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Summary

Global hydrocarbon prices have come down
In year on year terms, despite geopolitical risk in the
Middle East being elevated (Yemen/Israel/Iran).

While OPEC+ has reduced supply,
rising output in the Americas,
coupled with lower demand

from China is putting

additional downward

pressure on the oil

price in 2025.

The UK's efforts to decarbonise
its economy by 2050 is making
progress; coal has virtually been

phased out of the

energy mix

and the share of

renewables is

growing steadily.

As oil and gas fields in the

North Sea mature, the UK is
becoming increasingly reliant
on hydrocarbon imports: the
country’s energy dependency ratio
Increased to 41% in 2023.

Problematically,

electricity demand

is forecasted to rise

by 40%-60% until

2035 and capacity

increases in the

renewables sector is

behind schedule (and also
require Chinese involvement).

Simultaneously, the construction of new nuclear
reactors in costing more time and (taxpayers’)
money than initially expected; a much-needed

power grid update is stalling too.

Insolvency risk is the sector is
small and likely to

drop in 2025 while x
for the UK economy

as a whole, the

picture is less rosy.

Energy prices have fallen against
2022-23 levels but domestic
companies are still paying around
70% more for electricity than
before the cost of living crisis,
households are facing a 50%
Increase against 2021-23.




Fossil Fuels

The UK's energy sector is in the middle of a seismic change as the country has pledged to
become a net-zero economy by 2050. The transition is already well under way and carbon
emissions have dropped by around 50% since 1990'. While the UK's energy mix has
changed significantly over the past decades and coal plays no role any longer, the oil and
gas extraction in the North Sea continues to play a sizable role in the British energy sector.

Qil Prices

Energy prices have remained on a generally downward trend in
2024 to date. The price for a barrel of Brent crude oil has fallen by
around 20% year on year (y/y) to around USD72 in late October.
West Texas Intermediate (WTI) prices were down by 17.5% (to
USD68) in a y/y comparison as markets have normalised?.

According to the latest Commodity Markets Outlook from the
World Bank, global oil prices are likely to remain under pressure
in 2025-26 as oversupply meets reduced demand®. As countries
are moving away from oil towards cleaner energy sources and
China is seeing a macroeconomic slowdown, global oil demand
is forecasted to expand by 900,000 barrel per day (b/d) in 2024
and by 1m b/d in 2025, according to the International Energy
Agency*. This is significantly below the 2m b/d increase recorded
in the post-Covid recovery phase in 2022-23. According to the

Crude Oil Prices (in USD per barrel)
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International Energy Agency's Qil 2024 report, “peak oil” will
occur in 2029 with China and India being the main driver of
increased demand®. From the end of this decade onwards, global
oil demand is projected to fall although other forecasters expect a
much later peak oil date: OPEC forecasts it to occur in 2045, the
US Energy Information Administration in 2050.

On the supply side, political turmoil in Libya and field maintenance
in Kazakhstan and Norway have curtailed output in 2024 and
OPEC+ (which includes Russia) has continued with its production
cuts in order to move global oil prices higher. That said, non-
OPEC+ production is forecasted to rise by 1.5m b/d in 2024-25
(the Americas account for 80% of these gains) which will at

least partially offset the reduced OPEC+ reduction and provide
downward price pressures®. As a result, OPEC+ might postpone
its previously announced December 2024 output increases’.
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4 https://www.iea.org/reports/oil-market-report-october-2024

5 https://iea.blob.core.windows.net/assets/493a4f1b-c0a8-4bfc-be7b-b9c0761a3e5e/Qil2024.pdf

8 https://www.iea.org/reports/oil-market-report-october-2024

7 https://www.reuters.com/markets/commodities/oil-prices-steady-shrinking-us-crude-inventories-2024-10-30/
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Natural Gas Prices

Following sizable turmoil during the early phases of the Russia-
Ukraine war, natural gas prices in the UK have moved lower
again. The system average price (seven days average) peaked
at close to 18 pence per kWh in August 2022 but has since
moderated: in the twelve months to October 2024, the price
averaged 2.8 pence, according to data from the Office for
National Statistics (ONS)8.

