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Oral evidence

Energy and Climate Change Committee: Evidence Ev 1

Taken before the Energy and Climate Change Committee

Sub Committee on Local Energy

on Monday 20 May 2013

Members present:

Dr Alan Whitehead (Chair)

Barry Gardiner
Dr Philip Lee
Christopher Pincher

John Robertson
Sir Robert Smith

Examination of Witnesses

Witnesses: Duncan Botting, Institution of Engineering and Technology, Grant Bourhill, Energy Technologies
Institute, Nigel Cornwall, Cornwall Energy, and Professor Jim Watson, UK Energy Research Centre, gave

evidence.

Q1 Chair: Good afternoon. Thank you very much for
attending the first witness session of the local
energy—community energy—inquiry. We are a sub-
committee of the overall Energy and Climate Change
Committee, which is why I am in the chair this
afternoon rather than our Chairman Tim Yeo, but this
Committee report will go to the full Committee and
will come out as a normal Select Committee report.
Could our first panel of witnesses introduce
themselves, please?

Professor Watson: 1 am Jim Watson. I am the
Research Director of the UK Energy Research Centre.
Nigel Cornwall: Nigel Cornwall from Cornwall
Energy. We are a market consultancy that works with
smaller players in the market.

Grant Bouwrhill: 1 am Grant Bourhill. T am the
Director of Smart Systems and Heat at the Energy
Technologies Institute.

Duncan Botting: Duncan Botting, representing the
Institution of Engineering and Technology.

Q2 Chair: Thank you. What proportion of the UK’s
current energy generation comes from medium-sized
and community-sized projects? Do you have any
thoughts on the extent to which this is likely to change
in the future?

Nigel Cornwall: 1 have some numbers that might
help. If you look purely at the RO at the moment,
which is 12.3 GW, just over three are in the 5 MW to
50 MW band and 2 GW of the three are independently
backed outside the Big Six. If you extrapolate that,
looking at plants under construction, there is a further
500 MW that we are aware of and probably another 2
GW to 2.5 GW in that size range in planning, so it
is significant.

Grant Bourhill: Previously the Energy Technologies
Institute funded a project with the University of
Manchester, Caterpillar and EDF, looking at the
potential scale of macro-distributed energy within the
UK. From the modelling that was carried out, we
estimated an upper bound figure of about 43% of heat
demand in the UK could be met by supply in the 5 to
50MW range. Given the uncertainties associated with
that, we think that a lower bound figure would be

about 5% and that is based on the significant urban
heat density significantly above 200 MW per hectare,
so that is based on district heat networks really
delivering into dense urban environments. It is a lower
bound figure of 5% and an upper bound figure of
about 43% and the drivers driving how much would
actually be realised are quite complex, and that is
what we are modelling at the moment within our
smart systems and heat programme.

Q3 Chair: Clearly, a good proportion of that
prospective  contribution to the UK’s energy
requirements will be provided in this instance by local
authority  schemes and smaller commercial
organisation schemes. Do you know of any research
that has been conducted looking at what that
contribution might be and what particular issues might
arise from that contribution?

Professor Watson: There is research on the role of
local authorities. The University of Edinburgh is
running the Heat and the City project for example,
which is looking particularly at business models for
local authorities. One of the projects conducted by the
UK Energy Research Centre, which I direct, also
looked at that in England. The thing we have found is
that most local authority projects fall below the
threshold of your interest in the 5 MW to 50 MW
range. There are a few that go above that but not very
many and a lot of different factors, including
financing, capability, and so on would mediate
whether you are going to get more of that in the
future, but the potential is big. The interest among
certain local authorities is quite keen, but there is
certainly a long way to go in scaling up from the
current handful of projects in that range to a
substantial contribution.

Grant Bourhill: The Energy Technologies Institute
engaged a couple of months ago with all UK local
authorities, asking them to self-select interest in
participating in a large-scale demonstration of a smart
system and heat network. We received about 37
positive responses from local authorities and we are
now going through a down-select process to identify
those really with the capacity and capability to be at
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the vanguard of that activity, but at the moment I think
it is too early to say how many and when that would
happen.

Duncan Botting: 1 think there are some rather good
examples of activity already in place with some case
studies, the regeneration for King’s Cross for instance,
which has driven district heating, certainly in a
regeneration environment, to the point where it is a
67 acre scheme with 20 new streets, 10 new public
places, three new bridges, enhancements to the canal
area, and so on, and the re-use of 20 historic buildings
within that. So I think there is already a lot of case
history. If you look at Woking, a different scale,
Thameswey Energy have been driving heat and
electricity systems, fuel cell and so on, for something
over 15 years now. You have other examples such as
the Ashton Hayes low carbon network fund that have
demonstrated how rural communities can play into the
game as well. There is not only research, but physical
examples of how things can be done.

Q4 Chair: Bearing in mind that certainly as far as
electricity is concerned, capacity is about 90 GW,
electricity from such schemes would contribute, as we
have discussed, just a few per cent. Are there other
reasons, in addition to simply marking up that
percentage, that you consider might be beneficial as
far as community and small-scale energy provision is
concerned? Duncan Botting, in IET’s written evidence
you talked about whole energy system perspectives. Is
that perhaps a consideration in pursuing these
particular levels of energy production, insignificant
though they might otherwise be seen to be?

Duncan Botting: If we are looking to achieve our end
goal, and low carbon is that end goal, you only have
to look at DECC’s own energy flow diagram for 2011
to understand that power stations lose 50% of their
energy in heat, basically, and transmission and
distribution losses, and considering that carbon
capture and storage is going to be installed as the
saviour, that also reduces by another 30% the energy
efficiency of those plants. It is therefore clear that if
we opt for centralised generation, we will have a
major problem in achieving our ends. At least with
the networks of local energy, you can start to see some
very interesting implementations, as I have just
outlined, which are doing it against all possible odds,
because from the business models it is very difficult
to demonstrate return on investment. These business
models are the key going forward to re-planning our
use of heat, transport and electricity. I would suggest
that local energy has a lot more of a role to play in
energy efficiency, specifically on the reduction of use
of energy rather than necessarily the use of energy.
Obviously, smart grids are capable of providing
distribution level activity that will allow many of
these enabling technologies to have a whole systems
benefit, but unless we look at this from a technical,
commercial and market structure perspective, it is
very difficult to see how we move forward. Finally,
we have optimised in silos to the point where we are
running out of head room for optimisation in each of
those silos. The real wins and real benefits are across
whole systems analysis.

Professor Watson: 1 would echo that point on
bringing heat and electricity and other things together
on a local basis. There are a few other arguments you
could make, and one is economies of mass production.
We are very familiar with economies of scale in our
power system. That is what has driven it, making
power plants bigger and bigger over the years, since
the Second World War really, but there are economies
of mass production to be had from a lot of smaller-
scale plants if there were enough of them. Clearly,
they could add diversity and resilience to a system,
because if one of those smaller plants goes down, that
is not as serious as if a larger one goes down, all other
things being equal. Another set of options, and I think
it was implied by Nigel’s answer to the earlier
question about the Renewables Obligation, relates to
our renewables and broader climate targets, which will
require renewables to play a big role, at least on
current plans. Part of that strategy is not just large-
scale offshore wind farms but plants at a range of
different scales. I guess it offers you a lot of different
options in the mix—degrees of freedom and
flexibility—to meet our targets.

Grant Bourhill: The Energy Technologies Institute
model the entire UK energy system—power, heat,
transport and infrastructure—and we look nationally
but also locally and, while I echo some of the
comments that have been made, our model allows you
to start to play scenarios, for example what happens
if the UK does not do carbon capture and storage? In
that case, the lowest cost energy system will build a
lot more renewables and you need to still build plant
to deal with the renewable intermittency. Our model
does not show that the lowest cost solution to that
is through local energy solutions but through central
peaking plants, probably using hydrogen so I agree
with the point that you have to look nationally and
locally.

Nigel Cornwall: On a slightly different theme, not so
much about the policy merits, I take current policy as
the starting point and we talk a lot about achieving
targets but also about local energy development and
community energy, and yet what I observe—and
maybe you will be moving on to this later—is that the
current institutional arrangements do not really work
and allow the existing potential to be achieved. It is
not just about growing the contribution; it is about
meeting existing policy goals, and making sure that
the current mechanisms and institutions allow you to
do that, and we seem to be quite a way from that at
the moment, in my view.

Chair: I think we may well be addressing some of
those issues later on. Indeed, I think Barry may be
about to do that.

Q5 Barry Gardiner: Professor Watson, the Energy
Research Centre said in its submission that 69% of
community energy projects had applied for or
received grant funding. Do you think they are always
likely to require grant funding? Is there any potential
for them to move to other funding models in the
future?

Professor Watson: 1 think the answer to your second
question is yes. One thing to be aware of when
reading that particular bit of our evidence is that it
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tended to focus on projects that were funded before
the feed-in tariff came in or the feed-in tariff came in
halfway through for some of them. If you were to run
that survey again in a year’s time, you would find a
different balance. Although, of course, feed-in tariff is
still public funding, at least measured by some
conventions, albeit from energy bills rather than from
taxpayers, but the question really is whether
community groups could get to a point where they
could just self-fund these projects. That is partly tied
up with the economics of the technologies they will
use, especially if it is generation; saving may be a
different matter. However, even if that does work,
there is still the problem of getting the upfront finance
to put the measures in, even if they are going to pay
back, and linked issues of development funding and
SO on.

So I do not think they will always, in all
circumstances, need public funding. I am sure funding
models will change and some of the more successful
community groups have been very entrepreneurial in
accessing whatever funding is available and have been
very nimble to shift according to policies changing.
However, I think there still may be issues of making
the business model work in terms of, for example, the
upfront capital and the skills and expertise needed to
develop and get a project off the ground.

Q6 Barry Gardiner: With some of the programmes
we have seen in development funding, paying for
planning or grid permits and things like that, that
funding is hard to come by for community schemes
or local authority schemes. Why is it so hard to raise
that type of finance?

Professor Watson: There is a lot of uncertainty,
especially when you have things like planning going
on where you are not certain you are going to get
planning permission. There is the problem of
timescale. Money is not endlessly patient and if that
kind of planning risk exists, that is going to make it
harder. There is also an issue of scale in funding,
which no doubt colleagues have picked up as well. If
you are going to commercial lenders, they will often
have a threshold below which they will still apply the
same rigours and approaches to assessing proposals,
but the costs associated with that are going to be very
large proportionately for very small projects. There is
the issue of being small but also the issue of risks
along the way, and of course for many community
groups there is lack of capacity, staff and in-house
resources. They are very much relying on voluntarism.
The groups that have done well tend to have some
really good volunteers at their heart with a lot of that
knowledge already that they are prepared to give.

Q7 Barry Gardiner: So we are agreed on the
problems. Do you have any solutions for me?

Professor Watson: Solutions? I think you do need
some sort of funding stream from somewhere,
whether it be the Green Investment Bank, whether it
be elsewhere, to provide particularly seed funding and
development funding to take out some of that risk.
Another solution might be partnering with another
organisation like a local authority although, as we
have pointed out in our evidence, local authorities

have their own constraints on their ability to borrow
or not necessarily the letter of their ability to borrow
but their willingness to borrow, given the tacit rule
and very explicit rule that they want to get their debt
down not up. Even if from a formal cost benefit
analysis point of view you can say this project is going
to fly commercially, there is still a role for upfront
funding, particularly for those groups that do not have
that in-house capacity, whether it be the Green
Investment Bank or something like that, I do not
know.

Q8 Barry Gardiner: You mention the Green
Investment Bank. Are we in danger of sticking
everything into the Green Investment Bank that we
need some money for? What sort of priority do you
think it is going to take within the Green Investment
Bank, or what sort of priority should it have in your
view?

Professor Watson: 1 think relatively high because it is
an area that does not get a lot of funding from
elsewhere. The Green Investment Bank is being
expected by all kinds of people to solve all kinds of
problems. It is well beyond its capacity to fund things
at the moment, especially since it can’t yet borrow,
and even when it can borrow that may well still be
the case. My view partly links to what Nigel said
around the policy framework. This is an area that the
policy framework really has not addressed very much
historically because we have the system that we do
and it does not include a lot of activity in that area.
So if you start from that point, there is a rationale for
saying that should receive more attention than perhaps
some other areas to compensate for the fact that the
overall policy framework is built for the very small
and the very large.

Duncan Botting: Just to add to that, from the whole
systems perspective, if capacity payments at the top
end of generation are going to outstrip, effectively, the
ability for the nascent demand side market to come of
age, this is the problem. We have a whole systems
issue here whereby people are seeing that return on
investment for their buck is best put where they can
see the return. There is a clear demarcation between
centralised generation and capacity payment
mechanisms and demand side for doing the same
function, which is dealing with peaking. If you are not
careful, if you put all of your incentives on one side,
the other side is just never going to take off. So you
cannot do this on a silo-based activity where you just
have FiTs over here, capacity mechanism over here,
strike price over there, and the technical infrastructure
to deliver all of those things completely separate
again.

Q9 Barry Gardiner: To focus on the Green
Investment Bank more specifically, how do you
envisage the bank supporting medium-energy
projects?

Duncan Botting: There are some very good examples
from Community Energy Scotland and the activities
they have done up there where there are several
mechanisms, not just directly loan-related but
business rate-related and community funds coming
back into jobs in the local community or schools or
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whatever. There is a portfolio of activity for which the
Green Investment Bank may not be the right element.
As Jim has already pointed out, there is a number of
calls for very large funding activity and we are talking
about lots of small funding pockets here, so it may
not be the right vehicle to achieve that. The overhead
costs may be too much for the small groups to take
on board, so I think there is probably room for
something else to appear in that space.

Q10 Barry Gardiner: the
intermediate market?

Duncan Botting: Yes, and I think there needs to be
some pump priming of that, just as there has been
pump priming for the top end.

As a lender to

Q11 Barry Gardiner: Are there any other comments
or reflections that people want to add? In that case, let
me move on to issues about privately-owned schemes.
In the Energy Research Centre’s submission, you
noted that of the 51 pathways identified for urban
energy projects by the CLUES report, only 2% of
these were private sector led. What was stopping the
private sector having a larger role here? What was
the problem?

Professor Watson: There is not necessarily a problem.
I probably have to clarify what that evidence means.
What we were trying to do in that particular project,
which I was involved in before I took on my current
role, was to look at the unique combinations of
different ownership structures, lead organisations,
whether it be private sector, public sector or whatever,
technologies and other aspects of projects. I guess the
2% figure is showing that private sector led
developments tend to follow a common pattern or a
common model according to the criteria we applied at
the time whereas some of the other areas like
community energy, third sector, had a much more
diverse range of different models. So, in a way, that
is the way to interpret that rather than there are not
many private sector projects out there. I think it was
your evidence, Nigel, that set that out in a bit more
detail around the Renewables Obligation and not only
the variety but the number of different projects there.
So I think it may be more an indication that in the
private sector, for those companies that have made it
work, there are some fairly tried and tested approaches
that seem to work whereas I think particularly in the
community sector it is much more a diversity, a lot of
different approaches are being experimented with all
at the same time by different groups.

Q12 Barry Gardiner: 1 wanted to explore that
because, Mr Cornwall, your company said that some
companies might benefit from investing in their own
on-site energy projects. Can you just tell us a bit more
about how they would see that benefit and, if it is
there, why is it that more companies are not investing
in on-site projects despite those benefits? Why don’t
they see the bottom line on this?

Nigel Cornwall: 1 think because there are some very
complex commercial interactions that you need to
understand to be able to place a value on those issues.
Until five or 10 years ago, a typical business
industrialist would not think terribly long and hard

about its procurement costs. That obviously has
changed with the way energy prices have moved but
the actual ability to identify and recover on-site
benefits is something that requires knowledge of the
complexities of network charging. It is something that
draws from avoiding levies such as the RO, the
Energy Company Obligation costs. If you can avoid
significant reliance on importing from the public
system, there are very real benefits on top of the usual
advantages of having some hedge over your energy
costs as well as maybe, depending on what fuel source
you are using, the kind of corporate social
responsibility benefits. It is an area that is beginning
to receive attention. A lot of the intermediate schemes
at the lower end of the band that you are looking at
are schemes that are on-site, and that will grow,
particularly as prices become higher and more volatile
and the avoided costs become greater.

Q13 Barry Gardiner: Why do you think it is that
more private sector organisations do not engage in
PPAs from generators? Why do they always go
through supply companies? Would there be an
advantage to them from entering into Power
Purchase Agreements?

Nigel Cornwall: You can’t really go anywhere other
than to one of the large suppliers if you want a long-
term PPA. There are a couple of more specialist
operators out there at the moment. Statkraft are very
aggressive in that market. There is an established
consolidator, Smartest, but if you want to have an
agreement that satisfies your bank, you have to go to
an investment grade company and that means going
to, effectively, one of the Big Six. What we have seen
over the past three or four years is a dissipation of
enthusiasm among some of those larger players to
enter into contracts or they will take the ones that they
want, and of course they also have their own
investments and a portfolio of long-term contracts that
they have already put in place. There is a lot of control
over that market by a handful of players that I would
suggest is not as ideal as it should be.

Q14 Barry Gardiner: Yes, interesting word
“control”. What you are describing sounded more like
a stranglehold.

Nigel Cornwall: Yes, to a degree, I can see why
somebody would take that view. There have been a
number of positive signs in the off-take market,
particularly with the FiTs regime coming in and there
has been an evolution towards almost like a short-term
PPA market based around FiT export payments. That
is a new area of the market and new suppliers are
moving into that. Although at the longer term, you
need the credit rating to bank the project and that does
mean that there is a lot of selection that goes on by
the largest players.

Chair: I think we need to explore some of these
issues, particularly the transition, a little further.

Q15 Christopher Pincher: Mr Botting and Professor
Watson, you both said in your previous answers that
medium-scale projects fall between the two stones of
central generation and very localised micro-
generation. You explained some of the difficulties that
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that engenders. What do you think DECC can do
about that problem to support medium-scale projects?
Professor Watson: There are alternatives. You have a
regime that is predominantly designed for the large-
scale. There are obviously massive changes happening
to that regime with the Electricity Market Reform and
the Energy Bill and there is a regime that has been
established more much recently for small-scale, below
5 MW, with the feed-in tariff. The issue for the area
that this inquiry is looking at, the range of scales, is
that in principle they can access the Contracts for
Difference and all the things that go with Electricity
Market Reform but in practice, that is going to require
a huge degree of sophistication and knowledge and so
on in order to engage with it properly. As one of Nigel
Cornwall’s company’s papers have made very clear,
they will not get the same price for their power than
some of the bigger generators will. The effective value
of a Contract for Difference for a smaller-scale
generator is likely to be much less than it is for a
larger-scale generator, so they are not competing on
the proverbial level playing field in that case.

I think something needs to be done in order to correct
that particular issue. Whether or not we increase the
threshold of the feed-in tariff, as some have suggested,
there will still be a sizable proportion there that needs
something, whether it be a green power market as has
been suggested, to fill that gap. As I have followed
Electricity Market Reform from its very start, this
issue has had attention, people have said, “Yes, that is
very important” whenever I have gone to meetings
about it with DECC and others, but I am really
surprised that it still does not seem to have been
brought to a conclusion and fixed properly.

Q16 Christopher Pincher: So you are surprised but
perhaps not alarmed?

Professor Watson: Alarmed if we want it to be part
of the future, sure.

Q17 Christopher Pincher: Alarmed always sounds
better, I think. What are your suggestions for making
up the difference in the difference, if I can put it like
that?

Professor Watson: 1 think there is a need for some
sort of intermediary. We can’t expect necessarily all
that power to be taken at a price that means they are
effectively getting the same Contract for Difference
directly, maybe with the Big Six. There may be
something to do with transparency that is linked to the
whole area of reviewing how the wholesale market
works. I think it is very much bound up with that, but
some of the proposals for a green power auction or
green power market—which probably Nigel is better
qualified than I am to talk through the details of—are
the kinds of things I would like to see happen if we
are going to tap this particular part of the market.

Q18 Christopher Pincher: Is this something that
definitely needs to be done, in your view, through
DECC and not through, for example, Ofgem?

Professor Watson: 1t is probably a combination of the
two if you are getting into general competition issues
as well. I do not think you can separate these, to use

Duncan’s word, into silos, but I think the two go
together very much for me.

