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ENERGY DEVELOPMENT’S DETAILED RESPONSE TO

THE

ELECTRICITY MARKET REFORM CONSULTATION

Y/N

SPECIFIC COMMENT

EDL's preference would be for the
Renewable Obligation (RO) to
remain in place. We do not concur
with the view that the lack of
delivery to date of low carbon
capacity is solely due to the RO.
It is also a function of restrictions
in the UK planning system, grid
connection issues and more
recently the worst financial crisis
for over 70 years.

Provision and deployment of
sufficient low carbon generation
for future UK needs will require a
coordinated policy to address
fiscal, planning and grid
connection issues.

The proposals put forward have
the effect of removing significant
elements of wholesale price risk
and replacing these with a
political risk of price setting.
There should not be a movement
from financial/market risk to
political risk. Investors
understand market risks but are
very nervous of uncertain long
term political support. These risks
have been underlined by recent
actions taken by European
governments.

If we must move away from the
RO - and EDL would prefer that
the RQ remain in place to
maintain investor confidence -
any replacement mechanism
must be durable, robust, on no
less favourable terms than the RO
and quickly cement investor
confidence.




UK security of supply risks will be
addressed with new centralised
nuclear capacity, the bringing
forward of new de-centralised
renewable capacity and new grid
interconnector capacity between
the UK and stable European
countries.

The most significant short-term
security of supply risk is any
hiatus that may arise in the
period before the EMR is
introduced and how the RO and
EMR co-exist. This together with
any early changes to the EMR
would again undermine investor
confidence and may undermine
the amount and timing of
additional low carbon generation
and new grid interconnector
capacity.

By their very nature FIT
mechanisms swap financial risk
for government risk. Investors
and lenders have got comfortable
with market based financial risk.
The prospect of the EMR s
already slowing down the
development process under the
RO both from a lender and
investor perspective. Government
intervention in FIT tariffs in
Spain, Italy and more recently
evidenced by the solar review in
the UK de-stabilise the whole
market.

The RO has been very successful
in providing a priority route of
despatch for renewables
regardless of technology through
the obiigation on suppliers. It has
also encouraged
supplier/generator engagement
and provided intermittency and
locational price signals. All of the
FIT proposals ignore these
impertant points.

For intermittent renewables such
as wind, it is vital that priority
despatch is maintained. De-
linking from a market based
mechanism could stifle innovation
and development of broader




technologies. A return to the
NFFO type tendering process
should be avoided, the NFFO
process was jarred, dislocated
from the wholesale market and in
NFFO 4 and NFFO 5 failed to
deliver significant amounts of
capacity.

CfD’s are widely available for
mitigation of financial risk for a
number of commedities and
products. The success of these
rely on transparent independent
markets and procedures and
settlement processes. It is
therefore difficult to see how a
‘one size fits all’ FIT CfD policy
will work in practice.

We do believe that the market
is/would be prepared to provide a
CfD for political risk/substantial
change in government policy.

In the absence of a clear market
linked traded price, we would
prefer a Premium FIT, with which
each generator could then enter
into a separate 3" party CfD if
required.

Under the RO, most generators
and financiers have been
comfortable with long term
electricity price risk and there are
various centract structures and
other products available to
ameliorate this risk, if required.
The market is mature and already
offering CfDs. Many developers
have trading strategy skills in-
house.

To date, we don't believe that
long term price risk has been a
significant factor in the delivery of
low carbon generation projects.

There is a small financing
advantage of bundling electricity
price with a CfD, as a lender
would treat this as fixed rather
than variable revenue.




It is important to maintain the
generator/supplier dialogue which
has evolved. For the balancing
and settlement market to work
effectively these parties cannot
work in isolation. Price signals
help existing and proposed plants
to maximise flexibility and
location for the low carbon
technologies that are able to do
so. Of the 3 FIT options proposed,
only the premium FIT addresses
these concerns.

EDL has recently completed a
strategic review and is actively
contemplating significant UK
expansion into additional low
carbon generation. Our analysis
suggests that Baseline hurdle
rates (independent developer) for
Onshore wind are more like 10-
12% and Biomass 13-15%;
significantly greater than those
used in the DECC/Redpoint
Analysis.

Also, the indicated discounts in
IRR of moving to the fixed and
CfD arrangements (i.e. how
lenders treat fixed and variable
revenues within an overall debt
package) appear to be
overstated.




The threat of moving away from
the RO to a FIT arrangement has
already affected investor/lenders
short term view, primarily
through the lack of bankable PPAs
from electricity suppliers awaiting
clarity over how the RO and FIT
will interact. This, in turn, has
significantly slowed down the
financing of such projects until
greater clarity emerges. A
number of low-carbon projects
will not therefore be able to reach
financial close and wil stall until
such time clarity is provided on
the government’s proposals and
confirmation that they are at least
as favourable as current
arrangements. Again, this
potential hiatus is and could
continue to have a significant
impact on timing and overall
capacity delivered.

Both latterly with the RO and in
FITs in other countries, there is
significant interest in asset
ownership from pension funds
and infrastructure funds. It should
be noted that this type of investor
is only interested in operational
assets with a track record and
would require other parties to
carry the development risk and
develop such projects.

The premium FIT is the closest
option to the system currently in
place in the market so it may
inspire more confidence in
investors.




Through the requirements of the
RO, suppliers have had to develop
effective relationships with small
and large renewable generators of
different technologies. Through
the suppliers’ primary
requirement for ROCs, the
intermittent nature of the
generation and balancing of the
electricity purchase became a
secondary concern. Under the
proposed FIT schemes {except
CfD) some immature and
intermittent technologies could
have the value of their electricity
heavily discounted.