Despite the recent price decreases, natural gas prices in the

UK are still far above pre-pandemic readings. Compared with
the 2019-average, prices are still twice as high. Worryingly, the
World Bank forecasts a modest increase in European natural gas
prices in 2025 (compared against 2024-levels), thereby curtailing
households’ disposable income and increasing companies’ cost
base.

System Average Price of Gas (seven days rolling average, in pence per kWh)
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UK Oil and Gas Production

Problematically for the country’s energy security, the UK is no UK Energy Dependency over Time by Energy Source
longer self-sufficient as energy imports have been outstripping

energy exports for quite some time. Following the discovery of 2000 2010 2020 2023
oil and gas fields in the North Sea in the 1970s, the UK became

a net exporter of energy in 1981. North Sea production peaked Coal 39% 52% 47 % 63%
in 1999 and since 2004, the UK has been an importer of energy

again®. Gas -11% 7% 46% 46%
Following the closure of the Coryton refinery in 2013, the UK has Oil -55% -3% 12% 47%
also become a net importer of fuels. The announced shutting

down of the Grangemouth refinery in 2025 will exacerbate this Total -17% 13% 30% 41%
trend'. When all sources are combined, 41% of the country’s

energy consumed was imported in 2023, up by 4 percentage Source: UK Department for Energy Security and

points on the previous year. Net Zero

Looking ahead, UK oil and gas production is forecasted to fall
further, making the country even more reliant on (hydrocarbon)
energy imports. According to the UK government’s North Sea
Transition Authority (NSTA), crude oil production is set to fall by
6.4% in 2024 as fields continue to mature. This is on top of a
10.7% drop in 2023; further reductions in output are pencilled
in for the 2025-2029 period. UK gas extraction is also expected
to drop: the NSTA expects an 8.2% decrease in 2024, after a
9.2% contraction in 2023. Between 2020 and 2029 (the end of
the NSTA's forecast horizon), natural gas production in the UK is
forecasted to halve, oil production will follow a similar pattern'.

UK Oil and Gas Production
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9 https://assets.publishing.service.gov.uk/media/66a76bf2ce1fd0da7b592e5d/UK _Energy in Brief 2024.pdf
'° https://www.bbc.com/news/articles/cvg3gwkkk4mo
" https://www.nstauthority.co.uk/data-and-insights/insights-and-analysis/production-and-expenditure-projections/
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Labour Market

Meanwhile, employment in the sector has decreased over the This development is against the national trend: between Q1

past years. Latest data from the ONS shows that 559k people 2018 and Q2 2024, overall employment figures rose by 2% (to
were employed in the mining, energy and water supply sector now 33.0m). However, compared with other blue-collar jobs, the
(the ONS does not break down employment further) in Q2 2024, decline in sectoral employment is still moderate: in the above-
compared with 587k workers at the beginning of 2018, equivalent mentioned period, manufacturing lost 7% of its jobs, construction
to a 5% drop'2. 12% and agriculture 20%.

Employment in the UK Mining, Energy and Water Supply Industry (in thousands)
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12 https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/datasets/employmentbyindustryemp13
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From a renumeration perspective, developments in the electricity, However, when compared to other sectors, the growth rate looks

gas and water supply sector mirror the generally sluggish less stellar. Only eight sectors reported lower wage growth in
performance. At first glance, weekly earnings growth figures September 2023 to August 2024 while 15 sectors saw salaries
(including bonuses and arrears) look sound. Between September go up faster than in the electricity, gas and water supply industry.
2023 and August 2024, ONS data shows an average y/y growth Also, problematically, inflation averaged 3.4% during the same
figure of 4.7%". In 2019 (the last year without Covid-caused period, leading to a very modest real wage growth of 1.3% only.

distortions), the corresponding figure stood at 2.8% only.

