in those kinds of terms in this coyritwe really want to have a change.

Q600 Sir Peter Soulsby: Coming back to the question of tariffs, have yaueg any
thought to what sort of levels of tariffs are atfyaecessary in order to make the whole thing

work, to make it attractive to people to invest?
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Mr Manders. It obviously has to be so that they can make ehqurgfit after borrowing the
money and paying the interest and the capital.ta@dy in Denmark farmers club together to
buy a wind turbine because it is a form of farmasgfar as they are concerned; they have the
land and they put the turbine up and then they eaough money from the feed-in tariff to
pay for that turbine and to make a profit. Thatrigbably the level that we have to think of; it

has to be attractive enough to match interest eatdghe capital.

Q601 David Lepper: You talked about councils and the role of counc®hat about the
expertise of people in council planning departmeistgar as microgeneration is concerned?
You tell us.

Mr Warren: Patchy is the word.

Q602 David Lepper: Is anything being done to overcome that patchimes$ not, what
should be done and who should be doing it?

Mr Manders. There have been some attempts. The DTI did aranuge called It's Only
Natural which was primarily about persuading lopénning authorities to accept wind
turbines or wind farms. At the same time it dicdvdndhe benefit of educating planners and
also leading members of local authorities and cilong about renewable energy. But that is
just a drop in the ocean. There are 400 localrphgnauthorities and sustainable energy is a
new area for them. They are not used to it. Taeynot trained to handle it. It is not
surprising that they do not know very much abouwnt many of them are quite fearful of
going down that road because obviously if you makaistake, your mistakes find you out
very, very quickly. The Government are workingthrs new planning policy statement to
have every local planning authority consider sustiaie energy as part of their evolving local
development documents. There is a big gap th&est local authorities will not be in a

situation where they actually have the expertisemjoplement that policy. Something has to

24



happen somewhere. | am sure the private sectbstep in and there will be consultants who
will be plying their trade round local authoritisaying they can solve that particular problem
for them. There may also need to be more help fooganisations like the DTI on this

particular issue.

Q603 David Lepper: Some of us were in California last year as patheffirst stage of our
inquiry and one of the schemes we saw there indothie supply by the electricity service
company of low energy, very efficient refrigeratdcs small businesses in a scheme that
aimed to get them all using them. Do you thinkhis country we need a scheme of that kind
in terms of encouraging the uptake in homes owsirtesses of the appliances that are going
to be more energy efficient?

Mr Warren: Up to a point that is what the Energy Efficiencgn@nitment is intended to do
but it obviously has a ceiling. As | understandaivhas happened in California to date, there
has been a remarkable record there. Even thowghhtive had very substantial growth in
wealth and in population, electricity consumptioer fnead has stabilised over the last 15
years or so and that has been, as | understam@dguse the regulators who oversee the
electricity companies have basically said to thkat it is cheaper for your customers for you
to be helping them to save energy than it is far §mbe investing in new power plants. That
has been particularly possible to do because youoféen have integrated utilities there, and

you are probably referring to Pacific Gas and Eleat this particular location.

Q604 David Lepper: Yes, that is right.

Mr Warren: In essence, if we go back again to the discussienvere having with the
Chairman at the start of this session, that isstive of ethos that one is trying to reach in this
country, in reaching towards the whole idea of gnaervice companies. We will not be able

to do work on the commercial refrigerating sidetlohgs as yet because all of the duties for
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them refer only to the residential sector. Theeactually very few mechanisms, methods,
public instruments which deal with the commercedtsr and address the commercial sector
at all in the UK, which is one reasons why it haer an area which has seen exponential

growth in energy use.

Q605 David Lepper: | just wondered to what extent one of the problemthis country is
the 28-day rule that allows customers to changelsip Is there a reluctance on the part of
the service providers, the energy providers?

Mr Warren: In practice the regulator here, Ofgem, did offex dbpportunity to relax that rule
in order to enable new energy service contractetmtroduced. | do not know whether that
was taken up very widely, but there is sufficieetagnition within Government about the
need to see longer-term investments into energyngameasures not deterred by the
understandable requirement in a liberalised matiatyou do not tie in a customer forever,
that it is perfectly possible to have effectivelyotcontracts: one which relates to the energy
saving measures and one which relates to the cqigum It is not perfect and it is not as
easy to do as it is in the integrated market inf@alia, but it is possible.

Chairman: Andrew, Mr Manders thank you both very much indéadyour contribution.
There were one or two quite stimulating new perspes, particularly in terms of landlord
and tenant, which we have not heard of before améns grateful to you for that. Standard
warning: you cannot undo anything you have said,ibthere is anything else you would
like to send us by way of additional commentargnthhe Committee is always grateful for
further thoughts. Thank you both, not only for yawal evidence but also for the written

evidence which you submitted earlier. Thank yorywveuch.