There is the possibility of the
system favouring the vertically
integrated utilities and becoming
prejudiced against small
independent developers and
generators inhibiting enterprise
and product development.

We do not believe that the
whaolesale market currently lacks
liquidity. As suggested above we
do not favour a FIT with CfD. The
market continues to provide
various transparent and
independent reference prices both
for forward baseload power and
power sold.




FIT must be paid on output
(MWh} produced rather than
availability to despatch. Not to
do so would further erade the
price signals to the generator.

Payments on availability are
expensive to the customer and
tax payer, open to gaming and
the reward for ‘good’ generators
is broken.

EDL has no comment on this
point.

EDL has no comment on this
point.

EDL has no comment on this
point,

EDL has no comment on this
point.




EDL has no comment on this
point.

The emissions arising from
biomass fired electricity
generation should be treated in
accordance with agreed
sustainability criteria and in
particular the renewable nature of
the biomass fuel fired.

Existing coal fired plant could
provide useful back-up (last
resort capacity) and safeguard
until new nuclear plant is built
and operational.

Adequate reserve capacity,
whether generation, demand side
reduction, interconnection and
storage will be essential given the
higher volumes of intermittent
generation (predominantly wind)
that are likely to arise. Reserve
capacity owners should be
adequately compensated for their
flexibility in providing this service.

A properly targeted capacity
mechanism which involves,
generation, demand side
reduction, interconnection and
storage should not have an
overall material impact on
wholesale prices, but should help
out by smoothing and limiting
price peaks and toughs.




The existing Short Term
Operating Reserve (STOR)
mechanism has proved to be very
effective and works well. An
extension of this scheme with a
central body continuing to hold
the responsibility is preferred.
There is neither need nor good
reason to alter something that
works well.

The preferred package will result
in demand-side response, storage
and interconnection playing an
integral part in a more flexible
and dynamic system.

An incentive to encourage small
scale blomass peaking plant
preferably from indigenous
supplies should be encouraged.

Again, extension of the existing
model of economic despatch
would be preferred.

A locational element to capacity
pricing would encourage demand
side response and generation
within areas where they would
provide most benefit to the
system.

As already stated our real
preference is not to change from
the RO.

But given the options, our
preference would be for carbon
price support, premium feed-in
tariff and capacity payments as
this would send generators the
appropriate market based
electricity pricing signals and
additionaily reward their low
carbon nature. Capacity
payments will drive the market
towards provision of a more
responsive and dynamic system.




Please see answer to Q26.

By their very nature the
transmission and distribution
networks are inextricably linked
and cannot operate in isolation. A
properly designed capacity
mechanism should ensure that
demand side reduction and
reserve generation can also
provide a valuable contribution at
distribution network level albeit
on a smaller scale,

Please see answer to Q26.

FITs with CfDs have not been
requested /welcomed by the
majority of low carbon
generators. It would be much
easler to introduce and operate a
premium FIT and those
generators that require power
price certainty can secure a CfD
from a 3rd party.

The main risk is that this further
change causes major apathy in
the investment community. Credit
committees of major banks could
move favourably towards other
technologies as a resuit.




The NFPA on- sale auctions for
NFFO contract cutput do
demonstrate that auctions can
deliver competitive market prices
that appropriately reflect the risks
and uncertainties of differing
technologies when linked to the
openftraded market. We are not
sure that this type of process
would work so effectively if it
were the government buying the
power rather than the suppliers
bidding in competition.

Tenders take away the
operator/market interface and
can distort/eliminate the trading
risks and costs around differing
technologies.

The original NFFO project
tendering process was jarred,
flawed and inflexible. It led to
many developers, who didnt have
all of the project information
rights/consents, submitting
artificially low and spoiling bids.
This specifically caused the slow
delivery of NFFO 4 and NFFO 5
capacity.

The market has and will continue
to value the power output from
low carbon projects in terms of its
intermittency and balancing
risk/cost.

Low carbon generators should
continue to receive market based
values for their electricity and
receive additional payments for
their low carbon contribution
through the proposed carbon
support mechanisms.

EDL has no comment on this
point.




We firmly believe that electricity
market isn't distorted by the RO
incentive. As this mechanism will
be replaced our preference of a
premium FIT has a fundamental
link to the market and less
potential for market distortion.

It is Imperative that investor
confidence is achieved and
maintained through the
implementation of a durable low
carbon incentive scheme.

Please see answer to Q36 below.




As we already hold and operate
contracts under both the NFFO
and RO regimes we are very keen
to seek early clarity on how these
schemes will operate under the
proposed FIT in the future. Our
preference would be:
¢ Up to introduction of the
FIT, all new projects
would accredit under the
RO and those rights at
the time of accreditation
grandfathered for the 20
year term of support.

e From the introduction of
the FIT until 1% Apri}
2017 the generator has
the choice of accrediting
new projecks, or NFFO
projects which terminate
during that time under
either the RO or FIT.
Again any projects
accredited under the RO
would retain those rights
at the time of
accreditation
grandfathered for the 20
year term of support.

e For the small number of
NFFQO contracts which
terminate after the 1
April 2017 the generator
has the choice of
accrediting new projects,
or NFFO projects which
terminate at that time
under either the RO or
FIT. Again any projects
accredited under the RO
would retain those rights
at the time of
accreditation
grandfathered for the 20
year term of support.




EDL does not have a firm view on
these proposals but suggests that
any reviews are undertaken at
appropriate intervals and not
subject to constant and knee jerk
change as this would continue to
undermine investor confidence.

Any reviews need to be clear,
consistent and timely. Any signals
need to give certainty not cast
any doubt.

Our preference would be for a
continuation of both target and
headroom as this would continue
with the parameters that the RO
was designed to deliver.




