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WWE welcomes the opportunity to respond to DECC's consultation on the eléctricity market reform.

We welcome the Government's recagmtlon that substantial changes need to be introduced to current
market arrangements if the UK power sector is to play its full part in helping the UK meet its emission
reduction commitments under the Climate Change Act 2008. We belleve that the main objective of the
EMR should be 1o substantially decarbonise the UK's power sector in the most envimnmentalty
sustainable way and In a way that could maximise benefits for the UK economy.. We believe that for
this to be the case, the EMR needs to consider measures on both the generation and demand side of
the electricity industry and be explicit about which generation technologies should or should not
benefit from the low-carbon Incentive measures Being proposed. We have trriefly summarised below
our key thoughts on electricity rmarket reform proposals, before answering some of specific questions
raised in the consultation,

. The importance of reducing energy demand is absent from the EMR.

We are concerned that the EMR consuftation. paper is overwheimingly focused on proposals that seek
to incentivise investments in low-carbon generation and does not seek to address the equally
important question of how the LK can substantially reduce its demand for energy. We believe that for
the EMR to deliver an effective and cost-efficient package of measures to help decarbonise the power
sector, proposals need to be put forward to both incentivise low-carbon gerieration (in particular
renewables) and substantiaily reduce the UK's demarid for energy. Resea reh shows that there is a
substantial potential for reducing energy demand in the UK. Forinstance, the UK ‘Energy Research
Centre recently found that demand in the homes and transport sector could be feasibly reduced by 50%
compared to BAU levels by 2050, which would reduce the-costs of introducing 4 iow-carbon power
system in the UK by up to £70bn1. Notonly is there great potential for reduting energy demand in the
UK2 but experience shows that by treating a business’ ability to reduce energy deriand on a par with
investment in low-carbon geheration, energy savings can be refiably délivered. Experience inthe PIM

1 mtmg 'me transttlon to 2 sectire and lowstarbon energy. system, UK Energy Research Cenma, UKERC Energy 2050 Project, Aprii 2008,
it/ fuvews alier Gk Downkoa G3/PDEU/KERCE neray 205G/IS0BUKERCA050 et page 104

2 Oyt responsi to the 2050 Fathway n_m_aiysi_s. which is attached to this reiponse, providas mbre detail on thee potentlal for reducing energy
demand in the UK,



market in the United States shows for instance that ticarporating energy demand reduction targets
under foig term contracts can result in energy savings being delivered 90% of the time. ’

We are concemed that the potentlal for reducing energy demand is not being sufficiently addressed as
part of the governiment's 2050 Pathway. analysis and would urge government to take further action in
this ares.

b. The EMR should aim to deliver o specific decarbonisation target

We are concerned that the EMR consultation is not addressing the target carbon intensity which the UK
power sector shauld aim to deliver by 2030. We believe that the EMR should introduce a format
decarbonisation objective for the power sector by 2030, as this will help provide a clear sense of
direction 1o the electricity market framework arid ensire that the framework as a whole'is focussed on
delivering a low-carbon power sector over the next 20 years. We ﬁﬁu‘l&'ﬁtﬁgﬁmﬁnﬂ' that a carbon
3ﬁteﬂsitv'tﬂfzef.fﬁf"mﬁi?}?ﬁhquld.-bg_set' at or-as close as possitilé to the recommgndations made by the

Committee on Clirmate Change (CCC) in the Eourth Carbon Budget Ré"‘;‘ibﬁ;{. :
¢..The carbion flaor price Is o useful tool but It is not a substitute for a strong EPS

A carbon floor price coutd be‘Used a5 a uséfut additional tagl as part of the overall EMR pickage, in
particular in providing the Gb‘ve'mmeﬁt with-a helpful source of revenue from the UK’s most polluting
power stations {consistent with the “poliuter pays principle”), a significant propartion of which could
and should be reinvested in the capitalisation of the Green Investment Bank to support energy efficiency
and renewable energy projects.. However, as explained in aur respanse to the carbon floor price
consultation (attached), the effectiveness of the carbon floor price in promoting a greater deployment
of renewable energy and acting a5 a disincentive to investment in'unabated fossil fuef plants is fikely,
without strong complénientary regulatory policies, to be limited and 5 therefore likely to be
expensive in termis of the tost per toine of carbon abated. ‘This is ?iééiﬁt@’bécanse'é‘ﬁaibﬁn floor price
will be one of ma ny variables (such as coal and gas prices) which investors will take inta account priorto
making key investmient decisfons. ‘Asa result, the carbon floor price cannot without a complementary
regulatory tool offer the clear regulatory certainty necessary to ensure that the UK power sector will
reach a specific lavel of decarbonisation by a particular date. As such, we believe that a carbon floor
price should be accompanied by a strong emissions perfortance standard, without grandfathering
and with a graduaily decreasing level of permitted carbon intensity, A strong emissions performance
standard would be able to drive investment decisions away from unabated fossil fuel plants and send
a strong and long-term salés volume opportunity signal to the marine renewables and CCS supply
chain.

3 in its fourth carbor budget report {2028:2027), the coé recommended an average carbon intensity of S0§C02/Kwh by 2030 compated to
approxifately 4509002/ Kwh currantly, Fourth Carban Budget feport {2023-2027), the Committes on Chimate Change, December 2010,
Bt foww thiecscorpuk/ronoits/fourth:carkion: budigs. See evecutive summary in particilar.