26



Memoranda submitted by Centrica plc and EDF Energy
Examination of Witnesses
Witnesses: Ms Jill Harrison, Director Energy Efficiency, Social Programmes and
Prepayment andMr Jon Kimber, Head of Energy Efficiency, Centrica plc and
Mr Vincent de Rivaz, Chief Executive and/r Richard Sykes, Head of Customer Market

Development, EDF Energy, gave evidence.

Q606 Chairman: We bid welcome to our second set of witnessesimihquiry. For the
record, representing Centrica is Jill Harrison, iector of Energy Efficiency, Social
Programmes and Prepayment — | did not know you \wergenerous that you went round
prepaying all your customers’ bills, but it is alganice to find somebody who is generous -
and Mr Jon Kimber the Head of Energy Efficiency, dwehalf of EDF Energy,
Mr Vincent de Rivaz, the Chief Executive and Mrkicd Sykes, the Head of Customer
Market Development. You are all very welcome and got a flavour of some of the things
that we are going to ask you about from the few mais1 you spent with us before coming
onto the witness stand. The Committee are obwoaslare of what has been going on in
terms of the field of the energy efficiency comnetmh, but it would just be quite helpful to
spend a moment or two looking at the economicske E One thing we have learned now is
the shorthand of this during the course of our iInquAm 1 right in saying that effectively,
although the Government have set targets to energyders under EEC, the financing of the
expenditure which delivers the EEC programme, alghoit looks like it comes from you,
effectively comes from the customer? Is that fght

Mr de Rivaz. First of all thank you very much for your invitati. We are pleased to be here
and to contribute to the Committee’s inquiry. Wi all in a business which makes

investments, from these investments we aim to laawvefficient business which is getting
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some revenues from the customers and the investnvemtare making through the EEC

programmes are no different from the others in iibspect.

Q607 Chairman: The reason | ask that question is that the impmess almost given that
somehow EEC is being provided by the Governmert,itbs not: it is effectively energy
consumers who are paying for some energy custooei® now to have the potential of
some benefits in various ways. From the EDF stamdjand indeed Centrica, are you able to
give us a flavour of your respective companiesestments in EEC and what that represents
as a proportion of your turnover?

Mr de Rivaz. Richard will give you the details. Fundamentalbu are right to say that EEC
works as you have described. Whilst we have tmgeise that the energy efficiency
commitment so far has been globally effective and achieved a lot, at the same time |

would be in the camp of those who think that themr@om for improvement.

Q608 Chairman: Would you like to define that, because you anéitgpmy next line of
questioning?

Mr de Rivaz What is probably important is to recognise thath@ moment most of the
money which is invested in EEC goes 80 per cemn® specific type of measure, insulation
in the wall cavity. It is not very wise, if we haan ambitious project, to put all our eggs in
the same basket. So for the future one improvementild be to find the way, through
market mechanisms, to embrace other measures heamrie we are focused on at the
moment. The second significant improvement thatweelld recommend for consideration
would be to clarify the role of EEC in terms of emeefficiency, energy savings and the role
of EEC in terms of tackling the fuel poverty. Attmoment, the fact that there is a sort of

confusion between the two roles means that we @atréalivering very well on either of these
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roles. | would suggest that clarification wouldsult in a more efficient tackling of fuel

poverty and at the same time be more efficienthergy efficiency.

Q609 Chairman: It would be very helpful to have Centrica’s perdpe on that, because
you have been very involved in that in quite a hpgbfile way. Perhaps | could just focus for
both of you. If you were now designing what EECG®wdd look like, what should its
characteristics be? In other words, Mr de Rivadicated that there were ways that he
thought it ought to be improved and rationalised BEC3 is obviously the opportunity to do
that and, if so, what should it look like?

Ms Harrison: | agree with some of the comments that Vincent masle. In terms of
characteristics, we would look for a separatiorsaine of the social aims of EEC from the
carbon objectives of the mechanism. To try toweliboth out through one mechanism
sometimes makes us sub-optimal and it restricts umur ability to deal with some of the
social dimensions of fuel poverty, because we kfmwsure that fuel poverty needs holistic
solutions that go beyond energy efficiency. Thieeotthing we would want to see is the
encouragement of more innovation to bring forwamme of the new and emerging
technologies into the mainstream. The fact is tihaicurrent mechanism is 80 per cent reliant
on insulation and yet we have an aspiration to ntowaards a low carbon economy and the
new things coming through to replace insulationicwhn a diminishing market needs to be

reflected within EEC to encourage the investmenttae deployment.

Q610 Chairman: Just to interject there, would that address thetpehich the Association
for the Conservation of Energy made that 50 pet o€our old housing stock, and perhaps
that also goes for old commercial buildings, aré emsily subject to an insulation solution?
Would the technologies that you are talking abalgdress that untouched sector and what are

they?
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MsHarrison: They would go some way towards addressing it.

