
 

 

 

 

 

 

Electricity and RAB Strategy Team  
Department for Business,  

Energy & Industrial Strategy,  
3rd Floor Victoria 309  

1 Victoria Street,  
London, SW1H 0ET 

 
14th October 2019 

 

Dear Alex 

LCCC Response to the BEIS Regulated Asset Base Model for New Nuclear Projects  

The Low Carbon Contracts Company (LCCC) and The Electricity Settlements Company (ESC) are 

private companies, wholly owned by the Secretary of State for Business, Energy and Industrial 

Strategy (BEIS), established to be operationally independent. They perform central functions in the 

operation of the Contracts for Difference (CfD) and Capacity Market (CM) schemes. LCCC carries out 

the functions of its sister company ESC, via a cost-sharing arrangement.  

LCCC is the counterparty to the Hinkley Point C (HPC) bilateral CfD and is involved in monitoring 

progress during its construction on behalf of the Government. LCCC will be making payments over 

the 35-year life of the HPC CfD once it is operational, funded via a levy on electricity suppliers. 

We welcome the opportunity to respond to the Consultation on a Regulated Asset Base (RAB) model 
for new nuclear projects and wish to draw your attention to certain areas of our response that we 
believe to be most pertinent based on our experience to date of managing the HPC CfD: 

• The use of a RAB model for a single project of the scale and nature of a new nuclear project 
has not been undertaken before.  

• A critical consideration is the setting of the Funding Cap. If the right balance can be struck in 
the RAB funding model between risk and reward for investors, it is possible that new nuclear 
projects could be delivered at lower costs. 

• Analysis would be required on not only those risks inherent to a nuclear building project but 
also on construction risks inherent to large, long-term construction projects, when deciding 
the RAB funding model parameters.  

• For the collection of the nuclear RAB levy, the funding model could use the CfD Supplier 
Obligation Regulations as a blueprint for a standalone nuclear RAB levy. Alternatively, a more 
expedient approach could be to simply extend the existing CfD Supplier Obligation 
regulations to cover the collection of monies under a nuclear RAB levy.  

• Tapping into the experience and specific knowledge of other UK Nuclear projects held by 
various entities should be considered to support BEIS in the assessment of RAB candidate 
projects and the Economic Regulator in assessing the progress of the project. 
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Yours sincerely, 

 

 
 

Ruth Herbert 

Director of Strategy & Development 

Low Carbon Contracts Company 

Electricity Settlements Company 
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Consultation questions 

Question 1: Have we identified a model which could raise capital to build a new nuclear power 

station and deliver value for money for consumers and taxpayers?  

The use of a RAB model for a single project of the scale and nature of a new nuclear project has not 
been undertaken before. Therefore, this will be a First of a Kind (FOAK) use for a RAB.  
 
In answering the below questions in isolation, the probable answers will be ‘yes’ in all cases: 

• Can a RAB model be applied to a new nuclear construction project? 

• Can a Nuclear RAB be investable whilst maintaining good Value for Money (VfM) for 
consumers? 

• Will it be off balance sheet? 
 

But in trying to satisfy all the conditions in conjunction, another type of ‘trilemma’ is presented. If the 
right balance can be struck in the RAB funding model between risk and reward for investors and 
consumers, it is possible that new nuclear projects could be delivered at lower costs.  There may also 
be other viable hybrid approaches, including using alternative support mechanisms. 
 

Question 2: Do you have any comments on the components of the Economic Regulatory Regime as 

described?  

LCCC considers that the allowed revenue building blocks under the ERR as proposed in the 
consultation document cover all the main areas that would be of interest to the type of financial 
investor that the RAB funding model is being designed to attract.  
 
Government Support Package (GSP) 
We note that the Government needs to identify the right balance between risk and reward to attract 
private investors to invest in the RAB funding model for new nuclear projects.  
 
The “Baseline” reflects the amount of consumer costs that will definitely be realised, whereas the 
band between the “Baseline” and the “Funding Cap” represents a potential further portion of 
consumer costs (as costs falling between the Baseline and the Funding Cap are shared between 
consumers and investors rather than fully compensated by consumers).  In the scenario where any 
construction costs applicable to the Remote Outturn Cost scenario (i.e. above the Funding Cap) 
would be funded by taxpayers and recouped from electricity suppliers (and ultimately consumers), 
there would be a need to balance two considerations – on the one hand the desire to minimise 
consumers’ exposure to costs, by setting the Funding Cap as high as possible, and on the other hand 
the desire to achieve as low a cost of capital as possible, by setting the Funding Cap as low as 
possible to reduce the overall quantum of cost that consumers are exposed to.   
 
An alternative scenario where the Remote Outturn costs are not recouped from consumers, would 

mean that movement of the Funding Cap up or down between the “Baseline” and “Remote Outturn 

Costs” primarily affects the likelihood and magnitude of taxpayers being impacted.  Clearly, the 

higher the taxpayer’s exposure, the lower the costs that private investors and consumers are 

exposed to, and the lower the cost of capital is likely to be. 