As explained in our resporise to question 26 below, we also believe that a windfall tax should be
introduced alongside the carbon floor price to capture the windfall profits that will be made by existing
nuclear power stations as a result of that policy. The credibility of the carbon floor. price mechanism
would be undermined if it was seen to result in windfail profits for a group of power stations which have
already been substantially subsidised by the UK taxpayer. Anamount equivalent to the proceeds of
such a winidfall tax could then be reinvested through the Green Investment Bank to support energy
efficiency and emerging renewables projects, which would make gréat etonomic sense at a time of-
savere restrictions on public spending.

d. We support the introduction.of long-term controcts for renewables and other emerging
technologles

We support DECC's proposal to introduce long-term contracts to support renewables; other forms of
emerging low-carbon technologies and the mostefficient forms of CHP generation. As explained in our
response to question 4, we beliéve that a Fixed FT would be the best form of feed-in tariff to introduce
as part of the EMR, In particular in terms of supporting renewables, Whilst it does require greater
implementation work than thé other 2 FiT options, it has the following advantages over other forms of
FiTs once implemented: (i} it protects revenues for low-carbon generators in the event of low gas prices
and protects consurmers from increases in electricity prices beyond the agreed tariff in the event of high
gas prices {a benefit shated with the CfD option), {il} it is less open to manipulation than the FIT with
CfD, {ili) it removes the offtake risks from genierators which is key if the UK wants to see the arrival of
new entrants (and increased competition) in the renewable energy market, and (iv) it is easier to
administer on-a.day to-day basis given that there is no need for regular financial settiements to be made
under the long-term contracts.

e, New nuclear should not be insulated against long-term price risk-

As explained in our response o question 5, we do not agree that a transfer of risks (in particular long-
term electricity price risk) from electricity generators to Government should apply to new nuclear
power stations. Regardiess of whether or not the tariffs that are set under lorig-term contracts with
nuclear power generators would amount to a subsidy, we believe that removing long-term price risk
from nuclear generators would tie highly unreasonable given the maturity of the nuclear industry {we
strongly disagree with the Redpoint report’s reference to nuclear being “sn established techriology”},
the environmental risks inherent 1o that technology choice and the very limited aconomic benefits
which building a new fleet of nuciear power stations, mainly imported froin overseas-based suppliers,
would bring to the UK. This Is all the more the case given that the nuclear industry will already benefit
from the introduction of a carbon floor price and that the minithumi caps on third party fiability per
nuclear site, even though revised upwards, will still be substantiatly below the true costs of dealing with



a nuc%earaccident (should an accident accur, the diﬁ‘emnce would uEtamater have to be borne by the
UK taxpayer)4. .

f The level of s s«ppart under iong-tem contracts shauid be tecbnolagy specﬂic & should be awarded in
the context afm ambitious 2030 target for renewables

Regardless of the type of feed-in tariff that will eventually be introduced, it is key that the level of
support given under esch Ibng-tenh contract he specific to a particular technology. in particutar, the
tevel of support granteﬁ under a long-term contract should be refleciive of the maturity ofa technology
and of its current ablilty o benefit from &conomies of scale, Fori instance, marine renewables (some
forms of which are still at the emergmg developriant stage) should be getting morg sapport than
anshore wind (which stifl réquires further support to benefit from greater economies of scale}, which in
turn should be getting more support than other more mature technoiagies

in the case of reaewah?es; we are. stmng[v of the view that long-term coﬂtracts for low-carbon
generation should be gramed wlthin the context of an.ambitious 20301 target for renewahlas
deployment. Sucha target will plav an important role in providing a strsng signai to the. supply chain in
germs of the UK's. renewable energy ambitions,

g. The scngm Gavernment shouid retain flexibility for existing support mechanisms

With respect to the applicability of the EMR to Scotland, the Renewables Obligation Scotland Order
allows for some flexibifity in the scope it offers the Scoftish Government to target support at particular
renewable 1:ei.~c:hn4:vh:sgiezs~ Scotland has cleary adopted the UK CCC's advice of,securing anear
decarbonised power sector by 2030 and has set chievable but ambitious renewable generation targets
for 2020 (80% target) Any futiare FiT schems should explicitly support both ambitions and offer
sufficient flexibility to ensure the Scottish Government is ‘about to continue to support the emerging
offshore wave and tidal energy industrv in particular. To remove this option would threaten the current
growth in an important component of owr future generataon mix and one with significant future growth
and export abportunities.

h. We support the introduction of o targeted copacity mechanism

We agree with the praposal to introduce a targeted capacity mechanism. In particular, we believe that
such a mechanism will provide Government with greater control asto the amount and nature of the
back-up capacity mix that is required, which would help ensure that the UK’s back up piants are of the
most appropriate nature to complement an electricity & system increasingly based on renewable energy
sources. We also believe that the targeted muchanism should not just act as a back-up capacity tool,
but also as a short-term system balancing tool. To this'end, the targeted mechanism shouid be
designed in a way that it also includes short term demand-side response, electricity storage and
interconnection, as this would increase the system aparator’; ability to balance the system at times of

4 See Gur response o question 5 for more detall. This comes in addition to the weste and decommissioning costs which are
currently heavily subsidised by UK taxpayers.



high demand and lower renewables output. Inaddition, including such a wider range of measures
would help deliver greater emission reductions and potentially reduice the costs of the targeted capacity
mechanism.



Question .‘t. Do ynu agree with: the Government’s assessment of the ability of the current market to.
support the imestmnt fn low-carhon generation needed to meet envlronmntal targets?

We agree with DECC that current market arrangements will not deliver a near-decarbonised power
sector by 2030. One of the key reasons for thisis that current- market arrangements are not designed to
irncentivise substantial investments in the low-carbon powersector and alse lack a'clear sense of
d:rectmn, thus causing significant uncertainty for investors.in the. power sector. The challenges are
compounded by weaknesses in the El} Emissions Trading Scheme, in terms of wieak caps, high access 1o

use of imported offset credits and Jack of clear price visibility or regulatory certainty beyond 2020.

Question 2. Do you agree with the Government's assessment of the future risks to the UK's security of
electricity supplies?

