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Dear Mr Bﬁéﬁey
Consuitation on Elaciricity Market Reforin (EMR)

Thank you for the oppoidunity to comment on the Qmmmt’#-pmpaaaixta refortn the slectriclly market
& meet the Gavemment's objactives to suiply reliable; lovi-carkior anid affondakis snaTgy. .

This Jetler forms part of our response and is sent on behalf 6f 2 numbier of ExxonMobil anties sctive i
the Uritad Kingdom. The Interests of these entities include the oil refining interasts of Esso Petroleum
Company, Limited, the oil and gas exploration, production and natursl gas prooassing achivithes of Mobil
North Sea LLC. e ol and gas exploration, production snd natural gas processing activities ansratad by
others on behalf of Esso Exploration and Production UK Limited and e chemical manufaclufing

activities af ExxohMobil Chiemical Limited.

contractors. Within tha supply chain, over 2.000 companies previde goods and services 1o thoas
Exxonhobil entities active in he UK. These suppliers benafited fror our £33 LG UK operating .and
capltal expenditure lest ysar. In total our directand indirect tax confiibutior to the UK econonty.-was over
£5 billion in 2009, 2qiivalent to approximately 1% of total government tax revenue: '

Our conlribution t the UK sconomy is signifcant, Wa provide disct jobs for over 9,200 smployess sind

ExxonMobil has a major business prasenice I the LK. Werhave invested some €3 billion in e UK
atfshore oil and gas industry since First exploration in 1984,

We are the third largest prodicer in the North Sea, .

We contribute arouhd 26-30%. of the physical gas first sold an tha BB markat.

Our refinery at Fawlsy o Southamplon Wiater Is the largest in the country. ‘

We markst Esso and Mobil-branded products to arouind 1 million UK customers Adny Sirough 4
rietwark of nearly 500 service statiohs. ' ' A

1 1§ 3

consultation. Hawever, we would draw your attention Yo the first aBiachment f6 this lather which s, Eopy-
of the rasponse that we: fiave already sent fo HM Treasury in relstion 10 thelr separste (but related)
consultation. on carbon price suppart, The further aftachmant to this fesponse contains commans on
consultation questions raissd in relation 1o the other thres slements of EMR {FiTs, Capacity Mechainisis,

Befow we surimariee key poinis rom. our review of fhe dooumants assoclaled witlh lh& EMR

£P3).

*  We agree with the Governivent's assessmiant that the cuent market will unikely defiver tha lovals
of low. carbon Invesiment needed 1o achieve UK binding emvironmenial targets. Hewever, we aise
‘ses.significant risk in allempling to achieve these targsts throughi theproposed EMR.
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s We baliave that the Govemmant's affardability objective. may be compromised as punslumir Sosls
dm dm!t o foss of Jquidity in'the: whilesale marksty: (including gas). The mulliple Wmﬁuns'
s _ s, vﬁ& mm@ mm;ﬂaxi&y i !he mw, rovide & aigaiﬂmz ret.

, We m sk that certain slsmonts of EMR {FITs) colld resust in even lose
‘ -'mma&mﬂw%&saﬁamwmmmm%mmg

6 asibliity that Goverritwent can stbstantially increase the fall of low carbon investment.
Through s price support mechanism and this iy offer the simpiest, most tranaparent route.
to mﬂqﬁ@‘ investor confidence: by msuﬁhss a leval playing without which market fallurg risk.

. W aupport ini&aﬂvaa n ﬁavemm 0 mm ovedlopping policias. and. :mfam me n‘f
: huskt mmmam hmeam nmmam of

»  We beliave: mthwsmmammm :zmkwmwmmmammpa WWW
t0-tha polnt where invesiment -daciglon can be mads:  The mors policy cerainty
e kely invesiment will be. The various wpm mischarisms of

EMR may in m' mm revenus {price} risk, but wa believe the investment community could aleo-
sat EMR a8 represanting ai Incresige Ih policy risk: ‘As Govermnment. tself notes, technology, grid
BEOBGS, schion: planiing or lohg termy w&iiaﬁ!i?ty tigks fay be the itimate determinant of the

‘sUCGesE of Ay -mmvsdunl profect,..