Duncan Botting: 1 will just come in there. I think
there is a real issue that we get focused purely on the
price available for electricity but quite often there are
revenue streams across the board that have not yet
been created into a business model that make coherent
sense for a bankable project, for instance heat output
and the Renewable Heat Incentives do not necessarily
mesh with the FiTs type activity. There is a lot of silo-
based incentives. If we are not careful we are going
to end up with people focusing purely on one or the
other revenue streams when the benefit to the end
producer is from numerous revenue streams, not just
the one. Therefore, it becomes much more difficult to
play that game, especially when you are trying to
explain it to your investor.

Q19 Christopher Pincher: Do ROCs work for
medium-scale projects?

Duncan Botting: They are certainly more well
understood than the new EMR structures, and people
are still unclear about all of the strike prices and so
on. There is a huge uncertainty in the marketplace
about what is investable and what is not so nobody is
moving forward at the moment. In the local energy
space, there is a play-off against that end of the market
because there is opportunity if the market at the top
end goes in a certain way, or if it goes in a different
way there is a different opportunity. In that respect,
the whole systems business model is very difficult to
get your head around if you are a small player. If you
are going to do that analysis, you have to have quite
a lot of resource at your disposal.

Q20 Christopher Pincher: So there is an issue of
understanding about the new regime and the structures
that are the pillars of it. I am not entirely clear yet but
are you all saying or are some of you saying that
another pillar is required to meet the requirements of
medium-scale projects, which is not a FiT for small-
scale projects and not a CfD for large-scale central
generation? If it is that third pillar, what would it look
like and how would it fit in?

Professor Watson: For me, it is an add-on to the CfD,
basically, something in addition to that to make that
work for those smaller players. There are people who
argue that that whole framework is designed for the
big-scale players and that is what it should address
and that should be fine, and if you want something to
be done at the middle scale then you need a whole
other set of policies. My view would be that if you
are trying, as part of the Electricity Market Reform,
to address the system as a whole—again to go back
to Duncan Botting’s point about the supply demand,
the need to stop siloing and to think about the
potential for this medium scale—surely at the very
least this framework should do no harm when it comes
to some of these medium-scale players, if not address
some of the particular issues they have.

Nigel Cornwall: Can 1 pick up a few of those points
and give a different answer to the question, “Does the
RO work for intermediate projects?” I think the
answer is it depends entirely on the terms of the deal
that you can negotiate with your counterparty. Even
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though one sees headline numbers quoted for values
of ROCs with recycling, most developers are lucky if
they can capture much more than 80% of the value
across all the benefits available. There is an argument
for that. The supplier typically is managing balancing
risk. It is providing a route to market. So there is a
case for some benefit share but what the developer
gets is normally derived on a case-by-case negotiation
and there is a lot of dissatisfaction generally among
developers about their ability to get their expected
value streams. That is one point.

Another key point is how that position will change
with the transition to CfD FiTs and I think that again
comes down to individual projects. If you are a
specialist biomass developer, understanding a CfD
FiT is not a problem. If you are a community energy
developer and you see a 78-page list of heads of terms
for a CfD FiT, you will be a little bit intimidated and
you will not know what is going on, and then combine
that with the fact that because of the basis risk that a
developer sees, you are probably not going to get the
same amount of money anyway out of a project. There
are clearly issues that need to be tackled. I think
DECC, with to a lesser degree Ofgem, are aware of
these issues. I am not too sure how their analysis will
be resolved and whether it will result in any
interventions, but it is clear that without creating a
third set of incentives above 5 MW, and maybe below
100 MW, there is a need to provide a framework
within which counterparties can conduct their
commercial negotiations because it is very one-sided
at the moment.

A key to it is opening up, in my view, the short-term
power purchase market. If you have a 15-year
arrangement, the supplier reasonably will take a very
pessimistic view of balancing risk. That is the main
justification for the large discounts that are extracted.
If you can move to a shorter-term market by having a
guaranteed supply route to market, you probably have
a very different set of possibilities.

Q21 Christopher Pincher: You have very helpfully
answered my next question about PPAs so that will
cut the Committee’s deliberations a little. However,
on that PPA issue, you mentioned earlier on that the
Big Six are—Mr Gardiner I think used the word—
strangling some providers. Can you explain why that
is so important, first of all, for those medium-scale
projects and why bigger providers would want to
smother a PPA?

Nigel Cornwall: The banks require it. The lenders
require it. You need a long-term agreement for off-
take. That conventionally comes with the associated
environmental benefits and other benefits that arise in
the system and it is the way it is. There is a short-
term PPA market developing but it tends to be for
where plants have come out of initial arrangements or
have surplus power. It is very much the exception.
What I would say is that in that short-term market—
and a very good example of that is the e-POWER
auction run by the Non-Fossil Purchasing Agency—
we are seeing a lot more independent suppliers
bidding for power. I think there were 14 in the autumn
auction, four or five of those were the Big Six. That
means there are at least nine other suppliers were

active in that market, including some of the
independent suppliers we work with. If you can get
away from that long-term focus, that can only be a
good thing.

How you do it it is more difficult. Jim has already
referred to the green power auction, which is one way
of doing it because you can make the generator whole
up to the CfD FiT strike price, and you know the
auction would be coming along every six months. You
could probably do it with another sort of mechanism
along the lines of a FiT, which is to have a guaranteed
route to market. As long as you know you can default
to a contract and the banks are willing to accept that,
you can take a punt on the shorter-term markets and
you may not need the kind of green power auction
solution. Existing markets might be allowed to evolve
around that. So there are some options but, as Jim
said, we have recognised this is an issue for quite a
long time. Finding an actual way forward is proving
very difficult because I think ultimately DECC do not
want to intervene. That seems to be the case.

Q22 Christopher Pincher: Do you think they are
going to have to intervene? You mentioned the Big
Six have nine other players with whom they are
competing. How do you see that competition evolving
and are they happy for that competition or do you see
them acting in a less than helpful way?

Nigel Cornwall: No. It is a healthy stimulant, but
none of us particularly want it out of choice, I guess.
Can I answer that in a different way, which is to say
if one looks at the fixed FiT market, for instance,
which was seen as a very specific area of the market,
what we are seeing is a lot of competition for export
power now outside of the administered generation
rates. Companies like Good Energy have more FiT
customers than RWE npower, ScottishPower, EDF
Energy. That shows how routes to market, if properly
fashioned, can be utilised. There is no reason why, if
there is some kind of guaranteed fall-back, for
example, a supplier of last resort solution for PPAs,
similar competition can’t emerge across the market.
That is my personal view. It might be difficult to
define, but as a concept it needs exploring.

Q23 Dr Lee: Apologies for my late arrival. Moving
swiftly on to heat and smart systems, we have heard
that medium-sized energy projects could help to
provide flexibility for the energy system to help
balance peaks and troughs. Can you explain why this
is?

Grant Bourhill: Perhaps 1 can start. As I have
discussed previously, our model within the ETI looks
at power, heat, transport and infrastructure and
delivers the lowest cost route to meeting the UK’s
2050 climate target. That solution, of course, has to
be robust to renewables’ intermittency. We believe
that the technologies from a macro scale help that but
are not the full answer. For example, we are funding
a UK SME at the moment to develop and demonstrate
distribution-scale electricity storage. We are also
looking at the possibility of diurnal heat storage at a
distribution level for heat networks. However, as I
said earlier, any solution for the future UK energy
system has to be robust. There are uncertainties, and
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one of the uncertainties, of course, is will the UK
pursue CCS at the speed that it has to deploy that? If
we do not pursue CCS, then there will be something
like five or six times the capacity of renewables within
the UK energy system. I do not think it is possible for
the macro scale solutions to cover exclusively that
intermittency.

Q24 Dr Lee: Just to clarify CCS, essentially what
you are saying is if you have a lot of base load
guaranteed power coming down the system it would
be an easier model, you would not need to do this
so much. Presumably that applies to nuclear as well,
does it?

Grant Bourhill: To a lesser extent with nuclear. The
cost to the UK of not doing CCS or not doing bio-
energy is significantly greater than not doing nuclear,
from our modelling. In part, that means there will be
a lot more renewables in a future low-cost energy
system if the UK does not do CCS or does not do
bio-energy.

Duncan Botting: 1f 1 could add to that, I think the
four scenarios that we are working to on the fourth
carbon budget are clearly what is driving the entire
solution to how we meet the fourth carbon budget.
Therefore, if you take something like the Smart Grid
Forum who have taken those four scenarios and
considered what that means for power generation and
transmission and distribution networks in terms of
how the networks have to react to this, the Smart Grid
Forum Workstream 3 report has clearly identified
different opportunities for different market solutions,
heat pumps, transportation and so on, across a whole
range of different technologies that could deliver. The
problem is that all of the modelling in the world does
not provide what the market will actually do. The
market structures are such that people are only going
to invest in particular technologies if they believe
there is a return on investment. At the moment, there
is a very poor clarity on which areas are going to be
winners. We are struggling to get the sorts of
conversion factors that heat pumps were meant to be
installed and designed at on a constant basis. People
are seeing trials going on at the moment that are
giving quite poor results compared to what were
expected. If we are going to play this game of
modelling, we need to do the same at the same time
with understanding the market structure and how the
market structure needs to flex out to 2030 to achieve
that.

Q25 Dr Lee: How dependent on all of this is having
a smart grid in place?

Duncan Botting: 1 would state that the smart grid is
the enabler for all of the technologies we are talking
about. All generation has to be connected to
consumers. The way that is done is via the networks.
Unfortunately, it takes something around eight years’
lead time to be ready to accept many of the
technologies that we are talking about in terms of
large-scale infrastructure.

Q26 Dr Lee: The Energy Technologies Institute has
suggested that district heating networks could have a
significant role to play in providing heat to domestic
and commercial sectors. Do you think DECC’s heat
strategy will deliver more district heating networks?
If not, what needs to change?

Grant Bourhill: The reason that we are looking at
heat, of course, is heat demand in the UK is
approximately 40% of the UK’s overall energy
demand. Of that, about 75% arises from domestic and
light commercial use. How to deliver heat to the UK
sustainably and in a low carbon way is extremely
important, which is why we have established our
smart systems and heat activity.

I think DECC are pursuing a good strategy at the
moment because there is uncertainty, as Duncan said,
with large-scale solutions that the UK may need in
terms of carbon capture and storage, offshore wind,
large-scale demonstration of smart systems, say, for
example, using 2% of the UK’s housing stock, which
is about half a million houses. I think DECC are
pursuing a strategy of demonstrating that type of
activity at scale to provide the evidence to inform
what the future national strategy should be in about 10
years’ time, which is when we need to start triggering
deployment of the infrastructure. So I think pursuing
that strategy is sensible.

Chair: We have run out of time, I am afraid, for this
particular session. We are very anxious to receive
thoughts on community engagement and acceptance
and whether, for example, schemes are or might be in
operation for people to gain benefits from community
and local energy. If you have any thoughts on that that
you might want to offer to us in written form, we
would be most grateful to receive them. Thank you
very much for your attendance this afternoon and for
your very informative evidence.

Examination of Witnesses

Witnesses: Merlin Hyman, Regen SW, Graham Meeks, Combined Heat and Power Association, Felix Wight,
Community Energy Scotland, and Rebecca Willis, Co-operatives UK, gave evidence.

Q27 Chair: Good afternoon. Thank you for coming
along to the second panel this afternoon. Perhaps you
could briefly introduce yourselves and we can
proceed.
Rebecca Willis:
operatives UK.
Felix Wight: Felix Wight representing Community
Energy Scotland.

Becky Willis representing Co-

Graham Meeks: Graham Meeks representing the
Combined Heat and Power Association.

Merlin Hyman: Merlin Hyman from Regen in the
south west.

Q28 Chair: As I am sure everybody is aware, we are
looking at essentially medium-sized energy projects,
but I think we all agree that that covers a large number
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of different projects. Could you perhaps tease out a
little the distinction that you see between general
medium-sized energy projects, community-owned
projects, local energy projects, distributed energy
projects? What do you see as the main differences
between those particular categories and in the overall
heading of smaller projects?

Felix Wight: 1 think they mean different things, which
is the main distinction. Distributed energy means
forms of generation connected to the distribution
network. Local energy implies some locational
element, however that is defined. Community energy
implies some relationship to a community, whether
that is a community of interest or a community of
place. All these things could be interpreted as different
forms of local energy, but it is a question of whether
or not the Committee is minded to focus on one of
those particular aspects. Our experience is working
with the community-owned sector. Those are projects
where the benefits from those projects accrue directly
to a specific geographic community that manages
those projects and uses the benefits as they see fit, but
that is not the entirety of the sector.

Rebecca Willis: 1 am here very much representing the
community and co-operatively owned energy sector.
Having said that, I think it is really important to look
at what the different sectors have in common, for
example what we have in common and the extent to
which we have common cause with distributed
generation with heat networks, whether they be
commercially owned and so on. What we have in
common is that at that kind of mid-scale of energy
generation is where our different sectors fit. We all
play a role in that energy ecosystem at that level. It is
at that mid-scale that you can get some really
interesting solutions emerging in terms of linking
demand and supply, in terms of engaging consumers
and so on, which it is harder to do at the large scale.
For that reason, I think you will find that all our
organisations and all our sectors tend to have as much
in common as they do separating them.

Graham Meeks: 1 would echo that. Within the
CHPA’s own constituency we have pretty much the
whole spectrum from heat to power to people who
fundamentally are coming from the demand side and
start from understanding their own energy use and
then start investing in assets to help generate
themselves, and the ownership structures vary from
municipally owned right through to large
multinationally owned. The common issue that we see
is that once one steps outside what you might see as
the professional centralised element of the energy
sector, you rapidly get into an area where there is huge
opportunity to realise benefit for the system as well as
for the energy consumer and the community, but the
capability, the capacity, the sophistication if you like,
of the protagonists to deal with an energy system that
is increasingly complex starts to act as a constraint on
their ability to realise that benefit and that value. The
critical issue that binds people together is that there
needs to be a simplicity in terms of being able to
engage in the market and bring the benefits forward.
Merlin Hyman: We have done some figures in
preparation for this and there are about 50—48 to be
specific—medium-scale projects in the south west

currently operational. None of those I think at the
moment would fit a definition of community energy.
That said, we see a lot of opportunity for those kind
of schemes and several are starting to come forward
or are at an early stage of the pipeline as that sector
matures. | think it is again true that there are some
generic issues, as you might expect, I guess, across
this kind of space. In the south west at least grid is a
major issue; planning policies and the current state of
planning policy are also issues. Finance in its different
forms is undoubtedly harder at the smaller end of the
sector than it is as you get larger.

Q29 Chair: We have heard that medium and smaller-
scale sized projects may help to facilitate, for
example, demand side response, demand side
reduction, partly in view of their role within the
district networks, for example, and partly because of
their community orientation. Do you have any
thoughts on how that may happen or do you think that
is something that has perhaps been rather overstated?
Graham Meeks: One dimension that is particularly
pertinent to Combined Heat and Power and district
heating is the opportunity for thermal storage. One of
the key things with heat, which we know, is it is not
possible to transmit heat over the same distances that
we transmit gas and electricity using those national
networks. Heat is very much by its nature a more
localised commodity when it is commoditised through
a heat network or something similar. It becomes very
much a distributed or a local element of the energy
system so it really only works, only arises, only
presents itself as an opportunity at a local level.
What we have seen if we look internationally, in
Germany and Scandinavia, is heat networks, and
particularly the thermal storage that is connected to
those networks, providing huge value in terms of
managing an electricity system that has the challenges
of dealing with higher levels of penetration of variable
sources of power such as wind. The systems in those
countries are operating now with the right commercial
signals being put in place to be able to provide very
effective balancing and making sure that the energy
that is being produced at times of surplus has a value
to the system rather than the situation that we are
seeing in the UK at the moment where quite often
there is a huge cost involved in trying to get those
plants to switch off. There is a huge economic benefit
that is sitting there waiting to be realised if we can
arrange our incentives, payment structures and
commercial arrangements in the market in a way that
incentivises people to realise that benefit.

Merlin Hyman: Where you have generation close to
demand there are almost naturally greater
opportunities to link those two factors. To cite one
example, at the moment there is a town in Cornwall
called Wadebridge that has a very active community
energy group and set of initiatives. We have helped
them work with Western Power, the local grid
operator, on a low carbon network fund proposal,
which is exactly that. They want to put more
generation into Wadebridge than Western Power can
accept at the moment. Rather than an expensive grid
reinforcement project, the proposal is to develop a
project that manages demand. You have the local
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active community there and there is the potential for
various ways of managing that demand locally. One
way is to use the electricity to generate hydrogen to
then use in CHP plants in the domestic setting.
Without that link between the generation capacity and
the demand being close together and the organisations
and the people being close together, I am not sure how
that kind of project could happen.

Felix Wight: There are some specific regulatory
barriers in terms of creating a market for demand side
management on the distribution network in that
currently  distribution network operators are
discouraged from engaging with suppliers directly. It
is on the supply side that you will realise the benefits
of customers using electricity at the right times. That
is something that needs to be addressed if that
potential is going to be released. Equally, currently
on the distribution network there is a real opportunity
because generators that are being constrained do not
receive constraint payments. They do not receive any
compensation, so they could be massively
incentivised to invest in demand side management and
help release their capacity if there was a mechanism
for them to be able to do that.

Q30 Barry Gardiner: Mr Wight, the Scottish
Government have set targets for community energy
projects and I think given loans as well. What impact
do you think the policies of the Scottish Government
have had and are there any other measures that they
have taken that might be usefully applicable
elsewhere?

Felix Wight: Yes, the 500 MW target is part of a
portfolio of measures that the Scottish Government
have put forward. To be clear, and we touched on this
at the beginning, it is about definitions. Their target is
for community and locally owned energy. They have
a specific interpretation of that, but essentially it is not
just community owned, rural SMEs and small
businesses are included there. Its purpose really, I
suppose, was to provide a benchmark and index
progress and something to aim for. In terms of how
that is being delivered, they only have certain policy
levers open to them that are devolved powers, so they
can’t do very much on grid and they can’t do very
much in terms of macro UK incentives. However,
what they can do relates to what was touched on in
the previous evidence session in terms of some of the
barriers to access to finance and de-risking the
planning process. There is a loan scheme, which is an
upfront, unsecured, risk-free loan to get projects
through the planning process. If they succeed, they
pay the loan back. If they do not, it is written off.
Similarly, for projects that are consented, there is a
loan fund for projects that are not able to secure
commercial finance. These are interventions to try to
address the high level of risk and also the market
failure in terms of there being a limited pool of finance
that is currently available for small-scale projects. I
think both of those are of direct relevance. In fact, the
first one is already being looked at and hopefully
going to be put into practice by Defra.

Q31 Barry Gardiner: Can I ask the rest of the panel
are there useful lessons there that we should be
learning and rolling out in DECC?

Merlin Hyman: In terms of the Scottish approach to
community energy?

Barry Gardiner: Yes, in terms of the Scottish
approach.

Merlin Hyman: Looking at the numbers and the
success of Scotland, it is clear that they are a long
way ahead of England on community energy. That is
partly perhaps because they are a long way ahead on
renewables generally. I think there is a lot to learn
from the focus that they put into this sector. The
encouragement and the support that has gone into it is
something that we could really learn from in England
and also in the localities and regions.

Rebecca Willis: 1 think Scotland are doing a very
good job but within the constrained circumstances of
devolution. There are all kinds of ways in which the
energy system as a whole, which is UK wide, makes
life incredibly difficult for these projects. The Scots
have a better sticking plaster than the English maybe,
but it is still a sticking plaster. Life is very difficult
for these projects at the mid-scale. I can only speak
for the co-operative and community-owned projects,
but it is incredibly difficult to get these projects off the
ground. Osney Lock Hydro in Oxford has just done a
co-operative share offer. It has taken them 12 years to
get to that point. You can only do it by being
determined to the point of stubbornness. You have to
be amazingly determined and the reason for that is
that the system is really stacked against them, in
Scotland and in the UK more widely. We should not
lose sight of the sense to which this is a point about
regulatory capture because what we have is a system
that is set up for the big players and that large-scale
commercial system is the one that the companies and
DECC understand, everyone in and out of DECC’s
doors understand their systems and speak the same
language. When 1 say regulatory capture, it is not
malicious intent, it is just that everyone working in
the system has the same background and shares the
same ethos.

If you look in other countries, you see that the people
in and out of the doors of the energy ministry are very
different people. They are local authorities, they are
co-operatives, they are farmer groups and so on. It is
just a very different picture of the world. I think that
we are in real danger of assuming that our system is
as it is because that is just the way of it, whereas in
fact it is a very specific system set up by and for
specific people. If you try to fight against that, you
find that it is really tricky to look at different routes
to market, different types of company, different
innovations.

