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REA Finance Forum Meeting, 
Wednesday 6th July 2022
14.00-16.00
Virtual Meeting
	Attendees
Peter Dickson, Glennmont Partner (PD) (Chair)
Andrew Dougans (AD)
Charlotte ????
David Williams, Sero (DW)
Duncan Valentine, Almax Partners (DV)
Emmalene Mitchell (EM)
James Gore (JG)
Jason Woods (JW)
Nick Primmer (NP)
Roxanne Suratgar (RS)
Wayne Robertson (WR)
Guest: Kirsty Hamilton, UKSIF (KH) 
	Attendees (cont’d)
Frank Gordon (FG), REA
George Li (GL), REA
Mark Sommerfeld (MS), REA
Nina Skorupska (NMS), REA
Stan Fielding (SF), REA

Held using MS Teams

	

	
	
	

	14.00 - 14.10
10 mins
	1. Welcome & Introduction
	PD

	14.10 - 15.00
50 mins
	2. Policy updates affecting Energy Markets:
 a) British Energy Security Strategy
     i. Launch of Energy Security Bill
 b) Review of Electricity Market Arrangements
 c) UK Emissions Trading Scheme
 d) UK Green Taxonomy proposals – update
 e) Reminder of other changes since 1st Apr. 2022
     i. VAT reduction
     ii. Business Rate Changes
     iii. Boiler Upgrade Scheme & Building Stds.

	NMS/FG/MS

	15.00 - 15.20
20 mins
	3. REMA – REA Working Group
	FG/MS

	15.20 - 15.30
10 mins
	4. Innovation & International Support 
	GL

	15.30 - 15.40
10 mins
	5. Future REA Reports: ETRI 2022 & REview 2022
	NMS

	15.40 - 15.55 
15 mins
	6. Other REA Activities & General Discussion

	NMS/FG

	15.55 - 16.00
5 mins
	7. Closing Remarks

	PD/NMS


 



Minutes:
	
1. Welcome and general catch up

PD flagged apologies, gave introduction to context of the meeting and relevant macroeconomic trends, including energy prices and impact of war in Ukraine plus rising interest rates.

NMS provided introduction, handed over to FG for policy updates.

2. Policy Updates affecting Energy Markets
	
a. British Energy Security Strategy (BESS)

FG discussed BESS, published 7th April. It is UK Government’s response to war in Ukraine, in the context of unprecedented scale of fuel poverty exacerbated by significant inflation of energy bills.  BESS billed as acceleration of clean & affordable energy, but criticized by REA and others for not addressing the situation in the short term (Winter 2022/23). Focuses on nuclear, offshore wind, and hydrogen. Nuclear has an ambition of 24 GW by 2050, with a focus on smaller units, with intentions of a build rate of a reactor per year, which REA realistically wouldn’t expect to commence until ten years from now at the earliest. REA disappointed this has furthered the nuclear agenda and hidden behind headline support for clean energy. BESS also announced new North Sea oil & gas (O&G) exploration to commence in Autumn.  Majority of renewable focus is offshore wind, with some support for solar photovoltaics (solar PV). However, little detail on how to achieve the announced renewable ambitions. Focus on improving planning permissions, deadlines, and timelines for renewable projects. Some mention of geothermal and marine technologies. No mention of energy efficiency which would more effectively address fuel poor consumers. There was a recognition of the need to address grid capacity constraints. Confirmed appointment of an electricity networks commissioner. 

