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Executive Summary
The Public Service Obligation (PSO) levy is a subsidy charged to all electricity
customers in Ireland. It is designed by the Irish Government and consists of various
schemes to support its national policy objectives related to renewable energy and
security of supply through the use of indigenous fuels (peat).
Government policy determines the level of subsidy provided to generators supported
under the PSO, with the CER’s primary role being the calculation of the PSO levy.
Specifically, in accordance with Government policy, the CER’s role is to calculate the
PSO levy annually based on support rates that are set by Government, and to help
ensure that the scheme is administered appropriately and efficiently. The CER has
therefore prepared this decision paper (CER/17/241), which sets out the PSO levy to
apply to electricity customers from 1 October 2017 to 30 September 2018.
Following publication of the proposed decision paper on the PSO levy for 2017/18
(CER/17/115), the CER has updated the benchmark price forecast and completed its
review of PSO cost submissions. As a result, the CER’s revised calculation is that a
PSO levy of €471.9 million will be required for the 2017/18 PSO period, which
represents an increase of €79.5 million (20%) on the 2016/17 levy of €392.4 million.
A number of drivers are contributing to the increase in the PSO levy, including in
particular, increased renewable generation and an increased R-factor arising from the
2015/16 PSO period.
From a customer impact perspective, the 2017/18 PSO levy will result in a monthly
charge of €7.69 and €26.55 for domestic and small commercial customers
respectively. In comparison to the 2016/17 PSO, this equates to a monthly increase
of €1.79 and €5.82 for domestic and small commercial customers respectively.
Customers in the medium/large commercial category will be subject to a monthly
charge of €3.64/kVA, which constitutes an increase of €0.31/kVA relative to 2016/17.
These charges have fallen since the proposed decision on the 2017/18 PSO levy due
to an increase in the forecast benchmark price.
In contrast to the 2016/17 PSO levy, a higher proportion of the PSO levy will be
allocated to domestic and small commercial customers relative to medium/large
commercial customers. This redistribution of the PSO levy has resulted from an
update to ESB Networks’ PSO Cost Allocation Methodology, as approved by the CER
(CER/17/073).

1

Public/Customer Impact Statement
For the year starting 1 October 2017, the CER has calculated that the PSO Levy will
increase by 20% in total. This means that each household will pay €1.79 per month
more on their electricity bill than in the current 2016/17 PSO year. Business customers
will also pay an increased PSO Levy. This increase is mainly due to a significant
growth in the level of renewable generation expected to materialise in the next year.
In 2016, around 25% of Ireland’s electricity was generated from renewable sources.
This is increasing as Ireland moves towards its target of 40% renewables in electricity
by 2020.
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Glossary of Terms and Abbreviations
Abbreviation
Definition or Meaning
or Term
ACPS

Annual Capacity Payment Sum

AD

Anaerobic Digestion

AER

Alternative Energy Requirement

CfD

Contract for Difference

CHP

Combined Heat and Power

DCCAE

Department of Communications, Climate Action & Environment

DUoS

Distribution Use of System

MIC

Maximum Import Capacity

MWh

Megawatt Hours

PPA

Power Purchase Agreement

PSO

Public Service Obligation

REFIT

Renewable Energy Feed-In-Tariff

SEM

Single Electricity Market

S.I.

Statutory Instrument

SMP

System Marginal Price
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1. Introduction
1.1 The Commission for Energy Regulation
The Commission for Energy Regulation (CER) is Ireland’s independent energy and
water regulator. The CER was established in 1999 and now has a wide range of
economic, customer protection and safety responsibilities in energy. The CER is also
the regulator of Ireland’s public water and wastewater system. Our mission is to
regulate water, energy and energy safety in the public interest.
Further information on the CER’s role and relevant legislation can be found on the
CER’s website at www.cer.ie.

1.2 Purpose of this Document
This document explains the Public Service Obligation (PSO) levy to apply to electricity
customers in Ireland from 1 October 2017 to 30 September 2018. This follows a
proposed decision paper (CER/17/115) containing the preliminary determination of
the PSO levy for the 2017/18 PSO period.

1.3 Structure of this Document
The remainder of this document is structured as follows:
Section 2 – Background: Provides detail on the PSO levy and the legislative
framework governing the PSO.
Section 3 – Key Assumptions: Provides detail on the benchmark price and capacity
payment used in calculating the PSO levy for 2017/18.
Section 4 – 2017/18 PSO Levy: Gives a high level overview of the PSO levy in terms
of total cost and total generation capacity supported, as well as the allocation of the
cost to different customer categories.
Section 5 – Key Comments Received: Summarises main comments received to the
proposed decision paper, along with CER’s responses to these comments.
Section 6 – Cost Breakdown of Levy: Provides a breakdown of the PSO levy in
terms of the support schemes and generation technologies that it supports.
Section 7 – Next Steps
Appendix 1 – Contains key data from ESB Networks’ model used to allocate the PSO
levy to the different categories of customer.
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1.4 Related Documents
Legislation












Electricity Regulation Act, 1999
S.I. No. 217 of 2002 - Electricity Regulation Act, 1999 (Public Service
Obligations) Order 2002 as amended
S.I. No. 284 of 2008 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 444 of 2009 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 532 of 2010 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 513 of 2011 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 438 of 2012 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 421 of 2013 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 603 of 2014 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 556 of 2015 – Amending S.I. No. 217 of 2002 for REFIT
S.I. No. 600 of 2016 – Amending S.I. No. 217 of 2002 for REFIT

EU State Aid Notifications and Clearance Decisions


State Aid N 553/2001: AER







State Aid N 826/2001: AER I-V
State Aid N 475/2003: Capacity and Differences Agreements (CADA)
State Aid N 571/2006: REFIT 1
State Aid SA.31236 (2011/N): REFIT 2
State Aid SA.31861 (2011/N): REFIT 3