Chair: Before we proceed, I think I am going to have
to at this point indicate a technical change in what we
are doing as far as evidence is concerned this
afternoon. That is as from one minute from now,
because I believe Mr Lee has to depart, we cannot
formally record the rest of what we wish to hear about
this afternoon as an evidence session. However, we
very much want to hear particularly about advice and
support services, heat, and planning and grid issues.
What I intend to do is take that as a rather more
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informal discussion between us, which will look
remarkably like a witness session but nevertheless will
not be technically, and hopefully, with your
agreement, proceed on that basis. Barry, perhaps I
could ask you to continue on the particular issues you
wanted to raise on advice and support services and
take that as the first part of the more informal
discussion that we will have this afternoon.

Sitting suspended.

On resuming—

Q32 Chair: Perhaps I could formally record at this
moment that only half of your words were lost in
terms of the official record because we can resume an
official session.

Merlin Hyman: It was the best half.

Chair: Most of that previous discussion can be
recorded officially and you may wish to weight your
words carefully for the rest of the session, bearing
in mind that we are now recording your answers for
evidence in front of the Committee. Again, the
Committee looks rather like it was two minutes ago
only with a slightly more populated discussion.

Q33 Barry Gardiner: I do not know whether we are
more like a tag team or a relay race. Co-operatives
UK recommended the introduction of a co-ordinated
advice scheme supported by Government and staffed
by independent experts, didn’t you? How do the rest
of the panel feel about that?

Graham Meeks: If we look on the heat side, there are
interesting developments with the heat strategy that
DECC have now put in place where they have in
many respects adopted a model that London took
forward. Having got a target for 25% of energy
through distributed energy sources, London, the GLA,
recognised that they needed to support that with
capacity and capability and established a project
delivery unit that co-ordinates work with the boroughs
to put schemes in place, recognising that a lot of these
are pretty complicated projects, dealing with 45 to 60-
year-old infrastructure and so on. DECC has adopted
a lot of that model and is now setting up a thing called
the Heat Networks Delivery Unit within DECC,
which is then intended to provide that capacity,
ironically centrally when we are talking about
decentralised, recognising that may well be the most
efficient way to be able to deliver hand-holding and
support to local authorities in particular who want to
take the initiative but recognise that internally it is not
great use of their resources to be able to carry that
capability. We are only in the process of setting that
unit up at the moment so one has to reserve judgment
to see whether that can be transposed from a local
initiative, albeit in greater London, to a national level,
but it seems as if there is at least a model there to
follow.

Felix Wight: 1 would like to go back to Rebecca’s
point about the macro context in which these projects
are being played out. You can have all the capacity
building in the world and throw lots of support at this,
but unless you fix some of the fundamental issues in
terms of access to market, the predictability of
incentives and access to finance, you are still going to
get a very small number of projects coming through

relative to the full potential. What we have in Scotland
at the moment—about 25 MW installed, going up to
about 40 MW by the start of next year—represents a
superhuman effort on the parts of those people. I
would argue that it is not really a sustainable model
or it is not going to be able to go to scale unless we
address some of these other issues. That said, capacity
building does have an important role to play,
especially if we are keen to ensure that these
opportunities are accessible to all communities rather
than just to ones with a suitable mix of retired
professionals.

Q34 Barry Gardiner: Sure, but going back to what
Ms Willis said about the different look of the people
going in and out of the door in other countries and
jurisdictions, would the response that the Minister or
the industry might make to that not be, “Yes, but
actually our energy prices are lower”? In the other
jurisdictions this element of the market may work well
but what you call regulatory capture by the Big Six—
note I did not use those words, although I might be
tempted on occasions—has actually provided lower
costs than for our continental counterparts.

Rebecca Willis: However, you have to be careful on
the price point. We have the lowest prices per unit of
energy. That does not mean that people are spending
less of their household income on heating and
powering their homes because we also have the
leakiest building stock in Europe.

Q35 Barry Gardiner: Of course, absolutely. We are
going to a different evidence session here.

Rebecca Willis: However, that is the point. Obviously,
we have to be mindful of the cost of energy and the
cost of policies but not to the extent that we separate
this out. Reducing the unit cost of energy is not a good
thing if it means that people are spending more on
heating their homes. The good thing about the mid-
scale, what we are talking about in this inquiry, is that
that is where the solutions lie to linking demand and
supply, for the reasons we have already discussed.
That is the scale at which you can actually get people
properly involved in their energy system, not as
passive consumers but as people who understand
energy and understand what it takes to power their
homes, and you get a different political debate. I was
in Denmark last year. Energy prices per unit are vastly
higher than here but it is not a political issue. I think
we need to investigate that in the round and work out
why, in fact, in other countries they can stand higher
costs per unit because they are doing better stuff
with it.

Graham Meeks: 1 think the other thing to be careful
about in drawing comparisons internationally is the
state of play of the energy system, particularly in
terms of the supply and demand balance. We have low
prices, or have had historically low prices for the last
10 or 15 years, because we massively built capacity.
We have heavily over-built capacity during the time
when the system was largely in public or quasi-public
ownership. We have been able to benefit from being
able to reduce the costs without making the
investments that we should have been doing in this
valuable depreciation period, if you like. That has not
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happened. I would expect that a lot of what we are
seeing elsewhere, when we have a more catholic
discussion in terms of who is involved, is that more
people are realising that they need to take
responsibility for their own energy security, their own
energy supply, and are willing to step forward and
present themselves in a discussion with governments
in order to realise that opportunity. We are going to
have difficulty building out the energy investment that
we are going to need to meet our requirements for the
30 or 40 years forward.

We can’t afford in this country to restrict that
discussion to a discussion with the Big Six, who have
their own constraints on the amount of money that
they are able to borrow and that they are then able to
invest into our energy infrastructure. We need to be
opening up pools of investment, pools of willingness
to invest, that run right across the economy. It is really
only enlightened self-interest that should be driving us
to have these discussions at any number of levels with
a plethora and a much greater diversity of actors,
many of whom again will only be doing this because
they see that there is a threat to their security of supply
and ultimately the cost of energy supply.

Merlin Hyman: On that point about evolving, it was
fascinating being in the south west at the frontline of
the feed-in tariff, seeing a revolution going on about
the engagement in energy from a whole bunch of
people, farmers, businesses, tourism businesses, land
owners, companies, who have never really thought
about engaging in energy before. We run events like
the Renewable Energy Marketplace with thousands of
people coming along to find out about energy. You see
the pages of the papers and the BBC Spotlight covered
in this stuff. You see farmers co-ops like Mole Valley
Farmers sending out four-page articles to all of their
thousands of farmers. You saw a completely different
engagement in energy when the feed-in tariff came in
and that plays across to this medium-scale level.
There is another point here about the cost of energy
and why we should act, particularly on the community
side. It is coming, again, from the south west where
this is a very hotly debated topic. There is no way
that we will build the scale of distributed/renewable
generation that we need without a better relationship
between development and the public. People notice
this stuff. It is there, it is in front of them, and they
want to know why it is there and what it has to do
with them. There is a huge appetite to engage,
understand and gain benefit from it. If we think we
can just sit there and build out the renewable energy of
the future without a much better relationship between
development and the communities then we are living
in cloud cuckoo land, frankly.

Q36 Barry Gardiner: Who should actually pay for
the support and advice services and what subjects do
you think they need to cover, getting back to that?

Rebecca Willis: Speaking for community projects,
they need some of the support and advice because the
system is currently stacked against them, for reasons
that we discussed earlier. If you take away some of
those system barriers, which we could do through
changes in the Energy Bill or the Community Energy
Strategy, there are still going to be efficiencies to be

had through just making sure people have access to
the right information. This is not about getting a
website. This is basically about interactive advice
from one person to another, in other words. I think
that if Government were to pay for that, it would get
more energy online quicker. It would get more people
involved quicker, but I do not think Government is
the right institution to do that. I think the Scottish
model, whereby it is paid for by Government but done
by an independent organisation, is the right one. There
is fairly basic stuff about legal matters, planning,
financial support and so on. What you find at the
moment is that it takes communities a long time to
grind through that stuff. There is some very basic
advice that you could give at the beginning about is
this the right site for solar, is this the right site for
wind, what does a bankable project look like. If you
got good advice at the beginning, maybe through a
peer mentoring system, which is something that Co-
operatives UK are looking into, it would mean that
any good projects did go forward and the ones that
were not good from a technical point of view did not
go forward and time was not wasted on those ones.
Felix Wight: 1 think it is important that whatever
support is available is seen to be independent and
trusted. That is a big argument in favour of it being
state funded. It does not necessarily need to be a huge
amount of money in the scheme of things. I think the
CARES contract in Scotland costs around about £3
million a year, but on the back of that we are bringing
forward 180 MW of capacity. Each megawatt in
community ownership should be getting in about
£100,000 net, so if we hit the 500 MW target that is
billions coming back to Scotland at a very low level
where you have all sorts of economic, health, social
multipliers. It is a pretty small investment for the
benefit.

Merlin Hyman: Regen runs a community energy
support project and funding for that is extremely
difficult. There is, unlike in Scotland, no central
funding for that kind of work. At the moment we have
some European funding, some local sponsorship and
some thin air, really. At the heart of that is about
getting communities together to share. We have some
great examples of communities like Bath & West
Community Energy, which has raised £750,000 and
done a lot of things, and Wadebridge Renewable
Energy Network. There is a lot of expertise there. I
also find that the professionals who have been doing
this on a more commercial scale—lawyers and
accountants and industry—are very keen to share and
to find ways of working effectively with community
groups.

Again, I think there does not need to be a vast amount
of money but there does need to be some support to
help communities get together and share experiences,
to understand the pretty complex legal and financial
issues. When we get them together, a lot of them want
to deal with the debates they are having in their local
community about the role of wind energy and
intermittency and these kind of things, and the same
things as the companies, “What is Government policy
going to do next? Are they about to change the feed-
in tariff suddenly and I am not going to notice halfway
through my project and then all that work has gone?”
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that kind of stuff. Just a little bit of energy, knowledge,
know-how, GIS expertise can be really helpful and
again it is not a huge amount. I do not think a national
scheme in England would work. The Scotland, Wales,
south west kind of scale is about right. I think a
national scheme would just be seen as very alien by a
town somewhere in Cornwall.

Q37 Chair: Can we briefly touch on community-
wide heat networks, community networks as opposed
to industry-based heat networks, CHP? I am looking
particularly here to Graham Meeks. Could you briefly,
Graham, outline the extent to which those community
networks are presently in place in the UK and
particularly what is the main type of organisation that
is driving them?

Graham Meeks: At the moment, we are talking about
something like 2% of public commercial and domestic
heat demand in the UK is being met through district
heating networks or block heating networks, some
form of community heat networks. What that means
is about 2,000 networks all in all of different scales,
over 200,000 dwellings and around 1,700 commercial
and public buildings. That is the sort of scale that we
are at the moment, which is clearly a long way short
of where we see some other similar rates of
penetration in the Scandinavian countries. In Germany
it is about commensurate with where France is, for
example.

It is a very fragmented pattern of development that we
are seeing at the moment, very different sets of
drivers. We are seeing, for example, planning being a
very important driver, particularly in London where a
deliberate policy for decentralised energy, including
heat networks, was introduced by the GLA. That is
now providing a very important driver. I think one of
the panellists on the previous session pointed to Nine
Elms, King’s Cross and so forth. These major
regeneration projects that are happening in London are
all going in with district heating systems in place
because the planning requirement takes people down
that route. Once people evaluate it, it presents itself as
being a fairly cost-effective way, but it is the planning
driver that has been very effective in doing that in
those regenerations and also new build housing
developments. We are seeing quite a lot of new build
projects going ahead in London and also in a number
of other local authorities which have chosen to take
the powers to be able to require a district heating
connection from the developers, but they are still very
much in the minority.

We are also seeing, through the CESP programme,
Community Energy Saving Programme, and now into
ECO, district heating is starting to become
increasingly  competitive as a  cost-effective
compliance option through those schemes. It took a
little bit of effort on our part to ensure that district
heating qualified within ECO but it is certainly now
seen as being one of the more attractive measures.
That is being driven forward as well. We are also
seeing on a very piecemeal basis the wilful local
authority where there is perhaps someone who
understands enough and is committed enough to try to
drive it through the process to make a district heating
scheme happen. We tend to call these city-wide

schemes. In fact, most of them tend to be connecting
groups of public buildings that provide the secure
heat load.

It is actually quite a scattered pattern at the moment
and certainly what we are lacking is effectively an
overarching model—model is the wrong word—a
framework that would allow investment to happen at
the sort of scale that the heat strategy is actually
asking for, which is for up to half of the building heat
load to be met from district heating by around 2035.
That is going to need a very different set of drivers to
get to that scale from the rather disjointed pattern that
I have described.

Q38 Chair: You have mentioned the question of
drivers. We have had suggestions that in fact, because
of the question of networks, investment in networks,
the question of differential loads in community
schemes in different parts of the year, for example, it
may be the case that incentives are needed to stimulate
demand overall for such schemes in the long term. Do
you agree with that or do you think in terms of what
you have mentioned about the changing nature of
Government schemes that there may be other ways
forward?

Merlin Hyman: Just while Graham is thinking about
that, there is an interesting scheme east of Exeter, a
development called Cranbrook, which is a new build
scheme going in with district heating at the moment.
I think it does play out a lot to what Graham was
saying. There had to be complete determination from
the public sector and the East Devon Growth Point to
making that happen against quite a lot of opposition
from some of the developers involved. The planning
and the determination of the local authorities to make
it happen, although they are not actually a contractual
partner in that case—they have kind of held the ring—
was absolutely key.

The challenge in retrofitting is a rather different one.
In the case of that new development, if you are aiming
at zero carbon or code levels 4, 5 and 6, a site-wide
solution was clearly the cheapest approach. In theory,
if the regulatory drivers around new builds being low
carbon are strong enough, I think you will see district
heating become quite a normal part of new
development. As I say, it is a whole different
challenge to make it a normal part of retrofit.
Graham Meeks: 1 think Mr Hyman made that point.
Retrofit is the bit that represents a huge challenge.
When we talk about incentives, unfortunately we have
become very conditioned to thinking in terms of feed-
in tariffs and the like. I do not believe that a feed-in
tariff type arrangement will be necessary to drive
district heating networks. These are 45-year-plus
lifetime assets. No one is going to bet on the
availability of a feed-in tariff to be able to provide a
revenue stream over that sort of period. We have to
start thinking about these in the same way that we
think about every other part of our energy, and indeed
monopoly infrastructure—roads, railways and so on.
We have a gas network and an electricity network,
which both have established regulatory frameworks
that help the investor to de-risk their investment both
in terms of ensuring that the connections are there
and also protecting the customers to make sure the



Energy and Climate Change Committee: Evidence Ev 13

20 May 2013 Merlin Hyman, Graham Meeks, Felix Wight and Rebecca Willis

customers do not want to walk off and go somewhere
else and disconnect from the network and, therefore,
leave the investor without a revenue stream.

If we are looking at the scale of ambition that DECC
have now set out for heat networks, really we need to
be thinking in the same terms and putting in place an
investment framework that ultimately would allow the
same sort of people who are investing in electricity
networks and gas networks to be attracted to the heat
industry as well. We are not going to get there
overnight. There is still opportunity for other models
to work in the short term, but we are going to have to
have something that makes this look like what it is,
which is a boring piece of utility infrastructure that is
just a part of our everyday pattern of energy supply.
That is what investors want. They do not want a
rollercoaster. They want secure returns over the long
term.

Chair: We are running out of time for our session this
afternoon, but can I invite Robert to ask one particular
question on planning and grid issues and then John on
joint ventures?

Q39 Sir Robert Smith: Mr Hyman, in your evidence
you said that a lot of projects were wasting money on
appeals. Presumably they were successful?

Merlin Hyman: The success rate I think is about 56%
for wind, perhaps slightly higher, so the majority are
successful.

Q40 Sir Robert Smith: Do you think more could be
done? What could be done to educate the authorities
not to reject things that are going to be won on
appeal?

Merlin Hyman: 1 think that we have a better situation
where we have a local authority with some clarity
about what kind of renewables it wants to see come
forward and the kind of areas involved. That is not,
“You are going to build six wind farms there and a
solar farm there”, but if you take the example of
Cornwall, they are working on a local plan. They have
a suite of guidance that sets out what they want. If
you talk to a developer, they will say that working in
Cornwall it is pretty tough to get through all of those
hoops, so it is by no means easy, but if they have gone
through all those hoops and the officer says, “Yes,
you have done all of that”, they are pretty clear—not
absolutely certain but pretty clear—that they will get
the go-ahead. In a lot of other jurisdictions there is
no policy locally. There is very little clarity for the
developer about what kind of development is
expected. The development comes forward and then
there is a reaction based on no clear evidence. The
scheme is perhaps rejected and then goes through on
appeal.

I think that we would probably be more successful
at stopping bad projects—and we by no means think
renewables in all places at all times is the right
project—as well as encouraging good projects if each
local authority had gone a bit further in setting out
exactly what it wanted and setting out its evidence
base.

Felix Wight: 1 think there is a particular confusion in
the planning system in the assessment of community
benefit payments and where they relate to

socioeconomic impacts. To try to unpack that a little
bit, if you have a community-owned project that is
providing £100,000 a year to a community benefit
fund, which is administered by local people and
invested in that community to create jobs, affordable
housing and so on, that at least in Scotland would be
treated as a material consideration. The payment of
money per se is not. This creates a lot of confusion
among planners and councillors as to when it is not
and when it is. They come under a lot of pressure
locally to be considering a project that has strong
levels of community support in a slightly different
way from one that does not and is not delivering any
of those direct benefits. At the moment, as the
planning guidance stands, it is hard for them to be
able to bring that out as a formal part of their decision.
If that was addressed that would be a big incentive for
commercial developers to have more creative
arrangements working directly with communities, and
likewise for more community-led projects to come
forward because effectively they have been de-risked
in planning terms.

Q41 Sir Robert Smith: The other big challenge is a
lot of our renewable resource is in parts of the country
that have not traditionally had great connections to the
grid. Are there any imaginative solutions?

Felix Wight: Yes, there are lots of potential solutions.
The challenge is persuading network operators to
implement them in a timely fashion. Currently large
swathes of the network in Scotland are not open to
development at both the transmission and distribution
level. That is the background for all these discussions.
We can pick different forms of generation and we can
pick different forms of ownership. If the infrastructure
is not there, it is not going to be built. The key issue
is the timing of investment in network infrastructure.
At the moment, it is an inherently reactive process.
The network operators can only reinforce once
sufficient generators have put their money on the table
to do that. In the current review of the distribution
network operators’ business plans, which sets the
scene out to 2023, RIIO-EDI, Ofgem is still not
minded to allow them to make any form of strategic
or anticipatory investment, which means we are
locked into this backwards scenario. There has been
improvement in terms of the way that incentives are
structured to encourage alternatives to reinforcement,
but in some situations reinforcement is the thing that
is required. In our view, taking a longer-term view of
the public interest, speedy reinforcement in advance
of generators requesting it is the best way of ensuring
we get affordable renewable capacity connected as
soon as possible.

Q42 Sir Robert Smith: That is a problem in the
south west, isn’t it?

Merlin Hyman: Yes. I endorse very much what Felix
says there. We are in exactly the same situation. The
rush of solar has meant that large parts of the grid in
the south west now require reinforcement of the core
network to proceed. The way that then works is that
the developer that triggers that reinforcement is given
that bill, “If you want to go forward it is going to cost
you X million, maybe up to £9 million”. If you had a
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really big project, 50 MW-plus, you would probably
swallow that quite happily. It is the medium-scale
projects that suffer from this problem. We have done
some work with Western Power and Scottish and
Southern in our area on scenarios for the future
development and looking at the investment that is
going to be required. There are starting to be measures
coming forward to allow developers to share the cost
rather than just coming all on one scheme, which I
think has already been covered in Scotland, and that
might take us some way forward. Although I do agree
about the 2015 to 2023 business plans; the first one
we have seen from Western Power—I think it was the
first one to be published—has £2.8 million a year to
invest ahead of need, effectively. They really see that
as their bit to partner with developers paying the large
majority of the cost when they might get some benefit
from it as well.

Chair: We are going to have to move very quickly to
John, to joint ventures. Thank you very much.

