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INTRODUCTION
Energy bills are driven by both the price of energy on the
wholesale market and Third-Party Costs (TPCs). TPCs
include non-energy costs set by the government, network
(the National Grid), policy and system costs and electricity
transmission/distribution costs. 

The biggest single cost on a bill is the price of the energy.
Before the energy crisis the wholesale cost of energy made
up approximately 40% of an electricity bill and 70% of a gas
bill, with the remaining being TPCs, which have been
continuously rising in recent years and can be volatile.
Currently, with the rise in wholesale costs they are around
78% of a gas bill and 72% of an electricity bill.

This pricing report will focus on the energy element of a bill
to help you keep track and understand the wholesale energy
market and the factors affecting the price of your contracts.

OVERVIEW
Liz Truss resigned as Prime Minister on Thursday 20th October. After just 45 days, she steps
down as the shortest-serving leader in UK history. There will now be a contest within the Tory
party to replace her, which is set to be announced next week. On the news, the pound spiked by
more than 1pc against the dollar, after one of the most volatile periods for the currency in
decades.

Energy markets decreased at the start of the week due to, increased levels of energy in storage
and a decrease in demand from China. UK temperatures are also forecasted to be above seasonal
norms into November, which is expected to continue into November, which should help keep
demand down.

Russian gas flows remain flat while French nuclear reactor strikes are relaying maintenance on
over 17 reactors, likely to cause further disruption come November. This is offset by the large
quantities of LNG floating just outside of Spain and the UK, with over 70% of US LNG exports
heading towards the continent, and that’s before Freeport LNG goes partially online come
November, expected to significantly boost output as the facility can export up to 15 million tonnes
of LNG per year. European gas storage levels currently sit at 91.3% full with LNG import terminals
at 65% capacity.

The European Commission presented a package of measures to tackle the energy crisis, including
a temporary "dynamic" gas price cap mechanism aimed at curbing price volatility, which in turn
eased market volatility. 



High wind output, milder temperatures than the seasonal average and increased imports to the UK of LNG
have kept supply high and demand low. This has allowed gas and power contracts to remain relatively
stable this week, with wholesale power prices trading at one of their lowest levels this year on Tuesday.
However political uncertainty over the next few days/weeks keeps the market open to volatility.

In the graphs, you can see that gas contracts purchased now for the next season (S+1) are higher than
those starting now (Spot) and within the month ahead (M+1) for both gas and power contracts. 

A season in the business energy market is a 6-month spread and these are from April to September for
"Summer" and October to March for "Winter".

GAS & POWER

CRUDE OIL
Brent crude prices dropped this week, mainly due
to economic concerns, particularly in Asia, and the
impact this could have on demand. 

Prices are 18.8% higher than at the start of 2022,
but 27.3% lower than when prices peaked in
March.

Current price standings:
Brent Crude = $92.38/bbl 
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The EU Commission proposed another set of emergency measures on Tuesday 18th October in the hope to
tackle the increasing energy prices. However, they steered clear of an immediate cap on gas prices as EU
countries remain split over the idea.

The proposals, which need approval from European Union member states, are the bloc's latest effort to
address the spike in energy prices and fuel supply crunch that have gripped Europe since Russia cut gas
flows after invading Ukraine.

The measures did not include an immediate gas price cap, which most EU countries say they want. But the
Commission asked for EU countries' approval to draft a proposal to set a temporary "maximum dynamic
price" on trades at the Title Transfer Facility (TTF) Dutch gas hub, which serves as a benchmark price for
European gas trading.

The Commission described this as a "last-resort measure”, and said the price limit would need to meet
conditions, including that it doesn't cause Europe's gas demand to rise.

The EU proposed other measures to attempt to tame high prices by tweaking energy market rules. Trading
venues would be required by Jan. 31 to impose upper and lower price limits each day on front-month energy
derivatives, to limit volatility.

EUROPEAN COMMISSION PROPOSED ENERGY
MEASURES

ENERGY NEWS

GBP STABILITY
The pound rose against many major currencies on Thursday, after Liz Trust resigned. However, it still remains
at risk from renewed political instability. Some analysts are stating that the UK economy is already in
recession and the uncertainty and implications around the resignation only strengthen that concern.

Following the resignation, the GBP increased above the 1.12 level against the USD as well as climbing up
against most other major currencies. However, the Pound had yet to recover the levels prevailing prior to the
departure of the latest UK government minister, Suella Braverman, reports of which were followed by
deepening declines across the Sterling exchange rate complex late on Wednesday.

"We now forecast further weakness in GBP amid a stronger USD and our estimate that the UK is already in
recession," says Kim Mundy, a senior economist and currency strategist at Commonwealth Bank of Australia. 

"UK political uncertainty is a key downside risk to our new forecasts. We see a high risk that UK PM Liz Truss
resigns which suggests GBP can remain volatile and at risk of a sharp fall," Mundy said on Thursday.

The volatility of the pound impacts all businesses and households, as most commodities are priced in USD. So,
when the pound is comparably low, importing goods increases which in turn increases the cost of living. So, if
the pound falls, even the gas that is produced within the UK will become more expensive and push prices up.
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