
  

Response to Ofgem – energy system cost allocation and recovery review 

22nd September 2025 

About Fair By Design  

Fair By Design is dedicated to reshaping essential services such as energy, credit and insurance 

so that they don’t cost more if you’re in poverty – also known as the poverty premium. Fair By 

Design works with regulators, Government, Parliament and industry to eliminate the poverty 

premium. Fair By Design is managed by the Barrow Cadbury Trust on behalf of a group of 

foundations.  

In the context of the energy market, we believe that households on low incomes should not 

incur a poverty premium, i.e. pay more for their energy, based on not being an “active” 

consumer or due to the way they pay for their energy.  

Please note that we consent to public disclosure of this response. 

For more information about this response please contact Maria Booker: 

m.booker@barrowcadbury.org.uk 

Background 

The nature of energy costs is changing. The move away from gas and towards an energy system 

that is primarily based on renewable energy sources requires significant capital investment. On 

the other hand, in the future the operating costs of generating energy on a day-to-day basis will 

be much smaller than they are today. In other words, the “fixed cost” element of our energy 

bills is set to increase, whilst the variable part of our energy costs is due to fall. Ofgem is 

therefore taking a wide-ranging look at how the costs of the energy system should be 

recovered going forward. 

Summary 

We welcome this open dialogue about how the fixed costs of the energy system should be 

recovered in future. Any future system of distributing costs should enable everyone to access 

the energy they need to keep them safe and well. Other tests should include that people on a 

low-income do not pay more for their energy, due to the way they pay, or because they do not 
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actively participate in the market. People on a low-income should have an equal opportunity to 

control their energy usage, by being able to access the technology such as smart meters and 

batteries that facilitate consumer-led flexibility at the same rate as other income groups. And 

finally, people should not pay more for their energy due to factors they cannot control.  

We believe that recovering fixed costs on the basis of ability to pay is most likely to deliver on 

these principles. However, whether support mechanisms like a social tariff are in place makes a 

significant difference and it will be crucial for the Government and Ofgem to take a holistic 

approach to cost allocation and recovery. 

 

Fair By Design response 

1. What other examples or evidence from relevant sectors or international energy markets 

should we consider as part of our review?   

We think that the suggestion, made earlier this year by the Chairman of the BBC, that the 

licence fee should be based on wealth (using council tax bands as a proxy)1 is interesting in this 

context. Up until now, everyone has paid the same licence fee, much as every domestic 

customer has paid the same standing charge. Whilst the situation in energy is more complex as 

not all fixed costs are recovered via standing charges, the BBC debate perhaps reflects changing 

opinion around whether it is fair that everyone should pay the same regardless of ability to pay. 

2. What options for amending domestic cost allocation and recovery should we explore in 

more detail and why? What options should we rule out at this stage and why?   

We are pleased to see Ofgem taking a thoughtful and open approach to the issue of cost 

recovery.  We agree with Ofgem that the responsibility for ensuring that costs are recovered 

fairly is a joint one with Government and it is great to hear that Ofgem is working closely with 

Government on this issue. Dieter Helm (2023)2 highlights that many utilities started out as local 

government activities paid for out of local government taxation and seen as a wider citizen 

entitlement. It was privatisation that ushered in the current approach of prices reflecting costs. 

Helm argues that given the scale of investment costs needed in the energy system, it is 

inevitable that the Government is going to need to play a larger role. If moving away from cost-

reflective pricing, we think it will be important to consult more widely with the public about 

what the underlying rationale should be, and to be open and transparent about this rationale, 

in order to rebuild trust in the energy system. 

 
1 Wealthier households should pay more for the BBC, suggests chairman Samir Shah 
2 Why social tariffs are needed - Dieter Helm 

https://www.telegraph.co.uk/news/2025/03/09/bbc-licence-fee-wealthy-households-should-pay-more/?msockid=35639969edf66ccc071a8f07ec3a6d7e
https://dieterhelm.co.uk/regulation-utilities-infrastructure/why-social-tariffs-are-needed/


Given that energy is an essential good we believe that a fair energy system results in everyone 

having access to the energy they need to keep them safe and well. At present this is not the 

case. Energy bills remain unaffordable to many with the average fuel poor household needing 

an extra £407 per year to be brought out of fuel poverty (using the spending 10% of income on 

fuel definition)3. As Helm points out, this is not only an issue for the households affected, it also 

potentially threatens the viability of energy suppliers, one of the main reasons driving Ofgem’s 

proposal for an energy debt relief scheme. 