The National Polwy “Staterment for Energy indicates that among today’s 85GW of installed capacity,
some 22 GW is to be decammissionsd over the next 20 years, due to the combined effect of the Large

- Combustion:Plant Directive and the schedulsd decommissioning of the UK's existing nuclear fleet. Some
additional closures may also take place due to the Industrial Emissions Directive around 2023, Clearly,
security of supply is therefore an important issue that needs to be taken into account as the UK
develops its decarbonisation strategy. In this respect, WWE supports the introduction of a targeted
capacity mechanism to support the wide deployment of renewable energy that is needed to
'decarbonise the UK's power sector..

However, whilst ptaaning ahead is essential, we believe that the Government doas have the time to
decide on the right mix and size of back~up plants that are required to support the resilience of the
UK’s electricity system and that decisions on security of supply should therefore not bie rushed. In
particular, we believe that the following considerations shouild be taken into actount:

& As pointed-out by DECC in the consultation document, the UK's electricity supplies are curre ntly
amungst the most reliabie in Eurape and around 20GW of new projects are currently either in
construction or developments;

» the report prepared by Poyiy Energy Consultants for WWE and Greenpeace (“Implications of the
UK meeting its 2020 Renewable Energy target” — July 2008)6 made clear that if the UK
government met its energy efficiency and renewable energy targets for 2020, new baseload
electricity ganeratmn capacity will not be needed until the period beyond 2020, by which time
other low carbon technologies {such as wave, tidal and floating offshore wind) will be close to
commercialisation. It isimportant to note that this report only considered gas plants that were

$ See page 16 of EMR consuitation decument.

6 See WWF 7 Greanpsace “Ciosing the Energy Gap” Regort ltpattwwe wat org.uk/flelrary /ot fansie g
“lmpiu:atlons of  the UK meetang !3 2020 Renewable Energy Target" Pﬁyry energy consuitauts, }uly 2008,
ikt BARIErRY. COMfDages nLs/Repuros/fu YO8 F0ARpNewablesT pif




actually being built {not those that had been consented but construction not started) and was
based on energy demand projections that have since reduced due to the impact of the
economic crisis.

+ As pointed out in the recent Roadmap 2050 study from the European Climate Foundation, the
level of back-up plants that will be required in an energy system based on % substantial
proportion of renewablies, does not need ta be substantial as long as sufficient investmerit is
made in improving interconnection capabilities between the different European grids; which the
report found to be the most cost-effective way of addressing the intermittency of some forms of
renewable energy. In particular, the report found that in a-well interconnected European
energy systerm based on 80% renewables, the load factor of back up plants would be in the
region of 5%, increasing to 8% in 100% renewables scenarioT.

io i isa = FIT!

Question 4. Da you agree with the Government's preferred policy of Introducing a contract for
ditference based feed-in tariff (FIT with Cf0)?

WWF's preference would be for a Fixed FIT to be introduced rather than a FIT with CfD or a Premium
FIT. We have set out our key reasons below.

Advantages of a Fixed FIT

Firstly, both: Fixed Fi¥s and FiTs with CfD have.an important-advantage_mr- the Premium KT in that they
protect revenues for low-tarbon generators in the case of low gas prices but also protect consumers
against electricity price rises béyond the fixed tariff o strike price in the évent of high gas pricesB {an
important consideration given the need to maintain long-term public legitimacy behind the '
decarbonisation of the power sector). We see this balance between the protection of minimum
revenues to the fow-carbon power sector and the importance of mittigating increases in consumer bills
as éxtremely important if the UK is t6 decarbonise its power sectorin a timely and affordable manner,
We also natethe Fisks of undef- or over-rewarding investment which coufd arise under a Premium FIT if
a future Government increased or decreased the carbon floor price mechanism, which makesa
Premium FiT an unattractive option9.

We ac*knowiedge that the introduction of a Fixed FiT would result ina greater disruption to current
market arrangements, in particular given the need to introduce a low-carbon. purchasing agency.
However, once implemented, we believe that the Fixed FIT offers various agvantages over the FiT with
CfD and would be the best option to adapt to support the renewables industry:

¥ Roadrmap 2050: A Practical Guide to @ Prosperous, tow-Carban  Europe, Européan Climste Foundation, April 2030,
ittgd s coatmimalst.eu/downioads, See In particular executive Summary to Volime 1.

4 Seein particular pages 71 and 72 of the Redpoint report.

4 See in particular para 52 of EMR-Conigultation Dotument.



» Firﬁ?&@ﬁﬁiﬂﬁé:’c!ﬁf nthe Redpoint report, one of the risks of it Pl@"ﬁéﬂﬁﬁgiﬁiﬁiWifh_ CID “isin
identifying an index with sufficienit underlying liquidity that it can be reliably used to settle

financial contracts with low risk of manipuiation™10.. Given the i:_si:-k'of iquidityin the current
market.arran_gement}s*énd current dolibts as to the extent to which liquidity will be improved in
the -ﬁear-futil“ré, we tonsider this to be dn important disadvantage of FITs with CfDy.

~» secondly, as opposed to Fixed FiTs and the current Renewables Obiigation, the FiTs with CfD
introduce a5 offtake risk for _bw—ca'rbqn.'g_eneratbrs. Whilst we-note from the EMR consultation
that DECC sees this-as an advantage as it mai ntains the effectiveness of short term electricity
price signals on availahility decisions, electricity price signals sre i fact very untikely {o have
much impact on malntenance / outage decisions for matine renewables, where most of the low-
carbon generation growth isneeded. For marine renewables and offshare wind in‘particular,
generation and maintenance decisions will first of all be weather dependent, not market signal
dependent. We believe that FiTs with CID would make it harder for new.entrants to access the
tIK's electricity market, given that smallér new entrants will want:as muych certainty as possible
at the investment decision stage that they will be abie to sell their electricity: Indeed, one of the
helpful features of the current RO is that by removing the offtake risk, the RO has facilitated the
appearance of smaller new eritrants on the UK's reriewable energy matket, an advantage which
would be preserved under a Fixed HT. '

* Finally, qncg_lmplémgmed.{a--ﬁixed FIT wolld be much simpler to administer on a 'day:to'day
basisthan FiTs with-CfDs, given thiat an agreed tariff will be agreed for a determined period of
tine under the long term contracts without any ongoing financial adfustments having to be

made under separate financial settlement contracts.