Q43 John Robertson: Just a little bit on joint
ventures. Did the Camco Baker Tilly study, which
suggested there was a potential of 3.5 GW, take these
joint ventures into consideration?

Rebecca Willis: That study did not specify whether or
not they would be pure community or joint venture,
but we see a massive potential for joint ventures. For
example, the renewables developer Falck, a wind
developer—interestingly, =~ a  privately = owned
company—now offer as a matter of course the
potential for joint ownership to the communities
where their turbines are located. They have that as a
standard offer and it is received very well by
communities. They see that as one of their big selling
points. There is now massive competition for decent

sites for wind and one of the reasons that they
managed to get those sites was that they offered a
proper ownership offer to communities.

Q44 John Robertson: Should there be a mandatory
portion of this development?

Rebecca Willis: In Denmark there is.

John Robertson: No, over here.

Rebecca Willis: Over here, 1 think to introduce that
straight away would be hasty, but we definitely need
to ask renewables developers to do a lot more with
the community. What we would suggest is give them
a couple of years, but the Government should make
sure that developers know that they are serious about
community ownership. They could do that by saying,
“You can do it yourselves or in two years’ time we
will mandate it”. I think something like that, a
combination of carrot and stick, would mean that
renewables developers would find ways of doing it.
They would innovate. They would take the odd risk
and try to do things a bit differently and they would
probably be pleasantly surprised about how much
better these projects are, how much more public
support there is for these projects. I think it just needs
a little prod and you would get all kinds of interesting
innovations emerging.

John Robertson: You answered my last question.
That was very good.

Chair: Thank you very much for your evidence this
afternoon. We are very grateful to you and also for
your ready adaptation to varying modes of evidence
giving. It is very much appreciated. If you do have
any follow-up thoughts you may want to send us in
writing we would be grateful to receive them. Thanks
very much.
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Q45 Chair: Good afternoon, gentlemen. Thank you
very much for coming to the second session of our
local energy inquiry. As I think you are aware, this is
a sub-committee inquiry but the report will go to the
main Committee for final consideration. There are
rather fewer members present this afternoon than there
might be were this a sitting of the main Committee
and hence we have to be very careful about our
quorum. As I think you are already aware, we are
going to have to suspend proceedings for half an hour
this afternoon. That will affect this particular panel’s
evidence session, but I hope we will have time to get
everything in and you will have the opportunity to
say what you want to say during the course of the
proceedings, suspension notwithstanding. I am very
grateful to you for coming before us this afternoon.
Could you all introduce yourselves briefly for the
record? Perhaps we could start with Mr Stokes.
Mark Stokes: Mark Stokes. I am the Managing
Director of Utilyx Asset Management, which was
formerly MITIE Asset Management.

Ed Gill: Edward Gill, Head of External Affairs at
Good Energy.

Richard Tarboton: Richard Tarboton, the Director of
Energy and Carbon at BT.

Colin Baines: Colin Baines, Campaigns Manager at
the Co-operative Group.

Councillor Hall: Good afternoon, everybody. I am
Colin Hall, Deputy Leader of Sutton Council.
Anthony Weight: Anthony Weight, Sustainable
Development Co-ordinator with Cornwall Council, a
unitary council.

Q46 Chair: We have an impressive and wide-ranging
array of expertise before us this afternoon. I will start
off with Mr Tarboton and Mr Baines. Both of you,
that is BT and the Co-operative Group, decided to
generate your own electricity with, interestingly,
slightly different results. What initially was the
motivation behind your decision to do that at
community generation level?

Colin Baines: Part of our onsite generation is
community. It is all part of our commitment to
combating climate change at the end of the day,
something that our members and customers have
identified as a priority. As a co-operative, we are
controlled by our members and we take into
consideration those types of things. It is part of our
ethical operating plan, which is renewed each year.
Our current target is 25% of our own energy use from
our own sources by 2017. We are currently at 5%,

which is the equivalent of about 48 gigawatt hours.
There is a variety of different means of generation:
we have our own wind farms on Co-operative
farmland; we have the UK’s tallest solar array on one
of our head offices in Manchester; and our new Angel
Square building has combined heat and power set up
to run on liquid biofuels that are grown on our own
farms. We also have some power purchase agreements
with community energy groups such as Torrs Hydro
in Derbyshire. We have a private wire to our local
store so that electricity goes straight to that store in
New Mills, Derbyshire. That is also about supporting
community as well as doing our bit for the
environment.

Q47 Chair: That is a general philosophical approach
that you take throughout the Co-operative Group?
Colin Baines: Yes.

Q48 Chair: In describing that motivation, to what
extent have you found that the ability of the group
overall to co-operate in getting these renewable
energy arrangements underway has been a plus or a
minus?

Colin Baines: 1t is all a plus. It is very popular with
customers, members, and it is what we are about. But
there have been barriers, I suppose, and not least—
this is probably shared by everybody else—is the
uncertainty around policy and regulation. I guess
everyone experiences this, such as in the past
unscheduled FIT reviews and right now uncertainty
over ROCs and contracts for difference because it has
to have a business case at the end of the day. Those
issues are vital.

Q49 Chair: Mr Tarboton, do you also do this?

Richard Tarboton: Yes. We have set out a long-term
vision on energy and sustainability. This goes back to
1996 when we started to measure our carbon footprint.
Our plan is to reduce our carbon emissions by 80% in
the UK by 2016 and globally our carbon intensity by
80% reduction by 2020. Doing renewable energy
projects has very much been part of that strategy. It
has also been important to see this as part of our
energy purchasing strategy. We purchase about 0.7%
of all the electricity in the UK across our 6,000 sites
to run all the data centres and all the networks for
broadband. We use quite a substantial amount of
energy, and therefore creating a long-term strategy
whereby we can source that energy from low carbon
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renewable sources and at a predictable price has been
key to the strategy.

However, similar to the comments shared by Colin
earlier, the uncertainty of the incentive schemes and
of the policies means that it is not giving us that level
of business case certainty that we need to continue to
invest directly in delivering renewable energy
ourselves. We are doing it a lot more now through
partners. We have just signed up to be supplied with
100% renewable energy from our supplier npower and
we are working with them to provide that to us
through a certified source of generation accreditation
scheme so we can be sure where it is coming from
and make sure it is renewable.

Q50 Chair: It just proved unfeasible in the end to do
it entirely yourselves?

Richard Tarboton: To do it ourselves, yes. As a
developer, we do not feel we are big enough in the
developing market for renewable energy to be able to
handle all the uncertainty.

Q51 Chair: T would welcome thoughts from the
panel generally about this. Do you think that that is
the main reason why there are not that many
commercial organisations investing in onsite
generation or associated generation? Co-op and BT—
albeit BT having decided it was unfeasible—I think
are the quite substantial exceptions to the more
general scheme of things.

Richard Tarboton: 1 think uncertainty is one key
reason, and another is difficulty in getting the planning
permission through different local councils. That takes
a long time and there are a number of difficulties in
achieving the objectives at a local level. A third issue
is accounting rules, and specifically I am referring to
IAS 17 and IFRIC 4, which require us to represent on
our balance sheet any investment we make, even if it
has been an investment with another company or with
another financing body. The paybacks on those
investments are sometimes quite long term and
sometimes uncertain, which is where we would look
for external investment to come in and help
underwrite that, but the problem is that those
accounting standards require us to represent all of that
investment as if we have made it. That is an unhelpful
accounting rule that we feel is holding back the
partnership approach to investment in this area.

The final point is the uncertainty around the carbon
rules. The carbon reporting guidelines, as laid out by
Defra, currently stipulate that if the energy is not
generated directly on your own site, so if it was at a
grid-connected wind farm site—for example, some of
the wind farm sites that we have been developing—
then it would be deemed to be grid average energy in
carbon content as if it was coming from a power
station as the normal type energy with that level of
carbon content. We think that disincentivises us to
invest or push ahead with these kinds of projects.

Ed Gill: T would add to those comments that we
source power from around 500 small and medium-
sized generators. In our experience, the lack of
straightforwardness and complexity in policy or just
the policy supporting generation and the way it
interplays with all those different things, creates more

uncertainty at the end of the day. Looking at the way
policy should be supporting local energy, from our
point of view the simpler the better, to put it bluntly,
because of all the existing obstacles that need to be
overcome. If policy starts getting complex, then that
clearly adds fuel to the fire, if you like.

Q52 Chair: You have mentioned several barriers. Do
you think the resolution of some of those barriers
could encourage a lot more commercial organisations
to consider developing their own energy, or are there
wider issues? What do you think Government could
do to encourage a much greater take-up among
commercial organisations developing their own
electricity generation?

Colin Baines: 1 think on mid-scale-sized projects
raising the FIT level would help because it is
something people have experience of. It is relatively
straightforward compared with what could be quite a
complicated contracts for difference regime. It is
about keeping things simple and anything that helps
the business case, and uncertainty and complexity
certainly does not.

Mark Stokes: What we ask for as a developer working
on energy savings contracts with large organisations
is parity with central generation. I am particularly
mindful of decentralised energy. If we look at the
volume and support of incentive, which creates a false
market in effect but a buoyancy in our decarbonisation
targets, one of the advantages we see with
decentralised energy is that we have the ability to take
the heat offtake, it is high efficiency, very low carbon
and even carbon neutral, but with the incentive
mechanisms you are getting a pound for pound benefit
over, in effect, a private wire PPA. You are bypassing
the centralised network, and that is a point I would
pick up from what Richard said. You do not get your
transmission and distribution losses and then the
incentive mechanisms do not take account of that. We
would ask for greater clarity in the benefits of
decentralised energy as opposed to centralised energy.

Q53 Dr Lee: Moving on to local authority
investment in energy projects, the first question is
directed specifically to Councillor Hall and Mr
Weight. You are both involved in projects relating to
local energy. What was your motivation for
undertaking these projects and what do you hope to
achieve?

Councillor Hall: From my point of view, I think there
were probably three things. We have adopted a notion
of One Planet Living, with which you may or may not
be familiar. It is the principle that we only have one
planet, therefore if we live beyond our share of it that
is unreasonable. How can we get our usage, our share,
down? In doing that, we have to look at all different
sorts of things such as our use of water, our production
of waste, our use of energy, and many other things
like food as well. In looking at that, we felt we had to
do something about energy. We then have the major
issue of fuel poverty that people are experiencing in a
very serious way now, and we have energy security
concerns.

We had an opportunity in Sutton in that five years ago
we were looking at whether we should invest in an
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energy recovery plant—what most people call an
incinerator. I insist on calling them energy recovery
plants because our one really does recover energy,
whereas many do not. They have the promise of doing
it, but it has never actually been a match of supply and
demand. In our case, we have developed an energy
recovery plant and we will take the heat from that to
our decentralised energy network locally, which fits
with our objective to address One Planet Living, fuel
poverty and energy security. We have not built it yet,
but we have the contracts in place between the energy
supplier, which is a company called Viridor, and the
users, which is a developer, but what is quite different
about what we are going to do is that we are going to
wholly own the energy company. It is not going to be
community owned, it is not going to be owned by a
business, it will be owned by the London Borough of
Sutton. Like in the old days when councils were
utilities in a way, we are going back to that a little bit.
Our reason for doing that is that we intend to take a
profit from selling the energy but at a lower level than
that set under a commercial arrangement, which I
think is often about 15% as a profit margin. We are
going to take a lower margin of about 6% to 10% but
we will plough that back into growing the network.
Over 15 to 20 years we will go from growing just
1,000 properties to having a borough-wide scheme.
Anthony Weight: Cornwall Council’s efforts in this
area go back to the mid-2000s before we became a
unitary authority. There was a lot of high pressure will
to take action on climate change and to reduce our
energy consumption. We knew our carbon footprint
by the late 2000s, and by the time we became a
unitary authority it became a big thing that we wanted
to invest in. We have 14.6 megawatts of PV on
council buildings and we are also just finishing off a
5 megawatt solar farm, but this is on council land
for the council’s own purpose. We have also set aside
another £16 million for further renewable energy
investment.

We have a lot of communities that are very active
in this area who are very keen to develop their own
renewable energy. We are keen to see this sort of thing
take off, but it is frustrating for the council to sit back
and see these communities struggle. It is a great thing
in principle but in practical terms the skills and effort
that are needed to get a project up and running and
the finance to get it to planning stage make it very
difficult. Our planners have been very proactive in this
area. | think being a unitary authority helps with
planning in that we can take a view from councillors
drawn from across Cornwall rather than acting as six
district councils, which we were before. They are
more able to see the bigger picture.

We have carried out training for councillors. We have
undertaken resource assessments for wind, solar,
hydro and nine different technologies. We have set up
a dedicated natural resources team to make sure we
can deal with these things properly. To make sure that
developers get it right the first time and to ease the
process, we have entered into planning performance
agreements so that we can help developers find the
best sites early on rather than just get a succession of
refusals before they finally get the right one. We have
even done things like run a renewable energy show,

which the planners instigated, so that developers could
show the public the technologies, heat pumps and so
on, for their own homes. Referring again to the
planners, we have launched renewable energy awards
and a guide to wind farms, because, contrary to
popular perception, a lot of people are interested in
wind farms, and in fact in 2004 a survey carried out
suggested the majority of the public felt that the
presence of wind farms enhanced their enjoyment of
the countryside and three-quarters of people felt they
either enhanced it or made no difference. That is going
back a long while and things may have changed a
little bit, but to help meet the interest, we published a
guide. We have been quite successful in getting
things through.

Q54 Dr Lee: My postbag does not reflect such
enthusiasm for wind farms, but anyway. We have
heard that attitudes towards risk might be a factor
when a local authority decides whether or not to invest
in a local energy project. Can you explain what the
risks are—and this is open to all the panel—for local
authorities in this area?

Councillor Hall: Can I say something first? We have
had to take a conscious decision to spend the public’s
money to do this. We are going to spend money that
is in our reserves to build our energy network, to start
it off, because we were not certain about where all the
funding is going to come from. We will certainly take
up other opportunities as well. We will be using the
community infrastructure levy as a way of sourcing
some money, but that is not going to produce lots of
the cash that we need to build this network. We will
use section 106 that comes from planning
opportunities—again that will not source a lot of the
money that we need for the network—and we will go
to the Public Works Loan Board probably.

Q55 Dr Lee: But what are the risks for local
authorities?

Mark Stokes: We see quite a number of smaller
schemes foundering because of the high transaction
costs, a distinct lack of working capital and also a
lack of recognition of the sustainability metrics. We
applaud the work the Green Investment Bank are
doing to try to stimulate investment and avoid market
failure and their ability to drive part of their criteria,
their double bottom line approach, on clear,
sustainable metrics.

Q56 Dr Lee: We have heard that a risk/reward toolkit
for energy projects similar to those that you get for
transport infrastructure projects might be useful. Is
this something you think would be a good idea to
introduce for councils?

Councillor Hall: 1 do not know the answer to that.
Anthony Weight: We take a quite simple view really.
The feed-in tariff made PV very viable and through
prudential borrowing we got the money and we have
invested it and we are making a darn good return on
it. We have also, in conjunction with other measures,
reduced our energy bill by £1.2 million a year as well
as got an income of £600,000. The issue is where we
go beyond that with communities, I think.
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Mark Stokes: Another risk that I think is relevant,
particularly on CHP and biomass schemes, is the debt
market’s view and the overall investment market’s
view of risk. They have a complete aversion to risk.
‘We have had recent evidence on some of our schemes
where should an investor require a 10 to 15 year
outlook of fixed price fuel risk, let us say on the waste
wood market, we would be looking at £45 to £50 a
tonne, whereas on a six-month to one-year spot
market you are looking at attracting a gate fee of £10
to £15. You have a swing of £65 a tonne, which can
significantly affect the economics and be the
difference between the deal moving ahead or not.

Q57 Dr Lee: We have also heard some suggestions
that statutory drivers such as targets to deliver
renewable energy would ensure that more local
authorities took action to support the development of
renewable energy in their areas. What are your views
on this idea?

Anthony Weight: Without doubt, in my opinion, it
was a pity when National Indicator 186 was taken
away, because it forced you to look across all your
services—housing, planning, economic
development—to see what you could do to make sure
your measures were deliverable. A lot of our joined-
up work came out of the effort that was made on
National Indicator 186.

Councillor Hall: 1 agree. We have seen neighbouring
boroughs stop some of their programmes because
there are not any requirements on them to do things
in a world where there is less money for all of us to do
anything. I think it is because it is one of our political
priorities that we are doing it, whereas I have
neighbours who have consciously stopped doing it. I
think it would be helpful for us to have some
imperative from statute.

Q58 Dr Lee: Finally, a question directly to Mr
Weight. Cornwall Council said that there was potential
for councils to set up arm’s length development
companies to develop sites. Could you explain what
this would mean in practice and why you think more
councils have not recognised the opportunity?

Anthony Weight: Well, we are sitting here, we want
communities to develop their own renewable energy
projects. Unfortunately, we are seeing altruistic, well-
intentioned individuals being run into the ground
almost with the sheer scale of effort involved in
keeping the public onside and trying to combat the
steady drip-drip of misinformation in the press about
climate change and renewable energy. I had to give a
talk recently at a public meeting and it was just a
simple talk on climate change and renewable energy.
I was shocked at the level of misunderstanding about
the subject. It is a lot for these people to take on. It
requires a lot of different skills—raising the money,
keeping the public onside, dealing with the planning.
The question then comes, are we as an authority
happy to sit back and watch them struggle? It is a
difficult one. Or should we intervene and say, “Do
they have a site that could be a goer? Should we invest
in that site, get it through planning, retain a stake in
it so it is cost neutral to us, and then let the public

buy in?” We think public ownership can make a big
difference. That is one consideration.

The issue following that is we are sitting staring at
maps that show a resource in Cornwall of 400
megawatts of, say, wind and we have under 200 at the
moment. If we are going to help the communities, are
we going to sit back and watch companies from
outside Cornwall, outside the UK, people from outside
Cornwall come in, build the sites and then move out,
or should we as an authority act as a developer, take
on people, provide local jobs? The scale of
opportunity probably represents £100 million in
revenue a year, which could be used to reduce council
taxes, improves services and tackle fuel poverty. I
think the public would accept a local authority doing
this sort of work much more easily than they would
accept developers coming in.

I am not saying we have any position on this, but it
would be wrong not to ask the question of ourselves.
At the moment, there is no driver to take the risk in
terms of the public reputation and such like.

Chair: Thank you very much. We now have to
suspend our inquiry until 3.00pm, we hope. We will
resume at that point with questions from Barry
Gardiner on the current PPA market, so you have half
an hour to prepare yourselves for interesting answers
on that subject. Thank you for your attendance so far.
Sitting suspended.

On resuming—

Q59 Chair: We are ready to resume. Thank you for
your patience.

Barry Gardiner: Mr Weight, you have suggested that
the PPA market is not working terribly well at the
moment and that the changes set out in the Energy
Bill might make it a little bit worse in Cornwall,
haven’t you?

Anthony Weight: Sorry, what is PPA?

Barry Gardiner: The power purchase agreement.
Anthony Weight: Right, yes. One of the issues is that
we do have a logjam in Cornwall as far as the grid is
concerned in that there are certain areas where the
grid is at capacity. The first developer that comes
along that wants to develop a site will have to pay for
the entire upgrade and somebody else could come
along after that and capitalise on the initial
investment. There is an issue about that and perhaps
we need to mandate the suppliers to look at making
sure the grid is viable by recouping the money from
all the developers rather than just the first person that
comes along. Sorry, is that answering your question?
I am not sure it is.

Q60 Barry Gardiner: Not really, and maybe I will
broaden it out. I think it was Cornwall Energy who
put this in their written submission, but I assumed that
you might be familiar with the argument that they had
been making.

Colin Baines: That report by Cornwall Energy was
commissioned by Co-operatives UK and the Co-
operative Group and we see serious problems for
PPAs under the Energy Bill as it stands, primarily
because of the end of the Renewables Obligation.
Energy companies obviously won’t have that
obligation, so they won’t have that incentive to



Energy and Climate Change Committee: Evidence Ev 19

10 June 2013 Mark Stokes, Ed Gill, Richard Tarboton, Colin Baines, Councillor Colin Hall and Anthony Weight

purchase renewable energy from community
generators, who will be hit particularly hard by this,
we think. In our book, this highlights the need for a
green power auction market.

Q61 Barry Gardiner: Are the big generators playing
the system here by giving less favourable deals on
their PPAs?