Other tests should include that people on a low-income do not pay more for their energy, due 

to the way they pay, or because they do not actively participate in the market. People on a low-

income should have an equal opportunity to control their energy usage, for example by being 

able to access the technology such as smart meters and batteries that facilitate consumer-led 

flexibility at the same rate as other income groups. And finally, people should not pay more for 

their energy due to factors they cannot control. 

These principles have been informed by our work with people with lived experience of fuel 

poverty, such as our participatory action research with Ofgem and Toynbee Hall on what a good 

transition to net zero would look like for low-income households4, energy focus groups, 

experience advisory panel. 

Turning to the options set out, we would rule out cost allocation on the basis of location of use, 

as this is something that most domestic consumers cannot change. It therefore fails the test of 

consumers not being charged more for something they have no control over. 

We would also be concerned about allocation of fixed costs based on time of use, as this is 

likely to disadvantage people who can’t shift their usage, as the Australian example has shown. 

This could be addressed by a well-designed social tariff that was able to identify and support 

those who are unable to shift their usage, such as those using medical equipment or with long-

term health conditions. However, in our focus groups parents with children also said that they 

would find it difficult to move away from using energy at peak times when they would be 

bathing children or cooking dinner. High income consumers are more likely to be able to access 

technology such as batteries to shift their usage patterns even though their overall energy 

usage has not changed. 

We have the same concerns about allocation of fixed costs based on energy usage given that 

some high users cannot reduce their usage due to a disability, medical condition or having a 

 
3 Annual Fuel Poverty Statistics report 2025 
4 Fair By Design, Ofgem, Toynbee Hall (2022). Net Zero Transition for Low-income Consumers Available at: Toynbee-
Hall_Net_Zero_Report_29_09_2022-1.pdf (fairbydesign.com) 
 

https://assets.publishing.service.gov.uk/media/67e51e2cbb6002588a90d5d5/annual-fuel-poverty-statistics-report-2025.pdf
https://fairbydesign.com/wp-content/uploads/2023/06/Toynbee-Hall_Net_Zero_Report_29_09_2022-1.pdf
https://fairbydesign.com/wp-content/uploads/2023/06/Toynbee-Hall_Net_Zero_Report_29_09_2022-1.pdf


large family. On the other hand, some high-income high users can avoid contributing to the 

fixed costs of the energy system, through solar panels, batteries and other technology.  

Instinctively, we feel that cost allocation based on ability to pay is the fairest way to redistribute 

fixed costs and welcome the fact that Ofgem has included this option in its call for input. This 

reflects the approach to taxation to pay for public services more generally. It recognises that, 

like the costs of health services, education and the legal system, the costs of the energy system 

in the future will largely be a fixed cost which needs to be fairly distributed. The standing 

charge which (imperfectly) represents the fixed costs of the system should therefore be 

recovered on the basis of ability to pay. In principle this should take into account income and 

wealth, but we accept that the practicality of any proposed method would be an important 

factor. We can therefore see the argument for the retention of a small variable unit cost, which 

reflects usage/time of use, in order to maintain the incentive to reduce energy usage where 

possible and at peak times.  

People on low incomes in our focus groups and on our lived experience panel have told us that 

they feel standing charges are unfair, reflecting what Ofgem found in its own consumer 

research. For people on low incomes standing charges make up a significant proportion of the 

bill and there is nothing they can do to reduce their bill further even if they use no energy at all. 

We welcome the omnibus survey and the deliberative research that Ofgem has undertaken to 

test attitudes towards standing charges and note that consumer attitudes are less clear cut 

when they can see the results of reducing standing charges in real time. However, options that 

include action the Government could take to ensure costs are distributed more progressively 

have yet to be tested. 