Average Y/Y Weekly Earnings Growth (including bonuses & arrears) Sep 2023 — Aug 2024 in %

Agriculture, Forestry and Fishing
Accommodation and Food Service Activities
Administrative and Support Service Activities
Manufacturing - Textiles, Leather and Clothing
Manufacturing - Basic Metals and Metal Products
Retail Trade and Repairs
Information and Communication
Transport and Storage
Mining and Quarrying
Education
Other Manufacturing
Manufacturing - Engineering and Allied Industries
Real Estate Activities
Manufacturing - Food Products, Beverages and Tobacco
Manufacturing - Chemicals and Man-made Fibres
Electricity, Gas and Water Supply
Other Service Activities
Public Administration
Professional, Scientific and Technical Activities
Arts, Entertainment and Recreation
Construction
Health and Social Work Activities
Financial & Insurance Activities

Wholesale Trade &

Source: ONS

'8 https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/averageweeklyearningsbyindustryearn03
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Power Generation

The UK'’s energy mix has changed significantly over the past At the same time, the proportion of energy produced from low-
decades. In September 2024, Ratcliffe-on-Soar power station, carbon sources (renewables plus nuclear) has increased sharply
the last remaining operational coal-fired power station closed, over the past two decades. According to the government's UK
bringing an end to 142 years of coal generating electricity in the Energy in Brief 2024 Report, the country obtained 20.7% of its
UK™. Coal production in the UK has also virtually ended with the primary energy from low-carbon sources in 2023, up from 9.4%
last large surface mine in Ffos-Y-Fran closing in late 2023, in 2000. The importance of nuclear energy has actually dropped

over the past years as existing reactors are ageing and more
renewables capacity is installed's.

Proportion of UK Energy Supplied from Low Carbon Sources (in % of Total Energy Supplied)
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Looking solely at electricity production in the UK, Q2 2024 Electricity Generated by Fuel Type 2023
marked the third consecutive quarter in which more than 50% of
total production came from renewables. In April to June, 51.6% of 1.30% 3.70%

all electricity was produced from solar, wind or other renewable
energy sources. Fossil fuels accounted for 37% of electricity
generation in the same period, a new record low".
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4 https://www.neso.energy/energy-101/great-britains-monthly-energy-stats

'® https://assets.publishing.service.gov.uk/media/66f423473b919067bb48270e/Energy Trends September 2024.pdf
'8 https://assets.publishing.service.gov.uk/media/66a76bf2ce1fd0da7b592e5d/UK Energy in Brief 2024.pdf
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The Challenges Ahead

Renewables

Looking ahead, the importance of fossil fuel for the UK’s

energy and electricity production is likely to fall further. The
government remains committed to decarbonise the economy.
Previous administrations have met the self-imposed targets and
the incumbent one will have to reduce emissions by 68% until
2030 (against 1990 readings). In order to achieve that, the UK
government has promised to fully decarbonise the power sector
by 2035. This will require sizable investment in renewables
(and, to a smaller degree, nuclear), especially as electricity
consumption is also forecasted to rise by 40%-60% until 2035
(as heating and transport systems will become more electrified)®.
Against this backdrop, previous governments have pledged to
create up to 50GW of offshore wind by 2030, increase solar
capacity by 70GW by 2035 and to realise up to 24GW of nuclear
energy by 2050,

Positively, some progress has been made over recent years.
Between Q2 2019 and Q2 2024 (latest available data),
renewable electricity capacity in the UK has increased by 25%
(to 57,528MW). Solar photovoltaics capacity grew by 28% (to
16,948MW), onshore wind by 13% (to 15,613MW) and offshore
wind by a sizable 61% (to 14,720MW capacity in Q2 2024).
Dogger Bank A, one of the world's biggest offshore wind farms
(with a capacity of 1.2GW) has become partially operational in
2024 but its completion date has been pushed back to 2025 due
to supply chain constraints?°. Turbine failures in August 2024
also highlighted the potential problems of offshore wind power
again?'.

Problematically, the recent growth rates are not sufficient to
meet the decarbonisation targets. Offshore wind capacity would
need to treble while solar and onshore wind output would need
to double, all also posing a severe strain on the UK's unprepared
power grid. Positively, National Grid is currently carrying out the
largest overhaul of the power network in generations, spending
an additional GBP30bn in 2024-26 but fierce opposition from
locals will slow down the construction of new lines. Meanwhile
the newly elected government has created a new national green
energy provider, GB Energy but its budget to support the net zero
transition is insufficient?2.