NMS flagged expectation that Holistic Network Design (HND) (that links off shore wind grid requirements with on shore grid necessities) as part of a broader Centralised Strategic Network Plan (CSNP) are expected to come out very soon from OFGEM.  FG continued with hydrogen updates described in BESS, which set an ambition of 10GW, with 50% from electrolytic hydrogen, though had some caveats on affordability for consumers.  New business models for hydrogen have been released. NMS added comment on role of REAL (REA subsidiary) in Green Gas Certification Scheme (GGCS), and ongoing work of integrating hydrogen into the trading scheme. FG described Hydrogen Investment Package (HIP), consisting of £100 million of funding for electrolytic hydrogen projects, in the form of Contracts for Difference (CfD). There is also the Net Zero Hydrogen Fund, consisting of £240 million of funding. REA has fed into all consultations in this area and engaged directly with civil servants. There are ongoing sticking points around third-party intermediaries and the selling-on of hydrogen, as well as the possibility of blending hydrogen into gas networks. NMS flagged REA campaigning around energy bills and affordability – opinion is that BESS will do nothing for this winter’s energy bills. Climate Change Committee (CCC) progress report published a few weeks earlier commented that there are excellent UK ambitions, but poor in putting forward effective policy to make things happen.

b. Launch of Energy Security Bill

MS discussed Energy Security Bill, which is not intended to announce new policies, but to provide the powers to implement a number of policies Government has worked on for a while. REA view was that it is good to see progress, but this Bill was never going to be ground-breaking. It does establish energy storage as a subset of generation, looks at how Distribution Network Operators (DNOs) can improve electricity networks for flexibility markets, formally announced Future System Operator (FSO), gave new heat network powers for local authorities, and carried over existing energy bills price cap arrangements. 

PD launched discussion, noted disappointment in financial markets for lack of support for investment in renewables, and increasing risk in markets; particularly coming from early days with support of Renewables Obligation. More risk with sale of power, and more technologically risky areas.

c. Review of Electricity Market Arrangements (REMA)

FG presented on REMA, which is about implementing reforms needed to drive net zero power system by 2035, fundamental to supporting UK ambition for net zero by 2050. Initial consultation expected soon, REA has formed a “Task & Finish” group for developing an REA response (see later in the Minutes). REA welcomed REMA process and consultation, but yet to see how specific details will fit with a range of other reforms across Ofgem. The REA are conscious of existing market commitments, such as capacity markets, CfD contracts, and flexibility contracts.

d. UK Emissions Trading Scheme

UK Emissions Trading Scheme (UK ETS) is UK form of carbon taxation, put in place post-Brexit and effectively a carbon copy of EU ETS, but only functioning in the UK market.  This is an important and very large consultation - considering every possible change to the UK ETS. Proposals included refining allowance caps, bringing new sectors into the UK ETS (which would include bioenergy, and therefore bringing in biomass sustainability governance arrangements into the UK ETS – currently based on a variety of support mechanisms).  REA has flagged that attention needs to be paid specifically to when new governance arrangements come into place, so as not to conflict with existing arrangements through support mechanisms.  Consultation also included a proposal on including Energy from Waste (EfW) sector by the end of 2030 – REA was supportive of this, but noted need to ensure the inclusion is well designed.  REA also supportive of inclusion of Greenhouse Gas (GHG) removals, so UK ETS rewarding negative emissions, though recognize that inclusion in the UK ETS isn’t sufficient for encouraging this market.  

WR asked question on expected timing of response. MS responded, expecting response earliest end of the year, expect into Q1 2023. Expect interim consultations on specific elements, for example Energy from Waste inclusion. 

JW asked about bringing EfW sector under biomass sustainability governance, and how this covers the biogenic and non-biogenic fraction of feedstocks. MS responded that this was a question in the consultation, and carbon price would effect non-biogenic fraction. Key engagement was around monitoring of this, REA responded promoting site specific testing for large sites, but with rule-of-thumb for small sites who will struggle more to afford frequent monitoring.

e. UK Green Taxonomy proposals - update

FG presented on UK Green Taxonomy discussions. UK Taxonomy draws on the conclusions of the draft EU Taxonomy proposals, which has included nuclear and natural gas in the “green bucket”, which has received a lot of pushback.  Main REA proposals are against including these two technologies as green in the UK Green Taxonomy.  Expecting consultation in the next few weeks. REA expecting to consider the classifications for Energy from Waste, composting, anaerobic digestion, GG removals etc. 

