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REA Response: Capacity Market Consultation - Consultation on proposals to improve security of supply and align with net zero (Phase 2) and call for evidence on Ten-year Review
The Association for Renewable Energy & Clean Technology (REA) is pleased to submit this response to the above consultation. The REA represents a wide variety of organisations, including generators, project developers, fuel and power suppliers, investors, equipment producers and service providers. Members range in size from major multinationals to sole traders. There are over 500 corporate members of the REA, making it the largest renewable energy trade association in the UK.  
The REA includes member forums focused on a wide range of low-carbon generation technologies and energy storage developers. As such, our response primarily focuses on proposals concerned with ensuring access to the CM for such market participants. 

Question 1: Do you agree with the proposed changes to the timelines for ESC Volume Ve-allocation activities and the Volume Re-allocation window? Are there any unintended consequences of these changes?

REA are not intending a response. 

Question 2: Do you have any comments on supporting changes to other settlement activities that may be required following the changes to Regulation 41(2)? Do you have any comments on the correction to Regulation references in Rule 10.5?

REA are not intending a response. 

Question 3: Do you agree with the proposed temporary rule change to operational
requirements for Existing Generating CMUs which are mothballed? Does this proposal create any unintended consequences?

The REA are supportive of continuing the temporary amendment, as previously implemented, to allow mothballed CMUs to demonstrate performance from their most recent operational 24 month window, when more immediate data is not available. We would also encourage Government to quickly develop policy that would allow such arrangements to become permanent without the need for continuing extensions to temporary measures. 

Question 4: Do you agree with the proposed amendment to Regulation 50 so that it aligns with the policy intent and CM Rules, in that failure to meet EPTs are to be treated in the same ways as failure to meet SPDs across suspension of payments? Does the proposed amendment have any unintended consequences?
The REA are supportive of this change, believing it brings clarity to the relationship between EPTs and SPDs.
Question 5: Do you agree with the proposed amendment to add further detail to Regulation 16 (2) to clarify that that a CMU can only be prequalified where no CfD has been awarded in respect of it, even if the CfD is for a later delivery period, unless the CfD in question has expired or been terminated? Does the proposed amendment have any unintended consequences?

No. Given the evolution of the Government approach to CfD’s, further clarity is now required to futuer proof such changes to the Capacity Market.
The CfD model is now being used by government as the basis for several different supporting business models that CMUs may consider applying for in the future. Not all of these relate to payments for power production. 
For example, current proposals for the Greenhouse Gas Removal Business Model utilise a CfD model and will exclusively pay for negative emissions, while a Power BECCS asset will also be producing power that could be used in the capacity market.  
As such, the amendment should be clear it is referring to CfD’s that pay for low carbon power generation, where there maybe risk of the same power being paid for twice. 
Such a distinction could prove important in allowing sites to stack support mechanisms that pay for different services. This may in turn be crucial to enabling the decarbonisation of existing CMUs. 
In addition, there must be a clear and efficient pathway by which a site may choose to switch from a CfD to a Capacity Market contract or vice a versa. With so many policy work streams underway, and both mechanism continuing to evolve, it may well prove beneficial for an operator to surrender one contract to take advantage of a new of support mechanism. This includes being able to switch to business models that enables the installation of CCS, having come of a capacity market contract. 
We also note, given the focus on flexibility within REMA and government considering how flexibility could be better rewarded both within the CfD and Capacity Market, it may well be advantageous in the futuer for a site to be able to have both a power CfD and a capacity market contract, with one paying for the power, while the other pays for flexibility services provided. We would encourage Government to be open to this idea, while recognising the need to ensure that the same power is not paid for twice. 
Question 6: Do you agree with the proposals that we have put forward to help address barriers faced by storage CMUs in managing battery degradation? Specifically:
· The introduction of a definition of Permitted Augmentation under Rule 4.4.4; and
· Enabling the level of EPT requirement to be appropriately reduced when secondary trading occurs.

In general the REA support the introduction of a definition of Permitted Augmentation under Rule 4.4.4 , recognising that this will create an improvement on the current situation and will enable storage providers to supplement their capacity as batteries degrade during the contract length.

However, we warn that government should recognise that this approach is likely to increase storage costs for those bidding into the capacity market. Developers will not have certainty over future battery prices which will be needed to be costed into the operational costs of the site. 