CER Papers










PSO Benchmark Price Setting Methodology Decision Paper (AIP-SEM-07-431)
Arrangements for the Public Service Obligation Levy (CER/08/153)
Calculation of the R-factor in determining the PSO levy (CER/08/236)
Arrangements for the Public Service Obligation Levy – A Decision by the
Commission for Energy Regulation (CER/08/153)
2016/17 PSO Decision Paper (CER/16/252)
Decision on Updated Cost Allocation Methodology (CER/17/073)
Notification to Suppliers – Submissions to the CER in relation to the 2017/18
PSO Levy (CER/17/022)
Notification to Suppliers – Engagement of Auditors Regarding Certification for the
PSO Levy (CER/17/021)
Public Service Obligation Levy 2017/18 Proposed Decision Paper (CER/17/115)
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2. Background
2.1 The PSO Levy
The PSO levy is charged to all electricity customers in Ireland. It covers various
subsidy schemes designed by the Irish Government to support its national policy
objectives related to renewable energy and security of supply through the use of
indigenous fuels (peat).
Given that PSO-supported generation typically costs more to deliver than it can earn
in the wholesale electricity market, PSO-supported generators can enter into
contracts with suppliers, which guarantee them a certain price. The PSO levy is used
to pay the difference between this price and the price that can be earned in the market.
The policy and terms associated with the generation plants supported by the PSO
levy are mandated by Government in legislation and approved by the European
Commission, see Section 2.2. The CER has no discretion over the terms of PSO
schemes. The CER’s only role in relation to the PSO is to calculate the levy in
accordance with Government policy and to help ensure that the scheme is
administered appropriately and efficiently.
The PSO levy is collected from electricity customers by their electricity suppliers. The
levy collected is passed to ESB Networks and then EirGrid. EirGrid pays out the
appropriate PSO amounts to PSO-supported generators/suppliers.
The PSO levy is calculated in advance each year for the forthcoming PSO period 1
October to 30 September. It principally consists of:
1. The estimated eligible costs that generators/suppliers are forecast to incur in the
forthcoming PSO period. These costs are then reduced by the level of market
revenue which is forecast to be earned. The market revenue is forecast based on
a benchmark wholesale electricity price and capacity payment, which are set by
the CER.
2. A settlement for the PSO period two periods prior to the forthcoming period. As
the PSO Levy for each year is based on estimated costs and forecast market
revenues, there is also an adjustment made when the full actual costs and
revenues are known. This adjustment is known as the “R-factor”. The R-factor may
be positive or negative, depending on whether the actual costs incurred are higher
or lower than had been estimated. The differences can arise primarily due to
differences between the estimated and the actual level of generation and to
differences between the estimated and the actual market payments received. The
PSO Levy for each 12 month period therefore includes both the estimate of the
levy costs for that period, and the R-factor adjustment for the PSO period two
years previous.
7

2.2 Legislative Framework Governing the PSO
In accordance with Section 39 of the Electricity Regulation Act, 1999, the CER is
directed by order of the Government to impose the PSO on those electricity market
players who are party to the support schemes.
Statutory Instrument (S.I.) No. 217 of 2002 sets out more detail in relation to the PSO
levy rules. It provides for the calculation of the PSO levy by the CER in accordance
with State Aid Notifications to the European Commission for the various PSO
schemes.
The original State Aid Notification1 of November 2000 sets out the broad areas that
may be covered by the PSO as listed in Section 39 of the Electricity Regulation Act,
1999. These include security of supply through the use of indigenous fuel sources
and environmental protection. It refers specifically to the schemes developed at that
time i.e. support for the generation of electricity from peat and from renewable,
sustainable or alternative forms of energy.
Since the original notification, new schemes have been notified by the Government
to the EU Commission and have received state aid clearance. These include the AER
(Alternative Energy Requirement) schemes, as well as the “Capacity 2005” plants,
which were supported under the PSO in order to address security of supply concerns.
In 2006, the REFIT 1 scheme was notified to the EU and in 2011 REFIT 2 and REFIT
3 were notified to the EU and received state aid clearance to provide support for the
generation of electricity from renewable technologies. S.I. No. 217 has been amended
by successive S.I.s to provide for the recovery of costs under the PSO for each of the
above schemes.

The purpose of the Notification was to inform the European Commission of the Irish Government’s intention
to impose public service obligations and of the proposed mechanism to recover the additional costs of fulfilling
the obligations.
1
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3. Key assumptions
3.1 Benchmark price
The benchmark price is an average of the forecast wholesale market price of
electricity, the SMP, in the SEM over the PSO period. It is used by the CER to
calculate the forecast market revenue of generation plants supported under the PSO
for the given PSO period, based on their estimated generation. This forecast market
revenue is subtracted from the guaranteed revenue of the supported plants in order
to determine the amount to be paid via the PSO levy. The lower the benchmark price,
the higher the top up required from the PSO levy and vice versa.
The benchmark price used is a time weighted average of the half-hourly SMP for the
PSO period, calculated using a PLEXOS model of the SEM. For clarity, this SEM
model has been applied to the entire PSO period from Oct 2017 to Sept 2018,
although the new I-SEM market is scheduled to go live during this period, in May
2018. Any difference due to the use of this model between the benchmark price
applied here and actual I-SEM prices, will be captured in the R-factor for the 2017/18
PSO period.
For the purpose of calculating the PSO levy contained in this decision paper, the
CER’s forecast benchmark price of €46.18/MWh has been used. The exchange rates
and forward fuel and carbon prices used in modelling the 2017/18 PSO period are
from 19 June 2017, with the main determinant of the benchmark price being the
forward fuel prices. This benchmark price is higher than the benchmark price of
€44.50/MWh used in calculating the proposed PSO levy for 2017/18. This increase is
primarily due to the use of a newly validated PLEXOS model of the SEM for
forecasting this benchmark price.

3.2 Capacity payment
For the purpose of the PSO, the capacity payment figure is used to estimate the
revenue a generator will earn via the Capacity Payment Mechanism (CPM) in the
SEM. The CPM remunerates generators for the provision of generation capacity. The
Annual Capacity Payment Sum (ACPS) is published annually on the SEM Committee
website, where the ACPS for 2017 can be found2. The figure for the 2018 ACPS has
not yet been finalised, so the latest information available has been used for the
purpose of this decision paper. Consequently, an average capacity payment figure of
€5.40/MWh has been calculated for the 2017/18 PSO period.