Balancing efficiency signals cai be preserved under u Fixed FiT

We recognise that a disadvantage of & standard fixed FIT from a system balancing perspective is that it
does not provide the samé short term price efficiency signals that a FIT with CfD would provide
(although note aur point above regarding the limited effective ness of price signals.on renewable
generation). However, we believe that this issue could be addressed in the way incentiviss are provided
under the Fixed FIT contracts. For instance, long-term fixed FIT contracts could provide a higher fixed
tasiff for periods of peak demand both on & daily basis {higher fixed tariffs could be provided for peak
demand periods between 7 and 9am and 5 to 8pm}and oh a seasonal basis thigher tarifs could be
awarded in periods of higher demand'in the winter than in.periods of lower demand in the summer).
This wouid then encourage generators to carry out outage and mainteriasice procedures at periods of
lower demand, thus helping the system ‘operator with its system balancing functions on both a daily and
longer-term basis. '

10%ee page s5.



Tariffs should be technology specific

Regardiess of the typeé of feed-in tariff that will eventually be introduced, it is key that the levei of '
support given under each long-term contract be specific to a particular technology. in particular, the
level of support granted under a long-term contract should be reflective of the maturity of a technology
and of its current abllity to benefit from economies of scale. Forinstante, marine renewables {some
forras of which are still at the emerging development stage) should be getting more support than
onshore wind (which still requires furthier support to benefit from greater economies of scale), which In
turn shoutd be getting more support than other more mature technologies.

There is o need for un ambitious 2030 torget for renewobles

in the case of renewables, we are strongly of the view that long-term contracts for low-tarbon
generation should be granted within the context of an ambitious 2030 target for renewables
deployment. Such a target will play an important role in providing a clear signal for the development of
a strong renewables supply chain in the UK. In‘addition to the important contribution which renewables
could make to help the UK meet its emission reduction commitmenits, the economic benefits of building
a strong renewables supply chain in the UK should not be underestimated.. For instance, the Offshore
Valuation Report14, recently published by government and key industry-players, found that by using
29% of the UK's practical offshore resource, the maring renewables industry could make the UK 4 net
exporter of electricity, whilst creating around 145,000 jobs and £62bn of annual revenues for the UK
economy by 2050 — this figure does not even take into account additional employment growth which
could result from export oppartunities. Renewable. UK also recently found thatin the period from
2007/2008 to 2009/2010, full time employment in the wind industr.y went up by 91% whilst
employment figures in the rest of the stonamy went down by 3.4% over the same period12.13

Long-term energy demand reductions should be captured by the FiT contracts

As-explained in answer to question 26-and in the executive summary, we are strongly of the view that
the ability to deliver iong-term energy demand reductions should be included within the scope of the FiT
contracts,

11 hitedAwww.olisheravaliationoa/dowmiontisfoftshore. vaation. Sullgad
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Question 5. what do vuu seeasthe aﬁwantages and cﬁsadwantages of transfaﬂing differem risks from.
the generator or the supplier to the Government? in particular, what are the implications of ramoving
the {long-term} electricity price risk from generators under the CfbD modal?

We agree with DECC that when deaiing wrth emefgmg and ngw low-ca rbon technologies suchas
renewables {and: abaterfient techinologies such as CCS), tratisferring risks {in particular electricity price
risk} away from energy companies makes seise in order to accalerate*the deployraént of thésé
technologies ona commercial scale. and toallow them to graclualtv benefit from économies of scale,
However, as these’ tec;hnalogies imprave and become: more cost efficient, it will be important for these
risks to be grad ually transferred back to energy companiesin order to protect consumers from providing-
unpecessary subsidies to 5elf~sustaimng industries.

Howevar, we di nnt agree that a transfer of risks frotii: @lectricity getierators to Governrrient should
apply to new nuclear power stationsfor the faliwzlng key reasong:

. The nudéﬁf sectaf is nlready a moture indastry; The nuclear industry has benefited from 50
years.of civil nlclear expertise. ‘If the nucleat industry cannot be competitive ina liberalised
eiectricrcy market withan’t removing the long-term eléctricity price risk from nuclear genamtars
{in adeﬂticn to. mt‘rbﬂucmga carbon flobr price); then this is clearly becavse nuclear energy is
notan e«:snam:callv efficient option. 1tis important to nigte here that the governmant is
PI’QMI‘\S to take a considerable amount of risk away from nuclear generators outside of just
the HT: mechanism. ‘T particylar, the current consultation on third party. liability caps, which
Rroposesto increase the:minimum liability cap per nuclear site to €1.2 billion stilf falls far short
of what the cost of a-potential nuclear accident could amount to— forinstance, the 1982
Sandia Sitting study14 that was commissionied by the US Nuclear Regulatory Commission
estimated that the cost of a'single nuclear accident could dmount to $300bn in 1982 value /
$690bn in today’s value, which is considerably abové the Wewly proposed indeminity cap.