Ed Gill: We would say there is less incentive for them
to buy power in the types of sizes that local energy
projects generate because they are dealing naturally
with larger customer bases. If you are talking about
clip sizes going down the scale, I think there is less
of an interest to buy power in the first place and,
secondly, to deal with the transactional costs. We are
kind of the reverse because we are a small supplier,
so we come at it from the opposite direction.

Q62 Barry Gardiner: How would you solve the
problem? What is going to resolve it?

Colin Baines: We have been campaigning actively for
a green power auction market. That would give
communities somewhere to go where they can sell
their energy and get the market rate, get a fair price
for that energy. We feel this, along with raising the
fixed FIT cap, would introduce a clear, simple,
bankable model for community generators and this
would assist in both safeguarding the community
energy sector and encouraging more projects to come
on stream.

Q63 Barry Gardiner: Mr Gill, I think Good Energy
said you wanted to extend the feed-in tariff?

Ed Gill: Yes. We think a simple feed-in tariff is the
best mechanism for supporting local energy projects.
You could do that through extending the existing feed-
in tariff or indeed you could introduce a more targeted
mechanism for schemes say between 5 and 50
megawatts and have a definition on there if it is
connected to—

Q64 Barry Gardiner: What about community-
owned projects, rather than just doing it on size, doing
it on the nature of the project? Would that work?

Ed Gill: If you did it purely on community energy
projects then you risk obviously not including private
businesses, organisations who want to enter the
market and bring a wider load of benefits as
independent generators to the market. The key point
around this is the different relationship with local
energy projects, with the marketplace that, say, a large
sectionalised plant operates. If you are connected
through the local distribution network and you are
reliant on an electricity export meter then you have to
have a supplier to manage your relationship with the
market. A large centralised plant, let us say offshore
wind, has a direct relationship with the market and,
therefore, the day-ahead reference price.

If you are reliant on an intermediary to participate
in the market, which you are, and the current market
arrangements are flexible enough to allow you to
strike a deal through a fixed price power purchase
agreement that allows that intermediary to worry
about the physical imbalance and not worry about the
varying price on the day-ahead basis, and then you

change that so you do have to worry about the price
on the day-ahead basis as well, you are talking about
introducing new discounts that generator will see
kicked back to them and therefore they will not
achieve the full market price. That is another concern
as well as the concern about the ROC route to
market point.

Mark Stokes: 1 think we need a more accurate
definition of what “local” means. A lot of our
decentralised schemes are right at the point of use so
they do not hit the grid network whatsoever. They are
on a private wire PPA and the RO mechanism is very
clear for us and we have clear reference points from
investment and development criteria. What we do not
have yet is that clarity through CFD or how CFD is
going to take on the ability for us to continue.
Richard Tarboton: For us as BT we are looking into
PPAs and looking to secure a number of PPAs at the
moment. We are finding it incredibly difficult to
understand how future policies around the whole
complexity of the EMR will impact PPAs. We feel
we need a lot more simplicity. What we want to do,
effectively, is just buy directly from low carbon
generators and there should be a simpler and clearer
framework in place to do that and there should be a
simpler and clearer way for us to report on what we
have done. This is where we are coming in with our
proposal to Government to have an A to G label on
all energy bills that shows where the energy has come
from and what its carbon content is, because as an
organisation we feel there are basically two things that
we should commit to doing. We should commit to
reducing how much we use and we should commit to
using energy from low carbon sources and those two
should have very simple measurements. How much
you use can be measured in either carbon from a grid
average gross perspective or from a megawatt hours
perspective, and then reducing the carbon content of
what you purchase should be on an A to G colour-
coded label on everyone’s bill, simply stated where
your energy has come from.

Q65 Barry Gardiner: Thanks very much. Mr Gill,
do you want to add a point?

Ed Gill: To build on Mark’s point, we absolutely
support there being more substantive work done by
Government to define what local energy is or what
distributed generation is. That definition, from our
point of view and based on experience, is necessary
because of the different relationship they have with
the marketplace, which is ultimately designed around
very different technologies that are not as open and
accessible and, therefore, should be used in a
distributed fashion like new technology should be or
can be.

Q66 Barry Gardiner: You said there has been a
failure to incorporate community interests into the
development of new projects. Who is to blame?
Developers? Government? Who?

Ed Gill: Certainly up until the announcement that we
saw last Thursday in particular on onshore wind, we
have been quite open in saying the Government
should take more of a leadership role in saying, “We
are responsible for encouraging the deployment of
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these technologies and therefore we need to be
looking at ways to ensure that those closest to the
communities and individuals are able to benefit from
that investment”. On that note, we welcomed last
Thursday’s announcement. There is always more that
can be done by industry in that respect as well. We
have strived as a developer, as well as an electricity
supplier, which is seeking to develop 110 megawatts
of wind and solar over the next three years, to say you
can do renewables development in a certain way that
ticks all those boxes.

Q67 Barry Gardiner: Which do you think is likely
to be more effective, community ownership or
offering cheaper tariffs to people in the locale?

Ed Gill: We would say both, based on our
conversations, because different people want different
things and that is where the consultation process is
really important to a site-by-site process.

Q68 Barry Gardiner: You offer cheaper tariffs to
customers living near—is it Delabole?

Ed Gill: That is right.

Barry Gardiner: But we have heard that, unlike
Good Energy, most generators do not hold supply
licences and so can’t emulate that approach. What
steps could be taken to make it easier for small
generators to sell power directly to customers?

Ed Gill: At the risk of promoting other schemes
outside of our area, there is another scheme that I
believe is in operation. The model that we have
pursued we believe is replicable. Other suppliers
could do it quite easily. It is a straightforward 20% off
our standard tariff.

Q69 Dr Lee: Moving on to finance, we have heard
that access to finance is a barrier for councils who
would like to invest in local energy projects. What
impact, if any, have spending cuts had on your own
local energy projects? There does not have to be any,
SO you can say “none”.

Councillor Hall: We have had to be very careful
about where we spent our money, or where we spent
other people’s money. As a consequence of that, we
have decided that we will invest in a decentralised
energy network but have to be very careful about how
much we will put into it. What we have in front of us
in Sutton is a very commercially attractive offer. We
could put that to someone else and they could run it
for us very successfully and make the profit. We have
chosen to make that profit to reinvest it back into the
system ourselves. If it was not such a commercially
attractive model I think we may not have invested in
it because the money is now so tight, so it would have
an effect for us. As I think I said earlier, some of my
neighbouring boroughs have stopped doing many of
the things they did that were about sustainability or
green projects or energy. They just do not have the
money to do it any more. It just happens to be one of
our priorities that has made it important for us to do
something about it, but I know that as the cash is
getting tighter, these sorts of things are being stopped.
Anthony Weight: As far as Cornwall is concerned, we
take the view that tackling energy saves the council
money and can provide an income, and it has saved

us a lot of money and it is providing a decent income.
As far as the community is concerned, it can provide
jobs and economic development. Also, there is a big
issue of fuel poverty in Cornwall that is getting worse
and we want to tackle that as well. Those are the three
things that we talk about that are really important.
Losing the NI 186 is a bit of a loss, and I have heard
of other local authorities losing their co-ordinators on
this and it becomes invisible if you do that. You think,
“Well, somebody is paying the bills. Don’t worry
about that. Get on with something else”, but these
things do need to be brought together and focused on
in one place.

Q70 Dr Lee: It is a question of priorities and
decisions. You have not made any decision to cut on
the basis of fuel funding. Is that right?

Anthony Weight: No, we haven’t.

Councillor Hall: 1t is absolutely what you said. It is
about the priorities that we have set and some
neighbours are not setting the same ones.

Q71 Dr Lee: The UK Energy Research Centre
suggested that prudential borrowing from the Public
Works Loan Board could provide an alternative source
of capital for councils. Is this something that local
authorities are likely to consider and, if not, why not?
Councillor Hall: We are looking at two frontrunners
for the way in which we are going to fund our scheme.
One is the Public Works Loan Board and the offer
around 15 years is an attractive one and we can be
certain about the interest rates on it. The other is
LEAF funding, which is run by Amber Industries for
the Mayor of London but the money really comes out
of a European fund called JESSICA. That has very
similar rates that we would be charged for the loans
but the hoops we have to jump through are smaller,
or maybe bigger because it is not so difficult to do it.
We are probably going to use LEAF as the funding
scheme mainly for our schemes, but we would have a
backstop of going to the Public Works Loan Board.
That will not stop us using other local things as well,
such as, as I said earlier, CIL, section 106 and so on.

Q72 Dr Lee: We have also heard that there is a
problem with up-front funding to pay for putting
business cases and that this can be a barrier to local
authorities. Do you have any suggestions for how this
type of funding might be provided?

Mark Stokes: We have encountered this exact
problem. We have been a bidder on a scheme in
Scotland for two years that is an energy generating
scheme and a district heating network off the back of
that. That has suffered from a strong lack of working
capital and a route to funding. We have had to skip
through hoops and are now looking at working with
the European Energy Efficiency Fund for a technical
advisory grant at the front end to support the local
authority to the tune of £500,000, so that is a
significant amount of investment to unlock the
potential benefits there. We are looking at bringing in
types of funding that recognise the strong
sustainability metrics as well, which hopefully,
through the United Nations Principles for Responsible
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Investment and SRI, will help to reduce the cost of
capital for ethical and sustainable schemes.

Colin Baines: 1 would just add that community
ownership unlocks new sources of investment. Things
like community share offers have been proving that
they can bring in considerable amounts of money and
that community ownership brings myriad benefits
beyond that. Once the money is in place, schemes
enjoy greater levels of public support. We have done
research that found that. We asked the public, “Would
you support a wind turbine within two kilometres of
your home?” We got 48% in favour and 22% against,
but whenever they were told that the wind turbine
would be owned by the community and benefiting the
community the opposition plummeted to 7%, support
increased to 68%, so it is 10 to one in favour. Two
out of three people opposed to wind turbines near their
homes changed their minds. So beyond the finance
there are myriad benefits for the community
ownership side of things.

Anthony Weight: We have put up £1 million available
for communities to borrow as well so that if their
scheme gets planning permission and is a goer they
can take some of that money to finance it and use a
share offer to raise the rest, but the challenge is getting
the scheme to the stage where it gets planning
permission. The sheer volume of work skills needed
to get it to that stage is very difficult for them and
unfortunately there is a well organised opposition
nowadays that is blocking the way a lot of the time or
making things very difficult for the individuals.

Q73 Chair: Could you very briefly touch on the
recent planning reforms that were published last
week? Ed Gill, you have mentioned that you think
those changes might be beneficial, but what does the
panel generally think of the proposals to give greater
weight to landscape, visual impact and, of course, to
require greater community consultation before a
medium to small-sized scheme progresses?

Colin Baines: We think it was a missed opportunity to
support community and co-operative ownership more
generally. Again, we found that engagement is greater
from the community when they have a stake in a
development, rather than just getting a cut. This has
been proven in other countries. Community benefit
payments are quite rare in the likes of Germany and
Denmark because the community benefit is intrinsic
to the community ownership. They are going to see a
wealth of benefits coming back to them and they do
not need that payment.

Anthony Weight: It almost presupposes that there is a
vast majority against and they need sweetening. We
have not analysed this officially but the evidence
seems to suggest that where there is an application,
the same people object with the same letter from all
over the place, as far as London, and in fact in the
local community the picture may be slightly different.
I mentioned that survey back in 2004. That is a long
time ago but I still believe the majority are in favour
of renewables, wind, but things get very stirred up and
get very hot when there is a local application. The
problem is if you are drip fed a message that says,
“Climate change isn’t an issue and renewable energy

does not work” and if an application comes up near
you and people tell you it is going to devalue your
house, it is logical and reasonable people are going to
be angry and against, but I think that is not the reality.
Councillor Hall: What we find in having early
adoption of neighbourhood planning in a couple of
areas of the borough is that those areas are where
people are keener to do things and try things out. It
sort of fits with what Colin was saying about the fact
that once people know the benefits, they will get
involved. We certainly have more ease in getting
planning through, for all different manner of things,
in areas where a local neighbourhood-based planning
decision has been taken, not a local planning
authority, and that seems to work very well.

Ed Gill: Just to build on what Anthony was saying
about the types of objections that you might get to a
proposed site, in our experience a lack of engagement
leads to a lack of debate and, at the end of the day,
that means that those people who shout and scream
the loudest in a certain manner perhaps can dominate
that debate. More of an emphasis on consumer local
engagement can address that fact and give the
opportunity for other people who are perhaps pro the
site to feed back. It is about facilitating that as well,
but I think it is also linked to whether you are looking
to say that these sites are going to act as a vehicle for
social and economic investment through community
benefit, because in those circumstances the
engagement piece is key to that. You want to do it in
a way in which communities have the opportunity to
feed back and say, “This is a good way of doing it.
We prefer to have things structured in this manner”
rather than just chucking a load of money at it and
walking away, which 1is not necessarily the
responsible approach.

Anthony Weight: On the issue of local community,
there is a challenge in terms of the benefit that the
developer might provide, how that money gets used
and making sure the community gets it. Unfortunately
there has been a lot of mistrust at parish councils in
our area about that sort of thing. How that gets used
and how people feel it is being used in their
community is also a challenge. I like the idea of
bridging the gap between renewable energy
generation and fuel poverty.

Ed Gill: Absolutely, and one of the things that we did
at our existing site at Delabole wind farm is to ensure
that the community fund is administered by an
independent local community organisation. We go in
and say, “Who would you like to administer this
fund?” get round the problem that Anthony has
identified.

Chair: Thank you very much, gentlemen, for your
time this afternoon. Unfortunately we have to come to
an end of our questions and discussions now, although
obviously there are a number of further issues that one
may want to think about. If you do have any further
thoughts you want to offer the Committee, we would
be very pleased to hear from you in writing, if that is
what you want to do, but I hope you have had an
opportunity to discuss the essential points this
afternoon. Thank you very much. We have another
panel waiting immediately behind you.
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Q74 Chair: Good afternoon. Welcome to our local
and community energy inquiry. For the record, I
would be grateful if you could introduce yourselves
briefly, although I believe everyone is well known to
our panel anyway.

Ian Bright: My name is Ian Bright and I am
Managing Director of the Totnes Renewable Energy
Society.

Philip Wolfe: 1 am Philip Wolfe. I am currently the
non-executive Chairman of Westmill Solar Co-
operative.

Howard Johns: Howard Johns, Director of OVESCO.

Q75 Chair: Thank you. Could we start with some
thoughts on the financing of community schemes? In
the evidence from the earlier panel and in previous
hearings we have heard that the problems of pre-
planning, planning development and so on are
particular barriers to community schemes. How have
you funded that particular aspect of your own
projects?

Ian Bright: In our case the funding arrangements are
different for different projects, but in the case of the
Totnes community wind farm that is a £6.5 million
4.6 megawatt project and we were able to raise
£175,000 by a share subscription to the local
community just on the basis of the fact that we have
a signed agreement with the landowner and with the
developer to develop the site. In terms of the cost of
preparing the planning application and submitting it,
so far the developer has probably spent somewhere in
the region of £200,000 and we are now looking at the
cost of going to appeal. The arrangement that we have
with the developer is that we will have the option to
take a 49% equity stake as and when the project gets
consent. We have a number of other projects that we
are financing in different ways, but we have no
difficulty in raising money for a viable project, once
it is consented, from local share and bond issues.

Q76 Chair: You do have a particular partnership in
the case of TRESOC, don’t you?

Ian Bright: Yes, we do with Infinergy for the wind
farm development. It has been very interesting to
work with them because from the work that I have
done as Renewable Energy Officer with Somerset
prior to being Managing Director of TRESOC, I
believe that the single factor that correlates most
strongly with public acceptance of wind farms is
public local ownership. You see this from Australia,
Germany, Denmark and North America, but that is not
apparent until the deal is done, until the wind farm is
in place and people are seeing the blades turning
round and seeing the money going into their pockets.
Philip Wolfe: Westmill Solar was different in many
ways and fortunate in that, at the time when the
funding needed to be raised, the installation had
already been built. There was no development risk for
those putting in funding at that stage. Westmill Wind

Farm, who co-operated also in the evidence that we
submitted to you, was in the more normal situation
where they had to raise the funding before that stage.
In that particular case, the landowner himself invested
in the early stages of developing that project through
to getting planning consent, so by the time the funding
for the co-operative was being put in then again it was
a consented project.

I would agree with Ian that once you have got over
the hurdle of planning consent it is not substantially
more difficult to fund a community project than it
would be for a commercial project, beyond perhaps
the fact that community projects tend to be done one
at a time. Therefore, the quantum of funding is
typically lower than a commercial developer who may
be developing a portfolio of projects and working at
the tens of millions of pounds, which is an area it is
easier to fund on the whole than projects of a few
hundred thousands up to a few million pounds.
Typically, once you have overcome the development
risk stage, then funding is not substantially more
difficult for communities than it is for commercial
projects.

Howard Johns: OVESCO set up as a limited
company first and we got a commercial contact that
effectively funded us to do another job and the profits
we made from that were put into developing our
community energy business. So again, that was quite
unusual. Most people starting out probably need to
find at least £10,000 to set up their company. In other
cases what I have seen is that the directors who set it
up are doing that from their personal donations to the
whole thing, but for me that is a huge barrier and
particularly for funding planning. Right now
OVESCO is looking at some larger-scale solar field
sites and the planning requirement is much more
expensive. When you are doing a small rooftop
scheme, for example, it is potentially zero cost in
terms of planning. All you need is the legal stuff done
and the actual company registration, which can
probably come in under £10,000, but the moment you
start trying to build a field-scale solar PV rig, let us
say 1 megawatt or 5 megawatts, you probably need
between £20,000 and £60,000 at-risk capital, which
not many people can find at that stage, and that to me
is a huge barrier. I think there are some ideas as to
how to get around it and certainly Philip set something
up that could help with that.

Philip Wolfe: 1 believe you may have had evidence
from an organisation called Communities for
Renewables, of which I am also a non-executive
director. This is a newly established community
interest company that helps community schemes get
up and running and it puts at-risk resources behind
them to help them get through the project
development stages. Communities for Renewables
will help local schemes that do not have the expertise.
Communities for Renewables does have that expertise
and will help them get through the initial early stages



Energy and Climate Change Committee: Evidence Ev 23

10 June 2013 Philip Wolfe, Howard Johns and lan Bright

of the project and will take risk alongside them. So it
will fund the early stages of project development in
the hope that if the project succeeds it will receive a
fee later in the process.

Howard Johns: There are others that do that as well,
aren’t there? On the hydro side and on the wind side
there are other companies that will help communities,
but I did feel that the community energy strategy from
Government would be made far more powerful if
there was one-off either loan finance or grant finance
available for community groups that could get
themselves to a certain level of organisation but could
not raise the £10,000 to £20,000 that they needed just
to get off the blocks. I did put that to Minister Barker
as a suggestion of what they could do to really speed
community energy in the UK.

Q77 Chair: Do you think that is a particular stand-
out problem in the whole process of finance?
Howard Johns: Personally, 1 think it is.

Q78 Chair: The Scottish Government, for example,
provides loans. Westmill has secured loans from, I
think, the Co-op Bank, Lancashire County Council,
but that is presumably post the issue of risk.

Philip Wolfe: Exactly, yes. I think loan finance in the
early stages of a project for a community would be
almost impossible.

Howard Johns: If you look at who sits on the board
of most of the successful community energy
companies, there is normally someone on there who
is an expert in the field or has a breadth of experience.
Certainly on this panel you have people who have a
breadth of experience in this field anyway. We are
talking about those groups out there who want to
replicate what we have achieved but do not have the
expert in-house who could get them through some of
the minefield areas. That is what we are wanting.

Ian Bright: 1 would add to that that community
groups also bring their own expertise. On our board—
and these are all people who have come forward—we
have a very expensive lawyer who is putting in his
time for nothing. The ex-head of planning for the local
authority is now our planning director. We have a very
well qualified engineer as our engineering director,
and an accountant and a professional communications
director. These people are all putting in their
professional expertise. They have the same skill sets
as would be held by any wind development company
and so they are learning fast in their own fields and
bringing that expertise into the community sector. If
we were to add up the amount of professional time
that our directors have put into this it would certainly
equal the costs for their own employees that Infinergy
have put in.

Q79 Chair: I think it is fair to say that, in terms of
those groups who are thinking of doing this that are
perhaps rather on the outside, the advice and support
services might be perceived as fairly fragmented and
certainly oversubscribed. Co-op UK have recently
recommended the introduction of a co-ordinated
advice and support service, perhaps funded by
Government, run by independent experts. Do you
think that would assist or would that perhaps

bureaucratise a system that maybe benefits from
indeed its own individual entrepreneurship?

