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Dear Sirs

A Call for evidence on the role of gas in the electricity market: May 2012

Introduction

ATCO Power is a world-class developer, construction manager, owner and operator of
technologically advanced and environmentally progressive independent power generation
plants. ATCO Power currently has ownership interests in almost 5,000 MW of power
generation facilities including the 1,000 MW combined cycle power station at Barking in east
London. Recently, through its participation in the Barking project, ATCO has evaluated the
potential for new build gas fired plant in the UK market and is able to provide an assessment
of the UK market from an Independent Power Producer (IPP) perspective.

a) What are the main strengths and weaknesses of gas generation in helping deliver a
secure, affordable route to decarbonisation through to 2010 and then by 2050?

The key strength of gas generation is that it is a proven technology with well understood
development economics and existing gas infrastructure already in place (pipes / LNG etc).
This provides a relatively low risk trajectory for “decarbonisation” in the medium and longer
term.

The key weaknesses are that on its own (i.e. without CCS) gas CCGTs only offers partial
decarbonisation and there is the obvious inherent risk of lack of fuel diversity if gas becomes
the sole source of generation. Gas supply is also likely to be predominantly from non
domestic sources and delivery infrastructure, local storage as well as a careful appraisal of
the geopolitical issues behind secure supplies will require careful appraisal at the national

level.
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The issue of security of supply for relatively short periods of gas supply interruption (hours
and days) can be partially mitigated by exploiting the dual fuel (gas/distillate oil) capability of
gas turbines. However, it is unlikely that currently proposed market signals will encourage
generators to install or maintain the necessary capability.

b) What roles can gas fired generation play in the future and what level of gas generation
capacity is desirable?

Technically, subject to ensuring the capacity of the infrastructure is adequate, there is
nothing to stop the UK being supplied by a 100 % gas fired generation. The issue is one of
the level of fuel diversity, price risk and security of supply.

If the Global and European gas market and delivery infrastructure is deemed to be physically
capable of delivering gas under all credible scenarios it becomes a question of price risk. The
UK storage capabilities are a key aspect of this consideration. Managing price risk is an issue
for gas suppliers and generators and this can be successfully done through commercial
contracts and the use of storage.

As the level of wind and other non-firm renewable generation increases gas fired generation
will increasingly be required to provide firm capacity; while some of this can be met by
higher efficiency combined cycle plant, there is also likely to be a need for more responsive
open cycle gas turbine generation.

) What are the key factors driving the economics of investing in new gas fired power
generation and how are these factors likely to change?

Given the high cost and the regulatory uncertainty around coal and nuclear plant, gas fired
plant is very much the option of ‘least regret’ in deciding which technology to invest in.

Currently, due to an excess of old coal plant which is due to close (over the period to 2016)
and older CCGTs, there is a surplus of generation plant on the system resulting in very low
spark spreads.

The coal plant will close in line with EU requirements and older CCGTs are gradually being
mothballed. Over the next 5 — 10 years this should result in a lower plant margin and spark
spreads consistent with supporting new build costs.

d) What barriers do investors face in building new gas generation plants in the UK? What
are the key regulatory uncertainties that may prevent debt and equity investors making
a final decision in gas generation and supply infrastructure?

The principal barrier to investment in gas fired generation at present is the uncertainty
surrounding the spark spread and a station’s forecast revenue. The capacity mechanism will
provide greater certainty as regards the revenue stream. In addition, the Emissions
Performance Standard (EPS), which will effectively force the closure of another tranche of
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coal and older gas plant, thereby reducing the plant surplus; this will have the potential to
remove some of this uncertainty. The magnitude and longevity of the capacity mechanism
will be key factors in determining its success.

e) Are there any other policy issues that need to be addressed beyond the Government’s
proposals for the capacity mechanism and the Emissions Performance Standard {EPS)?

The present position regarding the requirement to build carbon capture ready plant needs
to be addressed. New gas plant, that can achieve the EPS limit of 450g/kWh, is protected
until 2045 and so there should be no need for plant built under this regime to be carbon
capture ready as well.

The position regarding highly flexible open cycle plant also needs to be clarified. The
statement that the EPS will be applied on an annual basis, permitting open cycle plant which
operates intermittently to exceed the limit on a short term basis, is welcome. However, the
Environment Agency’s position that open cycle gas turbines are not Best Available
Technology needs to be clarified.

f) Given a continuing role for gas and the potential increased volatility in gas demand to
what extent is gas supply and related infrastructure a barrier to investment in gas fired
generation? What impact will unconventional gas have on the case for investing is gas
generation and the supporting infrastructure?

Currently, with our limited experience we are not aware of a national constraint in terms of
gas infrastructure. Depending on the overall percentage of gas in the national fuel mix, the
capacity of the delivery infrastructure, as well as the storage would need to be tested against
a range of scenarios. The introduction of unconventional gas in the UK will improve secu rity
of supply and certainly have a downward influence on gas prices potentially improving the
economics of new CCGT build.

Yours faithfully