2

ACPS 2017 Decision Paper
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However, the mechanism for the remuneration of capacity will be fundamentally
different in the new I-SEM market and intermittent generators are expected to receive
minimal capacity revenue as a result. In order to take into account this anticipated
reduction in capacity revenue following I-SEM go-live, the capacity payment figure for
wind generators has been calculated on the basis that these generators will receive
the capacity payment under the existing system until May 2018, but that intermittent
variable generation will not opt to participate in the new capacity mechanism under ISEM, and will therefore have no capacity revenue for the June–Sept 2018 period.
This results in a lower average capacity payment figure for wind generators of
€3.87/MWh and a correspondingly lower estimate of the revenue these generators
will earn from capacity payments.
Any difference between the capacity payments estimated based on this figure and the
actual capacity revenue in I-SEM, will be captured in the R-factor for the 2017/18 PSO
period.
These capacity payment figures have not changed from those used in calculating the
proposed PSO levy for 2017/18.
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4. 2017/18 PSO levy
4.1 Total levy cost and generation capacity supported
The total PSO levy for the 2017/18 period, calculated based on the benchmark price
and capacity payment assumptions described in Section 3, is €471.9 million. A high
level breakdown of the 2017/18 PSO levy into its components is shown in Table 1.

Component
Renewables
Peat
Security of Supply
PSO CfDs
Admin
Credit from 2016/17
Total

Generation
capacity
supported (MW)
3317
250
—
—
—
—
3567

Forecast cost
2017/18
(€ million)

R-factor
2015/16
(€ million)

€330.3
€103.4
—
—
—
—
€433.6

Total PSO
support 2017/18
(€ million)

€45.4
€14.5
-€7.3
—
—
—
€52.6

€375.7
€117.8
-€7.3
-€11.2
€1.3
-€4.5
€471.9

Table 1: Breakdown of total PSO levy

Additionally, Figure 1 provides an annual breakdown of the total PSO levy since 201112 and presents the overall trend in the cost of the PSO.

Figure 1: Trend in total PSO levy amount and breakdown by component
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4.2 Drivers of year on year change
The PSO levy for 2017/18 of €471.9 million represents an increase of €79.5 million
(20%) on the 2016/17 levy of €392.4 million. A number of drivers are contributing to
the increase in the 2017/18 PSO levy, principally increased renewable generation and
the 2015/16 R-factor. Other drivers, including an increase in the benchmark price, are
exerting downward pressure.
Upward Drivers on the PSO Levy:
i.

Increased Renewables: The main driver behind the increase in the levy is an
increase in the volume of renewables being supported, with the cost of
renewables increasing by €53 million relative to the 2016/17 levy. This
constitutes 13% out of the total 20% increase in the levy. Overall, the 2017/18
capacity payment rates of €5.40/MWh for dispatchable generators and
€3.87/MWh for intermittent generators have decreased the forecast capacity
payment revenue relative to 2016/17, which contributes approximately €11
million to this increase in support for renewables.

ii.

Higher R-factor: The R-factor (which relates to the 2015/16 period) has
increased by €38 million relative to the 2016/17 R-factor. However, the R-factor
included in the 2016/17 levy was lower than in previous years, due partially to
a large negative R-factor due from ESB. This inflates the year on year change
in the R-factor when 2017/18 is compared with 2016/17. See Section 6.2 for
further detail on the R-factor.

Downward Drivers on the PSO Levy:
i.

PSO CfDs: PSO-related Contracts for Difference (CfDs), which are forward
contracts for PSO supported dispatchable generation and are backed by the
PSO levy, decrease the 2017/18 PSO levy by €11.2 million. This reflects an
outturn SMP for the 2015/16 period that was lower on average than the strike
prices of the contracts. In 2016/17 however, PSO CfDs decreased the levy by
a larger amount, of €14.0 million. Therefore, the €11.2 million due back to the
PSO levy from these CfDs actually represents an increase of 0.7% on the total
levy relative to 2016/17. See Section 6.3 for further detail on PSO CfDs.

ii.

Higher Benchmark Price: The forecast benchmark price of €46.18/MWh is
higher than the benchmark price of €43.26/MWh used in calculating the
2016/17 PSO levy. This acts to reduce the overall levy by approximately €30
million relative to 2016/17. This is because the higher forecast market revenue
decreases the amount required from the PSO levy to compensate suppliers up
to the guaranteed rates that they are obliged to pay to PSO supported
generators.
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4.3 Changes since the proposed decision
The final 2017/18 PSO levy of €471.9 million represents a decrease of €24.6 million
relative to the proposed 2017/18 PSO levy of €496.5 million (CER/17/115).
The main change to the calculation of the PSO levy for 2017/18 since the proposed
decision is to the benchmark price. The proposed PSO levy was calculated on the
basis of a benchmark price of €44.50/MWh. Based on up to date forecasts of the
wholesale price of electricity for the 2017/18 PSO period, this benchmark price has
been revised to €46.18/MWh for the calculation of the final PSO levy. This has
decreased the 2017/18 PSO levy by approximately €17 million relative to the
proposed PSO levy for this period. The forecast capacity payment figure has
remained the same as it was for the proposed decision.
The remaining €7.6 million decrease has resulted from further review of suppliers’
submissions, together with the exclusion of requested overhaul costs, in the amount
of €5 million, for ESB’s West Offaly plant, pending further review by the CER. The
outcome of this review will be addressed in subsequent PSO levy decisions.

4.4 Allocation of costs
The cost of the PSO levy is allocated across three categories of customer – Domestic,
Small Commercial (MIC < 30kVA) and Medium/Large Commercial (MIC ≥ 30kVA).
The peak in demand associated with each category based on standard load profiles,
metered data and forecast demand data is determined by ESB Networks. The cost of
the PSO levy is then allocated in proportion to the ratio of these demand peaks.
Following consultation by the CER (CER/16/374), an updated methodology from ESB
Networks has been used in determining the allocation of costs for the 2017/18 PSO
levy. Details of this methodology can be found in the relevant CER Decision
(CER/17/073).
ESB Networks have also updated their cost allocation model since the proposed
decision on the 2017/18 PSO levy, using the most recent growth forecasts available
to them. The proportion of the PSO levy of €471.9 million to be allocated to each of
the three customer categories has been calculated using this updated cost allocation
model. The cost allocation for the 2017/18 levy is shown in Figure 2 in comparison
with the 2016/17 levy cost allocation. It can be seen from this figure that the costs
have been redistributed for the 2017/18 levy relative to the 2016/17 levy. This is due
to two factors – principally to the update to the cost allocation methodology, but also
to the forecast demand growth applied to each category.
Figure 2 firstly shows the allocation of the PSO levy in 2016/17 (left) and then the
allocation of the 2017/18 PSO levy as it would have been using the old methodology
(middle). There is a change of 1% in the proportion of the levy allocated to each of
the customer categories, when the same methodology is applied to the 2017/18 PSO
13

levy as to the 2016/17 PSO levy. This redistribution is due to forecast demand growth
in each of the three categories for the 2017/18 PSO period. Finally, Figure 2 shows
the allocation of the 2017/18 PSO levy using the updated methodology (right). There
is an increase of 1% and 4% respectively in the proportion of the levy allocated to
small commercial and domestic customers, with a 6% reduction in the amount
allocated to medium/large customers.