This may also increase risk for investors as it will add an element of revenue uncertainty. This may well be costed into the cost of capital. To help de-risk this situation for investors, the guidance for the implementation of the new rule should make clear that storage CMU units will not be automatically ejected from the capacity market for failing an EPT without first being given the chance to make the necessary augmentation. While most will look to do this before the EPT test, some flexibility should be provided in case of mitigating factors to avoid the potential unnecessary loss of a CMU for something that can be fixed relatively quickly. 

As we stated in the previous consultation, we would still prefer an approach that sees the removal of automatic termination for failing a EPT accompanied by changing the applicable de-rating factor so that it reflects the change in available capacity over time. This approach would see less impact on developer costs and bidding levels, while still preventing good volumes from being prematurely ejected. 

We also support the enabling the level of EPT requirements to be reduced when secondary trading occurs. This will simplify secondary trading processes. 

Question 7: Do you foresee any unintended consequences which could arise from the proposals set out in question 6?

As stated is question 6, while we support the approach, its should be recognise that it will likely add additional storage costs that will need to be built into capacity market bids. In addition, given the uncertainty of future storage prices, the requirement for augmentation will create price-risk for investors that may have an impact on cost of capital. 

Question 8: Do you believe that other supporting changes are required to accommodate the proposals set out in question 6, for example changes to testing arrangements?

Proposals in Question 6 will add a level of policy risk, as storage sites could still be automatically ejected from the capacity market contracts if they fail an EPT, having not carried out sufficient augmentation activities. To help de-risk this, it is important that guidance allows time for a CMU to react and make augmentations if they fail a EPT, rather than automatically immediately being ejected. This will ensure that projects are given the chance to maintain capacity. 

Question 9: Noting the considerations outlined in section 6.1 of the consultation, do you have any further comments or concerns regarding the retention of the EPT framework for storage CMUs? Are there any further required changes which have not been identified or considered?

The REA would still support an approach that sees the removal of automatic termination for failing an EPT, accompanied by a changing applicable de-rating factor that reflects the change in available capacity over time. This approach would see less impact on developer costs and bidding levels, while still preventing good volumes from being prematurely ejected. 

Question 10: Do you have any further views on the proposed 3-year or 9-year agreement proposals?

The REA are supportive of the proposal to bring forward 3-year and 9-year agreements. However continue to make the following points, raised in the previous consultation, but not yet addressed in the current proposals. 
· The current design of 3-year agreement for low carbon, low capex CMUs will likely only really benefit DSR application, rather then help delivery of new low carbon capacity. 
· Given the expected shortfall in capacity resulting from decarbonisation activities in the CM, the proposed 3-year agreement should be extended to low carbon refurbs. This 3-year agreement could, therefore, be used to extend the lifespan of a low-carbon asset where the main capex has already been invested several years before the auction. It is recognised that appropriate eligibility criteria would need to be developed to ensure further investment is focused on decarbonisation activities and it is helping to meet the shortfall in capacity.
· This could also have positive interaction with low-carbon assets coming to the end of their existing support mechanisms, such as the Renewable Obligation, with projects starting to come to the end of their contracts in 2027. A three-year CM agreement could potentially be used as a useful mechanism for repowering and extending the life of such assets, where much of the capex has been spent in the year prior. 
· Additional multi-year offerings, specifically for low carbon technologies should be introduced, which this 9-year capex requirement could form part of the eligibility criteria for.
· With the above in mind, it crucial hat the developmnet of both 3 and 9-year agreement aligns with the developmnet of CCUS business models, so that those who utilise these support mechanisms are neither excluded from bidding into the CM, or existing CMUs are not excluded from applying for CCUS support. 
· In relation to the emission limit, further review and guidance of the yearly emission limit should be done, with the possibility of seeing this reduced over time. Given the intention to align the Capacity Market to net zero targets, the target itself should be based on the emissions of low carbon generation needed by 2035, rather than gas generation, as is currently the case. This should include consideration of the future carbon intensity of the gas grid itself, given the likely decarbonisation potential as biomethane and hydrogen enter the gas grid, as well as reductions in overall gas demand. This could mean the emission thresholds could allow for an increase in the running hours of gas-peaking plants, even if the yearly emission limit is kept at the same level today.

Question 11: Do you agree with the proposed introduction of Declared Long Stops, both 12- and 24-month options, to accommodate low carbon projects with long build times in the CM?