Far these reasons Exxoniobil continuss 1o argue for the miniiun possible level of intervention, We
“support the: ¢ im#wmg  of the: mwmm at e caitopt -considering further

W CHP, we produce elec
_ v ra mialerisls
mn purﬁmahﬁg ﬁmm g

“Treasury and Department of Enerty e
"m Wpﬁﬁforgmummgmt t %m: as paxmf a GHP ma&ign

We thank you oncl ‘again for (he opporiunity to commant on-this consultstion and wousd weloome 8
“dialogue on the issues raised in ouUr response as.yous continus: o develop these proposals.

Yours mh’ﬂ

o T

Copied to
Richarg Sergeam (DEGE)

Robert Pollock _(HM Treasury)
alae, mammrms@,dwc geligonuk



ExxouMobil Respotse
Crront Market Arrangemeonts

1. Do you agres with the Government’s asseesment of the abiiity of the current markst to
support the nvestment in low<carbon genoration nsaded to mest environinentsl targots?

Wa agree with the Goveramant's asséssment that the current merket will uriikely defiver the.
levels of low carbor investment needed {0 achieve UK tinding environmental targets

We would question the. Sovermment's assessment of how investors make decisions ds the'
coisufiation appears to-sugges! that investors are mor driven by the shortterm rathar than
teking 4 lorig term view and therefors make poor dedisions. W balievs investors do take.a long-
term view-and:that It takes many years to develop a project to the point of 2 finat invesimant
dedsian, The more dertainty government can provide. in the reguiatory smvironment;: e more:
robust the Invéstmant tlimate, :

We are very concemed about the-multiple, complex and ‘overiepping mechanisme: proposed in-
tha consultation; investors may consider that 2 complax or ovedapping schetns of ruiss increases.
tha risk of further’ changes during e perked of thel Invastment, The proposals in the consultation
will potentialty put the investor in & position. of constanlly reassessing versus a moving target.
Furthermare. the praposed measiires do not addrass any of the non-price risks that investors face
in ralation to fechnology, construcion, planning and pubiic sccepiance.

2. Do you agres with the Governmiant's assestmiont of the futrd risks to the UK's secarity
ot alactriciy suppiles?
We would agrea that the riska to UK powar security are probably. higher in the medium tsm as
Europaan Directives (LGPD, [ED) forue substantial fossi fus! plant relirements whilst rapiacetant

povier is intended to be sourded substantially from new low carbion genenating tachnblogies:
The unceftsinty surounding the aveitabiiity and refiablity ‘of fulyre fow carbon projects @ik’
sreates sk for those Investors conslideing prvision of backup capatity or capacity lexibility,

In its own analysis the Government points 10 the gaises of futwe investient risk 6 being those
of poficy uncertainty an the one Rand slong with poor price signals' i ihe wholesals power market
causad by lack of Huidity and sransparency or The other hand. We agree that tese are the
“underlying causes fhat need 1o ba atdressed and bellevs“that they would be batisr deelt with,
through an avalitionary approsch to changes ity market dision, o '
Options for Desarbonisation

Carbon Price Support

This is tﬁ@ gubject of a separate HM Treasury | HMRC consultation. Readers of this conatitation
with spiscific commedts on the earhon piice suppor! mechkanism should cover these In & saparate
submission o the HM Troasury / HMRC ponsitatios.

Please refer fo bur submission o M M Treasury {attached)



Fogd-in Yariffe (inltad repoiass only)

‘3. Do you agree with the Govarnment's assessment of the pros snd cons of #ich of the
models of fead-in tarift gsm?
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Oftha Fﬂ' Jnpdels: ;:mawm n the conbuflation I would seam 10.us that tha Premiun FIT model
& Iiwaﬁmplasi i offers lnast immﬁ! o miarked iiq&.ddety wibillist the Fhod FIT i nctl:mpmptiata

. What do you sve a3 the advantages and dissdvantages. dmm&mxdm rlsits

fooer thn - o or isﬂ pller. to. u;m Goverament? In_particalar,

tmplications of removing the (long-tsrm} sléctricity price sk Fom generators |

amm e e '
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investors, tran J fisk Trom. gonerators 1o e Government (and tharefore consumerns) will
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8. Wimﬂ o you think: the different models oF FiTs Wil hawva onthe avaliabiiity of
finance for low-carbon stectricity generation investments from both hiew investors snd
uxigting the investor base?

