Project Management 13




REVIEW OF THE HINKLEY POINT C PROJECT AS A SUCCESS FOR THE UK ENERGY SECTOR




	

                                                       
                                                        Stefan Zlatev 2029265
University of Wales /Trinity Saint David
London Campus
BA(Hons) Business Management  
Project Management
Assignment 2








Table of Contents
Introduction	3
The Argument in Favour of the Hinkley Point C Project as a Success for the UK Energy Sector	3
A Reduction in Carbon Emissions	4
Increased Energy Supply and Contribution to the Economy	5
Cost-Competitiveness Compared to Other Sources of Energy	7
Cost to the Consumers	9
Supporting the Environment	9
Lessons from the Hinkley Point C Project	10
Conclusion	11
References List	12



[bookmark: _Toc133564580]Introduction
Over the last few decades, there have been concerted global efforts to reduce carbon emissions by introducing low-carbon sources of energy or moving completely to renewable sources of energy. Indeed, the United Nations envisions that global carbon emissions should decline by 43% by 2030, and eventually reduce to zero by 2030. Therefore, the Hinkley Point C project of the UK is a relevant project because besides seeking to ensure sustainable sources of energy for households and companies in the United Kingdom, the project aims to reduce the carbon emission resulting from electricity generation. Currently, the estimated completion budget for the project is between £25 billion and £26 billion, making the cost implications the premise of the critique that has been advanced towards the project. However, the following discussion will show that despite the cost-related concerns, the Hinkley Point C project has a significant positive impact on the UK’s energy sector. 
There are several ways to determine to evaluate the benefits of the project to the energy sector in the UK including the overall reduction in carbon emissions, the projected number of homes to be powered by the project, the overall cost of the project, the prospect of eliminating the social burden of high-carbon energy sources, and the new cost of energy to UK consumers. Based on these metrics and the notable shortfalls of the project including the budget overrun, the discussion will enumerate the lessons that can be used in other projects within the UK and the globe. 
[bookmark: _Toc133564581]The Argument in Favour of the Hinkley Point C Project as a Success for the UK Energy Sector
The commissioning date for the Hinkley Point C project is expected to be around June 2027, following a series of extensions. Despite this, the UK government and EDF Energy, the lead contractor for the project, remain optimistic that the adverse effects of the delays such as the budget overruns will be overcome by the numerous benefits. Overall, the project should be considered a success for the UK energy sector based on the following reasons. 
[bookmark: _Toc133564582]A Reduction in Carbon Emissions
The United Kingdom is one of the greatest contributors to greenhouse gas emissions in Europe and by extension the world. Specifically, The UK is the second largest emitter of greenhouse gases in Europe, only coming behind Germany. The greenhouse house emissions, particularly carbon dioxide stem from the production of traditional energy, whereby a majority of the electricity that is used in the United Kingdom comes from fossil fuels (Christenson, 2022). This primarily includes gases and coal, which are the greatest contributors to carbon emissions. It is, therefore, plausible to contend that the introduction of zero-emission energy sources projects such as the Hinkley Point C project will play a major role in reducing carbon emissions in the UK. The chart below shows the ranking of the largest carbon emitters in Europe, showing that the UK comes second after Germany. 
 [image: ]
Source: (Egbumokei, 2022)
In 2021, it is estimated that 77.3% of carbon emissions in the United Kingdom came from the use of fossil fuels which includes the use of fossil fuels to produce electricity. Additionally, the UK produce about 345 million tonnes of carbon emissions in 2021(Statista, 2023). This is attributable to the economic growth in the country associated with the increased use of automobiles, electricity, and industrialisation. However, to meet the UN sustainable development goals, it is important to ensure that there is a significant decline in carbon emissions. To this end, the Hinkley Point C project is expected to offset about 600 million tons of carbon emissions in total translating to an annual rate of 9 million tonnes over the project’s life of 60 years (EDF, 2023). This translates to a reduction of carbon emissions from the energy sector by about 2.61%, a unique contribution because it implies that the UK’s energy sector will solidify its global position as one of the least contributors to carbon emissions. 
Households and companies within the UK will be the greatest beneficiaries of the Hinkley Point C project. It is projected that the project will support the electricity needs of about 6 million households, accounting for about 7% of the aggregate electricity demand in the United Kingdom (EDF, 2023). For companies using nuclear energy, it means that their carbon emissions will greatly decline, eliminating the burden of paying the emission tax imposed by the government. Consequently, the manufacturing industry will become more efficient mainly through improved cost savings and profitability margins. This is a positive impact on the UK’s energy sector because it means that the sector is playing its role as a facilitator of business and not a deterrent through the carbon tax. 
[bookmark: _Toc133564583]Increased Energy Supply and Contribution to the Economy