JG asked about using Taxonomy to support enhanced rates of relief in areas like Research & Development tax.  FG responded that Taxonomy has no linked support, it is intended as a signal to investors. Will indirectly feed into Government policy, but no specific support attached.

f. Reminder of other changes since 1st April 2022

i. VAT Reduction

MS flagged this as a significant REA win following years of discussions with Treasury, so this is for VAT reduction on energy saving materials, specifically a zero-rate for VAT on insulation. Also included are solar panels, heat pumps, biomass boilers, and other energy efficiency pieces, and includes labour and materials.  Not perfect, as REA would have liked to see energy storage included in its own right; but if built in conjunction with a listed material, such as solar panels, then can be zero-rated for VAT purposes. REA indicated it is continuing to challenge Treasury on this.

ii.  Business Rate Changes

MS described business rates as a long-standing issue because of how renewables are treated within plant and machinery orders: on-site generation and use is charged with high rates, eight times as high as exporting said energy to the grid. Saw many sites creating workarounds to avoid this issue. Government now see this as major barrier, and brought in legislation to provide relief for on-site generation (not zero-rated, just lower).  This is also a major REA “win” for renewable energy and clean technology deployment.

iii. Boiler Upgrade Scheme & Buildings Standards

Boiler Upgrade Scheme (BUS) seen as replacement to Renewable Heat Incentive (RHI), but set to deliver a much smaller scale of deployment, only 30,000 installations a year.  

Building Standards update is the precursor to Future Buildings and Future Homes Standards, which intend to ensure zero-emission homes from 2025, including no new gas boilers in new builds. Home Upgrade Grant providing some support for energy efficiency improvement but REA believe this is a very poor approach given the “Energy Bills Crisis”.  

3. REMA – REA Working Group

FG presented on REMA WG, consisting of 17 REA member representatives from across different technologies and focus areas. Intended to develop high-level responses, detailed consultation response, replies, and other advocacy activities. 

Proposals and draft consultation responses will be shared with wider member too, with a chance to feed in, but this focus group will allow earlier discussion with a core group of members.  Aim from REMA process is ensuring a system that prioritises renewable energy and flexibility, to enable viable energy market(s) that are able to deliver a decarbonised power system. NMS flagged this is most far-reaching review of markets for electricity since introduction of NETA in 2002 and will impact both heating and transport policy developments too. PD added that this is extremely important for Finance Forum as trading of power is the income stream for investments, and that inherent conflicts currently exist in the market, so in everyone’s interest to engage closely with the REMA consultation response process. 

MS outlined REMA consultation themes. Key question is, how do we design the wholesale market going forwards? Key points for discussion, and existing proposals, include:

1. Decoupling cost of electricity from the cost of gas, through:
0. ‘Green Power Pool’ and ‘Fossil Wholesale Market’;
0. Prioritised ‘Must Run’ market and ‘Firm Power’ market;
0. An ‘As Available’ Market and an ‘On Demand’ market.
1. Capacity adequacy:
1. Need for strong strategic guidance, queue management systems, and capacity market reforms.
1. Low Carbon Investment:
2. Public sector contracting commitments;
2. Government support for strategically important technologies;
2. Six monthly rolling CfD schedule;
2. Longer-Duration Energy Storage cap & floor mechanism.
1. Wholesale Markets:
3. Decoupling renewable & fossil fuel generation & pricing;
3. Energy as a service.
1. Flexibility:
4. Data sharing at DNO and TNO levels;
4. Centralised bidding market with established products;
4. Establishing range of flexibility contracts and lengths.
1. Operability:
5. Role of Future Systems Operator;
5. Distribution Network Operators to Distribution System Operators;
5. Ongoing Code reviews.

Pricing also discussed at different geospatial granularity (national, regional, nodal). REA didn’t at the time have strong position on market designs, and REMA WG will be discussing and developing REA position. 