Dlrect financlal help {fmm consumers) will of course imprave the prospects for investments of o

certaln risk proble; projucts thet dre siposad heavlly to technology. consirction. planning.
aperability s gomay w00 muctilass  Denafit from a soheme that provides onfy ravenue suppart.

10. How important do you think greater liqoidity In the wholesale market [a 1o the sffective
operation of the FIT with CID. modsl? What mm price ior ndex shosuld be used?

Wholeiale mmmm&wmammmgm revestor confidenice, and the efiactive
wmﬁmaftm(:ﬂ;!:"r ﬁmmmmamiamhpmrmmmmmmmw



“an ever raducing quantity of physicel power first soid on that murket, To the. éxtent that there is
less physical power first sokd into the market and fewer paticipating genarators, there will be Juss
churmi and total trade togather rastiting in less reflabie price tomiation

We ars concemed that the introduction of Fjﬁs ssams 1o have precedence over Ofgem’s task of
re-desighing the market for enhenced liguldity. We batlave that Gigem's oplions. For improving
market quidity should b reviewad as an integral part of the EMR activity.

11. Showld the FIT be paid on availalillity or output?

In reviewing the documents to addreas this quastion it was nol af all clear-io us how o interpret
“avaitability” in the Sontext of FITs paymint. We cin see that investors might prefer io sée tarilfs
paid on the basis of capacity avaliable 16 generate 80 thit & mare continEous revenue sieam i
avaliable to fifance & Joan. However we befieve that more work s requined i define what
avaiighiiity (o generate mssny for Intermitlent sturces. Does R rhean that the capacity of ‘o wind
Farm will be treated as available 1o ganerate everi when the wind is not blowing?

FiTs paid on eulpit would saem préferable ds they implisly include. incentives for spscations!
vailabliity and generation sfficiency.

Emisslons Performance Standardy

12. Do you agres with the Govsrament's assessmont of the impact of an smission
mﬂ:{mg:kc: standard on the degarbonisation of the eleciricity sactar and on seevrity of
supply

A8 wilth FiTs we are uncorvinced that EPS. i o necesvary or desitable stheme,

Emissions performance standards (EFS) are typically uséd in those sepiors whers smissicns are
eihenvise not very responsive to & carbon price signal betause-of market kimitstions (e.0. bullding
efficiericy). EPS are sometimes also used (o drive sighificant — but ot least-cost - emissions

reductions in sectors 6.5, 1 anspars through use of iofuels and vahicle eficlncy standards).

Currant logistatioh sequires nsw coal and yas firetd pawer to be sonsehisd on & Carbo Capture
Ready (CCR) basis and together with EU ETS and the proposed UK carbon price support thess
rapressnt clear and sufficient incentives for carbion smissians raduction. -

EPS is nok necessery now and could still e considerad at s fater. stags,

point of consent? How should the Govermmant detsrminie the scanomic s of a power
station for the purposas of grandfathering? 0 - e

EPS Is balng considared only v & hackstap 1o pravent new Rilly unabisbed cost plaat should other
machﬁnﬁsmsfaﬁhmmmpmf o o ' - ST

it a statutory right t0-sel a1 EPS wers 1o ba ingluded. we bafieve Sovermment should at iest allow
tisolf the flexiblilly 1o avold seiling of levels unti the need or conditians, 16r it basore clear. We
would agree that should an EPS ba introduced 1 should be aimad a1 new. plark. only and ot
existing plant, Economis life should be determined by cumpatitve market forces.



