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REA Draft Response to BEIS’ Call for Evidence: Enabling a High Renewables, Net Zero Electricity System
Maintaining growth in renewable deployment to meet net zero targets
1. How is the industry currently approaching developing renewables projects without CfDs? In what ways might non-CfD backed projects obtain revenue from wholesale and other markets, and secure investment?
The subsidy free part of the power industry currently relies on corporate Power Purchase Agreements (PPAs). These depend on getting a good PPA from a bankable offtaker. Developers need a long-term stable company to partner with. One of the things government could do to enable this market, for instance, as is done in Norway, is to underwrite the offtaker’s side in agreements. So that, for instance, if the original contractor is unable to continue buying the power in a certain period of time, such as after 5 years, the Government will step in and buy the power. PPA’s are unsuitable for standalone energy storage plants, as much of the revenue (and consumer value) from energy storage comes from optimizing the time at which energy storage provides power rather than the power itself. Government could also better support renewables by directly buying more power from renewables – the Government is the biggest purchaser of power in the country and should use that purchasing power to support our energy transition to Net Zero.
Some developers can also secure funds through other routes such as pension funds – however such investors are usually very preferential to income streams that will provide stable and secure returns, so Government underwriting PPA’s would encourage investment. In addition, pension funds have specific rules precluding investments in renewables, which if reformed, could help open up the market. 
Non-CfD backed projects also obtain revenue from ancillary services and balancing markets. However, the case for investment based on a revenue stack is limited by restrictions on contract duration under article 6 EU 2019/943. There is also an increased risk associated with the commercial frameworks for the procuration of these revenues, which are fairly new, and procurement discontinuation precedents. Balancing market revenue is also prone to volume risk.
2. What do you consider to be the effects of increased low-carbon deployment on future wholesale power prices and renewable capture prices?
The future wholesale power price is forecast to be much lower than today due to the significantly lower running costs of renewable generation compared to fossil fuel generation. This is a significant benefit to the system overall. 
However, there will also be greater price volatility due to the system relying on higher levels of variable generation. This will mean that renewable generators’ revenue is more vulnerable to price troughs. Renewable capture prices are likely to be low. 
[bookmark: _Hlk65507194]See the below graph from AFRY:
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Some things to note:
1. A mix of technologies is needed, note large amounts of solar would do the same to the solar weighted reference price
1. There is value in additional revenue streams to wind at times of low prices which would bolster wind capture prices e.g. from longer duration storage 
1. We are not detracting from onshore wind, it is clearly a low cost low carbon technology and an important part of a zero carbon energy mix 

The associated thinkpiece is:
https://afry.com/en/newsroom/news/renewables-support-costs-pot-1
3. How viable will investment in new renewable projects based primarily on wholesale prices be in future? Could this investment case be supported if there was more extensive deployment of flexible assets such as storage?
There will be a continued need for a CfD mechanism. Small-scale renewable projects can be financed to some extent, by equity. However larger-scale projects are likely to find development challenging without CfDs due to the reluctance of lenders and the risks of relying on the wholesale price and ancillary and balancing services revenue.
Clearly, much more energy storage is also needed – this will improve system stability, while also enabling energy storage operators to optimise the times at which they release electricity on to the grid. Energy storage also reduces grid reinforcement costs. Co-location of energy storage with renewables therefore increases the financial viability of a site and its investment case.

4. How much longer after the 2021 allocation round should the current CfD be used? Is a price based on a short-run marginal cost market the most effective basis for a long-term renewables contract?
The report from the Laura Sandys-led ‘Re-Costing Energy’ project examines this issue. This concludes that there is a need to move to power as a service, rather than only valuing the KWh produced (REA was a sponsor of this report). More value should be placed on supplying power at the right time. The capital costs of some renewable generation projects are high, while running costs are very low, and so with a lower wholesale power price, more financial incentives (and the removal of disincentives) should encourage supplying power at optimal times for the grid. 
5. [bookmark: _Hlk65505168]Are there any changes or alternatives to the wholesale market that might facilitate merchant deployment?
As discussed in our response to Question 1, the Government should consider underwriting corporate PPAs to reassure investors who are considering entering into a PPA.
The Government should also consider how salami-slicing of cotnracts could be avoided for energy storage and consider creating a new subset of long-duration contracts of at least 15 years to provide investor confidence. OFTO rules that actively prevent offshore wind farms benefitting from storage should be changed. The Government could also consider providing support for first-of-a-kind commercial plants to defray financiers' "technical risk". When inviting tenders for services, the Government could consider doing so on a matrix so each plant can propose all the services that they can provide profitably.