Furthermore, renewable energy projects, like all investment
projects have been impacted by higher interest rates and
double-digit inflation rates in 2022-23. In 2023, Swedish energy
giant Vattenfall cancelled plans for a 140-turbine offshore wind
development in the North Sea as costs had increased by 40%%.
In Scotland, Community Windpower put its Sanquhar Il onshore
project on hold after development costs had increased from
GBP300m to GBP500m?*. Between mid-2021 and mid-2023,
costs for wind turbines grew by 38% and prices for the seven
most significant minerals for the wind industry increased by
93%%.

'8 https://www.bbc.com/news/business-63976805
'8 https://www.iea.org/reports/united-kingdom-2024/executive-summary

Positively, interest rates are declining gradually again and
commodity prices have started to moderate as well. In the solar
industry, which is dominated by Chinese producers (accounting
for 80% of global output and 45% of British solar panel imports
in 20222%), prices for panels have halved between mid-2023 and
mid-2024 because of deliberate Chinese overproduction. While
this is enabling cost-effective capacity increases in Europe, it

is also putting domestic producers at risk of bankruptcy while
simultaneously creating exposure to communist-led China. Unlike
in the US, European governments have so far been reluctant to
introduce tariffs on Chinese solar industry imports in order to not
endanger deployment targets?’.

20 https://renewablesnow.com/news/dogger-bank-as-commissioning-put-off-for-2025-858655/

2! https://www.ecoticias.com/en/dogger-bank-wind-farm-project/8053/

22 https://www.rechargenews.com/energy-transition/labour-promised-to-make-the-uk-a-clean-energy-superpower-can-it-deliver-/2-1-1672865?zephr_sso_ott=ERMzi0

2 https://www.weforum.org/stories/2023/11/why-offshore-wind-cost-pressures-rising/

2 https://www.edie.net/report-rising-costs-threaten-wind-power-industrys-viability

2 https://www.energymonitor.ai/renewables/data-insight-the-cost-of-a-wind-turbine-has-increased-by-38-in-two-years/?cf-view

26 https://www.politico.eu/article/conservative-party-uk-worry-china-solar-power/

27 https://www.reuters.com/business/energy/with-solar-industry-crisis-europe-bind-over-chinese-imports-2024-02-06/
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Nuclear

Problematically, four of the country’s five operational nuclear
power plants (all operated by EDF) are reaching the end of their
life span in this decade. Hartlepool and Heysham 1 are scheduled
to go offline in 2026 with Heysham 2 and Torness following in
2028. Sizewell B (the last remaining reactor, opened in 1995)
was scheduled to be decommissioned in 2035 but EDF has
announced plans to extend its life by at least 20 years?8.

Currently, only Hinkley Point C is under construction, a nuclear
power plant that will include two 1,630Mw reactors. It is privately
built and operated (also by EDF) but the UK government is
ensuring the owner'’s returns through so called “contracts for
difference”?® and is hence financially liable. Problematically,
the project is already several years behind plan and significantly
above budget. Initial estimates foresaw costs of GBP18bn and
the project to be completed by 2025. However, these targets
have since then slipped immensely. Currently, experts expect
the power plant to go online in 2030-31 and costs to overrun by
GBP28bn%.

Despite the delays and cost increases at Hinkley Point C, the new
Labour government seems to remain committed to investing

in nuclear energy going forward. In the 2024 Autumn Budget,
released on 30 October, the chancellor awarded an additional
GBP2.7bn of taxpayer money to the Sizewell C project (another
UK nuclear power plant project that, ten years in, is still in the
planning phase though). Only in August 2024, the UK government
had invested GBP5.5bn in Sizewell C, on top of the GBP2.5bn
that had already been granted previously®'.