The annual electricity in the United Kingdom has continued to decline over the years. Currently, the aggregate demand for electricity is about 334.41 Terawatt per hour. The decline is attributable to increase innovation in manufacturing electrical appliances that consume less energy as well as more efficient energy sources (Vella, 2020). Despite the decline in the absolute demand for electricity, there is a change in dynamic in that there is an increase in demand for low-carbon electricity in the UK. The following chart shows the mix of the various sources of energy in the UK. 
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Source: (Evans, 2016)
The deduction is that Gas and Coal still account for a significant source of energy in the United Kingdom, with renewable energy accounting for a relatively low percentage of the sources of energy. Additionally, it is notable that nuclear energy only accounts for 19% of the energy sources before the completion of the Hinkley Point C project (Evans, 2016). Therefore, the completion of the project will help to boost the share of nuclear energy in supporting the energy needs of the UK population. It is also notable that households are the greatest consumers of energy in the UK, following the transport sector. Consequently, the prospect of the Hinkley Point C project to support about 6 million households will be critical in ensuring that the vast majority of the energy users in the UK have access to efficient and cost-optimal sources of energy. 
Besides bridging the demand for efficient and low-carbon sources of electricity, the Hinkley Point C project is a success in the UK’s energy sector because of its contribution to the economy. At the current completion stage, the project has created employment for about 22,000 people who are currently working on the project (EDF, 2023). This is critical because it shows that despite improving the supply of energy in the country, the project has enhanced the growth of the economy by supporting employment. Indeed, the stakeholder theory of management contends that the sole goal of any organisation is not to maximise profit. Rather, every organisation should identify avenues through which it can maximise the welfare of other stakeholders. By creating employment for more than 22,000 UK citizens, the project is a success for the UK’s energy sector. Additionally, the project has invested about £24 million in education and imparting employment-preparatory skills, as well as trained about 1,131 apprentices (EDF, 2023). The hallmark effect of these factors is to accelerate the growth of the UK’s economy. Also, the extensive training will impart skills that will stimulate future innovations in the UK’s energy sector. 
[bookmark: _Toc133564584]Cost-Competitiveness Compared to Other Sources of Energy
The cost competitiveness of a project is one of the primary metrics for evaluating the success of that project. However, it is important to evaluate these costs against the projected benefits. For the Hinkley Point C project, the cost can be measured by the strike price of £92.5 per MWh (GOV.UK, 2018). Notably, in this analysis, there is no comparison between the Hinkley Point C project and other nuclear sources of energy because of the unavailability of reliable data. Therefore, the comparison is against sources of electricity such as natural gas, onshore wind, large-scale solar energy, offshore wind, and Commercial FOAK CCS. In comparing the strike price of the Hinkley Point C project against the noted alternatives, observations are made about the qualitative benefits of nuclear energy against the alternatives. 
The average strike price for producing electricity from natural gas is about £72 per MWh. This is about 16% lower than the cost of producing electricity from the Hinkley Point C project.  Although this cost is higher, it is important to note that using natural gases to produce energy is the largest contributor to carbon emissions in the UK economy (GOV.UK, 2018). Therefore, the marginal variance of 16% is justified because it accounts for the achievements in reducing carbon emissions, eliminating the carbon tax on UK households and companies, and the overall social burden of high emissions. 
Similarly, the strike price for onshore and offshore wind power sources is £71 and £91 per MWh respectively. The notable feature is that the cost variances are marginal. The drawback of using offshore and onshore wind energy is that although these sources are renewable, they are not reliable hence the power output cannot be reliably estimated (Smyth et al., 2018). In contrast, the power output from the Hinkley Point C project can be reliably estimated for the next 60 years from the date the plan becomes operational (GOV.UK, 2018). Drawing from these observations, it is prudent to contend that the Hinkley Point C project is a significant success for the UK’s energy sector. 
Commercial FOAK CCS has the same objective as nuclear energy sources in that the goal is to reduce carbon emissions. However, the process of achieving this outcome for the former is more complicated making it more expensive than nuclear energy (Budinis et al., 2018). Specifically, the strike price for Commercial FOAK CCS is about £155 making it about 67.57% more expensive than nuclear energy. It is also critical to note that since Commercial FOAK CCS involves a specific type of carbon recycling, its reliability cannot be reliably determined (Budinis et al., 2018). Further, the energy from Commercial FOAK CCS is not consistent and cannot be forecasted over a long period of time. In contrast, the nuclear energy from the Hinkley Point C project can be reliably estimated for the 60 years of the project’s operational life, and the extension thereafter. Therefore, even at the current completion stage, it is valid to contend that the project is a success for the UK’s energy sector, mainly because although the strike price is higher than alternatives when measured in absolute terms, it is optimal when adjusted for the quantitative and qualitative benefits that are not factors in the primary strike price. 