Finding the sweet spot to balance the countervailing drivers in relation to the Funding Cap will be 

instrumental to the success of the RAB funding model for new nuclear. 
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Under the CfD, consumers are protected against events such as the recent £1.9 – £2.9bn1 increase in 
costs announced by EDF on HPC. Analysis would be required on not only those risks inherent to a 
nuclear building project but also on construction risks inherent to large, long-term construction 
projects, when deciding the RAB funding model parameters.  
 
Remote Outturn Cost 
In considering the setting of the Funding Cap, LCCC notes that the government could consider a read-
across from the high-level National Audit Office (NAO) analysis2 which stated that the impact of a 
70%-100% increase in costs will “only” bring a project with a 6% Weighted Average Cost of Capital 
(WACC) to the same level as a project with no cost increases at a 9% WACC.  In other words, it is 
possible that even if a future nuclear project experienced a Remote Outturn Cost scenario, the cost 
of energy would still be at least at par with the Hinkley Point C Contract for Difference (HPC CfD).  
 
However, the combined effect of cost and schedule delays should not be dismissed, and it is not clear 
whether the previously mentioned NAO analysis still stands under a combined schedule and cost 
increase.  
 
Furthermore, global experience shows that extreme cost increases beyond this 70%-100% envelope 
can occur for FOAK projects (see Olkiluoto Nuclear Power Plant 3 - OL3, Flamanville Nuclear Power 
Plant 3 - FA3, noting that these are not immediately comparable situations).  Sizing the baseline and 
expected cost ranges will be key especially for FOAK UK projects.  
 
Role of the Regulator 
LCCC also notes the intended approach is for the Economic Regulator to collaborate with other 
entities to build its nuclear capabilities in relation to understanding any considerations specific to the 
nuclear sector.  
 
Tapping into the experience or/and specific knowledge of other UK Nuclear projects held by various 

entities should be considered as one of the available measures to build those capabilities within the 

Economic Regulator. 

 

Question 3: Do you have views on how consumer interests are protected under the proposed 

approach? What else should be considered to protect consumer interests?  

The option of removing the government bailout if the funding cap is breached during the 
construction phase should be considered. In this scenario, a requirement could instead be placed on 
the equity providers to partially fund the excess and, rather than consumers providing additional 
funding, which would put unforeseen burdens on electricity suppliers, the public share of any excess 
could be met by taxpayers. 
 
Consideration should be also given on whether the developer should be allowed to have the same 
return on the risk contingency included in the Baseline (as shown in Box 2, Figure 3 on page 16 of the 
consultation document). The risks identified could be covered under a reduced WACC, mitigating a 
scenario where the developer could be incentivised to try to increase the risk contingency to gain 
some extra returns, or, in other terms, provide incentive for effective risk management. 
 

 

1 https://www.edfenergy.com/media-centre/news-releases/update-on-hinkley-point-c-project 
2 https://www.nao.org.uk/wp-content/uploads/2017/06/Hinkley-Point-C.pdf 
 

https://www.nao.org.uk/wp-content/uploads/2017/06/Hinkley-Point-C.pdf
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Also, reducing progressively the WACC component when the target cost is exceeded could also be 
considered as one of the available tools on a project by project basis. That would be in addition to 
any “pain share” as decided by the Economic Regulator. 
 
This approach could act as a complementary mechanism to the powers of the Economic Regulator to 
opine on disallowed costs, by increasing the incentive for the developers to mitigate risk, albeit with 
a disadvantage of making the RAB structure more complex overall.  
 
In addition, it should be considered whether the contingency “pot” is to be used for specific risks 

identified “ex ante” or, whether it can be drawn for any risk materialised (even those unknown at the 

point in time the baseline is agreed).  It will be particularly relevant if part of the contingency (still 

within the Baseline) is not utilised due to the specific risks not materialising, as this approach is likely 

to affect behaviours. 

 

Question 4: Do you agree that consumer risk sharing could be value for money for consumers if it 

achieves a lower expected overall cost for consumers compared to a Contract for Difference 

model?  

From an LCCC perspective, this depends on what it is meant by "expected overall cost for 
consumers". For the CfDs, consumer exposure to construction risk is fixed. 
 
One way of assessing this could be to consider the consumer exposure to the risk-sharing under the 
RAB model against the most recent nuclear contracts awarded (HPC).  If under the RAB model the 
consumer costs remain well below the HPC baseline - i.e. below the equivalent of a discounted by X% 
HPC Strike Price-, then it could be argued that this level of consumer risk sharing should be 
acceptable. This comparison would need to be done on a like-for-like basis, including comparison of 
any risk transfer provided in parallel contracts.  Furthermore, probability-based outcomes or an 
appropriate range of outcomes should be considered in the analysis also, as the worst-case scenario 
may not always be the only comparator.  In addition, recent renewables auctions have achieved an 
average strike price of £40/MWh and therefore it may also be useful to undertake a wider VfM 
assessment looking at the average price/MWh of the most cost-effective electricity mix over the 
lifetime of the project. 
 