Insolvency Risk and Energy Price Cap

Positively, the risk of bankruptcy in the UK's energy sector is small, according to data from the government'’s Insolvency Service. In
2023, less than 100 companies that were involved in oil or gas extraction, manufacturing of energy sector related equipment and the
generation or distribution of electricity and gas went under in England and Wales. At the same time, overall insolvency figures increased
to a 30-year: 25,163 companies became insolvent in 2023°2,

Company Insolvencies in England and Wales

2018 2019 2020 2021 2023 Jan-Aug

2024

Extraction of crude petroleum and natural gas 7 3 4 7 1 1) 4
Manufacture of refined petroleum products 1 1 2 2 0 1 2
Manufacture of electronic components and boards 8 6 13 4 4 17 6
Manufacture of general purpose machinery 13 3 7 6 10 8 4
Electric power generation, transmission and distribution 42 54 40 76 62 33 19
Manufacture of gas; distribution of gas through mains 9 5 8 8 13 8 7
Total Company Insolvencies England and Wales 16051 17171 12631 14058 22129 25163 16361

Source: Insolvency Service

2 https://namrc.co.uk/intelligence/uk-new-build/

2 https://lordslibrary.parliament.uk/nuclear-power-in-the-uk/

30 https://www.thechemicalengineer.com/news/hinkley-point-c-could-go-28bn-over-budget-as-edf-predicts-further-delays/

31 https://www.newcivilengineer.com/latest/autumn-budget-government-commits-additional-2-7bn-to-sizewell-c-30-10-2024/
32 https://www.gov.uk/government/statistics/company-insolvency-statistics-september-2024
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This is not surprising, given the small size of sector, relative to the
active business universe. But even when compared against prior
year, insolvency risk in the UK energy sector is not concerning.
While overall figures in England and Wales grew by almost 14%
in 2023 (the third consecutive annual increase), most energy sub-
sectors saw sizable drops. Only the manufacture of electronic
components and boards industry (which includes solar panels)
saw an immense rise: from 4 insolvencies in 2022 to 17 in 2023.
Turbine production (which falls under general purpose machinery)
saw a 20% drop (from ten to eight insolvencies) though.

Positively for the sector, energy regulator Ofcom has approved
a 10% quarter on quarter energy price cap increase for Q4
2024, following two reductions in Q2 and Q3 202433, That said,
compared with Q4 2023, the price cap is 6% lower and against
the final quarter of 2022 (during the most severe period of the
cost of living crisis), it has fallen by 49%3*.

Furthermore, slighter higher wholesale prices will likely trigger
another rise of Ofgem’s energy price cap: against October-
December 2024, the January-March 2025 cap is forecasted

to increase by 3% (to then GBP1,762 for customers with

typical consumption levels). Positively, following the ongoing
normalisation of the energy market, suppliers have started to
offer fixed tariffs again. However, given the recent experiences,
it is likely that energy companies will remain cautious in their
approach; prices are likely to be set close to the cap levels. The
return of competition in the UK energy market is forecasted to be
slow, according to the House of Commons Library, parliament’s
in-house research service®. Despite the moderation seen in
2023-24 and government efforts to support consumers, energy
prices in the UK are currently still around 50% above early 2021
readings, thereby curtailing disposable income and holding back
growth.

33 https://www.bbc.com/news/articles/c9ggy11w5dyo

For UK businesses, Ofcom's energy price cap does not apply
though. Hence companies are much more exposed to the price
increases in the energy sector, especially as the government's
Energy Bill Relief Scheme and the Energy Bills Discount Scheme
have ended. As a result, an average restaurant or retailer
(consuming 50Mwh a year) is paying around GBP5,000 per year
more for electricity than before the crisis. Annual electricity bills
are forecasted to average GDP13,264 by April 2025, down from
the GBP21,000 in 2022-23 but still 70% more than in 2020-21,
according to a study released by Cornwall Insight, a research
firmse,

Higher electricity prices (compared with pre-cost of living crisis
readings), increased wage costs (the minimum wage will go up
to GBP12.21 per hour in April 2025, a 6.7% rise), comparatively
high interest rates and tighter bank lending conditions all have
the potential to keep insolvency risk in the British economy high
as companies’ profit margins are undermined. On the upside,
economic growth is switching into a slightly higher gear in 2025
and interest rates are forecasted to drop somewhat.