Q611 Chairman: What are they:

Ms Harrison: We have microgeneration technologies, things bikemass and combined
heat and power, but the other aspect of hard-ti-peperties is that the properties have solid
walls and at the moment the solutions for addrgsiose are very expensive, so in a way
EEC needs to embrace those in a bigger way thHaasitlone historically. The third point for
us would be that EEC should focus on outcomesnmits. At the moment, the way in which
energy credits are earned in the scheme is thahgee to install a product; you either have to
install a low energy light bulb or insulation orated appliance or whatever. We believe that
a lot of energy saving can come from behaviour#tssin consumers and yet that is not

recognised within EEC.

Q612 Chairman: Let me just ask a question on that. Being a $ritbas customer in my
house in London, as a citizen | sent off for mydguice and a little box arrived. | opened it
up with a great deal of enthusiasm and | found éwergy saving light bulbs in it, thank you
very much, and a little leaflet and a sort of rgtas to what my property was. However, there
really was no positive follow-up to it. | receivélde information and thought that was jolly
interesting and looked around for two places totpatlight bulbs. Do you not think that that
kind of scheme needs to have a bit more positillevieup to say “Well, Mr Citizen, what are
you going to do now”?

Ms Harrison: Yes and in fact you hopefully will receive somédlda-up from us shortly.
What we are trying to do is get customers on aneyrwhere we introduce the concept of
rating your home and we give advice on the eneayyng report that you saw. In fact we
have had 1.5 million responses to that which is gushenomenal response to a form that we

sent through the post, so we do know we are getitmgumer engagement there. The next
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stage will be to follow up and say we had theirorgpthese are the recommendations we
made, ask what action they have taken and what merean do to follow up and provide

support to them now.

Q613 Chairman: Just following your thought process, does thapoase lead you as a
company then to say “Here is a range of technoédgolutions, some of them mainstream,
some of them newer ones” and talk with the custcabeut how that will move forward? Is
that part of the strategy?

MsHarrison: Yes. In your box you should have had a leafleictviivas describing some of

the solutions and technologies.

Q614 Chairman: 1did indeed; yes.
Ms Harrison: We plan to follow that up with another update s$heeall the people that
participated, where we go on and encourage moegeisit and more use of some of those

things.

Q615 Chairman: You have both described your aspirations and Haacteristics, if you
like, of what might be called EEC3. Do you serts# the Government are minded to follow
your line of thinking, bearing in mind that the dmagis, as you have both made very clear, on
EEC1 and EEC2 has been this confused picture beta@ae of the low-hanging fruit in the
general area of energy efficiency and the spetdiiget for the fuel poor? Do you see any
kind of sophistication in the thinking of Governni@m this?

MsHarrison: From our discussions with Defra, they are opesotoe of the suggestions that
are being developed, but often what we find is #tatute does not allow that and we have to

find creative ways to work within the statute tisathere.
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Q616 Chairman: Just help me out a minute. You said that theutgadoes not allow it.
Which statute is this and what does it not allow?

MsHarrison: | understand the energy efficiency commitmenteisted in statute.

Q617 Chairman: So what needs to be changed?

Ms Harrison: The challenge with social dimensions is that ydtero need to deliver
solutions that go beyond energy efficiency, but ¢éinergy efficiency commitment requires
you to deliver an energy efficiency saving. Sgadli wanted to give assistance to consumers
through some form of financial support, by doingndfé entitlement checks or whatever to
address the income dimension, that is not providedvithin the scope of the current EEC.
Until 2011 there is no real opportunity fundamegtéd shift the thinking unless we can find

a creative way to do that under the existing legjish.

Q618 Chairman: So the climate change bill might be such a vehicle

MsHarrison: It could be.

Mr de Rivaz: | would like to concur with what Jill has just dain several points. First of all,
clearly there is a role for the Government andehgra distinct role for the market to deliver.
| am pretty confident that the Government are tgkhe right approach in the sense that the
quality of the consultation which is taking plagethe Government in the context of the
Energy White Paper after the Energy Review is aamgie of a Government which in my
view is really listening to all those who have stimgg to say and something to contribute. If
| had to make some specific suggestion about thgress which might be made, in addition
to the distinction between tackling fuel povertydaenergy savings, there is room for the
Government to be more specific about the standaatdsut the norms that should be
compulsory, in terms of building, in terms of sotaehnologies which will be used. There is