MS went on to describe practical approach: REA could influence REMA development through the consultation, through ministerial roundtable, through civil service engagement, through a policy paper, and through an REA industry event – latter two depend on sponsorship. 

PD commented on a market design not just for new builds, but also to protect existing portfolio of generation and infrastructure. Mentioned conflict between ensuring low prices for consumers, while also recognising that remuneration for asset owners comes from higher prices.

NMS discussed engagement, which would be with the UK Gov Department for Business, Energy and Industrial Strategy (BEIS), Director of REMA, as well as the Minister through a roundtable (though there are new uncertainties (!) on Government Ministerial positions). 

PD flagged difficulty of engaging in advance of the publication of the consultation document and knowing its precise contents. 

DV asked question about expectation of publication date, and about bias in consultation questions. FG responded, expected publication of consultation very soon, and expected a mix, so Government will present their ideas where they have them, and leave open questions in areas which still have uncertainty.  NOTE: the consulation has NOW been published – see REA’s brieifing on this.

NMS discussed producing a separate report bringing our arguments from across the sectors, which gives more flexibility for the presentation of our position than a consultation response, and can have more traction because it can be read by stakeholders beyond Government. 

4. Innovation & International Support

GL presented REA 2-year programme on international offering. 2021 work included: running an event with UK Export Finance (UKEF) sponsorship on international trade benefits and support; trade event projects with Jamaica and Belarus; the Energy Transition Readiness Index (ETRI) 2021 report; and an REA presence at multiple international events. 

2022 work will include promoting the REA’s consultancy offer overseas; develop a portfolio of consultation projects; strengthening relationships with Department for International Trade (DIT) and UKEF; bidding for the British Support for Infrastructure Projects (BSIP); participate in COP27 and become a leading member for the Commonwealth Sustainable Energy Council.  Members were requested to contact GL if they were interested in learning more about this work.

5. Upcoming REA Reports: ETRI 2022 & REview 2022

NMS outlined two key REA reports: Energy Transition Readiness Index (ETRI); and the REA’s annual report, REview.  REview is an important REA document (and is referred to at all REA and external stakeholder events); highlighting deployment, jobs, and investment areas. The report tracks progress/deployment of renewable energy and clean technologies; and considers where jobs are distributed in the renewable energy sector by region in the UK. REview also includes an editorial depending on the sponsor. Report is produced for September and early October, to be in time for positioning at political party conferences. 
ETRI compares and contrasts 12 countries, across three criteria: socio-economic technology readiness to receive; level of investments; and the policy and regulatory framework. It is unique as ETRI ”scores” 12 nations based on feedback specifically from developer and investor communities. ETRI 2022 to be produced in October, November, in time for COP27.

6. Other REA Activities & General Discussion

NMS presented REA activities, particularly through the REA external affairs team. Particular focus on energy security and the cost of living, including producing a six-point plan on how these issues can be tackled through renewable energy and clean technology and even more specifically through flexibility and energy storage.  NMS also wanted to remind Finance Forum members that the REA is the largest EV charging infrastructure trade organisation in the UK, and have been heavily engaging with Government on this, with ministers and civil servants.  It is anticipated that this infrastructure sector will grow to a +£2 billion value within a mater of years.  The REA also ran campaign around red diesel, pushing for ministerial roundtable for REMA, and engaging with chairs of BEIS Select Committee, Darren Jones MP, and Transport Select Committee, Hugh Merriman MP. 
NMS presented next steps for REA: reaching out to civil servants, publishing surveys for members to engage with on a number of issues, hosting in-person finance forum events, hosting series of roundtables on specific campaigns, hosting Green Gas Day in September, hosting Hydrogen event in November, engaging with local authorities and Government in Scotland and Wales via a planned Decentralised Energy Event at the end fo the year.

7. Closing Remarks

PD presented summary on the topics discussed in the meeting and importance of the variety of issues, thanked REA staff for presentations, and encouraging continued engagement on all issues. NMS offered own closing comments.  PD closed meeting. 
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