»  Thecosts of building new nuclear pawer stations is continuing to rise: We have some serious
concerns-about the cost uncertainties finked to the bullding of new nuciear power stations and
tn particularthe suggastion by certain observers that building new nuclear power stations is
substantially cheaper than bullding renewable energy infrastructure. We have attached as a
separate attachment.to this submission a short summary of WWF’s key firidings on available
evidence regarding the continued cost increases and uncertainties of building new nuclear
power stations. This summary highlights in particular that the cost estimates of new nuclear
power stations afe continuing to rise, as currently demonstrated by the latest EPR reactors
being built in France (currently €1bn over budget and 2 years delayed18) and Finland {currently




55% over-budget and 3 years delayed)18, despite the fact that the huciear industry is a mature
industry.

* Relying on new riuclear power stations will introduce serious environmental risks: We are
soncerned that the construction of a riew fleet of nuclear power stations ir the UK wifl end up
introducing a range of other environmental problems caused in particular by the lack of a long
term storage solution for high level radioactive wastes (high leve! radicactive waste remains
dangerous for aver 100,000 yeats — up to 200,000 years in the case of spent fuel and 250,000 _
years in the case of plutonium} and the potentially catastrophic consequences.of a nuclear
accident. With respect to high level radioactive waste management; itis worth pointing out
that the latest attempt to find a permanent storage solution in the Yucca Mountain inthe
United States had to be brought to an end by the Obama administration despite $1bn spent on
a 6,000 page site characterisation plan, This casts some serious doubts as to whether a long-
term geological storage solution will ever be developed. Creating more radicactive waste with
no real solution avalilable for its safe and secure long-term disposal is passing on 2 serious
legaty for future generations to deal with,

»  New nuclear power stations will be of fittle sconamic benefit to the UK: The ¢onstruction of a
new fleet of nuclear power stations would, as opposed to marine renewables; provide very
fittle economic benefit for the UK economy. This point was well exemplified by the Committee
on Climate Change in its recent report entitled “Building a low-carbon economy - the UK's
Innovation challenge”17. in this report, the CCC made a clear distinction between {i)
technologies which the UK should “develop and deploy” —a strategy that should be pursued
where the UK has a particular advaritage to accelerate the development of new technologies
{such as where the UK has the fuli range of manufacturing and business R&D facilities) - and {ii)
technologies which the UK should simply “deploy” - 2 strategy that should be pursued where
thie UK is fess well placed to influence the, development of & particular technologyl8. it is very
telling that among the technologies that the LUK should “develop and deploy”, the CCC's

-analysis did not refer to nuciear power, recommending instead that the UK should “develop
and deploy” offshore wind, other marine renewables and CCS technologles. The CCC
concluded that nuclear power was a technology that could only be “degloyed” inthe UK as.
opposed to “developed and deployed”. One of the reasons given for this recommendation was
that the UK would “need to rely on overseas based suppliers offering standardised designs” to
develop new nuclear power stations. This would be extremely ynlikely to benefit the UK's.
economy and employment growth and would instead cement the teadership position of other
countries in nuclear power, rather than buitding the UK's industrial leadership in renewables.

16 Schnsider, M., Thomas, §., Froggatt, A, Koplow, D, 2009, The Warid Nuclear industry Status Report 2008, Commissloned by the German
Fedéral Ministry of Environmant, Natore Consérvation snd Reastar Saféty.

17 Bw!cﬁng 2 low-cathn economv the Ux’s imcvaﬁen :haﬁenae, Cofimiittee  on'  Climate  Change, July 2010,

1B See in particular Part 2{pages- 1317},



Question 12, Do you agree with the Government’s assessment of the impact of an emission
performance standard on the decarbonlsation of the e!ecmcitv sectar and on sqcuritv af supply risk?

WWF disagrees with a number of the: government’s assumptions-oh the impact of; an emasswn
performance standafd We do not believe that eithet of the government's préi'.inséd EPS models are
sufﬂciently ambztwus o] awaid Tock-into high carbon fossil fuel generation.

Requirlny an!y 25% of capacﬂy of new coal to be fitted with CCS does natrepment vahm far muoney.

The rationale put forward ln themnsuitatton document: fur only raquiring lirmted 65 on:new coal s
that requiring G¢S on more than 25% of net capacity of new coal generation would, represent poor value
for money. Although fitting a iarger proportion of the plant with €S would.cost ‘more, it would
contribute towards the UK's dearbonisation objéctives and would undoubtedly be cheaper than doing
afull CCsretrofivata later date a-cost which Is likely-to have to be borpe by-consumers19. W, asthe-
consultation décument states, the oh}ect!ve of the EP5 is to ensure that coal contributes to security of
supply ‘I a manner consistent with the UK's decarbionisation cb]ectwes*, then thegwemment must
set.an EPS which is slgniﬁcanﬁy lower than Gmgtosz\lvh to achieve this: gqal given that the curfent
average carbon mtensity of the UK eiectricitv sector is. currently around 450gCO2/kWh,

An ambitious but realistic EPS wnuld not threaten secyrlty of supply & would incentivise the low
carbon suppty chain

Awell deslgned EPS would provide long term certainty for investors and shuuld not pose-a threat to-
security of supply: WF belleves that it is key that a strong emisstons performance standard he
introduced | alongside the carbion floor pirice to deliver a low-carbon power sector by 2030. By “strong
E?S” we mean an EPS alongthe imes prewously SUggested bv WWF and C:' reenpeace (3 pla nt»based EPS
onwards for alt extsting piants onthe systemzo), not the “strong EPS” medelled in the Redpumt repor‘t
(275gC0O2/KWh for all. existmg from 2018), which'we tonsider to be unrealistic. We are concemed that
the Redpoint report essertially sets up a “straw man” version of an EP$ which is then dismissed
because it is 50 ambitious that it could have adverse tonsequences. A more phased version, along the
lines proposed by WWF and Greenpeace, would have significant benefits,

in particular:

»  Astrong EPS would introduce clear physical certainty (i) as to the types of plants that can and
cannot get built at a particular polnt in time but also (il) as to the types of plant that can or
cannot operate after a particular date, thus providing considerable certainty as to the level of

19 The Energy Act 2010 currently contains 4 provision stating that part of the CCS levy {which couldd be warth up to £10bn over 15
years) could be used for the future retrafit.of new GOGS demonsiration plans.