Figure 2: Cost allocation of the 2017/18 PSO levy and the 2016/17 PSO levy, showing the
effect of forecast growth and of the update to the cost allocation methodology.

The monthly costs per customer for domestic and small commercial customers and
per kVA of MIC for medium/large commercial customers have been calculated, as
presented in Table 2. These are the costs for the levy period 1 October 2017 to 30
September 2018. The main driver of the year on year increase in the monthly cost to
customers is the 20% increase in the total levy itself.
Further detail on the calculation of the cost allocation is provided in Appendix 1.
PSO Customer
Category

Monthly Levy
Amount (2016/17)

Monthly Levy
Amount (2017/18)

% Increase
year on year

Domestic

€5.90 / customer

€7.69 / customer

30%

Small commercial
(MIC < 30 kVA)

€20.73 / customer

€26.55 / customer

28%

Medium/Large
commercial
(MIC ≥ 30 kVA)

€3.33 / kVA

€3.64 / customer

9%

Table 2: Cost of 2017/18 PSO levy by customer category
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5. Key Comments Received
This section provides a summary of public responses received to the proposed
decision on the 2017/18 PSO levy (CER/17/115), along with CER responses to the
key points made.

5.1 List of respondents
Respondents to the CER’s proposed decision on the 2017/18 PSO levy are listed in
the table below. One confidential response was also received, which is not included
in this list.
1
2
3
4
5
6
7
8
9
10
11
12
13

Anne Baily
Ardfert Quarry
Aughinish Alumina
Bennettsbridge Limestone
Bettina Bartmann
Bob Brownlie
Boliden Tara Mines
Cannon Concrete
Carmel McCormack
Christina Murphy
Concast
Cork County Council
CSNA

28
29
30
31
32
33
34
35
36
37
38
39
40

Fingleton White
Gleeson Precast
Gleeson Quarries
Greaney Concrete
Hanly Quarries
Harrington
Ibec
Irish Concrete Federation
IWEA
Jagoes Mills Action Group
John Callaghan
Karin Kempf
Kerrigan Quarries

14 Dalata

41 Kilcarrig Quarries

15 David Hughes

42

16
17
18
19
20

43
44
45
46
47

David Whitehead
David Wright
D Babington
Desmond Walsh
Doyle Aggregates
Doyle Concrete
21
(Hugginstown)
22 Doyle Concrete (Waterford)
23 Eco Advocacy
24 Eric McCarthy
25 Esker Readymix
Faugheen Environmental
26
Group
27 Finbarr O'Neill

Kildare Environmental
Awareness Group
Killeshal
Kilsaran
Kore Energy
Lennon Quarries
Lieke Versloot

55
56
57
58
59
60
61
62
63
64
65
66
67

Milo Power
Molloy Concrete
Mullafarry Quarry
Neil McCormick
Nigel de Haas
Oran Precast
Pamela Dunne
Paul Grace
PSE Power
Quirke Concrete (Clake)
Quirke Concrete (Deelis)
Quirke Concrete (Killarney)
Quirke Concrete (Rangue)
Retail Members of Retail
68
Consultation Forum
69 RGDATA
70
71
72
73
74

Richard Walsh
Robert Cullen
Sacha Maxwell
SmartPower
Society of St Vincent de Paul

48 Loughnane

75 Suzanne Brady

49 Mairead Sheehan
50 Mary Crumlish
McGrath Callaghan/McGrath
51
Concrete
52 McGraths Limestone (Cong)

76 TaylorMade
77 Techrete (Irl)

53 Michael Gunn

80 William McSweeney

54 Michael Hayes

81 Wright Quarry

78 Temp Tech
79 Val Martin
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5.2 Key comments and CER responses
5.2.1 Economic and Social Impact
Many respondents stated that increases in the PSO levy undermine employment and
investment, as well as the competitiveness of Irish industry. Many responses also
stated that Ireland has amongst the highest electricity prices in Europe, while a
number of respondents noted that increased levels of wind result in a reduction in the
wholesale price of electricity.
Additionally, some responses requested that the CER delay the introduction of the
increased PSO levy for 2017/18 pending public debate. Others considered that the
PSO levy should be abolished or capped at lower levels than are to be applied for
2017/18.
From a social perspective, many respondents expressed concern over the impact of
the increase to the PSO levy on low income households. A number of respondents
were concerned that the largest increase for 2017/18 is to be applied to the domestic
customer category and considered that the scale of the increase was too large in the
context of energy poverty.
One respondent observed that the PSO levy is the largest fixed charge on electricity
bills and was of the opinion that increases in the PSO levy counteract savings
resulting from switching and competition. A number of responses referred to the PSO
levy as a “regressive” tax and stated their opposition to it on the basis that it “does not
recognise one’s ability to pay”. Some respondents raised the question of paying VAT
on the PSO levy.
CER’s response
The PSO levy has been designed by Government to achieve overall policy objectives
related to renewable energy and security of supply through the use of indigenous
fuels. The CER’s role in relation to the PSO is to calculate the PSO levy in accordance
with the governing legislation (see Section 2.2) and to help ensure that the calculation
is administered efficiently. The CER does not have a role in policy making with respect
to the PSO levy. The CER is therefore not in a position to abolish or cap the PSO
levy, or to delay the introduction of the PSO levy as calculated for 2017/18. Neither
does the CER have any discretion with respect to the magnitude of the PSO levy,
which is calculated as dictated by the governing legislation.
In relation to the impact of increases in the PSO levy on Ireland’s employment,
investment and competitiveness, the CER can only reiterate that the policy drivers for
increases in the PSO levy are put in place by Government.
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The CER notes that while weighted average electricity prices in Ireland were higher
than the Euro Area average for business customers in the latter half of 2016, the
weighted average electricity price for domestic customers in Ireland was lower than
the Euro Area average for this period 3 . In addition, increasing levels of wind
generation on the system decrease the wholesale price of electricity, which feeds
through to retail prices. The CER also encourages customers to switch and seek
better offers from their electricity suppliers.
The CER notes that the difference between the increase in the monthly charge for
domestic customers of 30% (and small commercial, of 28%) and for medium/large
commercial customers of 9% is exceptionally large for 2017/18. This is due to the
implementation of the updated PSO cost allocation methodology. In future years, any
further increases should be more evenly spread, with any difference between the
increase for one customer category and another being due to differences in the
growth forecasts for those categories.
Although increases in the PSO levy add to the fixed charges on electricity bills, which
are outside the control of the customer, the CER notes that there are nonetheless
savings to be gained through switching electricity supplier and through energy
efficiency. In relation to the question of paying VAT on the PSO levy, the CER has
raised this matter with Revenue and received the following clarification:
“In broad terms, Value-Added Tax (VAT) is a tax on consumer spending,
charged on the total consideration which the person supplying goods or
services is entitled to receive in respect of that supply. […] where a utility
provider charges a customer for its services and includes in that charge an
amount in respect of a Public Service Obligation (PSO) levy, that levy is part
of the consideration that the service provider receives for the supply and is
chargeable to VAT.”
In terms of the social impact of the PSO levy on low income households in particular
and of the recognition of “people’s ability to pay”, the CER notes that the allocation of
the PSO levy to domestic and small commercial customers on a per customer basis
is prescribed in legislation:
“The amount of levy to be imposed on each electricity account in respect of a
levy period shall be computedin the case of a Domestic Account by dividing the amount of the levy attributed
to that category of accounts in accordance with section 39 (5A) by the number