However, it is unlikely that UK insolvency figures will respond
immediately, 2025 will be another year with elevated credit risk
levels in the UK.

34 https://www.ofgem.gov.uk/press-release/customers-urged-shop-around-price-cap-rises-because-global-market

35 https://commonslibrary.parliament.uk/research-briefings/cbp-9714/

36 https://www.credit-connect.co.uk/news/commercial-credit-management/business-energy-bills-forecast-to-remain-70-above-pre-crisis-levels/
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About Tokio Marine HCC

Tokio Marine HCC is a leading specialty insurance group conducting
business in approximately 180 countries and underwriting more

than 100 classes of specialty insurance. Headquartered in Houston,
Texas, the company comprises highly entrepreneurial teams
equipped to underwrite special situations, companies and individuals,
acting independently to deliver effective solutions. Our products

and capabilities set the standard for the industry, as many of our
employees are industry-leading experts.

More information about our financial strength here:
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A member of the Tokio Marine HCC group of companies

Lorem ipsum dolor sit amet, consectetur adipiscing elit. Nullam porttitor rutrum velit. Vestibulum ornare nunc tellus, ut consequat ligula vulputate ut. Ut tincidunt id lacus in
imperdiet. In dignissim neque non laoreet vestibulum. Vestibulum suscipit odio arcu, quis placerat nisl mattis at. Sed sit amet pretium dolor, tincidunt pharetra mi. Maecenas arcu
lectus, tincidunt et tempus at, vestibulum in libero.

Maecenas et lacinia ligula. Maecenas efficitur eros tempor ligula aliguam vestibulum. Quisque efficitur odio felis, id auctor lacus molestie fringilla. Etiam at dui quis lacus viverra
semper vel non nunc. Pellentesque habitant morbi tristique senectus et netus et malesuada fames ac turpis egestas. Orci varius natoque penatibus et magnis dis parturient montes,
nascetur ridiculus mus. Aliqguam in consectetur nisl, mattis gravida dui. Quisque viverra, ligula at pretium viverra, diam ipsum gravida nunc, sed facilisis nibh diam eget mi. Ut eget
rutrum tortor, et volutpat enim. Donec vitae sollicitudin massa. Etiam dapibus euismod enim, eget porta purus finibus in.

Nunc molestie nunc a orci fermentum consequat. Phasellus quis convallis mauris, ut commodo augue. Quisque maximus augue et ligula fringilla pretium. Nunc porta nisi ac mollis
feugiat. Aliqguam vitae lorem ligula. Vivamus malesuada odio et libero rutrum, sed suscipit ex suscipit. Suspendisse potenti. Nullam lacinia felis eu lacus cursus, quis tincidunt justo
dictum. Morbi pretium tellus aliquet dui cursus pellentesque. Suspendisse porta vehicula orci, eget tincidunt metus pretium quis. Vivamus sed lorem sit amet orci dignissim faucibus.
Nunc rutrum semper ligula auctor facilisis. Mauris in commodo dolor. Vestibulum ante ipsum primis in faucibus orci luctus et ultrices posuere cubilia curae;

Cras id quam feugiat, consectetur libero eleifend, mattis quam. Maecenas congue, eros tristique rhoncus interdum, ante arcu ultricies purus, quis feugiat ligula mauris sit amet
purus. Nullam ullamcorper mi sit amet cursus ultricies. Nam a quam eu urna rutrum gravida. Orci varius natoque penatibus et magnis dis parturient montes, nascetur ridiculus mus.
Etiam euismod mi sit amet egestas faucibus. Etiam diam urna, commodo a arcu eu, posuere bibendum leo. Praesent quis risus lacus. Sed sed lectus maximus, aliquet velit id,
vestibulum urna. Aliqguam non felis mollis urna tristique auctor. Vestibulum fermentum erat dapibus dignissim elementum. Vivamus vitae cursus arcu, eu viverra dui. Fusce nibh arcu,
bibendum placerat ultricies in, finibus in velit. Nunc interdum iaculis tincidunt. Morbi rutrum ultricies nisl quis placerat.
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