20 See the NGOjoiﬁt statsrnent gn .emi;;!qn_s performance standards, attached to this response.



decarbonisation that can be achieved by 2030. in terms of investment in naw power stations,
this has the advantage of providing a clear sales volume oppartunity for new investments in the
renewable energy sector {which is important given the opportunity for the UK'tc become an
industrial leader in marine renewable in particular)21-.. In the case of CCS technology, a strong
EPS also has the advantage of requiring the retrofitting of CCS technology on existing unabated
coal and gas plants by a particular date, thus sending a very clear and early signal to stimulate
the CCS supply chain.

»  Atight EPS with a carbon intensity level that gradually goes down is much better at rewarding
early movers who build plants that go below the statutory carbon intensity level. Thisis
because the EPS provides more certainty of long term demand for low carbon generation and so
will make investors more inclined to support the up front cost of plants that are ahead of the
decarbonisation.deadline rather than just reacting incrementally as the rising carbon price takes
hold and interacts with other cost factors such as coal and gas prices. This ‘early mover’
advantage is important given that the timing of investments in clean energy is key if we are to
substantially. decarbonise the power sectorin the next 20 vears,

A carefully designed and implemented EPS would not have to result in a ‘dash for gas’

A dash for gas caused by the introduction of an EPS would only occur if thie policy was poorly-
implemented and if grandfathering of existing plant were allowed, which WWF does not support.

Question 13, Which option do you consider most appropriate for the level of the EPS? What
considerations should the Government take into account in designing derogations for projects
forming part of the UK or EU demonstration programme?

WWF.supports a strong EPS, along the lines described in answer to question 12, and does not believe
that either of the government's proposed options are set at'an appropriate level given that the power
sector needs to be nearly decarbonised by 2030, In practice, there islittle difference between setting
the EPS at 450gC02/kWh and 600gC02/kWh given the exemptions for plant receiving EU or CCS
demonstration furiding {as there is clrrently limited prospect of CCS projects going forward without one
of these sources of financial support}. As outlined above, we disagree with the government’s
assumptions on value for money and believe that new fossil fuel plants should be required to fit a higher
valume of CCS. We do riot cansider that project forming part of the UK or EU demonstration programme
should benefit from detogations.

21 ror instanica,the ‘Offshore Valuation Report {bts e ofishorevaluationorg/dawalvats/al i i Sl that was put
topether by DECC: and & range of other Industry players, showed that by just usmg 29% af the x’s practlmi nﬁshma resources, the UK's
offshote rénewable éndrgy industry dlone could ailow the UK to Becoms a nét slaciricity exporter hv 2050:and gendiute annual tavenugs of
£62 billion and create approsimately 145,000 new jobs in the UK by that date.




Question 14, Do you #Eree that the EPS should be:aimed at new plant, srid ‘gran
point of ctmsant?

;i heted’ at the

WWF does fiot agree that new piant shrmid he grandfathered’ a¥ the point. of consent Grandfathering
‘would mean that it s unclear whether and whet: either coal CCS demonstratim planis or unabated gas
plants will be ineentiv?sed ar required to retrofit CCS, shut dewn orogerate at reduced running houirs.
THis puts-at Fisk the UK's ability to'meet the 2030 decarbosisation targets recgmmeaded inthe
Compriittee on Climate Chatige’s. " ‘budget report22. Relying solely on future tarbon price support {one.
of many price’ vsnahigs affectmg investment / operatianal decisions} to drive down emissions provides
significantly léss certainty for investors ahd for Government's plansto. dacarbonise the power sector.

Astrong EPS’élbng"the'iinds 'ﬁrﬁbb’séﬂ by WWF above wauld introduce clear physical certainty {i} as to
the typesof plants that can anid cannot get built at'a particular paint In'time bt also. {uj a5 to the types
of plant that can or cahinet: operate aftéra particular date, thus providing‘ considevable certasnty asto
the level of decarbnnisaﬂon that.could be reached by &' partif:uiar date aswell a5 providing certainty for
investors in both conventional generation {in terms of when €CS retrofits woild need to occur) and low
carbon generation {in terms of antlcipated volursie sales opportumty}

Question 15. Do vau qree ‘that the EPS should be extended to cover existing plant in the event that
they underge sigmﬂmnt life extensions or upgrades? How couid the gWernment implement such an
approach in practme? '

In the event that the gowamment decides to grandfather existing plant. at the point.of conpsent (with
which we: stranglv disagree), WWF agrees that ifany plant undergoes significant life extensions or
upgrades the EPS should be extended to cover that plant, However as previously stated, WWF's

proposal is that the govermment. should introduce an EPS with' fio grandfathering and witha graduaitv
declining level of carbon: intensity which would ultimately starti ng biting:on existing plarits from the mid-
2020s. Failure to have such an EPS will make it very hard for the UK to meet the: 4™ carhion: budge’t's
objective of & nea r-decarbomsat:on ofthe power sector by 2030,

Quessioh 18, Da wu agree with the principle of exceptions to the EPS in the evert of long-term or
short-tern energy shortfalis?