6. How can market participants be encouraged to provide contracts to secure low cost investment in renewables?
As previously discussed in Questions 1 and 5, the Government should consider underwriting corporate PPAs to encourage investors to aid confidence in contracts, and should also consider other items discussed in our response to Question 5
Ensuring overall system costs are minimised
7. How could intermittent renewable generators change their operating or investment behaviour to respond to wholesale price signals?
The market must accelerate the growing levels of investment in energy storage and flexibility, at standalone, new and existing sites. This will enable renewable generators to gain maximum financial reward by delivering power to the grid at the times when the electricity supplies to the grid are low relative to demand, and likewise will enable energy storage providers to take energy off the grid at times when electricity supplies to the grid are high relative to demand, and sell it back at a higher price. 
The OFTO scheme could also be amended to enable renewable generation to benefit from onshore flexible assets.
REA uses the term ‘variable’ rather than ‘intermittent’ renewables, as the variation in supplies can often be forecast and factored in to future modelling. 
8. What would be the impact on the cost of capital of introducing greater exposure to the market price for power?
Recent changes to balancing mechanism have made the troughs and peaks of balancing system costs much greater and have increased volatility. In the past, the balancing system did not see negative pricing, and power prices would never go up beyond a few hundred pounds. Nowadays, there are very high levels of fluctuation. A volatile balancing mechanism makes renewable generation much less attractive to investors. Overall, finance providers prefer investments to offer stable and predictable income, and anything that jeopardises this will deter investors.
9. In your view which of the potential options for providing increased exposure to market signals offers the greatest benefit to the consumer? Are there any other options that we should be considering?
Some consumers will benefit from an increased exposure to market price signals, as it will enable them to optimise use of smart meters and flexible technologies such as EV charging, and home energy storage. However, there will be other consumers, particularly those in fuel poverty and without access to flexible technologies, who would not benefit from time of use tariffs. Time of use tariffs are beneficial overall, however should be expanded carefully and should not be forced on consumers.
10. Should CfD generators be incentivised to account for flexibility and wider system impacts, and/or to provide balancing services to the system operator? How could this be achieved?
REA has previously released a paper in support of a Market Stability Mechanism. This would incorporate the wider system costs and benefits from renewable generation sources alongside the marginal CCGT costs and a carbon price. The CCGT plant element of a subsidy-free CfD strike price should be based on a series of credible projections of gas prices, and then fixed, rather than ‘freefloating’ on a variable basis as costs change. 
In principle, we believe this would be suitable, however the mechanism would need further development. Any mechanism allowing a more rounded cost to emerge for particular projects would be welcome. The OFTO scheme should also be amended as discussed in Question 7, to enable offshore wind operators to connect to the grid through onshore flexible assets.
Member input needed
11. Should the CfD mechanism incentivise minimum grid stability requirements (in CfD plants) to minimise system costs and help ensure secure and stable operation? How could this be achieved and what are the barriers?
As discussed in our response to Question 10, a Market Stability Mechanism within the CfD mechanism, should incentivise the provision of secure and stable operation and minimise system costs.
Member input needed
12. Do CfD projects receive the right incentives to locate in the optimum locations?
Arguably no, as the CfD purely incentivises location based on price alone. However, to consider other factors major system changes would be required. These would need to give any locational signals apart from the cost of power. Locational signals are, however, already reflected to some extent in the grid connection and use of system charges that developers pay. Therefore, some grid connection and usage signals are already built into the system. REA would be interested to see the Government explore this further. 
13. Are there actions which Government should consider, outside of Ofgem’s current electricity network charging reviews, to help incentivise efficient market behaviour regarding the location of renewable assets?
REA would support a ’System architect’ model being deployed to help provide strategic oversight of grid network planning.  Some countries, such as in Denmark, have a system architect to develop the grid network, which proactively identifies where renewables work best and then designs the grid around them. REA would see merit in exploring this approach in the UK. Under such a system, grid reinforcement happens in advance rather than after the fact. To reduce the costs of infrastructure development and ensure effective use of our natural resources, the UK needs more advanced proactive planning of the grid-system, taking a whole systems approach.
14. Should the CfD do more to enable the sustainable growth, cost reduction and competitivity of UK supply chains and how could this be achieved?