an example on which | think there is an interestdebate and that is how to make a
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breakthrough in the use of smart meters, an eleofemhich could be part of EEC, or at least
part of the global picture on energy efficiencyanh not sure at the moment that we are taking
the clear decision which would help to make thialsthrough. So some decisions are clearly
in the camp of the Government, but in time we ammanies, we as the market in charge of
delivering this policy, have to be both ambitioud)ich we are, and modest about what we
can achieve because it is a journey, it is gradWse are in the industry after all to deliver
power to our customers and we are doing so, buar@emore and more in the business of
giving empowerment to our customers, giving theauers the ability to make real choices.
One example | would like to share with the Commaititethe product which at the moment is
already taken by three per cent of our customénsee per cent is not 30 per cent, but it is a
good beginning - a product, Read, Reduce, Rewgrdihich we incentivise our customers to
read and to reduce their consumption. Ninety-fpeée cent of those customers are really
doing what this product is designed for: they taleng responsibility for understanding
better what their consumption is and they are dtirag with the clear goal of reducing their
consumption. Having said that, we have to recagtiiat in terms of energy efficiency in this
country there is a big gap between the awarenetea$sue and the commitment. It is like a
brand: you can have a strong brand with a stromgreness rate but not the level of
commitment, which is the moment when the customergw really changes positively
towards a brand. Awareness regarding climate chadpuge and the Energy Review, the
Stern review and many, many statements from thetigahs, from the media have
contributed to that. If we look at the surveys e made amongst our customers, it is
impressive how much our customers are interestedisntopic. It is impressive how much
they think that something has to be done and at#hee time, the commitment level is not
yet there. They do not yet see what their indigldwle is, what their individual behaviour

can do to contribute.
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Q619 Chairman: Why?

Mr de Rivaz. First of all we have to recognise that we are imea paradigm; it is a new
context. The climate change agenda, the importafcacting now, have only been
understood very recently and maybe five years agavere not at all aware of the importance
of this issue. There is this kind of timeline beem consciousness of the problem and change
in the vehicle. The second thing is that at theneat, for many reasons the customers are
still very much focused as a priority in their beloair on the price issue, which we can
understand. The price has been going up, thexrdaisof volatility and there is a real issue of
the bills. One day they look at us as supplierd as a priority ask us to keep the price
affordable. However, the example | have given af product is encouraging. It is
encouraging because it shows that there is a ggoappetite and our role as an industry is to
lead our customers on that journey, to embark tbanthat journey towards being realistic,

being ambitious and it is what we in EDF Energy@mmitted to do.

Q620 Chairman: Let us just follow on your first steps. It is aomderful declaratory
statement and | am sure it will play very well la¢ tannual general meeting, but if you are
going now to take your customers on the journey g going to remove a very important
barrier to engagement by the public in moving faxvan the collective battle, to use that
word, against greenhouse gas emissions. Whatoarg tp be your first practical steps to get
people to do a variety of things? What is the plan

Mr de Rivaz. The first thing we have to do is, as a companyghange our own behaviour.
To be very specific, in the coming months we arengdo publish what will be our own

manifesto.

Q621 Chairman: A dangerous word that; you are coming into outtaty. We understand

about manifestos.
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Mr de Rivaz. | am not trying to compete with the politiciansam really trying to change the
mindset in the company. To give you an examplenyna you will have seen the filiihe
Inconvenient Truth. | have decided that all the employees of thepaomg will be invited to
see it; it is one of the very powerful communicatitools that we have to debunk the
arguments of those who are still in denial aboetrémality. Not all our employees can read
the Stern review, but many of them can be reallyeddby this film. From that we will set
some targets for CQemissions’ reduction for our buildings, for owarisport, for the way we
dispose of our waste and we will set clear targeds,only at our annual general meeting but
for the entire company and publicly, so that we lbaraccountable for what we are promising
to do ourselves. We do have to start with oursel/eve want to convince our customers.
The next example | would like to give regarding eustomers is clearly to go further with
our Read, Reduce, Reward product and we shallsiake initiatives in the coming months to
enhance this product. We shall work through thergy efficiency commitment programme
phase three, if the possibility is given to usexpand what we have started to do; it will be a
marathon, it is not a sprint, but we are commiti@dhat because fundamentally we are no
longer in business to sell units, to sell more arate units, but to sell services, helping our

customers to make the best use, the best choieggengy consumption.

Q622 Chairman: How are you going to get the customers to belibzag this is not some
subtle plot to enhance the company’s profitabilityBu made the point earlier that you are in
a commercial business and you have to make a fa&tusn for your shareholders and some
people have been a bit confused by supplier corepdraving lots of special offers to reduce
the consumption of the very product that drivesiihsiness.

Mr de Rivaz: | know these kinds of questions do exist and veeliatening to our customers,
but at the moment they do not think that the swppliare genuinely willing to do it.
However, | am encouraged by the success of our ,RRaduce, Reward product. Just
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because there is a lot of cynicism around doesmeain we should not believe strongly that
we have to change the way we run our business, iésed we are going to reduce the units
sold, but at the end of the day we think we aratang a level of moral contract with our
customers that will increase the loyalty of ourtonsers and it will pay off in a competitive
environment where it is very important to reduce thurn of our customersiNe are not a
charity and we are not doing that just for philaaghc reasons: it is part of our vision to be

running a profitable business.

Q623 Chairman: Perhaps you ought to send all the customers a @abpyy Gore’s film as
well so they can share in that.