Exemptions could be granted under a strong EPS mode for plants that specifically operate at times of
peak demand /low renewables autput under the Government’s proposed targeted capacity
rriechanism23. This could be achieved by means of derogations in terms of restricted annual running
hours or restricted annyal volumies of CO2. This would however need to be designed so'that
derogations {and the extent of these derogations) only apply to plants that are required for security of
supply purpases and have a very limited impiact on overall power sector emissions. We have attached

22 hitpuifwww theces. org.uk/reponsiourti- carban-budget

23 See our response below on the targeted capacity mechanism.



to this response a joint statement published by several organisations in October 2010, which sets our
derogation proposals in'more detail24.

Question 18. Do you agree with our assessment of the pros and cons of introducing a capacity
mechanism?

We agree that introducing a capacity mechanism in addition to other maasures introduced as part of the
EMR wouild be helpful. As explained in our response to guestion 2, we believe that decisions on the
amount and nature of the UK’s future back-up plants should not be taken in a rushed manner and
should fully take into account opportunities in energy efficiency, demand side response and increased
interconnection infrastructure which could redisce the amount of back-up capacity required.

Question 20. Do you agree with the Government's preferred policy of introducing a capacity
mechanism in addition to the improvements to the current market?

Yes, please see our response toquestion 19,

Question 22. Do you agree with the Goverfiment’s preferience for the design of a capacity mechanism:
a central body holding the responsibiiity, volume based ~ not price based, and a targeted mechanism
- rather than market-wide.

Yes, WWF agrees with the proposal to introduce a targeted capacity mechanism in the manner
described by DECC in the consultation document. We believé in particular that the targeted capacity
mechanism will provide Government with greater control as to the amount and nature of the back-up
capacity mix that is required, which would help ensure that the UK's back up plants are of the most
appropriate nature to complement an electricity system increasing{y'based on renéwabié engrgy
sources. As pointed out in the Redpoint report25, an additional advantage of the targeted capacity
mechanism over a market-wide mechanism, is that it will be better at stimulating investment in new
efficient plants as opposed to extending the operation of existing and less efficient plants (although
there might be instances undera targeted capacity mechanism where Government may want to
maintain the avaifability of older existing plants that would operate at restricted times of high demand
and lower renewables output).

Question 23, What do you think the impact of introducing a capacity mechanism would be on
incentives to Invest in demand-side response, starage, interconnection and energy efficiency? Wil
the preferred package of options aliow these technologies to play more of a role?

The impact of a capacity mechanism on incentivising demand-side measures, interconnection and
storage will very much depend on what government wishes to include under a targeted mechanism.

24 joint Statement on power séctor decarbonisation and plant 002 performancs stédards.

25 See ih particular poge 10



We' belte\m that the tairgeﬁed mechanism should be des:gmd in a way that It acts not m!ly as a back-
the target eapacity merhm:sm shoutd alsu Include demand—sxde re;spome, sturaga and
Interconnection; By including afl thesé other measiires, the targeted capdcity mechanism would
provide the syster operatnr wuth more ‘options to bajance the system in the short term.

By putting greater emphaszs on shurt term demand stde response from !arge enefgy intenswe users,

reduce e ssmns fmm the power sector as well as the overall costs of the targ\eted capacity mechamsm .
which could help Mitigate the impact of the reforms an consumer bills.

Guestion 26. Do you agree with the Government's preferred package. of options (carbon price
support, feed-in tarif {[CID or premium), emission performance standard, paak eapacfty tender)?
Why? :

Carbon prfmzs&ppm / emissions performance standord

‘A-carbon floor price could be used as a useful additional tool as part of the overall EMR package, in
particilar in providing the Governiment with 2 hetpful source of revenue Jfmm the UK's miast polluting
power stations {mnslst&nt ‘with'the "poiiutef pays principle”}, a- sigmﬂcant propartuon of which could
and should be reinvested in the capitalisation of the Green investment Bank 16 suppnrt energy efficiency

‘and renewable energy. projects. Hmmr, the effecﬂmnass ofthe carbtm floor piice in promoting FY
greater deployment of renewable energy and acting as a disincentive toinvestmant i in unabated fossil
fnel plants Is likelv, without stronger camplementary ;:qllcies, tobe. iimimd This is mainly be(:ause a
mto account prkar te makins kev investmem dec}sians As a result, the carbon ﬁmr price s:annot on its
own offer the clear regulatory certainty necessary to ensure that the UK power sector- will reach a
specific level of decarbonisation by-a particular date and is therefore not a substitute for a strong EPS.
As such, we suggest that a carbon floor price should be accompanied by a strong emissions
performance standard, without grandfathering and with a gradual tightening of the caibon intensity
level as the decal‘hanisaﬂm deadline approaches. A strong emissions performance standard {as
suggested in our responses above on the EPS) would be able to drive investment decislons away from
unabated fossH fuel plants and send a strong and long-term sales volume: ‘opportunity signal to the
marine renewables and CCS supply chain,

As suggested in our response to the carbon floor price consultation (attached), we believe that the
following recommendations would help maximise the effectiveness of 4 carbon floor price:



As made clear inythe Redpoint report analysing the different policy options for the EMR, the
carbon floor price will only have some impact on invéstment behaviour if investors have long-
term confidence that this policy tool wifl not be subsequently modified by future
governments. To ensure that investors consider the carbon floor price 3¢ 3 predictable and
long-term policy and in order to maximise the effectiveness of this mechanisr, we believe that
an ambitious trajectory for a floor price needs t6 be set during this current Parflament for the
period up to 2030, In particular, we believe that the floor price mechanism should result in
carbon prices that foow a linear path from 2013 to £40/tC0, in 2020 and a minimum of

"E70/1C0, in 2030 (broadly Scenario 3 in the consultation paper).

it is important to the effectiveness of the carbon flaor price as a tool to stimulate Investment in
low-carbon technology and to its public acceptability that it is not perceived as another “steaith
tax”. The carbon price will feed through into higher electricity prices for domestic and business
consuniers. Revenues of up to-£4.5bn could be generated by 2015/16 {from the suim of EUA
auctions and the carbon flocr price) rising to £8bn by 2020, To'this end, we are strongly of the
view that all, or a very substantial proportion of the revenues generated from this policy should
then be re-invested into energy efficiency and renewables funding (inciuding R&D support for
emerging technologies). This would be consistent with tha reguirements of Article 3(d).4
{auctioning of allowances tothe aviation sector) and Article 10,3 {auctioning of allowances in
Phase Il ofthe EU £75) of the EU ETS Directive {as amended} which require that a substantial
propartion of the revenues from the auctioning of EU Allowances must be reinvested in
measures to address ciimate change, including energy efficiency and support projects for
emerging technologies.

