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Environmental Taxes for 2018 and beyond

Environmental taxes were first levied in 2001 with the introduction of the Climate 

Change Levy (CCL). Renewable Obligation quickly followed in order to encourage 

the growth and development of renewable generation as part of the UK energy 

supply mix. Since then both Feed in Tariff and Contracts for Difference have been 

created to add to the support mechanisms and help diversify the source of our 

energy. The cost of these schemes is calculated on total kWh consumption and 

are borne by all consumers. While many clients won’t see these charges split 

out separately on electricity invoices, they now account for approximately 33% of 

the total delivered cost of energy. As the impact of these charges is expected to 

continue to rise, we take a look at the charges individually and the forecasts for  

2018 and beyond.

Renewable Obligation (RO)

RO was the first subsidy to be introduced in 2002 to encourage large scale 

generation. The scheme requires all suppliers to source an increasing proportion 

of their electricity from renewable sources. RO is by far the largest non-commodity 

charge consumers pay. Over the last five years, RO has increased on average by 

20% year on year, however as the scheme has now closed to new entrants, the 

continued rate of increase is expected to slow. The confirmed rate for 2018 – 19 

is 2.21p/kWh. RO will continue to run until 2037, when the scheme will close 

completely. Contracts for Difference is currently the long-term replacement.

Feed in Tariff (FiT)

FiT was introduced in 2010 to compensate small scale generators for any  

electricity they produce. A charge for FiT is passed through to all electricity 

consumers via utility providers. As FiT is reconciled both quarterly and annually, 

forecasts are subject to change throughout the year. While charges have 

historically seen significant rises year on year, reductions to tariffs and restrictions 

on new entrant criteria suggest costs will start to increase at a slower pace in the 

coming years. From 2016/17 to 2017/18 the FiT rate increased by 18.6%, while the 

increase in 2018/19 is estimated to be only 4.2%.

Contracts for Difference (CfD)

CfD is the newest of all the support mechanisms, introduced in 2015, and is the 

long-term replacement for RO, although the two schemes will run concurrently 

until 2037. Costs for the scheme in the first two years were negligible, with 2017/18 

the first year the real costs of the scheme have begun to be realised. CfD aims to 

incentivise large scale generation, by providing stability through long-term income. 

Generators trade their electricity on the market as normal but are guaranteed a

‘strike price’. When the wholesale market falls below the strike price generators are 

paid the shortfall. Conversely if the market rises above the strike price, generators 

must pay back the difference. Costs for the scheme are forecast to continue to rise

over the next few years as new participants enter the market. As payments to 

generators are dependant on the wholesale market price, costs are more difficult  

to forecast. It is expected that costs for this year will average 0.45p/kWh.
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CCL was introduced in 2001 as a method 

to encourage business consumers to 

use less electricity and gas. Unlike all 

the other charges, CCL is not applied 

domestically and there are exemptions 

for certain sectors. CCL has increased 

with inflation each year and there are 

varying rates for electricity and gas. 

In 2010 the government introduced the 

CRC Energy Efficiency Scheme, which 

was a method of reporting and paying 

for carbon emissions for business over  

a certain threshold.  

If a business (or part thereof) was in 

receipt of CCL relief, this provided an 

exemption from participating in the 

CRC scheme. In 2016, the Government 

announced that CCL rates would 

increase to compensate for the lost 

revenue from the termination of the CRC 

scheme in April 2019. After this date CCL 

rates will increase by 45% for electricity 

and 67% for gas. 

To compensate business, those in 

receipt of CCL relief will have the 

opportunity to increase the maximum 

relief claimed in order to offset some of 

the increase. The new maximum reliefs 

that can be claimed from April 2019 are 

as follows.
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Energy Intensive Industries (EII)

In order to combat the increasing costs of environmental charges for Energy 

Intensive Industries (EIIs), the Government announced in April 2016 that qualifying

businesses would benefit from an 85% discount on CfD, RO and FiT. All non-EII 

business will take on the cost of these exemptions in the form of additional levies 

applied to their usage. While the start dates for CfD and RO exemption have been 

confirmed as April 2018, FiT still awaits state aid approval, although it is expected 

this will come into effect from April 2019. While EII is a new charge from April 18, this 

will already have been built into the fixed contracts, and so clients with this type of 

contract shouldn’t expect to see any change. Client’s with pass through contracts 

should expect to see EII levied as a separate line on the invoice, or as a top up to 

the CfD, RO and FiT rates. Expected EII rate for 2018 – 19 is 0.13p/kWh

Summary
All clients will see the impact of these charges either at the time of their next renewal, if currently supplied by a  

‘fully-fixed’ contract, or from April if any of these charges are already invoiced separately. As expectations for 

environmental charges is a continued upward trend, they place an increasing burden on all business. While these 

charges are unavoidable, they present the opportunities for business to address energy efficiencies in order to reduce  

a growing electricity expenditure. If you would like to discuss theimpact of environmental charges any further,   

please contact your Octego Account Manager.
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Climate Change Levy (CCL)

Taxable Commodity 2016-17 2017-18 2018-19 2019-20 Maximum Discount 2018-2019 2019-2020

Electricity (p/kWh)
0.559 0.568 0.583 0.847

Electricity 90% 93%
Increase:  2% 3% 45%

Gas (p/kWh)
0.195 0.198 0.203 0.339

Gas 65% 78%
Increase: 2% 3% 67%

45%

Cost of Ell Exemption



What makes Octego different? 

It’s in the results we achieve: you will see 

real benefits in less than 12 months. And the 

difference lies in how we deliver those results 

– because to us, ‘efficiency’ isn’t enough.
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