Mr de Rivaz Why not? It is a good idea. | do not know whetive could send a copy of
the film but we could invite them to a screening &ave a discussion with them. We are in a
business where we have to listen to our custonvegshave to engage with them. It is no

longer the world where the supplier is just sellpoyver: we have to provide empowerment.

Q624 Chairman: British Gas have engaged in a rather clever wdlgat for example some

of the energy saving measures they have been gutimvard have been encouraged by
people getting a reduction in their council taxeriaps you would like to share with us how
that scheme operates and what savings have beiutet to it. Is it a one-off reduction or
does it carry on in perpetuity? How many localhauties have shown an interest in it but
why is it restricted to the other half of the 50 pent of houses, because they are the ones
who can take the benefit of insulation? Why shdbklpeople of the other type of houses be
discriminated against under this programme?

Ms Harrison: In terms of the council tax rebate, what we ayag to do here is to find
innovative ways to get middle England engaged sulating their homes and we know that

historically it has been incredibly difficult to g@eople to buy cavity wall insulation for
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example. It is not very expensive to buy and livees huge energy savings but we just have
not had the engagement and council tax is just wag in which we have tried to do
something very different and tried to hook into semer psyche around not liking to pay
council tax. We teamed up with Braintree Counoitially just to do a trial on offering
customers £100 rebate on their council tax billaiBree funded half of that and we funded
the other half which is effectively what it wouldgbably cost us to market this product
through our own channels. We had a huge take-dpBaaintree’s phone lines got jammed
very quickly. That was done some time ago. We rwve 40 local authorities that
participate in the programme, it is growing andtthavers something like two million
households potentially who could actually pursusuiation through that scheme. The one
thing we have found from consumer research is3bgter cent of people who opted to take
that product have said they would not have donkagbit not been for getting a council tax

rebate.

Q625 Chairman: Let me be clear on a point of detail. Is it a-offereduction?

Ms Harrison: Yes, the council tax reduction is obviously a afie- You have the product
installed and then we notify the local authoritgttkthat has been done. The council then put
the rebate through on the council tax bill, butotirse the benefits in reduced energy costs

from the installation run on for the lifetime ofetihouse.

Q626 Chairman: Having engaged up to two million households, cdraek to the question

| asked a moment ago. Fifty per cent can takeradge of it, but there could be others. You
said earlier in your answer that you were lookih@g aange of technical solutions to try to
address the issue of the 50 per cent of propenties cannot be the beneficiaries of cavity
wall insulation. Is there a plan to roll out thsodel for this 50 per cent who cannot

participate at the moment?
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Mr Kimber: Yes, there is a plan. We do intend to increageréach of the proposition;

obviously at the moment it is just for cavity watisulation. Similarly there are other
products that we can bring into the mix in termdadf insulation, other traditional products.

There is a whole raft of other products coming tiglg for instance microgeneration,
et cetera. We have taken the approach that we bgeed this proposition and we are
slowly rolling it out. There is huge enthusiasronfr local authorities to get engaged in this,
so we are hopeful that in the next six months yea we will have a full range of products

that we can offer through that particular mechanism

Q627 Chairman: Mr Rivaz, you have mentioned the fact that youmpany is moving in
the direction of selling energy services. From rykonowledge and contacts with others in
your industry, do you think that is going to beemgral move?

Mr de Rivaz. | cannot speak on behalf of my competitors. | ldqust repeat the point that
we cannot afford to be just a provider of units #mat a way to differentiate ourselves will be
to embark our customers on this journey. We haueetclear about what an energy services
company is about. One example | am pleased tce shiéh the Committee of what we are
doing at the moment is this joint venture that vexéhwith the London Climate Change
Agency which is really part of the ambition to tséorm London progressively. It is based on
a very, very clear vision that the large citieslwilake a big difference in this battle for
climate change. Eighty per cent of people livecities so it is a very good ambition for
London to be a kind of beacon in the world in tlaspect. At the same time we have to be
realistic; we are going to deliver this ambitiorpject by project and there are economic
rationales to build around these projects whichla®ed on three simple ideas. One of the
objectives is to persuade consumers to use elégtfir heating. A contribution from
developers is another of the means and we thinkamemake a case that the awareness and
new commitment of people to contribute to the laavbon economy will add value for the
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developers to their projects, if these projectsgmiag to deliver this low carbon future, which
is the basis of the economics of this joint ventweehave with the London Climate Change
Agency. | should say we have to be very pragnatect by project, but that is the direction

in which we are moving.

Q628 Chairman: | should like to move to the question of smartenieg. We explored this
briefly in our previous session. The objective visth a different type of meter to
communicate to the customer the characteristitBedaf energy consumption and to give them
a better indication as to the costs of their astiohwonder whether you could respectively,
starting with Centrica, tell us what the presentigyoof your company is about smart
metering. What information do you think your custrs need to get more control over their
consumption patterns and what are you doing toduice it, if you think it is a good idea?