Ian Bright: 1 was at a conference on Friday organised
by Region South West for community energy groups
with the head of onshore wind and she said that we
are on target to meet our onshore wind targets and that
1% of onshore wind is currently community-owned
and it did not matter to her how much of it was
community-owned, which I have to say was no
surprise to the assembled community energy
representatives. If you want the benefits of community
energy then you have to provide some targeted
support and, although at the moment it says that in
planning there should be a presumption in favour of
community-owned groups, that does not seem to be
translating into planning decisions and the strike rate
for planning decisions.

At the same time, some form of tangible recognition
of the benefits that community ownership brings,
perhaps in the form of an enhanced FIT rate, no matter
how small, would be a really clear signal that
Government is in favour of community ownership. At
the moment it is a group of individuals who are very
much on their own and everybody is having to
overcome the legislative hurdles associated with a
legislative framework that is there to support the
existing power supply infrastructure, which is down
to six companies.

Philip Wolfe: 1 agree with all the things that Ian has
said. As has been said before, the successful ones
almost invariably rely on expertise within the board to
provide what a commercial company would otherwise
have. It strikes me there must be lots of other
prospective community projects out there where that
expertise does not exist or is not participating and
where they can’t get off the ground. I have had some
discussions with groups who have really good ideas
but do not have the expertise, and I fear for lack of
that expertise they will probably never come to light
and so, despite all the best intentions, it will not
happen.

I think you also have to bear in mind that, even where
you have the expertise, this is almost invariably
working on a volunteer basis. It is unpaid. They do
not have any financial resources behind them and
therefore these projects will take very much longer to
deliver because you are relying on people who might
otherwise have a day job and it is not their primary
activity or they are retired and so on. You need to
provide some compensation for the fact that they do
not have the resources and they are going to take
longer to get there, and therefore some kind of
targeted support would be helpful.

Secondly, it strikes me that under the support schemes
that do exist, things like the feed-in tariffs, there is no
recognition of the fact that a community scheme will
take longer and therefore go through multiple
degression deadlines, potentially, before it is
implemented. It strikes me that that is another area
where the Government could provide support. They
could provide a pre-approval mechanism for
community schemes and then if they take some time
to get the project up and running they already know
at the start what the tariff level is going to be, for
example.
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Howard Johns: There are some great schemes out
there. People like CSE in Bristol and Carbon Leapfrog
are doing their best to provide coherent support, but
before the original feed-in tariff changes OVESCO
were inundated with other groups that were keen to
replicate the model and be mentored by us and we had
no resources to be able to deal with that. I think there
is a massive demand out there and it would really help
if there was a good, simple, centralised place where
people could find out what are the different legal
structures, what are the barriers, how many hours
might it take you to get through this process, just some
sort of guidance. It is often going to be finances that
stops them, because maybe people do have time but
if they do have time they probably don’t have money
and you need a combination of the two to make this
thing successful. If you are going to give them advice
you probably need to put some sort of seed funding
there—maybe you make the criteria quite hard to get
it—to support the enthusiastic ones.

Q80 Barry Gardiner: We have heard about the
support mechanisms, the RO and the CFDs, being too
complex for community groups. What would be the
best way of addressing those problems? Does it need
to be simplified? Should some form of assistance be
provided? What is the best way of taking this?
Philip Wolfe: The best way would be to keep the FITs
and increase the level to which community schemes
can participate. We have suggested all the way up to
50 megawatts. The Renewables Obligation and the
CFDs are both measures that were invented by the
energy industry for the energy industry and they are
almost impenetrable. With my background I do
understand some of these things, but they are
impenetrable to the vast majority of the population.
They were never designed to be usable by people who
are not members of this tight energy fraternity.

The feed-in tariffs have the potential to do that. It is
quite straightforward, so many pence per kilowatt
hour; everyone understands it because that is what
they live with at home. As long as you keep it at that
level of simplicity then it will work. Once you migrate
to a Renewables Obligation type mechanism,
contracts for difference, things that rely on the
investor having to predict what energy prices are
going to be in the future, all of those things alienate
community schemes. Unless there is a model that is
relatively simple, community schemes will be few and
far between.

Q81 Barry Gardiner: If you are doing that, should
it be for any medium-sized project or should it only
be for community-owned?

Philip Wolfe: The logic of what I have just said is
that it should be for entities that are outside the energy
industry so, yes, it should be for community-owned.
There is a strong argument that says it could also
apply to commercial entities which are not in the
energy sector. How one does that legislatively
fortunately would not be my problem. I accept that
that might not be very easy to draft into legislation
but that is the logic of what we have suggested.

Ian Bright: 1 have been lobbying with Co-operatives
UK on behalf of the community-owned industry and

it is apparent that there is common cause with small
scale producers, particularly in our association with
the Renewable Energy Association. Nevertheless, |
think the wider benefits to the community from
community ownership could be recognised and even
a slight differential between community-owned and
privately-owned would be enough to send a signal that
community ownership is favoured and would give a
lot of encouragement. There are a lot of hurdles that
community-owned groups have to overcome on their
own without any kind of support currently and it
would be good to see tangible support.

Philip Wolfe: Can I just mention a related issue and
that is that all of these mechanisms at the moment are
administered by Ofgem, which again is a body from
within the energy industry, funded by the energy
industry and dealing for the energy industry. Their
schemes make it also very difficult for the non-expert
to get projects accredited and there are schemes that
have taken months, even years, just to get accredited
under the existing Renewables Obligation, Renewable
Heat Incentive and feed-in tariffs, because of the way
in which Ofgem operates and the intangible barrier
this presents to people outside the energy industry.
Howard Johns: To give you an active working
example of that, OVESCO’s first project, which was
only 100 kilowatts of PV on our local brewery roof,
took over a year to get accreditation from Ofgem
because the forms were never filled in correctly and
every time we sent them back they came back with
another question on there, “Oh, you’ve missed this
one”. It was something like 15 months before our
scheme could claim any of the income that it had
generated. It is a huge barrier and that is with what is
meant to be a simple, accessible scheme, the feed-in
tariff. There is a particular issue with the feed-in tariff
at the moment because it is in bands and there is a
band of between 250 kilowatts and 5 megawatts,
which is perfect for communities and for many
commercial organisations, and it simply doesn’t work
financially. If there was anything that could be done
to get that working again and get it in parity with what
people can get from ROCs that would be a massive
help to get more communities engaged. We are
planning a megawatt scheme and we are having to go
down the ROCs route for it when in fact it would be
much more sensible to go down the FITs route if it
would only add up, so it is a huge challenge. I think
contracts for difference, CFDs, ROCs is probably just
about doable for communities when they have got
someone who is very engaged who can help steer
them through it, but the feed-in tariff is a simpler way.
It is a much easier way and I would agree with these
chaps that it is a perfect one for communities. If there
could be some uplift for communities it would
accelerate community energy in the UK.

Q82 Dr Lee: You have mentioned already that
planning is often costly, onerous and time consuming.
The unpredictability of the system seems to be a major
barrier to community-owned schemes, but good local
plans and clear guidance about what is required from
energy developments could make the process less
risky. What are your views on this idea?
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Ian Bright: 1 think they would if we had it, but we
don’t have that at the moment. What we have is a
system where a very large proportion go to appeal,
and the appeal process has been described to me by
our commercial partner as a circus of very highly paid
QCs and planning inspectors touring the country
taking up money and time. I think probably the most
effective thing would be training for council members
specifically in dealing with renewable energy
applications because the level of knowledge among
councillors about renewable energy is not very high
in my experience, with some notable exceptions,
Cornwall being among them. But I think education of
local authority planning members would be very
helpful.

Philip Wolfe: Additionally, it would be helpful not
just for community schemes but for renewable
schemes in general if a certain number of issues that
get raised repeatedly can be dealt with at the national
level once off and then taken outside the scope of
what local planning decision making can cover. The
old sort of problems of “do wind turbines kill birds?”;
“do we need renewable energy anyway?’; “isn’t it
intermittent and therefore useless?”, these kind of
things just get raised at every single instance and
really that can be dealt with once and then put on one
side. As Ian said, most planning officers are basically
trained to deal with planning for buildings, they are
not experts in energy anyway. If some of these
renewable energy-specific aspects could be dealt with
where it can be dealt with properly and then put on
one side and not be eligible for discussion within local
planning that would streamline the system without
removing any element of local democracy.

Q83 Dr Lee: Mr Johns, OVESCO suggested that
preference should be given to community schemes
over private schemes in the planning process. How
could this be achieved in practice?

Howard Johns: To give you an example of how
planning works for, let’s say, a community solar farm
or any solar farm, you put in an application that is
akin to putting in a housing development application.
The way it is priced is on the acre, so you are paying
for a whole lot of time for what would probably be
quite a complex process going through, let’s say a
housing development scheme, for a field with solar
panels in that does not need necessarily the same
amount of input. So to give some reduced rate
planning for that sort of thing might be one way to
preference communities for community applications.
It might be one way to encourage them to do it.

Q84 Dr Lee: Mr Wolfe, Westmill suggested that the
concept of presumption in favour should be re-
examined for community projects. Can you explain
the thinking behind this proposal?

Philip Wolfe: As my colleague suggested earlier on,
there is in theory presumption in favour, it just doesn’t
seem to happen in practice. One important way in
which this could be achieved is being clearer to the
local planning decision-making process what are valid
reasons for refusing consent and what reasons would
not be valid for refusing a community-owned energy
project. If one could take some of the fog away from

the process it would enable them and the developer to
focus more specifically on the genuine local
advantages and disadvantages of any particular
scheme.

Q85 Chair: Just briefly, what are your thoughts on
the most recent announcement of the changes in
planning and community benefits that arose last week?
Do you think the suggested changes are going to be,
or could be, net beneficial for the sort of schemes that
you have been developing or do you foresee problems
arising from them?

Ian Bright: 1 think the extra weight given to
landscape, certainly in our area, will kill off any
substantial wind farm developments, essentially. Our
application was refused at the very last minute on
grounds submitted by English Heritage that said that
they opposed it because it would introduce a tall
moving structure into the landscape. On those grounds
no wind turbines would be constructed anywhere in
the South Hams, and sites are constrained enough as
it is. So to put more weight on that is the end; forget
wind development where we are. Some guidance
needs to be given to planners as to how much weight
they do give to community-owned schemes. How do
you weigh that in the balance when you are making a
judgment? That is not clear at this time.

Philip Wolfe: 1 support a lot of the things mentioned
in your earlier session by the Co-operative Group. It
does seem to have been largely a lost opportunity. The
most  substantive, if you like  positive,
recommendation seems to be just increase the lump
of money that a commercial developer chucks into the
pot and that is not really taking a very refined stance
on enhancing the genuine community projects of the
type that we have been fortunate to be involved in.
Ian Bright: 1f 1 could give an example from our own
experience. We were asked fairly early on what
benefit there would be to the local community from
this wind development and we said everybody will
have the opportunity to invest and get a decent return
on their investment and they said, “But if we don’t
want to invest, what do we get?” We then made an
offer of £2,000 per megawatt, which was twice the
going rate at that time, and the response was, “You’re
bribing us”. So, I don’t know. My view is that a
payment to the community is going to go probably to
the parish council. That is a benefit but it doesn’t have
as much impact on whether people approve or don’t
approve of a local wind farm as the money going into
their pocket, which is an option through community
ownership.

Howard Johns: 1 agree with everything that has been
said and don’t have much to add, other than I think
any more barriers is just a no-brainer. It is hard
enough to do this stuff anyway without adding more
barriers to it. The visual impact thing—we live in
South Downs National Park. We already have huge
constraints on whatever is done there, so to put up a
solar farm there is going to be challenging. If there
are extra powers for local people to object on visual
grounds, it is going to stop anything happening in that
area, which would be a real shame.

Chair: On that perhaps slightly gloomy note, thank
you for your contributions this afternoon. We will be
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producing a report shortly, which I am sure will and for your continuing commitment to your
incorporate very many of the things that have been community projects.
discussed today. Thank you for your evidence to us
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Written evidence

Written evidence submitted by OVESCO Limited

What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change, energy
security and energy affordability objectives?

At least 10MW/site (a typical medium size five turbine wind farm using 2MW turbines), but ideally more
and 50MW could be achieved by a single project with the right project loation, support from government
and banks.

What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

Cooperatives UK have identified models for ownership and the potential growth in their Community Energy
Manifesto http://www.uk.coop/energymanifesto

What types of financing model are most suitable for small- and medium- scale projects? Do these differ from
the financing models used for larger-scale projects?

Currently the smaller schemes are financed with community shares and small loans (£50K or less) using
company structures such as the Industrial & Provident Society. OVESCO is an example of such a company
structure (there are may others), which raised £350,000 via a community share issue and a PURE loan of
£50,000 in 2011 for investment in four community owned roof mounted photovoltaic projects (installed during
2011-12) see http://www.ovesco-ips.co.uk/harveys_priory_projects.html. OVESCO is now looking to develop
larger projects with one of approximately 800kW using solar PV and will probably use the Co-operative
structure for this project see http://www.ovesco-ips.co.uk/index.php?id=65. OVESCO is seeking to scale up
over the next five years to provide a secure for a larger number of investors, ensure an income to mange its
projects for the long term and provide a community benefit fund over time to develop new projects and
encourage energy efficiency. OVESCO is now looking to follow existing successful medium scale schemes
such as Westmill, http://www.westmill.coop/westmill_home.asp or those managed by Energy4all see
http://www.energy4all.co.uk/ which use the Co-operative model for their company structure. Scaling up will
mean that OVESCO could access bank finance in the future, which requires projects to have a value of at least
£1 million. All the previous examples allow for direct finance from share holders and at scale additional capital
from bank finance. The Co-operative model allows investors to see where there money is invested and have a
say on how their investment is managed. In this way they are entirely different from large scale renewables
such as off shore wind farms, which require large utility companies and investment from beyond the UK to
develop their projects. At this large scale development provides a supply of electricity to the UK public, but
cannot provide any direct/transparent benefit from a return on investment to the UK public.

Why are community-owned energy projects more prevalent in countries like Germany and Denmark than they
are in the UK?

To date there has been greater support in the from of incentives and access to bank finance for community
projects to be built in Germany and Denmark. The beginnings of the successful wind industry in Germany and
Denmark go back to the 70s. A decade later, WEA (http://www.wind-energie.de/verband/aufgaben-und-ziele)
as an example had on average 100 to 150 kW installed, in the Mid-80s this new industry grew because of the
Danish rejection of nuclear power. Instead, the country opened its electricity networks for wind power
generators and secured fixed feed-in tariffs. Five years later, 100 MW of wind power capacity was installed,
by 1999 1,500 MW and 3,752 MW in late 2010. Wind energy currently provides a quarter of the Danish
electricity demand. In German community ownership has played an important part in the development of
renewable energy (both wind, PV and other sources) and this is called the Biirgerbeteiligung (citizen-share
ownership movement). It has been very successful and in 2011 more than 50% of all wind-generating capacity
in Germany was owned directly by its own citizens. While most community-owned projects are developed
with the share-ownership model of limited partnerships, there is a growing movement in Germany toward true
cooperatives. In a private limited company, votes on management decisions are determined by the number of
shares an investor owns. In a cooperative, the structure can allow one person to have one vote no matter how
many shares they own, which is a truly democratic model for investment in the UK’s energy future.

Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

Yes, OVESCO’s own community PV share issue was very successful and met with no objections to its
planning application, because it combined, support for a local business (for example PV at Harveys Brewery),
access for local people to invest in renewable energy (allowing for investment by members of the public who
could not invest in home microgeneration) and benefit from a ROI via the Feed-in Tariff. Unlike the application
for the 850kW turbine by the Glyndebourne opera house, which allowed for no community ownership in the
project and had to go to an appeal to get planning permission. Despite this both Transition Town Lewes and
OVESCO supported the planning application for the turbine. At a recent talk about wind farms run by
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Transition Town Lewes there was an over welling support for wind energy (approximately 95% support with
5% objections with an estimated fifty attendees), but the general consensus revealed over whelming support to
allow for community investment and benefit. In the Lewes District there has recently been a planning
application for a 15 MW solar PV array, this will be privately owned, but there is currently no community
benefit form the project or any option for local people to benefit from or invest in this project see
http://planningpublicaccess.southdowns.gov.uk/online-applications/applicationDetails.do?activeTab=
summary&keyVal=MJAME6TUO02BO00 . There is a need for incentives to encourage community benefit and
options for the community to have a stake in larger scale projects and in so doing smoothing the planning
process and provide the greatest community benefit.

What appetite is there for community-owned medium-scale energy projects in the UK?

OVESCO’s experience shows that there is at a local scale a large appetite for community-owned medium-
scale energy projects. The companies first share issue aimed to raise £300,000, but exceeded this and raised
£350,000 in six weeks from 247 investors 95% lived within a ten mile radius of the town of Lewes. An
expression of interest for a larger field scale PV project was sent to existing share holders in early 2013 and
raised the potential for £150,000 of further investment without having a project secured. With the right
incentives in place and access to financially viable grid connections, OVESCO sees no reason why it cannot
increase capital investment in community owned renewables. Other larger share issues such as Westmill have
been over subscribed see http://www.goodenergy.co.uk/blog/2012/06/18/good-energy-customers-get-priority-
allocation-in-westmill-solar-coop-share-offer

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

In the case of OVESCO’s first project at Harveys Depot, the brewery took the opportunity to invest in the
project buy buying shares. OVESCO is actively seeking partnerships as a community owned company to raise
capital to support a local business, especially where that business consumes energy directly in site. This is
where the greatest saving can be made both financially and in terms of CO2 reduction. OVESCO urges DECC
to encourage this kind of mutual benefit partnership.

What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

Lewes District Council (LDC) has already installed PV at a number of site including the Wave Leisure
Centre in Lewes and on the councils own building. OVESCO did approach the council about a share issue to
finance PV on their own buildings; however they have not yet taken up the possibility of a partnership to raise
public money to develop new projects, but the council have been supportive of community renewables. In the
case of Priory School in Lewes OVESCO signed a lease with East Sussex County Council to install 35kWp
of PV on the roof of the school. OVESCO is now offering to install PV at another secondary school in the
Lewes District and sees LA’s as well as other public bodies such as the NHS as likely future partners, especially
where there is the potential for mutual benefit.

What are the barriers to medium-scale energy projects in the UK?

Long term vision by Government to support community owned renewables and allow for scaling up of new
entrants into the market place is essential. The removal for the ROCs in 2017 and replacement by the CfD is
a barrier with the proposed SMW cut off for the FiTs. Setting the cut off point at SMW is too low to allow for
communities to develop schemes on the scale of countries like Denmark and Germany. The cut off point for
the FiT needs to be increased to at least I0MW the scale of a medium sized wind farm such as those developed
by Energy4all and Westmill. Trading and balancing in the electricity market place is not viable for
community schemes.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

Continued support for the FiT and RHI with tax incentives such as EIS are having a positive effects. The
FiT proposed and actual cuts during 2011-12 damaged confidence. Therefore clear long term policy is essential
for the growth of community owned renewables. In order for the ROI to be attractive enough, capitals cost for
generation equipment need low, but be good value for money and potential taxes on imported equipment such
as PV panels from for example China are likely have a negative effect on deployment renewables. Preference
for community owned renewables when applying for a planning application and support through grant funding
for planning applications helping risk would be beneficial. Policy giving a preference for community schemes
over private schemes would help the planning process and provide increased benefits. Support for grid
connection especially in rural areas for community projects would allow for scaling up.

April 2013
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Written evidence submitted by Westmill Solar Cooperative & Westmill Wind Cooperative

1. Westmill Solar Cooperative (WSC) and Westmill Windfarm Cooperative (WWC) own and operate
renewable electricity generating stations of 5 and 6.5 MW respectively on adjoining sites in Oxfordshire. Both
projects are successful examples of community owned generating stations. Both cooperatives have pledged a
part of their income to charitable activities in support of sustainable energy related issues. WWC has helped
to establish the charity Westmill Sustainable Energy Trust (WeSET) to which it provides regular funding; and
WeSET has collaborated in this response.

2. Our cooperatives are delighted to see the Energy and Climate Change Committee reviewing the potential
for local energy in the UK. We are pleased to submit our written evidence below, and would be happy to attend
to provide additional verbal evidence, if it would assist your deliberations. Our response focuses in particular
on issues relevant to community owned energy projects.