Supply chain plans are an existing mechanism which perform some of this work. For the most part, however, these apply to offshore wind and the Government should consider whether this should be expanded to more projects. This could help to further develop the UK skill-base and encourage growth along the supply chain in the UK.
The Government should also look at options to accelerate the development of flexible assets at all scales, from (but not exclusive to) EV charging and batteries in the home, to grid-scale batteries, to large-scale, long-duration energy storage. Developing this industry now, through tax support, removal of regulatory and market barriers, creation of a new market mechanism for longer-duration energy storage, and direct investment where appropriate, will be vital to encouraging the growth of UK supply chains in this area.
Supporting and adapting to innovative technologies and business models
15. What are the benefits of renewable projects using multiple low carbon technologies or being co-located with low-carbon flexible assets? Should the CfD support these projects and why?
There are lots of benefits to such co-located sites. Such sites bolster grid stability, and can access extra income streams. However, location of the assets is important in maximising these benefits. Location has an impact on the potential revenue from flexibility services and delivery of stability services. Sector coupling applications involving electricity/heating/cooling can be very location-specific and can operate most effectively near industrial demand centres. oOne problem that is faced by co-located sites is the so-called ‘salami-slicing’ of contracts, and if the CfD were to support sites that would be a step to removing this barrier to wider development of co-located flexible assets and renewable generation. 
16. What are the benefits of projects with assets in different locations, including projects paired with flexible assets? Should the CfD support these and why?
Projects which use hydrogen electrolysers alongside off-shore wind, could possibly deliver good system benefits, but this area needs to be developed further. 
Member input sought
17. What changes would Government need to make to the Contract for Difference regime to facilitate the coordination of offshore energy infrastructure, what would be the benefits and costs of making them, and could there be a similar case for other renewable technologies?
Member input sought
19. What role could international renewable projects play in our future generation mix in GB? Are there benefits to supporting these projects with government schemes and how could this be achieved?
REA does not favour the idea that the UK should offer CfD contracts to international renewable projects at this time. Under this idea, the area where a site is developed would not receive the benefit of the power generated. Furthermore, the UK would miss out on tax revenue streams from the projects such as business rates, and would also lose the job growth benefits.
There are also political challenges for the UK and for ‘host’ localities associated to such projects, similar to those around interconnectors. For instance, if a renewable generation plant is developed in a neighbouring country to the UK, to supply power to the UK, but the wider region is experiencing an extreme weather event, all regional countries are likely to be experiencing similar pressures if they are all transitioning to Net Zero. This could put a plant in the host country in the position of supplying power to the UK, while the country in which the plant is located is experiencing a sharp drop in supply. The pressure would be to supply the locality rather than UK, therefore putting pressure on UK supplies and creating political tensions in other countries, neither of which is desirable. 
20. Should part-built projects continue to be eligible to compete for CfDs after the fourth allocation round? Are we considering the right implications and what are your views on these?
REA’s view is that part-built projects should be able to participate. Much of the costs of the project may already have been sunk, and developers have taken on financial risk, while valuable grid capacity has been allocated. This is a waste if that capacity is unused, and it seems reasonable that such projects should be permitted to bid in. However, we acknowledge that such projects would be likely to have a lower cost within the auction than those starting from scratch, which would give them an advantage in the auction and make such projects much more likely to be successful. The Government should carry out scoping work to identify how many such sites there are, and what the impact of inclusion in the auctions would be, as there is currently limited data on this.
21. Can cost savings be achieved by developing extensions to existing projects, if so, how great are these cost savings, and what is the justification for these projects being supported through CfDs or any other government mechanism?
Cost savings can certainly be achieved by developing extensions to existing projects, by using existing grid connections and infrastructure. Permitting extensions to participate in the CfD auctions would present more opportunity for financial efficiency for both developers and consumers.
Member input sought
22. Similarly, can cost savings be achieved by repowering older projects, if so, how great are these cost savings, and what is the justification for these projects being supported through CfDs or any other government mechanism?
Yes, cost savings can be achieved by re-powering older projects as developers will often still own or lease the land and existing infrastructure is in place. It is logical for developers to use such sites. However, there are still significant upfront costs to repowering as developers need to pay for the new equipment and associated infrastructure replacement, where appropriate. Like part-built projects, on the whole these would tend to be cheaper than new build projects, so Government would need to consider the impact on competition within the auctions, on prices, and consider which pots would be appropriate for such projects to bid into.
Member input sought
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