Ms Harrison: Historically, we ran some trials with automatedteneeading technology.
The evidence from that is that we did not actualignage to get a shift in consumer
behaviour but that was probably long before thausoon climate change became part of
consumers’ interest. At the moment we have sonstameters on trial in electricity in some
pre-payment customer households because we aregtiyg understand whether the
information from a smart meter can help customerbudget and whether the facilities that
you might get with a smart meter, like being albetdp up and pay for your credits in
different ways, can actually deliver a service eistomers that customers value and want. So
we have those on trial at the moment. They haes lom trial for about six months and we
are just at the stage where we are beginning te@et early learning. The other things we
have on trial at the moment are some consumer eewidich in many ways replicate the
information that you might get off a smart met&ou plug them into your house and you can
see what happens when you switch appliances ontanil tell you how much you are
consuming and how much that is costing you and sofmtem will tell you how much
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carbon you are emitting. We have some of thost&iahand in fact we have made a bid for
some money that Ofgem have that came from some fomding from the Treasury and
Defra, a bid to roll out a much larger trial on skoconsumer devices. We believe that
actually having these devices that you can read noom that is convenient to you, for
example in your kitchen rather than under younrstaihere your meter might be, will be of

great benefit to consumers.

Q629 Chairman: Are these smart meters nice to look at? Theynatéhorrible great big
boxes which people say they cannot have in the lmigfcthe living room?
Ms Harrison: No they are very modern and some of the consuméces are very nicely

designed and would sit in your kitchen very condbly.

Q630 Chairman: You can sit and be mesmerised all day, can you?

Ms Harrison: You can be mesmerised. When you install thesgshihe problem is, if you
have kids, that they will run around the house swidch everything on so that you can see
how it works, so you tend to get a temporary sungeonsumption and then it drops back.
They do certainly seem to be valuable to consunsersye certainly want to do more trialling
of those as an alternative to smart metering.efms$ of smart metering per se, our view is
that mandating is not appropriate and that smartemmg should be deployed on a
commercial basis. Not all homes will need a smagter; some will run quite happily with
things like consumer devices which are much lowaest.c We would like to see smart
metering encompassed within the EEC3 programmbatoate can actually be expediting the

deployment with some incentives.
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Q631 Chairman: From a Centrica point of view, if you achieve theployment of these
devices in accord with what you have just saidydo have a rough idea what it would cost
you to do?

MsHarrison: | am sure we have; | do not have that informatiath me.

Q632 Chairman: The reason | ask that question, and | shall paitsime one to EDF in a
second, is that it is a question that you have snlynany investment pounds and if you are
looking for optimal outcomes, is that necessatilg best way? | know it is currently what |
call the “buzz phrase”, everybody keeps saying ‘fsmmeetering”, but is that necessarily the
best way to assist in getting information to constsywhich will focus them on their energy
behaviour?

Ms Harrison: That is absolutely right. The approach that weehi@ken is to look at the
customer segments that would most benefit fromrigagi smart meter, which is why we have
someone testing the pre-payment segment wherencestaot only need more information
to help them budget, but also where they can fifférént ways to pay, so the whole service
becomes much more convenient. In the debt segitiemg is probably a good business case
for putting smart meters in to help people undecstthe cost of the energy that they are
burning. However, as | say, not all householdsdreesmart meter or would want a smart
meter or would benefit and in those cases, chealpamnatives like consumer devices with a
one-off cost are probably a much more appropriaketisn. We would very much favour a
commercial driven approach.

Mr de Rivazz May | first of all confirm that EDF Energy hasr&t going on at the moment?
We are studying 20 smart meters per week througiing action with the National Energy
Action organisation which is a charity. We havsoalas Centrica have done, bid to join the
energy trial. We are in a cycle of trials, whishgood news, because the idea has been there
for years, if not decades, and we all thought thahe absence of real trials, we would not
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make real progress. Having said that, there igp@m debate at the moment. Was it wise for
the regulator to put the metering activity into #reire area of the competitive market, as has
been done? An alternative would have been to l#sveneters with the distributors, with the
DNOs, and to make part of their role as regulatmesto enforce gradually the level of
investment from the DNOs into smart meters. lvist some other countries have done, for
instance in Italy. | do not know if it is too later the regulator to change his particular view
of the world regarding that, but | would have thbu would be more efficient to do that as
part of the quality of services required from thstributors, which by the way will not
prevent the suppliers using this core device tovigeo additional services and to develop
some business initiatives to make it even moreiefit for the customer, according to the
customers’ needs. The base in my view should beldeed through the DNO regulated
business. One danger is talking a lot about smatéring and not making the breakthrough;
they are potentially part of the solution to thergy problem because they are designed to
help the customers to take ownership, to understantheasure and to decide, which is very
important. Today they are more part of the probbeEmause it is sad for the industry that this
technology is more or less from the beginning a&f 26" century technology, it has not
improved. Everything else has improved in our bess, new technology has come in, but
the meters are still based on old technology. allyebelieve we still have to achieve a
breakthrough. | am not sure we are brave enougiheatnoment to make the radical choice
we should make. However, let us be pragmatiajsetee what the trials will tell us, what the
customers’ behaviour through these trials will tedl but be honest and try to find an early
breakthrough solution.

