Energy Markets Outlook Report

Presented pursuant to
section 172 of the Energy Act 2004

Ordered by the House of Commons
to be printed 18 December 2008

HC91 LONDON: THE STATIONERY OFFICE £26.60



© Crown Copyright 2008

The text in this document (excluding the Royal Arms and other departmental
or agency logos) may be reproduced free of charge in any format or medium
providing it is reproduced accurately and not used in a misleading context.
The material must be acknowledged as Crown copyright and the title of the
document specified.

Where we have identified any third party copyright material you will need
to obtain permission from the copyright holders concerned.

For any other use of this material please write to Office of Public Sector
Information, Information Policy Team, Kew, Richmond, Surrey TW9 4DU
or e-mail: licensing@opsi.gov.uk

ISBN: 9 78 010295 8256



Contents

Foreword

1. Introduction

2. Executive Summary
3. Security of Supply in a Competitive Energy Market
4. Electricity

5. Gas

6. Coal

7. Oil

8. Nuclear Fuel

9. Renewable Energy
10. Carbon

Glossary of Acronyms

The information contained in this report constitutes general
information about the outlook for energy markets. It is not
intended to constitute advice for any specific situation. While
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every effort has been made to ensure the accuracy of the report,
the opinions, judgements, projections and assumptions it contains
and on which it is based are inherently uncertain and subjective,
such that no warranty is given that the report is accurate, complete

or up to date. To the fullest extent permitted by law, no liability

(including for negligence or economic loss) is accepted in relation
to its use and no responsibility is accepted for any consequences

of acting on, or refraining from acting in reliance upon it.
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Foreword

The new Department of Energy and Climate
Change brings together the Government'’s
work on three long-term challenges that face
our country: ensuring that we have energy that
is affordable, secure, and sustainable; bringing
about the transition to a low-carbon Britain;
and achieving an international agreement on
climate change at Copenhagen in December
2009.

Today’s structure of the energy market was designed in a world of
abundant supply, British energy self-sufficiency, low commodity
prices, and an emerging debate, but not a settled consensus,

on climate change. Today all those assumptions have changed:
there is international competition for resources, a need for new
investment in supply, structurally higher energy prices, and an
urgency about carbon emissions.

To respond to this new world, we need a market that secures
future supply, including investment in nuclear power and carbon
capture and storage; incentivises cuts in carbon emissions; and
helps homes and businesses.

This report is intended to set out the nature and potential of the
options that are — and may become - available to the UK energy
market to enable it to respond to the first of those challenges
over the medium to long term. It is intended to facilitate and
inform debate and decision making by market participants and
other energy market stakeholders. It complements and sets out
the factual background to the development of the Government
approach to that challenge, which has been set out in the Energy
White Paper and will be taken forward next year with a series of
publications including ones on carbon budgets, carbon capture
and the Government’s strategy on renewable energy.

| am grateful for the part that Ofgem, National Grid and the
Department for Enterprise, Trade and Investment (Northern
Ireland) have already played in developing the analysis set out
here. | look forward to broad participation and wide-ranging
discussion in the dialogue to follow.

Ed Miliband