3

http://www.seai.ie/Publications/Statistics_Publications/Electricity_and_Gas_Prices/Price-Directive-2ndSemester-2016.pdf
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of electricity accounts certified by the distribution system operator as falling
within that category;”.
The review or amendment of this legislation is outside the remit of the CER and is a
matter for government.
5.2.2 Public awareness and engagement with Government
Many respondents raised concerns over a lack of public awareness of the PSO levy.
Some considered that there is insufficient public debate in relation to the levy and
insufficient assessment of the value for money obtained. A number of respondents
described the PSO levy as a “stealth tax”.
A number of respondents also expressed dissatisfaction with the annual PSO levy
consultation process. Many of these stated that there is a lack of public awareness of
the CER’s consultation and of the proposed increase. Some respondents considered
that the consultation period is too short or that the timing of the consultation is not
appropriate. Another respondent was critical of the CER website and of access to the
proposed decision paper, while another considered that there was no facility for
people without internet access to take part. A number of respondents requested that
interested parties be notified on publication of the annual proposed decision paper on
the PSO levy.
Some respondents requested that CER engage with Government in relation to
concerns over the PSO levy, with one respondent stating that the “CER has a role to
play in ensuring that these issues are being raised at the appropriate governmental
and departmental levels”. Another requested that the CER engage with Government
on the basis of “its mandate to ensure that Irish energy markets are competitive”.
CER’s response
The timing of the calculation of the PSO levy is prescribed in legislation, with suppliers
required to provide the necessary information to the CER by 1 May. The CER is then
required to make a preliminary determination of the PSO levy by 1 July and a final
determination of the PSO levy by 1 August. This statutory timeline means that the
PSO levy is necessarily calculated over the summer period.
Additionally, the CER notes that the purpose of its proposed decision paper is to make
available to all stakeholders the results of the preliminary determination of the PSO
levy for the forthcoming period at the same time as those suppliers who are entitled
to payments under the PSO levy receive notification of the amounts they are to
receive. The CER is not consulting on the structure of the PSO levy or on the design
of the support schemes it is used to subsidise, as this is a matter for Government
policy. If stakeholders wish to input on such policy matters, the CER notes that the
DCCAE will shortly be opening a public consultation on the design of the next
renewable electricity support scheme.
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In response to requests that interested parties be notified on publication of the
proposed PSO decision paper, interested parties may subscribe to the CER’s mailing
list in order to receive email notification of new publications4.
In relation to the information provided on the PSO levy on the CER website, a new
website will be launched in October 2017 and will include content in relation to the
PSO levy.
The CER notes that responses to this consultation were accepted either by email or
by post, as stated in the proposed decision paper. As regards calls for the CER to
engage with Government, the CER undertakes to inform the DCCAE in relation to the
specific issues that have been raised in response to this consultation.
5.2.3 Renewable energy policy and design of support schemes
Many respondents raised concerns in relation to the particular types of generation
supported under the PSO levy. One respondent noted that the support rate for peat
is high compared to the support rates for renewables and a number of respondents
considered that electricity from peat should not be supported, given the Government’s
energy policy priority to reduce greenhouse gas emissions.
Some respondents were of the view that more diversity was needed in the renewable
energy mix and questioned the contribution of wind energy to reducing emissions.
Some considered that wind is a mature industry and should no longer require
subsidies.
A number of respondents called for a wider public debate as regards the alternative
energy technologies to be used. Some called for a complete review of the REFIT
scheme and the PSO levy or for a cost benefit analysis of the PSO levy. Others
questioned whether there was a cap on the PSO levy.
Some respondents were of the view that greater community engagement or part
ownership of renewable energy projects was required and others considered that a
competitive auction process should be implemented in selecting projects to be
supported under the PSO levy. One respondent noted that the “customer bears the
market risk” in the design of the REFIT scheme.
A number of respondents were of the opinion that subsidies for renewable energy
should be funded by the Exchequer rather than a PSO levy on electricity customers.
One respondent stated that the “REFIT scheme actually increases payments annually
for renewable energy even though the generation asset would typically have its