.-36. ﬁo you. agree . wili; ;M Gmmm‘s 9mmé package of whﬁm {carhon price
BUpport, Wa taditt (OfD or premium), emission parformance standurd, peak tapacity
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e, or ot leaist deiay the se o, any of the cther mechaniams unti the firice.
fioor hag had tima ta take elffsct:
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. _‘me eramgf Mﬁm reguiaion; the potentiel Wis crostes for uninndad

* T dsk that Fita become & mechanism far mg witinars and lnsers in the market, ending

with sugiport for Weaker operators or less efficient Technologies wiitet ‘st Wwestment is
driven out ofihé mmz,

*  The-sffects of the package on Clgemvs abllity o identify and implament desion changes
roquired 1o’ gnprove: iy in the wholssals powsr muarked, 0%& work' -sppess
disconnected friom EMR when an integrated approsch would make mors sense 1o us.



1. Do you have views on the role that suctions or tenders can play in seiting the privs for

2 fead-in tarff, compared 1o administeatively determined support fevels?

¥ia believe-that ail of the propased methos of setiing FIT suppart levals, including acctions or
terdiers, condain significand flaws: ; :

Typically @ suctassful auction relies on mulliple competing partes ofering/bidding for the
same product of service, The auction would in theory identlfy the most sificient projects
aithough of course there tan be. no guaranee that auctions will always roveal the: most
sificient projacts and some projects: may b unsuccessiul for reasons sntifely to do with {for
axampla) tack of time fo prepare for the auctions or gaming by other parficiparts. I the cass.
of naw tuclear we can ImaEgines thers aight be guestions as o whithey there is sufficien
competition In this sector i justily use oF auctions,

This approach also redniroduces much of the long-term price. uncerlainty that - the

Govarmiment is sesking ta. remove rough. the Inlroduction of FiTs, ss potenlial investors

must commit significant ime and resourcss 1 participating in an suction round befare thay

can form a long term view of & project’s. visbilty. As the Govemment righlly points -out,

Ws Introduce significant gaming dsks, and the NFFO Busiratas some of the issuss with
ie spproach, . . &

A tender process exposes the Governmisnt (and thersfore the donsumer) 1o the Ul

asynamelty of information: betwesn investors and the Government. Under this scunanio, the

.mw_ﬁﬁfs;mm paying the lowest bid, regardiess of whather all bids wete excessively
Lo slar with,

The isast problemetic option would seem 1o be thal the Govammenl sels support levels
brsed on enalysis of the fundurriedials of sach fechnology. The clvious risk-of this appioach
‘s that it requires the Govemment to hava access to a detafied and Up to dete undarstanding
of & ;mg of key date that Is relevaint to making accursle assessments of each projects

Thase ate. some: of the teasons why we helieve thet a Jess oomplex. approach would. be
prafarable, with carbon price supbod Introdised 25 the ‘soig irdarvention and with higher pricrily
being given fo implementing incremental market design ohanges: for improved . fiquidity and

intaropersbility with coatinerial Eurnpe.

32. What changes do you think would e necesssry to thé jnstitutional arvangerents in
tha sloctricily sector to support these market reforms? R R

Whgubeam thiat Ofgsin's worl 1 find ;mysx:f*kfﬁt’:{rw&nsﬁ_ qu;iditﬁ;'in mfmmmgm&
snould be givin greater siphasis and discussed as @0 intsgral part of the praposed slectricity
market reforms rather than in peraiiel with It: Ady reduction in the complexity of current alocirizty
market regulstions would halp atiract néw market snirants and invegiors, as weil a5 rediucing the
overheads of current players. Relatively simple changes such ds. aligning the UK electrictly
market seifement calendar with thet of continenial Ewrope would da much to redice beriers 10
trada in the UK electricily market and should tie a Turiher amea of focus..

33, Do you have s view-on how market distortion and any other uninterided consequences
of & FIF or a targsted capacity mechanism can be minimised?

fn our view, unintented corisequances and markel distortions can best be avolded oy iimiting
interventian 1o’ ktroduction of @ sultable for of carbion price support, whilst continuing the
important work on invrermental markel design menasures almed &t imoroving wholesale. murke!
lipuaiclity and clarity of price signels.