Chairman: Right, | should love to pursue this but we areagpinst some constraints in the

way that the Committee operates and my quorumaunat half past five. | want to move on
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just to get your observations about the whole fiefdmicrogeneration and micro-CHP.

Centrica were talking about that so Peter, would hjicee to take us into that?

Q633 Sir Peter Soulsby: The Energy Saving Trust told us that 30 to 40qeat of the UK’s
energy needs could come from microgeneration, r@® distributed generation more
generally. First of all, is that a proportion thmakes sense from your perspective? Is that
really the potential that is there? Secondly, wdrat the incentives needed to get potential
investors into the technology that is needed? dihiwhich of those technologies actually
has the best potential for development? Threéhiprice of one there.

Mr Kimber: We are in a very fortunate position in Centricatlat we have just been
appointed as a framework supplier under the lovbaarbuilding programme phase two,
which is in the public sector; so we have quiteeahth of experience in terms of dealing with
microgeneration companies and the different tygeésahnologies that are available. Thirty to
40 per cent in the short term seems very optimiatit necessarily because of the technology
constraints but probably more so in terms of thstailtation capability that currently exists
within the marketplace. We would have to buildtie expertise, the training skills and
experience, et cetera. It certainly is a long-tebyjective. In terms of the products and the
incentives that consumers need, private houselotdar now receive grants up to 50 per cent
on certain technologies through the low carbondig programme. Andrew Warren
commented earlier that there is a surplus of apftins at the moment for those particular
technologies. If you took that grant funding awapuld there still be the demand? Probably
not. So there does need to be an incentive tlogreustomers currently and it certainly is
needed for the organisations working this enviromime make their businesses commercially
viable in terms of the numbers of installationsyttege completing day on day. Which
technologies work? A lot of them have a role taypl Very much all the technologies there
can play a role to varying degrees. We believe tih@ way forward is probably through
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heating systems because people have to replacehdaing systems. One point two million
boilers are installed every year and some of the eehnologies being developed now in
terms of micro-CHP and fuel cell technology caneptially make quite a big impact in that
marketplace in a very short space of time. Sonthebther technologies will take longer.

Mr de Rivaz | fully agree with what Jon has just said so llwit repeat what he has said.
Just a comment about microgeneration in generakhnis part of decentralised generation.
It is very important to recognise that in the n&t to 25 years, over one generation,
decentralised generation will become more and rpareof the overall system. At the same
time it would be foolish to say that we can get ofdthe centralised system. We have to
combine the two and there will be for a very lorgripd of time a very important for the
centralised system. At the same time, not onlgupliers but also distributors running the
largest distribution network in the UK, we are vemuch aware that it will gradually change
our business. The role National Grid is playing foe centralised system in balancing
demand and supply at the central level will becomoge and more an additional role that we
will have to play at distribution network level wigewe will also have to balance supply and
demand from the decentralised generation. In dsouns that we have had with our
regulator, we are insisting on the fact that weusthahink of what the impact of this new
evolution will be on the level of investments and the responsibility that we will have to
take. Microgeneration is an important element @ obverall picture. Part of the whole
picture is the development of decentralised germerand it is something we need to discuss

more and more with the regulator to see how it imibact on the vision of the future.

Q634 Chairman: You have given a glowing endorsement for it. Vg you so miserly in
what you pay for the electricity that people getelay micro systems when they sell it back

to the grid?
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Mr de Rivaz. You are right; there is a debate about the lef/#i@threshold of exemption of
the use of the grid. It is a very important quastbecause it is not reasonable to see the
development of decentralised generation on a sigmf scale without seeing the global
picture, which is how the system would be balancddis probably not true to say that
decentralised generation can develop without ndétsvoHaving said that, what is a fair share
of the cost of the networks to be taken into act®duihere is a debate going on about the
level of exemption and we have to be very pragnsdtimut that. We cannot imagine a world
in which there will be a huge development of dexdised generation without taking into
account the impact on the system and at the hetlre ystem locally are the distributors, the

distribution networks’ operators and it is an ie&ing question.

Q635 Chairman: Coming back to Centrica, | have a boiler whicteis years old and | am
wondering what to do. Do | wait and wait and halpat some whiz-bang box is going to
come from you or from somebody, or do | make aregtment that will last me another ten
years in the best of conventional today? Thishg dke wanting the latest computer and just
when you have decided to buy it there is anothee$t” computer. Why is it taking so long
to get these new whizzo products that you havehesh talking about available for us?