 

Question 5: Do you have views on the potential way to design the revenue stream for a nuclear 

RAB model that we describe, and are there alternative models we should consider? 

Revenue stream for a nuclear RAB model 
The design of the settlements system for collection of levies for CfD and CM schemes respectively is 

already coping with variable revenue payments for these schemes on a monthly, annual and ad-hoc 

basis. These design features could also be applied to the collection and settlement for a potential 

RAB levy to underpin the revenue stream for the proposed RAB model. 

 
Project Phase 
The proposed RAB construction phase differs to the CfD construction phase, during which no 

payments are made, but has similarities with the Capacity market, in that it requires a clear payment 

schedule to be produced in advance.  
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The design of the supplier obligation will need to focus on enabling suppliers to effectively forecast 

their share at least 12 months in advance of when it will be due.  A flat 12-month ahead profile could 

be utilised with any adjustments put through as single one-off costs. Another option, to help 

suppliers forecast better, could be for the single one-off costs to be spread over the subsequent 12-

month period, allowing for a rolling 12-month forecast to be provided– this would mean the levy 

would have a fixed and variable element, both of which could be forecast sufficiently in advance. 

Any non-compliance or penalty charges could be configured in a similar way to the mechanisms used 

for terminating Capacity Provider payments under the CM scheme. 

Operation Phase 
The variability of the RAB payments once the plant is in operation is similar to the existing CfD 

scheme where strike prices and therefore payments are adjusted annually.   

Supplier Charges (billing), Payments and Reconciliation 
The concept of applying the costs by Supplier market share has strong analogies with our current 

settlement of the CfD scheme. The main difference here is that both the project and operating cost 

will be based on the market share (as opposed to the Supplier demand in peak demand periods for 

the CM market). 

As a result of this analogy with the CfD, the main mechanisms for allocation of charging already exist 

within the LCCC settlement systems and processes and would require only small changes to perform 

the calculations and billing functions for the RAB model (both Project and Operation parts). 

The credit cover and mutualisation processes that currently exist could also be used to cover non- 

payment by Supplier(s) to ensure RAB payments are made on time. Also, the current settlement run 

process would enable the reconciliation of charges, from the forecast position to actual, to be settled 

in the same manner as for the CfD (and CM). 

The reconciliation process could also be used to adjust payment to the RAB project costs and 

reallocate back to the Suppliers. 

Collection and settlement for a potential RAB levy 
For the collection of the RAB levy, the funding model could use the CfD Supplier Obligation 

Regulations as a blueprint for a standalone RAB levy. There would also need to be an information 

sharing agreement between the Economic Regulator for the RAB and the Intermediary body to 

ensure efficient settlement of the RAB levy for suppliers and payment for RAB monies to RAB holding 

generators. 

A more expedient approach could be to simply extend the existing CfD supplier obligation 

regulations to cover a RAB. The benefits from utilising existing synergies with our settlements IT 

system would be: 

• Forecasting: The forecasting of the RAB levy would be similar to the CfD during the 

operational phase but would also need cover the project costs that are incurred by the 

supplier/consumer prior to generation during the construction phase. 

• Mutualisation: The credit cover and mutualisation processes that currently exist could also 

be used to cover non-payment by Supplier(s) to ensure RAB payments are made on time.  

• Reconciliation: The current Settlement run process would enable the reconciliation of 

charges, from the forecast position to actual, to be settled in the same manner as for the CfD 

and the CM. 
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Question 6: Do you have views on our proposed approach to assessing a new nuclear project under 

a nuclear RAB model and determining whether it is value for money for consumers and taxpayers? 

Consideration should be given on how VfM assessed under a RAB funding model compares against, 

for example, a bespoke CfD like HPC CfD or, against the cost reduction achieved through deployment 

of other technologies.   Therefore, it may also be useful, alongside HPC comparisons, to undertake a 

wider VfM assessment looking at the average price/MWh of the most cost-effective electricity mix 

over the lifetime of the project. 

There is no other current UK support scheme that can be considered for comparison, as new nuclear 

has not had UK Government support via an investor-based support scheme prior to the introduction 

of the CfD, nor has there been a stand-alone RAB model for new nuclear previously. 

It should be noted however that to date, no other new nuclear project under the CfD route other 

than HPC CfD has been able to progress to contract signature and start of construction, as the 

desired support package for these proposed projects (for example, NuGen, Moorside) was 

insufficient despite additional equity support from the Government being on offer.  

We consider that tapping into the experience or/and specific knowledge of other UK Nuclear projects 

held by various entities should be considered as one of the available measures to assist the 

assessment of RAB candidate projects.  


