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Data centres may pump out plenty of heat, but they could also spark new flexible 
energy generation – rather than simply draining an already stretched system. 

Whether it’s Google, Microsoft or Meta, the media is full of stories about the next 
‘hyperscale’ data centre planned for the UK. Late last year, the Daily Telegraph even cast 
Energy Secretary of State Ed Miliband against Prime Minister Starmer, suggesting the PM 
wanted to push ahead with a new Teesside hyperscale DC on land earmarked for a major 
low carbon hydrogen production (LCHP) project supported by Miliband.  

A Westminster dust up? 

Miliband looked to be on solid ground: bp’s LCHP application sat within the Development 
Consent Order (DCO) regime, designed for Nationally Significant Infrastructure Projects 
(NSIPs). If approved, the land rights and compulsory purchase powers linked to the DCO 
would have overridden anything available to the emerging data centre proposal. In the 
end, the clash never came – bp withdrew the hydrogen project before the Secretary of 
State’s decision date.  

Given Teesside’s distance from both an existing Internet Exchange Point (IXP) and any 
major population centre, a hyperscale DC there would almost certainly have focused on 
AI ‘training’ rather than AI ‘inference’ or broader cloud services; and because the 
Government hasn’t distinguished between these AI functions in its push to position the 
UK as an ‘AI Superpower’, the project still aligns neatly with that ambition.  

Lock down without Netflix? 

Data centres are already classed as Critical National Infrastructure (CNI), following a 
lastminute Government decision before the Covid19 lockdown to ensure data centre 
staff could keep working – a move most of us would agree kept the nation sane when 
everything moved online.  

More importantly in respect of planning, the Government is now considering allowing 
data centres to be designated as Nationally Significant Infrastructure Projects (NSIPs), 
enabling the developer to request the application be determined under the streamlined 
DCO consenting regime. 
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Low carbon or speed to market? 

Government has reportedly received around 200 applications from local authorities 
hoping to host an AI Growth Zones (AIGZs) under its AI Opportunities Action Plan.  For 
data centre developers and operators, finding a site that stands a good chance of 
securing planning consent is mission critical. Whether via a DCO or the Town & Country 
Planning Act (TCPA), the path is likely to be smoother if the project sits within one of the 
forthcoming AIGZs. 

In terms of power supply, access to low carbon electricity is certainly desirable, but 
power supply reliability trumps all other criteria. This is followed by timely 
commencement of supply, then cost and finally carbon emissions. For data centres 
directly badged as Meta or Microsoft (which most ‘co-locator’ hyperscale data centres 
are not) clean energy may rank higher, but even then, there’s a wide spectrum of what 
qualifies as ‘green’.  

Can you build me an island? 

Long grid connection delays in the UK are a familiar story. Whether the newly formed 
National Energy System Operator (NESO) can meaningfully accelerate things for fresh 
applicants remains unclear. And with Gate 2 offers from the ‘Gate Two to the Whole 
Queue’ (G2TWQ) process only having just landed, the first Gate 2 window for new 
projects is facing a similar lag.   

It’s no surprise, then, that some data centre developers are exploring ‘islanded’ power 
solutions – running data halls entirely on onsite generation until a grid connection finally 
arrives. As a result, National Grid Gas and the regional GDNs are reported to have been 
inundated with speculative enquiries for gas connections to support onsite gas fired 
power generation.   

It’s an intriguing opportunity, but our market engagement indicates a tough reality: to be 
bankable, hyperscalers would demand N+2 onsite generation redundancy at the very 
least. This level of overbuild quickly erodes the appeal, even when factoring in behind the 
meter (BtM) benefits. Add to that, the need for combined cycle operation to secure a 
suitable Environmental Permit for running baseload, further inflating Capex, and the 
proposition becomes even less compelling.   

 

Unless onsite generation forms a core pillar of the overall data centre business case, this 
model is likely to remain niche rather than mainstream.  
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Cannibals or creators? 

The standard approach for a DC operator, which considers itself (or its clients) to be 
suitably ‘visible’ to customers and/or the public is to procure a standard green (or 
‘renewable’) power purchase agreement (PPA). On rare occasions, these deals include 
some temporal matching between when power is generated and when it’s consumed. 
But most PPAs simply cover an annual (or sometimes monthly) volume of electricity, with 
no link to the actual timing of use or production.  