[bookmark: _Toc133564585]Cost to the Consumers
The value of any source of energy is maximised when the purchasing price for the consumers is competitive against the alternatives in the market. One of the concerns for the Hinkley Point C project is that due to the cost overruns and the extensive delay in the completion of the project, there would be critical cost implications with the burden being passed on to the consumers. However, the structure of the financing contract of the project protects consumers from price increments resulting from budget overruns (GOV.UK, 2018). Specifically, the contract stipulates the contractor will offset the financial burden if the completion cost exceeds the budget. Further, the government has set the consumer prices at the strike price of £92.5, with consumers offsetting the difference if the wholesale prices fall below this level (GOV.UK, 2018). Arguably, consumers will incur a significant cost on electricity, but the benefits can be justified on account of helping the UK achieve the decarbonisation goals and ensure consistent and reliable sources of energy for household and commercial use. 
[bookmark: _Toc133564586]Supporting the Environment
The Hinkley Point C project is financed by private enterprises in partnership with government agencies. Therefore, it is prudent to evaluate the financial metrics on the basis of the fact that the shareholders expect a return from the investment. Indeed, the financiers of the project expect to recoup the initial investment and an appropriate return over the life of the project. According to the agency theory of management, the primary focus of managing this project should be to maximise shareholder return. However, the Hinkley Point C project has deviated from this project and embraced environmental conservation, making it a success for the UK’s energy sector. The principal means by which this has been achieved is by reducing carbon emissions. Additionally, during the construction period, the steel used in the project includes 98% of recycled steel, which has enhanced environmental conservation by reducing wastage. It is also notable that the contractor has planted about 65,000 trees around the construction areas. Although these benefits cannot be quantified in monetary terms, they validate the success of the project in generating value for the environment in which it operates, besides maximising the interests of the shareholders as required by the conventional finance theory. 
[bookmark: _Toc133564587]Lessons from the Hinkley Point C Project
Despite the overall success of the project for the UK’s energy sector, the errors experienced in the project can be used to inform future implementation of similar projects in the UK and across the globe.  The first lesson is on contingency budgeting. The current completion budget is expected to be between £25 billion and £26 billion which demonstrates a significant budget overrun. The variances between the actual and the budgeted amount have resulted mainly from the effects of the COVID-19 pandemic that disrupted the supply chain for materials and impaired labour availability. Moving into the future, the recommendation is for similar projects to have contingency budgets. This would ensure that funds are available to facilitate the completion of the project even after cost overruns (Daniel & Daniel, 2019).  
Another lesson is the need to identify the deliverables at every stage of the implementation. This allows for remedial actions to be applied immediately after gaps are identified. The goal is to ensure that the errors of overruns in one implementation phase do not escalate to other stages of the project and ultimately affect the entire budget (Daniel & Daniel, 2019). 
[bookmark: _Toc133564588]Conclusion
As one of the largest contributors to carbon emissions in Europe, the implementation of the Hinkley Point C project in the UK is opportune and will draw numerous benefits to the UK population. Although the budget and the timelines have surpassed the initial plan, the completion of the project will overcome this drawback and the incidental negative effects by creating several benefits. First, the project will reduce aggregate carbon emissions in the United Kingdom by ensuring that over 6 million households have access to nuclear energy. This will account for about 7% of the total demand for energy in the UK. 
Further, the project is a success for the UK’s energy sector because it will increase the overall supply of energy in the UK. Ideally, an increase in supply coupled with a downward trajectory in the demand for energy in the UK will induce a decline in energy prices. It is also notable that the project has created numerous benefits during the implementation phase by creating employment, sponsoring education programs, and on-job training at the plant. Accounting for the qualitative and quantitative effects of using nuclear energy, it is arguable that the strike price of £92.5 is competitive compared to alternative sources of energy, primarily because the alternatives increase the social and economic costs associated with carbon emissions. These benefits will trickle to the consumers since the contact shields the consumers from bearing the cost of the budget overruns. Overall, the lessons that are to be learned relate to ensuring that there is a contingency budget to account for unforeseen circumstances in the completion of the project. 
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