4

http://www.cer.ie/email-subscription
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borrowings paid down alongside its own depreciation”, while another stated that the
funding for individual wind generators is not increased annually.
CER’s response
The CER has no mandate to decide on the specific types of generation being
supported under the PSO levy. The design of the support schemes funded by the
PSO levy and the specific types of generation supported are determined directly by
government. If stakeholders wish to input to such policy matters, the CER notes that
the DCCAE will shortly be opening a consultation on the design of a new support
scheme for renewable electricity, which is to succeed REFIT.
With regard to support for peat generation under the PSO levy being contrary to the
energy policy objective of reducing greenhouse gas emissions, this is similarly outside
the remit of the CER. However, the CER notes that support for peat generation under
the PSO levy was introduced circa 2000 in order to further the Government’s policy
objective of increasing Ireland’s security of supply through the use of indigenous fuels.
The CER also notes that this support will terminate at the end of 2019.
Regarding a cap on the PSO levy, the CER notes that there is a cap set by
Government, and approved by the European Commission, on the total generation
capacity to be supported under the PSO levy via the REFIT schemes. However, the
cost to the PSO levy of supporting that capped generation capacity depends on the
revenue those generators earn from the market i.e. on the wholesale price of
electricity in particular.
On the issue of how market risk and competitiveness feature in the design of the
REFIT scheme, the CER notes the following statement from the DCCAE in relation to
the new renewable electricity support scheme:
“The scheme will be subject to the new rules on public support for projects in
the field of energy, adopted by the European Commission in 2014, which seek
to promote a gradual move to market-based support for renewable energy.”5
Funding emerging energy technologies through the Exchequer, as opposed to via the
PSO levy, is a matter that is outside the scope of setting the PSO levy and is an issue
for Government policy.
In response to the statement that the “REFIT scheme actually increases payments
annually for renewable energy”, the CER notes that the support rates guaranteed to
renewable generators under the REFIT scheme are fixed, aside from being adjusted
in line with the Consumer Price Index. Although the actual cost to the PSO levy per

5

http://www.dccae.gov.ie/en-ie/energy/topics/Renewable-Energy/electricity/renewable-electricitysupports/Pages/REFIT-Schemes-and-Supports.aspx
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MWh of generation supported can vary from one PSO period to another, this is due
to variations in the wholesale price of electricity and therefore in the revenue such
generation earns from the market. The cost of renewables to the PSO levy has
increased for 2017/18 relative to previous years, not because the guaranteed rate per
MWh has increased, but because the total renewable electricity capacity being
supported has increased.
5.2.4 PSO cost allocation methodology
Many respondents raised concerns in relation to the methodology used to allocate the
cost of the PSO levy. In particular, the use of MIC as the basis for allocating costs to
medium/large commercial customers and for differentiating between small
commercial and medium/large commercial customers was of concern to respondents.
Some respondents were of the view that allocating the cost of the PSO levy to
medium/large commercial customers on the basis of MIC acts as a disincentive for
HE CHP, electric car charging infrastructure and for energy efficiency. Some stated
that charging on the basis of MIC was unfair to customers that use energy in bursts
or that are in a growth phase. A number of respondents expressed concern in relation
to the step change in the PSO levy charge at the cut-off point of <30 kVA for small
commercial customers.
Many respondents who raised the question of the MIC basis for allocating the cost of
the PSO levy proposed that the allocation be based on actual kWh consumption
instead. One respondent noted that the actual kWh consumption data is now available
for medium/large users and has been incorporated into the updated PSO cost
allocation methodology, while another respondent requested that the updated PSO
cost allocation methodology be applied retrospectively.
One respondent noted that the charge per kVA is lower for domestic customers than
for commercial customers, while another noted that the charge per kWh is higher for
domestic customers than for commercial customers.
CER’s response
The CER is obliged to calculate the cost of the PSO levy to final customers in
accordance with the governing legislation (see Section 2.2) and the CER does not
have the discretion to revise the basis for the allocation of the PSO levy cost.
The legislation governing the PSO dictates that the CER allocate the PSO levy on the
basis of kVA of MIC for medium/large customers. This applies irrespective of CHP
use or of usage profile. Specifically, the Electricity Regulation Act 1999 (Public
Service Obligations) Order 2002, states that:
“The Commission shall make a final determination of […]
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(v) the PSO Levy amount per electricity account for Domestic Accounts and
Small Accounts and the PSO Levy charge per kVA of maximum import
capacity for Medium-Large Accounts”
The PSO cost allocation methodology has been updated by ESB Networks, within the
constraints of the governing legislation, and this updated methodology has been
applied for the 2017/18 PSO period. Details of the updated methodology are available
in the CER decision paper CER/17/073.
With regard to the retrospective application of the updated methodology and of a
rebate being paid to medium/large users, the CER notes that this would constitute a
retrospective redistribution of costs amongst the three different categories and does
not consider that this is practical or warranted.
5.2.5 Rate of increase and future direction of PSO levy
A majority of respondents expressed concern regarding the rate of increase in the
PSO levy in recent years, some describing this as “unsustainable” and noting that this
rate of increase is much greater than the rate of inflation. Others stated that an
increase such as that proposed for 2017/18 should be justified.
Many respondents expressed concern regarding future growth of the PSO levy. Some
respondents pointed out that uncertainty in relation to the future direction of the PSO
levy poses difficulties for business in terms of budgeting and forecasting, which also
impacts investment decision-making. Others stated that the timing of the annual PSO
levy calculation also presented problems for business in terms of planning and
budgeting annual costs. Some respondents called on the CER to provide projections
of the future PSO levy.
One respondent expressed concern that a reduction in capacity revenue for
intermittent generation under the I-SEM market structure would cause increases in
the PSO levy, which they described as “inappropriate in a system with increasing
levels of renewables”.
CER’s response
The role of the CER with respect to the PSO levy is to calculate the levy annually in
accordance with the governing legislation (see Section 2.2). The increase in the PSO
levy for 2017/18 is calculated by the CER, but is determined by this legislation, and
ultimately by government policy. The CER has no discretion over the magnitude of
the PSO levy.
In response to comments that the timing of the calculation of the PSO levy poses
difficulties in terms of budgeting for businesses, the CER notes that the timeline for
calculation of the PSO levy is dictated by the governing legislation as detailed in
Section 5.2.2.
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With regard to future growth in the PSO levy, the CER notes that the Irish Government
has binding renewable energy targets under EU law and that the PSO levy is the
primary mechanism for subsidising renewable electricity in Ireland in order to meet
these targets. The provision of support through the PSO levy is therefore likely to be
an ongoing requirement.
In relation to the future trajectory of the PSO levy, this will principally be determined
by the details of the successor scheme to REFIT, which the DCCAE will shortly be
consulting on. As the design of this scheme has not yet been finalised, it would be
inappropriate to project the scale of the impact that it will have on the PSO levy.
However, some considerations in regard to the future trajectory of the PSO levy are
as follows:
1. Support for electricity generated from peat will terminate at the end of 2019.
2. The REFIT schemes are now closed to new applicants and the first REFIT projects
come to the end of their support period under the PSO levy in 2023/24. Table 3
shows the capacity already allocated to renewable generators under REFIT, along
with the capacity still under assessment by the DCCAE for inclusion in the REFIT
schemes. These two categories together represent the maximum renewable
generation capacity that could be supported under the REFIT schemes. However,
it is likely that some proportion of the capacity that is still being assessed in terms
of eligibility for inclusion under the REFIT schemes, will not materialise. The REFIT
capacity to be supported under the 2017/18 PSO levy is also shown in Table 3.
Scheme