The problem? This does very little to create additional low carbon generation. PPA 
providers are usually simply packaging-up surplus output from existing wind farm’- power 
produced when the wider system is already awash with renewables. Meanwhile, a lot of 
the data centre’s real world consumption lands at peak times, when the grid is under 
pressure and fossil fuelled generation is often setting the marginal price.  

In effect, the data centre isn’t often acting as a catalyst for new low carbon power supply 
– it’s cannibalising system flexibility while claiming green credentials.  

What’s the backup? 

It doesn’t take advanced AI to work out that the current power procurement model used 
by data centres risks pushing up electricity costs for everyone else in the UK. More 
temporally correlated PPAs, ideally linked to genuinely new renewable projects, can help, 
but they’re only one part of the reliability puzzle.   

Alongside their grid connection, hyperscalers today usually depend on onsite diesel 
gensets to hit their reliability thresholds. Grid outages are rare, especially for firm 
connections, so these units sit idle most of the time. But when they do run, the result is a 
massive spike in CO₂ and NOₓ emissions, largely undermining claims of clean operation.  

A more forward looking alternative – one Progressive Energy is actively developing on a 
live hyperscale project – is adjacent hydrogen ready, gas fired flexible generation. This 
type of plant earns most of its revenue in the Wholesale, Balancing and Capacity Markets, 
but it’s able to switch to BtM supply whenever the DC calls for it.   
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For the data centre, this delivers multiple benefits:  

• No material upfront Capex tied up in diesel engines  
• No diesel related emissions  
• A simple ‘availability style’ payment to the flexible generation operator  
• And if the DC has a temporally correlated green PPA, it can switch to BtM gas 

generation during periods of high wholesale prices, adding a commercial edge to 
the decarbonisation story.  

The catch? The contracts are complex. Structuring the commercial, operational and 
availability arrangements between a hyperscale DC and an adjacent flexible generator is 
nontrivial. That’s why Progressive is developing a suite of contractual templates to take 
to market as part of a targeted project development initiative.  

New era or fossil future? 

In most locations, backup power for DCs will initially come from natural gas. That reality 
isn’t going away overnight. But it can be partially decarbonised by linking to virtual Gas 
Purchase Agreements (GPAs) with biomethane producers—an option Progressive is 
already exploring.  

Over time, however, the real opportunity lies in the UK’s emerging hydrogen clusters—
most notably the North West via HyNet, and potentially the Humber. In these regions, 
backup and flexible generation can ultimately run on low carbon hydrogen, not fossil gas.  

The first wave of hydrogen to power (H2P) projects will be supported through the 
Government’s new H2P Business Model, before folding into the existing Capacity Market. 
The role of H2P is clear:   

• Bolster overall system resilience; and  
• Provide flexible generation to keep the lights on when wind and solar don’t play 

ball.  

For data centres, H2P offers something even more tangible: an end to dedicated diesel 
backup and all the associated emissions, Capex and reputational baggage. Instead, they 
get clean, dispatchable resilience right next door.  

In short, hydrogen enabled backup power isn’t just a decarbonisation story, it’s a win-win 
pathway for both data centres and the wider energy system.  
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How Progressive can help 

Progressive sits at the intersection of energy, infrastructure and decarbonisation.  We 
have a deep understanding of both the operational realities facing infrastructure 
companies and the systemwide pressures shaping the UK power market.  

Our work with industry, including utility providers and infrastructure investors shows that 
resilience, flexibility and carbon reduction don’t need to be competing priorities. They 
can be engineered to work together.  

Alongside project development, we provide advisory services in:  

• Designing bankable, behind the meter flexible generation solutions.  
• Structuring temporal correlated PPAs and GPAs that genuinely add renewable or 

low carbon capacity rather than simply rebadging existing supply.  
• Navigating planning, permitting and grid connection pathways, including under 

the Town & Country Planning Act (TCPA) through local planning authorities and 
Development Consent Orders (DCO) for nationally significant infrastructure 
(NSIP).   

• Developing contractual frameworks that unlock new commercial models 
between developers and flexible generators.  

Our aim is straightforward: to help data centres become creators of system value — not 
accidental consumers of it.  

If you are interested in hearing more, we’d be happy to share our insights and help shape 
solutions that are commercially robust, futureproof and aligned with the UK’s evolving 
energy system. 

Please contact us if you would like to discuss our work in more detail. 
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