To avoid undermining the Integrity of the carhon floor price, windfall profits for existing
nuclear power generation have to be avolded In the design of the mechanism. The current
suite of incumbent low carbon electricity providers {i.e. renewables, CHP and nuclear) afl appear
to be affected differently by the carbon floor price. However, WWF and Greenpeace have
recently revealed that according to the assumptions used in the Redpoint study, the potential
windfall profit for the existing nuclear operators could amount to up to £3.43bn for the period
2013-2026 (£3bn unti 2022) under the £40/tCO2 carbon fioor price scenario — although the
timescales are different, it Is interesting to note that this is equivalent to a substantial
proportion of the £4bn to £6bn tapitalisation of the Green Investment Bank (by.2015) which has
been called for by most analysts if the bank is to besuccesstul at raising significant funds to
support renewable energy and energy efficiency projects. Given the substantial amoint of
subsidies that the nuclear Endustrv has already received in the UK {including a £10bn bailout of
British Energy paid for by UK taxpayers in 2002 and substantial waste processing and
decommissioning support) and the mature state of that technology, the design of the carbon
floor price must not result in super profits for existing nuciear generators, To this.end, we
support the introduction of a windfall tax designed to capture thase windfall profits {which
would be similar to the German Government’s proposal to intraduce a tax on nuclear fuel ‘
rods from 2011). An amount equivalent to the proceeds of this tax could then be reinvested via



_the:Green Investment Bankin energy’ efficientcy and renewable. energy projects as’ alreadv
suggestad above for the tevenues of the carbon flodr price mechanisin,

Feed-in Tcriﬂ‘s

As exrﬂained inour fESPONSE 1O question 4, we believe that Fixed FiTs, with tachnology spectf‘ ctariffs,
would be the best form of feed-in tariff to introduce as part of the EMR: Whilstit does requ?re greater
implementation mrk than the other 2 FIT ooptions; it has the fbliawmg advantages aver other forms of
FiTs once implemented: (i) it protects revenues far low:carbon generators in'the event of low-gas prices
and protects consumers from increases in electricity prices in the event of high gas prices (a benefit
shared with the CfD option), (i) it is less open to manipulation than the FiT with CfD..(iil) it rérioves the
offtake risks from generators which is key if the UK waiits to see the‘arrival of néw entrants inthe .
renewable gnergy market. and {iv) it is easier to administeron a day to day- basis given that there is no
need for fegularfl naniclal settlements to be made urider the. long-térm contracts. -

As explalnied in‘the execitive -s.ummarv and suggested in the Redpoint report, we belleve that it is
absolutely key for long-term demand reduction measires to ha included under the scope of fong-term
contracts and for demand measures to be treated on a par with low-carbon Séﬂﬁmif’“- There is
strong evidence avallable {such as the UKERCStudy reférred to in the executive stimmary) suggesting
that there is ample poténtial to reduce energy demand in various sectors of the Uk economy, including
homes and transport, and that energy demand reduction measures could substant;al!y reduce the costs
of delivering a low-carbon power system in the UK Including long:-term demand reduction targeis
under long—term contracts with big businesses such as supermarkets, will provide contractual certainty
that a specific level.of demand reduction target could be delivered. by a particular date, ‘This then helps
Government and the market have a better understanding of the evolution of electiicity demand and the
future levels of baseload and back-up capacity réquired to meet that demand. ‘We woldd fike to draw
DECC's attention in patticular'to éxperience from the PIM market In the United States, wihiere demand
reduction targets are ificluded under long-term contracts and whiich suggests that energy demand
reduction targets can be delivered in 905 of cases.

Targeted capacity mechanism

As explained in our answer to question 22, we agree with the Government’s sugg_e'st'i-on tointroduce a
targeted rapacity miechanism ir-addition to other measares brought forward under the EMR. We
strangly believe that this mechanism should incentivise not only generation assets but also demand side
measures, developmentiof electricity storage capacity and improved interconnection infrastructure with
other European grids.



Implementation lssues

Question 31. Do you have views on the role that auctions or tenders can play in setting the price fora
feed-in tariff, compared to administratively determined support tovels?

We believe that fechnologically neutral auctions would not be an effactive way of supporting the
deployment of new low-carbon generation capacity as it would in effect favour some technologles over
others. We believe that should any auctions take place, these should be technology specific. In
particular, we believe that to ensure the continued growth of the renewables industry inthe UK and to
ensure the UK seizes the opportunity of becoming an industrial leader in marine renewables, an
ambitious rernewable energy target should be set for 2030. This would-pravid’e a tlear sense of direction
for the UK's energy policy and would send a strong supply chain signal to the renewables industry
beyond 2020. The lack of a target for 2030 and iricrésising concerns that the EMR package appears to
favour the deployment of new nuclear capacity to the detriment of renewables could seriously
undermine the growth of the renewables industry in the UK, which could jeopardise the UK's ability to
meet its decarbonisation target.:(iﬂciudi ng its legally binding renewables target for 2020) and of
benefiting from the economic and employment opportunities offered by the renewables industry.