3. Before addressing the individual questions in your terms of reference we would like to highlight any few
issues of particular importance.

KEY ISSUES FOR COMMUNITY ENERGY
The benefits and difficulties of community energy

4. Cooperative energy projects can offer huge benefits to the communities in which they are located. In
particular they enable local people to become involved in their energy supply rather than it being imposed on
them from outside by faceless corporations. This can lead to a much more enthusiastic response to planning
applications, for example. There is some evidence to suggest that involvement in these community schemes
extends individuals’ interest in energy issues beyond the project itself, and can lead to increased awareness of
energy saving and sustainability, for example.

5. Despite the many benefits, community energy projects are often harder to deliver than those by commercial
companies. This is in particular due to the reliance on individual, usually unpaid, volunteers; and the lack of
financial resources available to the cooperative at the inception of the project. We will address the implications
of these difficulties in our specific responses below.

Access to national support measures

6. The support schemes for renewable energy generation are relatively ill suited to community projects of
this type. We agree with the committee’s assessment that the Renewables Obligation is too complex for this
type of entity, although WWC does obtain part of its revenue under this scheme. We fear that the CfD’s
currently proposed under the Electricity Market Reform will prove to be even more onerous. The Feed in
Tariffs are arguably better suited, offering a comprehensible fixed price to the generator. However the recently
introduced frequent and unpredictable degression arrangements make even this mechanism difficult, due to the
relatively slow pace at which community energy projects are typically developed.

Barriers to local energy generation

7. The two major barriers to local energy—grid connection and planning consent—apply both to community
and commercial projects, and are discussed again in our specific responses below.

RESPONSE TO QUESTIONS IN YOUR TERMS OF REFERENCE

What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change, energy
security and energy affordability objectives?

8. In principle local energy projects should be able to make a similar contribution to the UK energy supply
as they do in countries like Germany and Denmark. Our potential for renewable generation in particular, is at
least as great as those, with a similar level of solar resource, and higher wind availability. A significant part of
this contribution, of course, will be delivered by systems even smaller than 5 MW such as household rooftop
solar arrays.

9. To illustrate the potential; at noon on 18 April—just a few days ago—over 50% of Germany’s electricity
was being delivered by renewable generation. Solar power delivered 30%, of which an estimated 10% is from
arrays over 5 MW; with the bulk of the balance from even smaller scale rooftop systems. Wind power delivered
25%, of which the majority would have been from projects between 5 and 50 MW.

10. Self-evidently, energy security is improved by locally produced renewable rather than imported energy
and also by dispersal of generation. Renewable energy projects are typically deployed faster than traditional
power generating equipment.
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11. The participation of individuals in their own energy generation is likely to deliver increased awareness
of energy security, climate change and energy efficiency. The work of WeSET! has recently resulted in
Watchfield parish council asking for support with the design, procurement and finance of solar PV panels on
four community buildings and further insulation for the village hall extension. This effect is almost certainly
attributable in part to the formal and informal outreach work by individuals who are energy co-op members in
their local communities and in part by the “community owned” profile of the energy generation plants within
the parish. This work will be amplified and extended in the next four years within an economically
supportive environment.

12. Community ownership also provides a portal for individuals to offer their skills for the benefit of the
wider community and local low carbon initiatives that support the above aspirations.

What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

13. Our response deals with community owned projects which are still relatively rare in the UK but could be
much more prevalent with the right business environment and are well suited to deliver medium scale projects.

14. Westmill Windfarm and Solar Cooperatives (WWC and WSC) are both Industrial Provident Societies
managed democratically with each member having one vote irrespective of the size of their shareholding. The
activities are overseen by an elected board of unpaid Non-executive Directors. Neither coop has full-time
employees; operating responsibilities have been subcontracted to suitably qualified businesses.

15. WWC raised in 2006-07 a total of about £5.8 million from roughly 2,500 individual investors, with
priority being given to people local to the installation. WSC raised in 2012 a total of approximately £6 million
from about 1,650 investors, again giving priority to local residents.

What types of financing model are most suitable for small- and medium-scale projects? Do these differ from
the financing models used for larger-scale projects?

16. In addition to the members’ equity described above, both projects are part financed by debt; provided in
the case of WWC by the Cooperative Bank, and for WSC by Lancashire County Council Pension Fund,
arranged through Investec.

17. In principle, the provision of non-equity funding is substantially the same as it would be for a commercial
project, though community projects are typically “one-off” so cannot usually benefit from a portfolio approach.

18. There are at present very few funders in the UK with experience of lending to cooperatives and
community interest companies.

Why are community-owned energy projects more prevalent in countries like Germany and Denmark than they
are in the UK?

19. We see several prospective reasons why these types of energy project are less prevalent in the UK.
Firstly, to be financially viable, they need a simple and stable support mechanism, especially because
community energy schemes are typically slower to implement than wholly commercial projects. The feed in
tariffs in Germany, in particular, provided the necessary stability over a decade or more. By contrast, the U.K.’s
feed in tariffs (though in principle well-suited to community energy schemes, as described above) were radically
amended within 18 months of their introduction.

20. Next, these countries have a more proactive and supportive approach to the two fundamental obstacles
to local renewable energy projects; grid connection and planning consent.

Grid connection

21. The EU Renewable Energy Directive requires member states to give renewables “priority access” to the
grid.? Those countries which have been most successful in deploying community-owned and local generation
have interpreted this most progressively and afford renewable generators priority both in connecting to the grid
and in despatching their output, when available.

Planning

22. Countries like Germany have limited the adverse time and cost implications of obtaining planning
consent in part by resolving certain planning issues at the national level, so that the local consenting process
deals only with the genuinely local issues. We suggest below how a similar approach could be adopted here.

! which has (through volunteer efforts) hosted over 7,000 visitors to Westmill wind and solar farms in the last 4 years (half of all

visitors through visits by local schools) as well as installing insulation in the village hall, delivering “Sustainability Surgeries”,
and producing a wide range of educational resources
2 Paragraph 60 of Directive 2009/28/EC of 23 April 2009
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23. The EC has supported several studies into legislative and other national barriers to renewable energy
deployment,? but the UK seems to play little part, and there is no evidence that the Government has acted
on their conclusions.

24. Finally, while the UK energy market is arguably more liberalised than any other in Europe, the “big six”
seem to have a very strong influence on government policy making in the sector. It is arguable that a substantial
increase in the prevalence of local energy schemes is against the financial interests of, and creates operational
issues for, these majority providers. The best interests of the community energy sector are, therefore, are not
well understood within the national policy-making process.

Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

25. We are not aware of any community energy schemes which have been refused planning permission
(though we have not studied all the evidence in this respect), and generally community energy schemes are
subject to significantly less local opposition.* Certainly we have received very strong local support for our
projects and local residents account for over 70% of our membership.

What appetite is there for community-owned medium-scale energy projects in the UK?

26. We believe there is a strong appetite for this type of project in the UK. Both WWC and WSC achieved
their funding objectives, and succeeded in raising further funds through secondary placements when required.

27. WSC was 50% oversubscribed when its public offer closed at the end of July 2012. It had to scale back
the applications received,’ and did so giving priority to local applicants.

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

28. Our response addresses community-owned projects.

What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

29. Although this is largely for others to answer, we are delighted that the Lancashire County Council
Pension Fund has stepped in as the debt provider for the Westmill Solar Cooperative. The local Faringdon
Town Council considered an investment is Westmill Solar Co-operative, but in the end did not participate.

What are the barriers to medium-scale energy projects in the UK?

30. The two main obstacles to local energy projects—both commercial and community-owned—have already
been highlighted above.

Grid connection

31. The UK has adopted the most minimalist approach to the requirement for “priority access” by contrast
with other more successful European countries. Most renewable generators are allowed to despatch their output
freely to the grid, once they are afforded a connection; though some even have to accept contract conditions
when they can on occasion be “constrained off”.

32. There is no national approach to prioritising renewables in gaining connection to the grid in the first
place, and this is left to the discretion of individual Distribution Network Operators (DNOs). While, with a
few exceptions, most DNOs try to be supportive; there are large parts of the country, particularly in areas of
high solar and wind resource, where the costs of obtaining a connection are prohibitively high, and where there
are extended “grid queues” which make project timetables unviable.

Planning

33. The UK planning system is very patchy and can also apply delays and uncertainty to local energy
projects. Wind and biomass generation, in particular, have faced substantial objections and delays. While solar
power and anaerobic digestion have been more successful, they too are in danger of increased planning
problems in the future.

34. Certain elements of the press have been stoking opposition to local energy projects. Their often
unfounded objections seem on occasion to be supported, rather than moderated, by the Government.

35. It does seem that when a new local energy project is proposed in Germany, local people get together to
see how they can participate; when a project is proposed here, the locals get together to see how they can stop it!

3
4

Such as PV-Legal, funded by the EC’s Intelligent Energy for Europe—http://www.pvlegal.eu/

See for example the public opinion survey conducted by Oxford Brookes University into the Westmill Windfarm—
http://climatex.org/articles/climate-change-info/westmill-windfarm-local-wind-power/

though every applicant was issued with some shares
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36. The main barriers to community energy projects stem from the way in which they are structured and
resourced. Unlike commercial projects, these are often initiated by local enthusiasts with no specific expertise
in the energy sector. Because projects in the early stages are driven by volunteers, they are limited both by the
time available and the absence of dedicated financial resources. This means that the development process is
slow and relatively uncertain, and projects are often reliant on small amounts of individual risk capital.

37. This puts such projects at a strong disadvantage when the regulatory regime is uncertain or subject to
frequent change as further described below. We are delighted to see that the CIC Communities for
Renewables® has been formed with support from Esmée Fairburn to help community projects overcome some
of these inherent problems by providing “at risk” project development services. We have encouraged them to
submit a response to your enquiry.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

38. We are aware of very few “current Government policies in encouraging local and medium-sized energy
projects”. The Feed in Tariffs (FITs) are in principle welcome, although the frequent changes and the short
degression windows limit the benefits of the scheme. The exemption under the EIS scheme for community
entities receiving FITs income is very welcome.

Financial support mechanisms

39. The Renewables Obligation and the CfD’s under the EMR are inherently complex, so clearly tailored
for energy professionals rather than local generators. Because the FITs offer a more comprehensible price level,
these are inherently better suited to this sector, and it would be helpful if the upper limit for Feed in Tariffs
were raised to 50 MW for community schemes.

40. As indicated above, the timetable for community energy projects is inherently longer and less certain
than in the commercial sector. It would therefore be helpful if the Feed in Tariffs, Renewables Obligation, and
eventually the CfD’s incorporated a simple pre-registration system under which community projects could be
accredited for the applicable tariff level at the time, and this would be guaranteed even if the project then takes
some time to reach completion.

41. There is a case for local community energy projects to receive enhanced banding under FITs, ROCs
and CfDs.

42. The existing accreditation processes for FITs, the RO and the Renewable Heat Incentive are administered
by Ofgem. This is a body which deals with, and is funded by, the energy industry. As a result their procedures
seem impenetrable to applicants outside the energy sector. We would propose a streamlined, simpler application
process, administered by a more consumer-friendly body, for community energy projects.

43. It is presently unclear whether the Green Deal will provide an incentive for renewable energy deployment
in the community sector (or at all).

44. In general the number of potential support schemes, and the frequency with which they change, is
bewildering, especially for the non-expert. There is a strong case for rationalisation.

Grid connection

45. The Government should be more proactive in reducing the time (and prospectively the cost) of obtaining
grid connections. One small improvement would be to require DNOs to publish maps showing where there is
existing connection capacity for projects without the need for substantial infrastructure upgrades.

46. Secondly, as many local generation sources are variable in output, protocols could be established to
enable networks to connect more than their nominal rated capacity, with procedures for handling surplus output
on the few occasions when all connected generators are at full capacity.

47. In general the whole “smart grid” evolution needs to be pursued more rapidly and more strategically.

Planning approval

48. The planning regime has been often tinkered with over recent years, without measurable improvement
from the perspective of local energy projects. We support local democracy and do not propose that local
planning procedures are circumvented. The system needs to recognise, though, that energy projects are not just
like buildings and have technological requirements beyond the day-to-day expertise of most planning officers.
We would suggest that a single national review be given to certain over-arching issues for decentralised energy
projects.” Once these have been determined, they would not be eligible considerations for individual planning
approvals, which would instead consider the genuinely local issues.

See http://www.cfrcic.co.uk/
Including: “Do we really need renewable energy?”’; “Don’t wind turbines shred birds?”; “Do they emit harmful radiation?”;
“Are generators with variable energy output of any value to the national energy supply?” etc. etc.

7
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49. There is a case for community projects to be able to submit planning applications free of charge, or at
concessionary fee rates.

50. The concept of “presumption in favour” has been considered for renewable energy projects in the past,
and rejected for fear of abuse by commercial developers. There could be a case for re-examining this for
community projects.

51. Finally® there are other lessons we can learn from countries, like Germany, which have progressed
further towards a more sustainable energy mix. This trend is changing the paradigm for the electricity system
from the historical “baseload + peaking capacity” model. Germany”s renunciation of atomic generation is not
an emotional anti-nuclear stance; it is a recognition that as variable renewables become “the new baseload”,
the primary requirement for the non-sustainable sources that make up the balance, is that they should be
responsive. Against this specification, carbon-abated gas-powered generation, for example, can deliver the fast
response required; in a way that inflexible nuclear never can.

April 2013

Written evidence submitted by Utilyx
LocaL ENERGY INQUIRY

1. Utilyx is pleased to submit its response on the benefits of local energy generation. The contributions that
local energy generation will make to ameliorate the UK government’s tri-lemma of affordability;
decarbonisation and security of supply, are considerable.

2. Utilyx provides energy solutions to large end users of energy, acts as an intermediary between developers
and end users through its proven model for end-user Power Purchase Agreements (PPAs), and through our
relationship with our partner company in the MITIE PLC Group MITIE Asset Management, develops and
invests in small scale decentralised energy projects offering a secure, sustainable energy supply with price
certainty, guaranteed efficiencies and reduced carbon emissions.

TERMS OF REFERENCE

The Committee invites responses addressing some or all of the following questions:

What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change, energy
security and energy affordability objectives?

3. The UK has committed to legally binding carbon reduction targets and firm renewable targets which will
imply a fundamental change to the generation mix by 2020. Transitioning to a low carbon future will produce
a shift away from centralised energy in favour of decentralised generation. This shift is already happening and
is evidenced by the wider UK PLC. Companies continue to reduce their carbon footprint; electricity from
renewable sources continues to displace that of fossil fuels—the amount of electricity generated from renewable
sources increased to 11.7% in 3Q2012 from 9.1% in the same period in the preceding year.” Regulatory
pressure has (and will continue to) intensify in the form of the carbon price floor and various other reforms.
These are largely a function of rising future energy prices and the highly publicised forthcoming supply gap
with the government’s security of supply and affordability immutable overarching objectives. The National
Grid in their recent Future Energy Scenarios for the UK show that even in a low growth scenario, low carbon
capacity will comprise 44% of total capacity in 2030.!°

4. We have commissioned some research from an independent analyst on the future potential of the
decentralised energy market. Early findings show that between 2010 to 2030 the total installed capacity of six
decentralised energy technologies (anaerobic digestion, CHP, solar PV, trigeneration, waste-to-energy and wind)
will increase by 130% to 17GW, representing 14% of all UK generation capacity, delivering financial savings to
UK businesses of £33 billion over the forecast period, and total carbon emissions savings of 350 million tonnes.

5. In the broader market there is a very significant opportunity for medium sized energy projects in the UK.
However, recent changes in central government funding for municipal energy from waste, for example has
been cited as leading to many large multinational infrastructure companies questioning future investment given
the huge upfront costs of such schemes where initial planning, construction etc. can be a 4-6 year process.
Currently there are many developers with planning unable to raise finance to build projects due to regulatory
uncertainty, market complexity and other challenges.

8
9

and outside the terms of reference of this enquiry, though very much within the remit of your committee
Department of Energy and Climate Change, 2012
10 National Grid, 2012.
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What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

6. The various ownership models for small and medium sized energy projects include:

7. Client ownership

In this model, the client effectively owns the asset—eg an energy centre via a hard-deck financing structure.
Ownership is obtained through a finance lease with the asset transferring to the client upon expiry of the
contract. In this ownership model clients often seek off-balance sheet positions via service concession
accounting treatments to satisfy internal accounting requirements.

8. Ownership by Developer

Whereby a developer owns the asset and has sourced project finance through debt and/or equity and then
sells energy via a power purchase agreement.

9. Ownership by Investor

Whereby the investor will fund and own the asset via debt/equity having entered into a pre-agreed Energy
Services Agreement with the client to sell an agreed volume of energy at an agreed price for an agreed term.
This price will be inclusive of CAPEX, O&M and takes into account government incentives.

10. In terms of prevalence, independent developers with equity and debt based project finance are the most
common. More and more often we are seeing infrastructure funds investing with an equity stake in projects.
Community based ownership models are not common in the UK.

What types of financing model are most suitable for small- and medium- scale projects? Do these differ from
the financing models used for larger-scale projects?

11. Financing models do not (to our knowledge) differ according to project size. Currently all renewable
energy projects compete according to the marginal cost of capital for renewables. In the current investment
climate and on the back of the financial crisis, the general lack of liquidity has been well documented across
all sectors. Furthermore, when speaking of energy investment or any long term fixed investment; the crux of
the matter is the deeper issue of a lack of confidence and energy policy certainty, which we believe to be the
largest drag on market growth currently.

12. As developers of and investors in small scale (sub SMW) decentralised energy projects, we are finding
current market trading arrangements particularly challenging. Every stage is fraught with difficulties. Project
finance costs are exorbitant including legal costs, arrangement fees, technical advisors and other professional
services where every opportunity requires bespoke contracts and makes the entire process prohibitively complex
and costly. Allocation of risk is inequitable—customers seem to be exclusively interested in an output and not
ownership of the asset whereas funders demand full recourse, particularly in the construction phase. This leaves
the ESCO as the de facto guarantor. Pre-contract working capital is so high and we are exposed to a level of
cash outflow so great (especially in the initial stages) that only the select few opportunities make it through
the feasibility process. This is constraining our ability to grow our business at scale, despite a substantial and
growing opportunity pipeline. The implications for the wider decentralised energy market are thus immense.
While large scale projects can accommodate these large production costs, smaller scale projects struggle to
deliver compelling investment incentives when incorporating these costs as volumes simply are not sufficient.

Why are community-owned energy projects more prevalent in countries like Germany and Denmark than they
are in the UK?

13. In the UK, decentralised energy has received a boost through the FITs introduced in 2010!!" and is
beginning to shift the UK’s traditional centralised generation model to one that incorporates a growing amount
of decentralised generation. For example, installed capacity of solar in the UK has increased from SMW to
1.3GW since the introduction of the scheme.'? Traditionally, the UK has trailed many of its European
counterparts with respect to decentralised energy. In 2006, Germany already had an estimated 36% of total
installed decentralised electricity capacity, whereas the UK had just over 7%.'* This variation is reflective of
the greater levels of government support and incentives in Germany for decentralised energy generation.

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

14. While we see significant interest from private sector organisations to invest in low carbon generating
assets, there is reticence to tie up balance sheets in energy assets in the current economic environment. The
market is consolidating to deliver an investment solution to this through joint ventures and co-investment

1 http://www.decc.gov.uk/en/content/cms/meeting_energy/Renewable_ener/feedin_tariff/feedin_tariff.aspx
12 http://www.decc.gov.uk/en/content/cms/statistics/energy_stats/source/fits/fits.aspx
13 http://www.localpower.org/documents/report_worldsurvey06.pdf
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solutions. There is also significant interest in sourcing PPAs direct from renewable generators as a means of
managing energy price risk long term, without having to invest in own assets.

What are the barriers to medium-scale energy projects in the UK?
15. Utilyx has recognised a number of barriers to medium-scale energy projects:

16. Financial: Liquidity in this economy is always going to be a challenge. The scale of investment required
to meet legally binding decarbonisation targets means that even large vertically integrated utilities are going to
have to rely on infrastructure investors (pension funds, sovereign wealth funds etc.) to generate financing
required. Typically these investors seek modest rate of return but want high degree of security ie policy
certainty but that is not in developers’ control. There are funds available, and more must be done so that
developers are best able to access these funds but non-financial challenges are equally as pervasive if not more
so given their obtuse nature.

17. Non-financial hurdles: public procurement processes; energy decisions not made at board level,
measurement and verification problems; agency issues ie split incentives for landlords/tenants; planning
restrictions, grid connections etc.