We believe that a social tariff is an essential feature of any system of cost allocation to ensure 

everyone can access the energy they need to keep them safe and well. Fair by Design was part 

of the coalition that commissioned Public First’s report Closing the Fuel Poverty Gap: A plan for 

targeted energy support which showed that the current Warm Home Discount falls a long way 

short of covering the fuel poverty gap (£150 as opposed to over £400) and also misses more 

fuel poor households than it helps. We strongly support the report’s recommendation that 

support needs to be based on income rather than benefits and that much more generous 

support is required including additional support for disabled households and those paying by 

standard credit. Until the Government consults on its plans for targeted bill support it is difficult 

to provide definitive views on how fixed costs should be redistributed.   

 3. How would changes to the underlying rules and approaches for allocating and recovering 

system-wide costs be expected to translate into the tariffs offered by suppliers? 

- 

https://www.publicfirst.co.uk/closing-the-fuel-poverty-gap.html
https://www.publicfirst.co.uk/closing-the-fuel-poverty-gap.html


4. What options for amending non-domestic cost allocation and recovery should we explore 

in more detail and why? What options should we rule out at this stage and why? 

-  

5. Should we consider alternative methods for splitting network costs between domestic and 

non-domestic consumers? If so, what methods should we consider and why would these 

alternative methods benefit consumers? 

This is not our area of expertise, but we think that any subsidy of energy intensive industries by 

domestic consumers should be transparent and justifiable given the ongoing challenge of 

energy affordability. We note that the Network Charging Compensation for Energy Intensive 

Businesses5 is funded through a levy on suppliers who are expected to pass this on to their 

consumers, including domestic consumers many of whom are struggling to afford their bills. 

 

6. What do you think of the five criteria we have proposed to assess and the descriptions we 

have provided for their scope? How should we balance the trade-offs between these? 

Efficiency 

Fairness 

Practicality 

Net Zero 

Economic Growth 

As described above, we believe that the litmus test of an energy system that protects 

consumers is that everyone can access the energy they need to keep them safe and well. Other 

tests should include that people on a low-income do not pay more for their energy, due to the 

way they pay, or because they do not actively participate in the market. People on a low-

income should have an equal opportunity to control their energy usage, for example by being 

able to access the technology such as smart meters and batteries that facilitate consumer-led 

flexibility at the same rate as other income groups. And finally, people should not pay more for 

their energy due to factors they cannot control. 

The five criteria above are all valid given Ofgem’s objectives, however, in practice they can be 

interpreted in different ways. For example, we would interpret a fair outcome as being one that 

delivered on the tests above. Yet some people might regard each household contributing the 

 
5 Huge boost for UK industry as Government powers ahead with cuts to electricity costs - GOV.UK 

https://www.gov.uk/government/news/huge-boost-for-uk-industry-as-government-powers-ahead-with-cuts-to-electricity-costs


same amount to the fixed costs of the energy system as being a fair outcome. Furthermore, 

given that the criteria pull in different directions, balancing the trade-offs between them is 

difficult.  

7. What evidence should inform our options assessment? You are encouraged to share 

information, analysis and evidence with Ofgem to inform our assessment. 

We encourage Ofgem to take into account a broad range of evidence. For example, we think 

the implications of everyone having access to the energy they need to keep them safe and well 

should take into account things such as: reduced costs to the NHS and social care, reduced 

costs to employers from sick leave, the ability of a comfortable home and reduced financial 

stress to keep people in employment meaning more money is spent in the local economy, and 

so on. 

8. What are the main trade-offs between our proposed assessment criteria? What are the 

main positive interactions?  

We would urge Ofgem not to underestimate the positive impact on trust of having a cost 

allocation system that enables everyone to access the energy they need and that is perceived 

to be fair. We think this has significant potential to help in building support for the transition to 

net zero alongside measures to ensure that cost and tenancy are not barriers to enabling low-

income households to take part in the transition. 

9. Do you agree we should consider impacts up to 2035? 

- 

 

 

 

 

 