Mr Kimber: 1 can understand your dilemma; | have exactly shene dilemma myself
actually. These products do take a long time togbto market and it is not just the actual
technology and developing the technology, it isvilimg the support infrastructure as well,
so that when we put them into people’s homes, wescgport the technology correctly and
the maintenance requirements, et cetera. Theyaecomplex, the technology for micro-
CHP, particularly fuel cells, is incredibly complexd the companies that we are working
with are working very hard, they know there is e@involved if they can bring their product
to market first of all, but when they bring it tcarket, we want the product to be correct and
to do what it says on the box and we want to make sve have the right support
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infrastructures to ensure that customers are atigfith that product. We want to make sure

we get everything right before we bring these potslinto the marketplace.

Q636 Chairman: So when?

Mr Kimber: Soon.

Ms Harrison: We have been working on a micro-CHP boiler for eaiime and we have
some on trial now. It depends how those trialsngerms of how fast they come to market.
We have also been trialling wind and again it delsezn whether or not we are satisfied with
the results of that when they come to market. We have a major partnership with Ceres
Power to develop a fuel cell boiler, which is thesnexciting technology. The simplicity of
it means it probably will get to market before CH&es in a micro sense, but not yet, | am

afraid.

Q637 Sir Peter Soulsby: You can tell me if | am wrong, but I get the imgs®n that the
development of microgeneration has been somewhat-toxped, particularly in the short
term. | hope you can tell me | am wrong.

Ms Harrison: The best example of that is probably micro wirichey are almost like style
statements for people and there has been a rubbuwipeople thinking about whether they
have the right wind speed in their area, whethey trave the right height of house, whether it

is going to generate enough electricity for thdrmdo think some of that has been over-hyped.

Q638 Chairman: You were talking about the big debate, about thilige buy-back price

and the costs and the implications of microgenenaftor the grid. Germany pays four times
the buy-in price as the sell-back price and yetekéms they manage to produce this trick
without it costing the generators, the supply conigs any money because it is just diluted

as a cost over all the consumers. Is that thenatshould follow?
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Mr de Rivaz. Generally speaking, we would not support polisidsch favour any kind of
technology, including microgeneration, irrespectfecost and irrespective of environmental
benefits. When there are huge subsidies, any d&irglate subsidies, the danger is that you
move away from the market-driven actions and them go not trigger the right behaviour.
We should not support policies which favour microgiation irrespective of cost and other
benefits; at the same time some barriers whichbearemoved. We believe, for instance, that
the installation of microgeneration should fall enthe general permitted development order
where no specific consent is required. There gemeral problem with regard to planning
issues in this country, be it for large construtsiobe it for small constructions, which is to

make it more efficient, but we are not here to ukscplanning issues.

Q639 Chairman: Are you as a company involved in the developméntimy of the
technologies? We have heard that Centrica havedevaes that they are looking at. Are
you involved in any developments like this?

Mr de Rivaz At the EDF group level there is a significant pagme of research and
development to develop microgeneration. Like Geatand many others we have not yet
reached the stage of being able to say when wehawie developed these new technologies to
a commercially viable level, but there is no dotlfat it is part of our agenda. We do not at
all consider that these microgeneration ideas ateappropriate; quite the contrary. But, |

repeat, in the long term we should not triggentineng behaviours.

Q640 Chairman: Talking about behaviours, there has been quitévelyl debate and

discussion about personal carbon allowances. DQothgmk that they are realistic, viable,
useful, or just a bit of politicians’ talk?

Mr de Rivaz When we embark on such a journey to change thaviomlr of the customers,

we should avoid embarking with too much luggagehewyou have too much luggage it is
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not very easy to move, if I might make this compami. At the moment, to go straight to a
personal carbon allowance system, which could tractitve, is in reality potentially counter-
productive. It would be too complicated, too burgatic and too costly; we are not yet there.
| am not saying that in some years’ time, when msg has been made in the hearts and
minds of the people, this idea cannot come backjrbaur view it is not a priority today to
develop personal carbon allowances. As regardsciwon economy, towards which we all
want to go, coming back to EEC, there is a disamsgrobably an interest, around looking at
how to make the actions made in the EEC more tkddeahich at the moment is not the
case. | agree that globally we should develop meisims which really incentivise people to
invest in low carbon technology through the markethanism.

Chairman: | am going to have to draw stumps there becauk®tunately we have run out
of time to carry on what was a very interestingatjae. If Centrica want to drop us a note
with your views on PCAs, it would be very much agpated. May | thank you both for your
written contributions and your contributions todayYou have seen the efforts of the
Committee to look at ways of removing barriers e titizen becoming more involved in
reducing their carbon footprint and if you have &mgher thoughts on the subject which we
have not been able to discuss today that you waatdbp us a further note about, we should

be extremely pleased to hear from you. Thank yey much indeed.
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