Capacity already
allocated (MW)

Capacity under
assessment (MW)6

Capacity supported under
2017/18 PSO levy (MW)

REFIT 1

1682

—

1405

REFIT 2

2523

1117

1782

REFIT 3

253

58

99

Table 3: Total REFIT capacity that may be supported under the PSO levy and total capacity
to be supported in 2017/18

3. The wholesale price of electricity is central to the calculation of the PSO levy and
projections of the future direction of the PSO levy would therefore require long
term price forecasting. As the price of electricity decreases in the wholesale
market, the cost to the PSO levy of the supported generation increases. As the
price of electricity increases, the cost to the PSO levy decreases. The CER does
not consider it appropriate to commit to long term price forecasts, due to the
inevitable uncertainty around them.

6

This capacity may or may not materialise as the applications under this category are currently being assessed
for compliance by the DCCAE.
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6. Cost breakdown of levy
6.1 Overview of support schemes
As detailed in Section 2, the PSO covers various subsidy schemes designed by the
Irish Government. Table 3 provides a breakdown by support scheme and technology
type of the capacity supported and the ex-ante cost estimates covered under the levy
for 2017/18. The individual support schemes will be discussed in more detail in the
sections that follow.
Support Scheme &
Technology

Indicative
support rates
(€/MWh)7

Total Ex-ante PSO
payment for 2017/18
(€ million)

Capacity supported
in 2017/18
(MW)

AER
Wind
Sub-total

46.0

7.2
7.2

31.1
31.1

Lough Ree
West Offaly
Sub-total

—
—

48.0
55.3
103.4

100.0
150.0
250.0

Biomass
Hydro
Landfill
Large Wind
Small Wind
Sub-total

88.6
88.6
86.1
70.1
72.6

3.1
0.3
4.4
107.9
13.7
129.3

18.2
1.6
17.6
1222.2
145.2
1404.8

Hydro
Landfill
Large Wind
Small Wind
Sub-total

88.6
86.1
70.1
72.6

0.4
4.5
141.5
10.0
156.4

1.2
11.8
1660.4
108.7
1782.2

AD CHP > 500 kWe
AD CHP ≤ 500 kWe
Other Biomass Combustion
Biomass Energy Crops
Sub-total
Total

137.4
158.6
89.9
100.4

1.6
4.7
30.3
0.7
37.3
433.6

2.0
5.7
89.9
1.4
99.0
3567.1

Peat

REFIT 18

REFIT 2

REFIT 3

—

Table 4: Breakdown of ex-ante PSO payment and capacity supported for 2017/18 by support
scheme and technology type

7

These are indicative REFIT support rates for 2018. A complete listing of REFIT rates is available on the
DCCAE website.
8
In addition to the indicative support rates shown, under REFIT 1, suppliers also receive a ring-fenced
balancing payment of 15% of the support rate for Large Wind. Under REFIT 2 and 3 there is a balancing
payment of €9.90/MWh, which is not ring-fenced.
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AERs
The technologies supported historically under the 15-year AER schemes included
onshore and offshore wind energy, small-scale hydropower, combined heat and
power (CHP), biomass (landfill gas), biomass-CHP and biomass-anaerobic digestion.
Since the AER was launched in 1995, six AER competitions have been held. The
AER scheme is closed to new entrants and the only remaining technologies actively
supported under this scheme are onshore and offshore wind energy. There are 4
projects remaining under the AER scheme, with support for the last project due to
terminate at the end of 2021.
The plants involved contract with Electric Ireland (ESB’s supply entity), which is then
entitled to compensation from the PSO levy if the revenue it receives for selling the
electricity is less than what it paid the renewable generators. Similarly Electric Ireland
returns money to the PSO in the event of over-compensation.
The ex-ante PSO amount for the 2017/18 PSO period for the AER schemes is €7.2
million. This represents a 9% decrease on the support for these contracts included in
the 2016/17 PSO levy period.
REFIT
The first Renewable Energy Feed-in-Tariff (REFIT 1) scheme was introduced in 2006,
followed by REFIT 2 and 3 in 2012. The REFIT schemes are designed to incentivise
the development of renewable electricity generation in order to help Ireland to meet
its target of 40% of electricity coming from renewable sources by 2020. The
technologies covered under each scheme are summarised in Table 5.
In contrast to the AER scheme, REFIT is open to all suppliers (not just Electric Ireland)
to contract with renewable generators. The compensation streams under the REFIT
scheme are paid to electricity suppliers in exchange for entering 15-year Power
Purchase Agreements (PPAs) with renewable electricity generators.
Scheme

REFIT 1

Technologies
supported

—
—
—
—
—

Biomass
Hydro
Landfill
Large Wind
Small Wind

REFIT 2

—
—
—
—

Hydro
Landfill
Large Wind
Small Wind

—
—
—
—
—
—
—

REFIT 3
AD (non CHP) > 500 kWe
AD (non CHP) ≤ 500 kWe
AD CHP > 500 kWe
AD CHP ≤ 500 kWe
Biomass CHP ≤ 1500 kWe
Biomass CHP > 1500 kWe
Biomass Combustion (non-CHP)
o Energy Crops
o Other Biomass