The REA are supportive of the introduction of declared long stop dates to assist the delivery of low carbon capacity projects that have long build times. Such provision will help to de-risk projects that may otherwise find it hard to commit to capacity contracts. 

Question 12: Does the option to declare a (12-month) Long Stop Date provide developers with any benefits versus relying on the existing Long Stop Date process?
Yes, it will provide greater certainty that there is a further 12-month window for building out the project from the moment of financial close, rather than having to rely on existing mechanism that only kick in later on and could be subject to change or specific circumstance. 
Question 13: Does a Declared Additional (24-month) Long Stop Date, Rule 6.7.7 (if applicable) and the existing 120 working days from a Notice of Intention to Terminate provide sufficient time for slippage, and if not, what would be an appropriate amount of time which would need to be considered?
The REA believe the additional declared 24 month long stop date to be helpful, and will cover the majority of situations where further build time are required. 
There will, however, be specific situations where a further pre declared window could be helpful. While the majority could work well within the 24-month, DESNZ should consider a process for bilateral negotiation where applicants could request Declared Additional time beyond 24-months and this could be considered on a case-by-case basis by the department. 
Question 14: Do you foresee any unintended consequences which could arise from the introduction of the declared long stop dates?

REA are not intending a response

Question 15: Do you agree with the proposed eligibility criteria for CMU’s seeking to utilise the Declared Additional (24-month) Long Stop?

Yes, however, we note that there may need to be some element of flexibility provided to first of a kind application in regard to the requirements of IET reports. In such situations it may not be possible to reference build out timeframes from directly comparable projects. It should still however be possible to demonstrate a sensible timeline with key developmnet and build milestones. Such milestones will need to be specific to each project, to ensure they remain realistic to the relevant technology being built out.

Question 16: Do you agree with the proposed operational conditions for a Declared Additional (24-month) Long Stop?

We do not agree with the parameter that in the event of early delivery, the agreement would still only take effect at the start of the declared long stop date. Such a requirement removes any incentive for a develop to deliver earlier and gain the chance of making use of the full capacity market contract length. 

Question 17: Do you have views on the relationship between a CMU utilising the Declared Additional (24-month) Long-Stop and its role as Price Maker versus Price Taker in the CM auction(s)?

REA are not intending a response

Question 18: Are there any further required changes for the implementation of a Declared Additional (24 month) Long-Stop which have not been identified?

REA are not intending a response

Question 19: Do you agree with the proposal for partial redaction of addresses on the CM registers for domestic DSR CMU components?

Yes, we believe this to be a sensible precaution. Care however should be taken to ensure that the postcode does therefore become a key identifier for any one registered DSR CMU. This is to avoid any issue of there being multiple, but sperate, DSR CMUs  being registered at the same postcode, which could well happen, especially in cities and within flats. 

Question 20: Do you agree with our proposed changes to component reallocation? If so, what percentage do you propose would be appropriate to set as the new limit?

The REA agree with proposals to consider changes to component reallocation and suggest that it is made as flexible as possible, while recognising the additional administrative burden that it presents.  We do not, however, have data on which to suggest a percentage number and further analysis of DSR portfolios and operations should be done to ensure an appropriate figure. 

We stress the need to manage the administrative burden and balance it against avoiding a thresholds that could limit innovative DSR products, which might require higher levels than 10% reallocation in order to enable widespread participation. As such, along with the portfolio percentage approach, DESNZ may wish to consider whether there is an option to allow reallocation above the percentage limit but at additional cost to compensate for the additional administrative burden. 

Question 21: Do you agree with the above proposed changes to the Extended Years Criteria? Are there any unintended consequences of these changes?

The REA support the proposed changes to extended life criteria.

Question 22: What are your views on the creation of new GTCs for DSR and which new classes should be created? Please provide evidence to support your response.
Further member feedback is welcome.

Question 23: Do you have any comments or concerns regarding our proposal to publish the fossil fuel emissions data (as stated above), disclosed in the Fossil Fuel Emissions Declaration on the Capacity Market Register?

The REA are supportive of seeing fossil fuel emissions data, as disclosed on the Fossil Fuel Emissions Deceleration on the Capacity Market Register. It is essential that approaches to emission calculation and methodology are consistent across government schemes, importantly aligning with the UK ETS. 

We would also recommend it is made clear against the emission values where decarbonisation activities are being pursued by a CMU, with the data updated when emission values are reduced, so that the register is appropraitly reflective through the operational lifetime of the asset. 
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