GAS FORUM

Gas Generation Call for Evidence

Area 4E 10 Fenchurch Street
3 Whitehall Place London
London EC3M 3BE

email: gasforum@gemserv.com

28" June 2012

Department of Energy and Climate Change: A call for evidence on the role of gas in the electricity
market

Gas Forum response
Thank you for the opportunity to respond to the above consultation published by DECC.

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

1. The call for evidence sets out the importance of gas generation in the future UK electricity mix
including how it will help maintain security of electricity supply and deliver the transition to a
low carbon economy.

2. The Gas Forum welcomes the recognition that gas can play an important and key role in
contributing to the long term carbon reduction policy objectives. We believe that natural gas
can and will remain an essential part of the GB energy mix for many years to come. Appropriate
Government fiscal policy can support ongoing gas exploration and production from UK
Continental Shelf (UKCS) fields .that could both reduce the need for imports and strengthen the
balance of payments

3. New gas generation capacity will be required to help replace the existing capacity that will shut
as a requirement of the Large Combustion Plant Directive. The flexibility of gas fired generation
will also be vital to balance the electricity system as the penetration of intermittent renewable
sources of electricity increases. Commercial deployment of carbon capture and storage (CCS)
will be necessary to hit the Government’s decarbonisation targets and can give gas an even
longer term future in the energy mix. Switching from coal-fired generation to gas-fired



generation will help to decarbonise the electricity system at lower cost in the short to medium
term.

The growing gas demand will increasingly be met by imports rather than from indigenous
sources of supply. More storage capacity and other reliable sources of flexible gas supply will be
required as Britain’s imports increase over the next decade. To date, the current relatively ‘light
touch’ regulatory regime for storage, liquefied natural gas (LNG) terminals and interconnectors
has successfully encouraged significant investment to meet GB gas demand. In order for the
market to continue to deliver the extra North Sea and West of Scotland investment, storage and
import capacity to deliver secure and reliable gas supplies from anywhere in the world,
Government and regulatory authorities must ensure that the competitive gas market will be
allowed to work without undue interference. The Gas Forum believes strongly that diversity of
infrastructure and supply are key and that energy policy and the regulatory frameworks must
continue to foster a stable investment environment built on competitive wholesale market
arrangements.

To undertake the necessary investment, power station developers will need to be confident over
the future availability of supplies in what is an increasingly global gas market. The significant
commitments to new CCGTs by many market players in recent years shows that supply concerns
have not created barriers to investment. We believe that the biggest barrier has been created
by the significant uncertainty around the EMR and other regulatory interventions. Current over-
supply and relative commodity prices of gas, coal and carbon notwithstanding, it is unlikely that
parties will invest until the details of the scheme have been settled.

We note the potential for significant global reserves of unconventional gas, primarily shale gas
and coal bed methane and anticipate competition amongst producers to bring these resources
to market, supporting the further growth expected in gas demand (see, for example, recent IEA
Special Report ‘Golden Rules for a Golden Age of Gas’). However, despite the positive impact of
shale gas on prices and supplies in America, we recognise that there is a groundswell of public
opposition to shale gas drilling in Europe and other jurisdictions. Until environmental and other
concerns around shale gas are addressed, the extent and timescale of any impact in the GB
market is unclear and we do not believe that unconventional gas will be factored into generation
investment decisions at the moment.

If you require any further clarity on our response please contact the Gas Forum using the details

above.
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