Table 5: Technologies supported under the three REFIT schemes.
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The ex-ante PSO amount for the 2017/18 PSO period for the REFIT schemes is
€323.1 million. This represents an increase of €53 million (17%) on the €269.7 million
support for these contracts included in the 2016/17 PSO levy period. The
corresponding increase in REFIT generation capacity supported under the PSO is
503 MW (18%), from 2783 MW in 2016/17 to 3286 MW in 2017/18.
Of the payment for 2017/18 under REFIT 1, 94% is to wind generators. Under REFIT
2, 97% is to wind generators. Under REFIT 3, 81% of the payment for 2017/18 is to
generators in the category Other Biomass Combustion. The total capacity supported
under REFIT 3 under the 2017/18 PSO levy has decreased since the 2016/17
decision on the PSO levy due to the withdrawal of Mayo Renewable Power (41MW).
Peat
There are now 2 peat plants remaining under the PSO – ESB’s Lough Ree and West
Offaly plants. These plants sell their electrical output into the SEM and receive
revenue from the market for that output. If the revenue they receive is less than
entitled, notified costs incurred by these plants, then ESB recover the deficit from the
PSO. Similarly, if either plant receives revenue from the SEM that is greater than the
entitled, notified costs incurred, monies are returned to the PSO fund.
Support for Lough Ree and West Offaly will continue until the end of 2019. Their
combined capacity is 250MW and the ex-ante amounts included in the 2017/18 PSO
levy are €48.0 million and €55.3 million respectively, giving a combined total of €103.4
million. This compares with a total of €115.4 million of support for electricity generated
from peat in 2016/17.
ESB have included in their submission of estimated costs for the 2017/18 PSO period,
the cost of a major overhaul at the West Offaly plant in the amount of €5 million. This
cost has been excluded from the calculation of the 2017/18 PSO levy as the CER is
continuing to examine whether this is an eligible cost, given that peat support for these
plants will terminate at the end of 2019. ESB have also included in their submission
of estimated costs for the 2017/18 period, the net cost of dismantling the Lough Ree
and West Offaly plants on termination of support for peat under the PSO at the end
of 2019. The submitted dismantling cost of €6.5 million has been deemed ineligible
and excluded from the calculation of the 2017/18 PSO levy.
Summary of Support Schemes
The breakdown by technology of total ex-ante PSO cost and generation supported
under the 2017/18 PSO levy for AER, REFIT and peat is shown in Figure 3, with
similar categories grouped together. As there are different support rates for the
different technologies, the breakdown by cost differs from the breakdown by
generation supported.
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Figure 3: Breakdown of ex-ante cost and generation supported by technology type under the
2017/18 PSO levy.

6.2 R-factor
The ex-ante estimate of costs associated with each of these schemes for 2017/18
constitutes the main part of the total PSO levy. In addition however, the settlement of
the ex-ante estimate component of the 2015/16 PSO levy, based on actual outturn
costs and market revenues, must be included. The 2015/16 R-factor, included in the
2017/18 PSO levy, accounts for the difference between the costs and revenues
estimated for 2015/16 ex-ante and the actual costs and revenues for 2015/16 certified
ex-post. Further detail on the methodology used in calculating the R-factor can be
found in CER/08/2369.
An R-factor of €52.6 million has been included in the calculation of the 2017/18 PSO
levy, due to an under-recovery of monies in the 2015/16 PSO period. This underrecovery is due partially to a lower average outturn SMP of €39.74/MWh in 2015/16,
compared to the ex-ante benchmark price of €52.25/MWh.
The breakdown of the R-factor by support scheme is shown in Table 6. The Security
of Supply component relates to the Aughinish Alumina and Tynagh plants, support
for which ended in 2015/16. This R-factor is the final payment related to these plants
under the PSO.

9

http://www.cer.ie/docs/000229/cer08236.pdf
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Component
REFIT
AER
Peat
Security of Supply
Total

R-factor 2015/16
(€ million)
44.9
0.5
14.5
-7.3
52.6

Table 6: Breakdown of R-factor by support scheme

6.3 PSO CfDs
PSO-related Contracts for Difference (CfDs) are offered by ESB Power Generation,
see SEM-11-02010 for further detail. These are forward contracts for PSO supported
dispatchable generation, backed by the PSO levy. The total difference payment
resulting from these CfDs is €11.2 million due back to the PSO. This reflects an
outturn SMP for the 2015/16 period that was lower on average than the strike prices
of the contracts.

6.4 Credit from 2016/17 PSO levy
Ex-ante payments for two supply companies, which subsequently withdrew from the
PSO for the period, were included in the calculation of the PSO levy for 2016/17.
These monies are being collected via the PSO levy in 2016/17 and withheld i.e. not
paid out to these supply companies. The total withheld amount of €4.5 million will be
credited to the 2017/18 PSO levy.

10

SEM-11-020 at: https://www.semcommittee.com/sites/semcommittee.com/files/media-files/SEM-11020%20%20Contracting%20process%20incl.%20PSO%20CfDs.pdf
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7. Next Steps
The PSO levy charges, as set out in Section 4.4 and Appendix 1 of this decision
paper, are to be applied to the electricity bills of all customers by their electricity
suppliers for the period 1 October 2017 to 30 September 2018.
PSO payments will only be made in respect of generation projects that have been
included in the calculation of the PSO levy as published in this decision paper and
that are listed in the forthcoming S.I. amending the 2002 PSO Order.
Between the publication of this decision paper and the making of the S.I., the CER
will continue to liaise with the DCCAE regarding the eligibility of REFIT projects for
inclusion in the 2017/18 PSO.
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Appendix 1
Allocating 2017/18 PSO

Individual
Peak

% of
Individual
Peak

PSO
Allocation

Total Mkt Cust
Total NonNos Mid Year (excl domestic mkt
PL a/cs i.e. DG3)
MICs

Annual Charge

Monthly Charge

Monthly Charge
€m

kVA

€ per
Cust

€/kVA

Monthly €

2,193,877

40.23%

189.85

2,057,955

92.25

7.69

€ per Customer

625,092

11.46%

54.09

169,791

318.59

26.55

€ per Customer

Medium & Large Profile

2,634,121

48.31%

227.95

3.64

€/kVA

TOTAL

5,453,090

100.00%

471.90

Domestic Profile
Small Profile
ie. non-domestic (excl PL) <30kVA

5,217,568

43.69

* PL = Public Lighting; DG3 = DuOS Group 3
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