18. Policy uncertainty: this is having a very real impact on developer’s ambition and ability to develop in
the UK currently. Recent changes to the micro Feed in Tariffs and the prospect of changes to the ROC banding
for onshore wind are leading to greater fears that policy will be altered in the future to meet the Government’s
ambitions. While there is some certainty around the final years of the Renewables Obligation, the Energy Bill
has yet to be implemented in law, while many of the critical details of the electricity market reform, including
the strike price in the feed in tariff Contract for Difference (FIT CfD) have not been finalised. Issues around
imbalance risk are a major concern for independent generators.

19. Availability of PPAs—there is limited availability of long term certainty of income with utilities
unwilling to offer long term fixed prices and also now pressure on LEC and ROC % benefit to developers—
hence whilst some can build without a long term PPA and the end-user PPA offers an alternative for many
organisations, this is a significant challenge.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

20. Our experience to-date indicates that delays to the electricity market reform (EMR) proposals and the
passing of the Energy Bill are creating uncertainty for the investor community and renewable project
developers, restricting the potential for many medium-sized energy projects to meet decarbonisation,
decentralisation and security of supply challenges. For example, the removal of the renewables obligation under
EMR means the Big Six are no longer incentivised to offer viable long term contracts or PPAs. The lack of a
viable long-term PPA and a clear route to market will restrict the ability of independent generators from
securing the necessary finance to invest in projects.

21. The lack of clarity around the FIT CfD mechanism including the strike price for each technology, how
and when developers will be paid; how much collateral needs to be put up by developers, the increased
exposure to imbalance risks; the on-going uncertainty around the ROC banding for onshore wind are just some
examples impeding investment in low carbon technologies.

22. To boost investor and developer confidence, it is critical that Government reduces the level of policy
uncertainty and creates a simplified regulatory environment, provides price stability, creates a framework that
recognises and benefits independent renewable generators and reduces the level of planning risk.

23. To increase deployment of decentralised energy projects, the following measures are crucial. A clear
understanding of the value of decentralised generation as part of the wider D3 package—demand reduction,
demand response and decentralised generation must be established more widely in the government. Assistance
is needed to address the current imbalances in market trading arrangements. This should be through a structured
process involving counterparties on the supplier and client side; as well as standardised commercial offerings
to encourage investment, simplify transactions and enhance returns through leveraged fixed costs. Technical
assistance grants to inject much needed liquidity into early stage activities would also go a long way towards
increasing deployment.

April 2013
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Written evidence submitted by Cornwall Council

1. What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change,
energy security and energy affordability objectives?

All renewable energy development contributes towards the above objectives.

It is worth bearing in mind that community owned schemes—which are likely to be below 10MW are
effective in getting communities together to help understand the reasons for renewable energy (climate change)
and helps gain public understanding regarding the issues involved as well as aiding opportunities for local
generation projects.

2. What different models of ownership exist for medium-sized energy projects and how prevalent are they in
the UK?

We are aware of the co-operatively owned wind turbines at Westmill, Cumbria and Cornwall Council has
developed its own SMW solar farm.

Wind farms are often highly controversial and we feel there is a need for communities to be more involved
by establishing co-operatives or similar schemes to that provide local benefit. This should help gain public
acceptance.

3. What types of financing model are most suitable for small- and medium- scale projects? Do these differ
from the financing models used for larger-scale projects?

We are concerned about the impact that Contracts for Difference (CFD) might make on community scale
projects and question whether the threshold for this should be above 7-10MW (below which an enhanced feed-
in tariff could operate) to give greater certainty regarding the returns on community scale projects.

4. Why are community-owned energy projects more prevalent in countries like Germany and Denmark than
they are in the UK?

The UK competitive market seems to have made it much harder to invest in measures that need significant
upfront investment (eg district heat mains) where the payback may be longer; part of the reason may be due
to the fragmentation of energy delivery, ie different competing energy supply companes, gas companies and
network providers, making it hard to develop a joined up approach, and there is too much fear about the ability
to remain competitive over the longer term—partly due to uncertainty about market regulation and future
support for various technologies.

We are also feel that good PR is essential to ensure public acceptance and in this respect we are often
fighting against mis-information provided in the press.

5. Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

The key to acceptance is local ownership, however even then, the prospect of a wind turbine can still polarise
a community. At present, despite the huge opportunity to generate local income, community scale energy
projects are not getting established in any number and communities are not functioning in the way it has been
hoped for under the Localism Act. For example, some neighbourhood plans are proposing policies that are in
favour of renewable energy, with consultations having been carried out, however it is very likely that when
proposals are put forward they will still generate vociferous opposition.

We suggest the ability to buy into schemes could make a considerable difference to public acceptability, but
it would help if guidance were developed to help provide models for communities to adopt and the concept
needs to be promoted effectively.

6. What appetite is there for community-owned medium-scale energy projects in the UK?

There is enthusiastic interest from some communities, however some have become worn down by the scale
of effort and skills required and the challenge of keeping public opinion on-side.
7. What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

There is quite a lot of interest from farmers and landowners who are interested in the financial returns

8. What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

We feel local authorities could play a huge role in getting renewable energy established. For example, in
Cornwall, we have carried out resource assessments for wind, PV, biomass, hydro etc. Hence there is a glaring
opportunity for councils to set up arms length development companies that could develop sites, set them up as
co-operatives so wealthier individuals could invest, and use some of the council’s return to invest in measures
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to reduce fuel poverty. Alternatively, this could also provide an income for councils to help support service
delivery and further investment strategies. We feel this model would be most effective at gaining public
acceptance and most trusted, however, at present most councils have not recognised the scale of opportunity
and may be put off by perceived risks and public opinion.

9. What are the barriers to medium-scale energy projects in the UK?

Opposition due to the following:

— A significant proportion of the public don’t see the need to tackle climate change, many have
been misled by the “sceptics” writing in the press and think there is still significant scientific
uncertainty regarding the link between man’s activities and climate change. It is imperative that
clarity is given regarding the scientific consensus and the consequences of not taking action.
We consider that government leadership has been lacking in this regard—despite all the
disruption and costs associated with the increasing incidences of extreme weather events
(flooding etc) and the increasing link to climate change.

— For those that do accept that the planet is warming, many don’t appreciate the scale of effort
that is needed to address the issue or think there’s no point because of what India or China
is doing.

— Many see effort to tackle climate change as being too expensive rather than seeing the economic
opportunities—again much of this is down to misleading articles in newspapers.

— Some members of the community may be in favour in principle, but if a development is
proposed near their home, become concerned about potential impacts and house prices, noise,
views, etc.

— There can be resentment from individuals regarding national companies or even local farmers
making money from something that they themselves have to look at.

— Mis-information regarding the contribution that renewable energy can make—eg wind being
too intermittent, inefficient, expensive, etc.

10. How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

National planning policies are supportive, however the scale of opportunities need to be promoted to town
and parish councils with an expectation that they develop pro-active approaches for their areas.

We suggest that the government could do more to promote the benefits of community owned renewable
energy and provide more guidance as to how to set up schemes. The government could also encourage local
authorities to lead on such schemes.

Electricity distribution network operators need to be mandated to upgrade the grid infrastructure where
necessary to accommodate renewable energy generation. At present, there are areas where the grid is at capacity
and the current position is that any upgrading that is necessary has to be paid for by the first renewable energy
development that puts the grid over capacity. Any subsequent development can then take advantage of the
upgrade that was paid for by the previous developer. This situation is unfair and creating log-jams. If the
network operator was mandated to investigate renewable energy likely to occur without grid constraints and
then upgrade the grid accordingly, the cost could be spread across several developments. Alternatively, OFGEM
and DECC could work with local authorities to identify strategic needs and provide investment.

April 2013

Written evidence submitted by the Energy Technologies Institute
SUMMARY

1. The Energy Technologies Institute (ETI), a public-private partnership between global energy and
engineering firms and the UK Government, believes the UK can have an affordable, secure and sustainable
energy system in the future. However, it is important that the right steps are taken to ensure the cost of carbon
reductions are affordable in the context of sustaining UK economic growth and industrial development.

2. The ETI carries out two key activities—(1) modelling and analysis of the UK energy system to identify
the key challenges and potential solutions to meeting the UK’s 2020 and 2050 targets at the lowest cost to the
UK, and (2) investing in major engineering and technology demonstration projects which address these
challenges with the aim of de-risking solutions—both in technology and in supply-chain development—for
subsequent commercial investors.

3. The ETI has invested over £200 million in projects across nine technology programme areas, including
distributed energy and smart systems and heat.

4. In responding to this call for evidence the ETI has considered the scope of Local Energy as Combined
Heat & Power (CHP) systems and large scale Heat Pumps with a District Heating Network (DHN). Both are
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inherently local energy solutions, compared to small scale wind, solar etc which need to compete with larger-
scale low carbon generators benefitting from significant economies of scale and located in areas of high
quality resource.

SpEcIFic QUESTIONS RAISED IN THE CONSULTATION

What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change, energy
security and energy affordability objectives?

5. The economics of District Heating are governed by constraints on carbon emissions and the ETI considers
that the socially and economically optimum level of provision of space and water heating through DHNs by
2050 will lie in the range 5-40% of the total. While we are confident in these limits, the factors which
determine the optimum range between them are complex and currently under investigation as part of our Smart
Systems & Heat Programme.

6. We anticipate that District Heating Networks will initially be installed in the most attractive locations at
a scale of 5-50MW of Combined Heat and Power generation. In the longer term, the impact of rising carbon
prices will make it less economic to provide the heat from fossil fuels without Carbon Capture and Storage. This
would make bio-energy and hydrogen more attractive as energy sources at this scale, along with connecting the
network to larger thermal power stations.

7. While it is cost-effective to transport low grade heat over reasonable distances from thermal power plants,
with around 30 miles typically being considered feasible, the planning and co-ordination required presents a
significant barrier without a supportive strategic and market framework.

8. Connecting smaller DHNs together over time will build larger networks. The dynamics of this will depend
on the policy and strategic environment as it has in other countries with major heat network investments, such
as Denmark.

9. District Heating Networks have distinct advantages as a component of future UK heating systems:
a. They enable the efficient re-use of low grade heat from power generation.

b. They provide future flexibility to use a wide variety of locally available heat sources, such as
waste, bio-energy, industrial waste heat, large scale heat pumps etc.

c. They can incorporate shared heat storage to smooth the typical daily peak heat demands and
avoid the need to build a very large low carbon heat supply system to meet peak demands.
Otherwise much of this system would only be used for a small percentage of the year.

The extent to which heat pumps can be combined with storage facilities will determine the economic
proportion of each

10. The ETI produced a cost breakdown for a notional DHN for an example urban area as part of an ETI
Macro DE study into the potential for Local Energy supply. The DHN system was cost optimised and assumed
energy (power and heat) was generated from a CHP plant using gas.

a. The area was chosen where district heating may be the right strategy for the future.

Costs were estimated for supply to 19,900 residential dwellings and 3,800 commercial buildings in
a single area, supplying 50,000 residents.

c. Peak heat demand in the area to be met by the GHN is 155 MW. There is a surplus of 170 GWh a
year of electricity generated by the notional CHP scheme, which is then exported from the area.

d. The installed capital cost is £315 million, of which 80% is piping and connections to buildings and
the rest is energy centre equipment, including thermal storage and pumping. This amounts to £13,300
per building on average.

e. From this design work it is clear that the overall economics depend on how the DHN is financed
and how the locally supplied and the exported surplus electricity are valued.

11. CHP systems have a significant efficiency advantage over the status quo. The recently published HMG
Strategy The Future of Heating, Meeting the Challenge has a diagram on page 16 which illustrates how CHP
can produce the same heat and electricity outputs with 30% less fuel by reusing waste heat.

12. The capital cost of a heat distribution network is a significant barrier to delivering this increase in
efficiency as the UK has a limited but intense heating season. Demand increases by over six times from summer
to winter. Our current gas based heating system has a typical average capacity utilisation of around 15% over
the year. The network assets have a long life, which makes them hard to finance privately, and the potential
for slow initial customer uptake also affects their attractiveness to investors.

What types of financing model are most suitable for small-and medium-scale projects? Do these differ from
the financing models used for larger-scale projects?

13. Project finance arrangements which involve detailed contractual and risk mitigation arrangements are
more suited to larger scale projects.
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14. Many financial institutions have minimum transaction values. Therefore, this model is not easily accessed
for the smaller type energy projects. There are however a small number of financial institutions which have
captured the small—medium scale projects market enabling a project finance type model to be delivered to
funding of ~£1 million+. However the cost of debt is generally above markets rates which lenders assess
through their risk/reward calculations.

15. Other types of recent funding models for types for small to medium scale projects have included:

— Asset leasing/asset finance—this has been typically used in areas of CHP technology, where
the plant is installed in return for a lease payment from the end customer or user. These are
generally most suited where there are no upfront development risks and the level of revenue is
predictable which makes the transaction low risk.

— Infrastructure funds—have been used as a facility to fund smaller type energy projects. This is
generally where there is a more certain profile and pipeline of future projects with a certain
market place. These would also generally be construction or operational-ready, avoiding any
pre-development risk. These funds have acted as full funding or to support equity, debt or
subordinated debt.

16. Financing mechanisms for small and medium-scale projects need to be adapted to the needs of this
market segment. The issues here include:

— the smaller scale of individual transactions, which may justify some kind of aggregation
mechanism,;

— the need for specialist support in addressing risk and financing, as well as in negotiating the
market access environment and policy support mechanisms;

— the different ownership and management structures of small and medium-scale project entities;

— the need for higher risk forms of finance (mezzanine) which can facilitate/enable access to more
conventional sources of commercial debt finance; and

— the varied technologies (some not yet proven at scale) and particular risks associated with each.

Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

17. This answer is based on knowledge gained from recent visits to twenty local authorities across the UK
as part of the ETI’s Smart Systems and Heat programme. There appears to be an appetite for local community
schemes in both rural and urban areas. Community acceptance of medium-scale energy projects is derived
from the presence of local community development teams, a robust community engagement programme and
the perceived benefits accruing to the local community such as enhanced energy security, employment
opportunities and the creation of a local revenue stream. In many communities it is the local authority rather
than a private sector company that are seen as the ‘trusted provider of energy.’

What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

18. This answer is based on knowledge gained from recent visits to twenty local authorities across the UK
as part of the ETI Smart Systems and Heat programme, as well as in-house experience.

19. Local authorities vary in their ambition, capacity and capability in relation to investing in their own
medium-scale energy projects. Some are keen to invest in their own medium-scale energy projects but most
would use other funding streams and shared public-private sector partnership mechanisms.

20. Local authorities were able to sell electricity following changes to legislation in August 2010. From our
work, there are between 15-20 local authorities across the UK with strategic intent in this area. However,
funding remains an issue with approaches differing across local authorities.

21. Medium scale energy projects require an element of initial development funding to develop the project
to a stage of increased value—such as planning consent stage. It is this initial funding that is often a barrier
for local authorities wanting to develop energy projects of their own.

22. Some local authorities want to be the principal partner or sole owner of energy generating activity and
use the income to support council service delivery, others are incorporating decentralised energy generation
and distribution into their local plans to support community regeneration and provide increased energy security.

What are the barriers to medium-scale energy projects in the UK?

23. Approximately 75% of the UK’s demand for heat comes from the existing domestic (~55%) and
commercial (~20%) sectors. Medium-scale energy projects should be capable of addressing that market.
However, attractive propositions across the differing housing stock, ownership models (such as private-rented)
and customer-base remains a challenge for the UK. There is a risk that medium-scale energy projects will be
limited to particular niches, such as social housing or new-build, or focussed on the commercial sector.
Incentives need to be created to stimulate demand from privately owned and occupied, as well as privately
rented, buildings for local energy supply.
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24. Barriers to consumers include concerns about monopoly supply, disconnection policy, contract duration,
charging policy (based on usage or fixed charge), lack of consumer protection, lack of understanding of the
benefits of local energy and inevitable disruption caused by installation.

25. For those looking to supply heat efficiently at a local level there are several barriers:

The complex design of the local energy system. The ETI is exploring these issues within its
Smart Systems and Heat programme.

The up-front capital cost of heat networks is a major barrier, as is the uncertainty of the extent
and stability of the customer base. The through-life economics of the local energy scheme is
exacerbated further since under tightening carbon constraints, the heat-generating technology
will transition from fossil-fuel based to be replaced by a low-carbon alternative.

Regulatory uncertainty will increase the cost of capital. Heat networks are currently not part of
the Ofgem regulated environment. The cost of capital also increases due to uncertainty around
the performance of some low carbon heating technologies.

The DECC document “The Future of Heating” provides further examples of barriers including
availability of heat demand data, lack of technical design standards, no common contracting
frameworks etc.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

26. Concerns about uncertainty of policy is a significant barrier to investment as businesses are unable to
plan appropriately before achieving any form of planning consent or value.

27. The policy environment is complex and difficult to negotiate for the small and medium project sector,
without specialist support and advice.

28. Suggested focus areas include:

April 2013

INTRODUCTION

improving the availability of data, technical advice and project development support to the
range of different project developers of different project types;

developing standardised contractual templates and consumer protection type arrangements
which can provide a reference point for adoption and adaptation by small and medium scale
projects, reducing transactions costs and allowing lessons to be shared (we note for example
that DECC has announced that it will endorse an industry-led consumer protection scheme for
heat network users);

support to building capacity in local authorities to provide technical advice and financing
advice;

as small and medium project sub-sectors mature, the Green Investment Bank should consider
extending its areas of priority focus;

understanding and addressing the particular access to market issues faced by local and medium-
sized projects; and

considering the case for some geographic targeting of support measures, in the context of a
broader strategy for developing the future market for particular small and medium project
categories. For example, favourable conditions for heat networks, or biomass projects will be
geographically specific.

Written evidence submitted by the Totnes Renewable Energy Society

The Totnes Renewable Energy Society (TRESOC) is a community owned Industrial and Provident Society,
established in November 2007, for the profitable development of renewable energy resources for the benefit of
the local community resident in Totnes and surrounding parishes.

TRESOC Registered Office
107 High Street

Totnes
Devon
TQ9 5SN

WwWw.tresoc.co.uk
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SUMMARY

This response to the call for evidence in the Inquiry into Local Energy is based on the experience of
TRESOC in developing a portfolio of small to medium community owned renewable energy projects and
draws the following main conclusions.

— Medium sized energy projects can make a significant contribution to the UK’s climate change, energy
security and energy affordability objectives.

— There are a number of different models of ownership for medium scale renewable energy projects
involving local communities, landowners, businesses and individuals.

— Community owned projects use local sources of funding, thereby ensuring that a higher proportion
of the return on investment is retained within the local economy.

— There is considerable appetite for community owned medium scale energy projects in the UK,
requiring special provision in the Energy Bill.

— Government should engage directly with the community energy sector in the development of
legislation to promote small to medium community owned renewable energy projects.

EVIDENCE

3.1 What contribution could medium-sized energy projects (5-50MW) make to the UK'’s climate change,
energy security and energy affordability objectives?

The experience of TRESOC in researching potential commercial renewable energy opportunities in the South
Hams area of Devon is that there is limited scope for medium scale projects. Constraints imposed by terrain,
proximity to housing, designated areas, etc., determine a pattern of renewable energy development where 5
MW is likely to be the single largest individual project possible. TRESOC’s current project portfolio includes
a 4.6 MW wind farm development, a 4 MW woodfuel pyrolysis plant, a 350 kW Anaerobic Digestion plant, a
400 kW Tidal Hydro project and a number of solar pv projects below 50 kW. In aggregate these projects total
considerably more than 5 MW of renewable energy in community ownership

3.2 What different models of ownership exist for medium-sized energy projects and how prevalent are they in
the UK?

TRESOC is working in partnership with specialist renewable energy companies using a variety of ownership
models appropriate to each project. The 4.6 MW Totnes Community Wind Farm is a partnership project with
Infinergy Ltd whereby TRESOC will take a 49% equity stake in a special purpose company that will own and
manage the installation. The 4 MW woodfuel pyrolysis plant will be solely owned by TRESOC, as are the
small scale solar pv projects. The 350 kW Anaerobic Digestion plant will be a partnership project with a local
farm in which TRESOC has a controlling interest.

3.3 What types of financing model are most suitable for small- and medium- scale projects? Do these differ
from the financing models used for larger-scale projects?

In common with other community owned energy companies, TRESOC aims to maximise benefit to the local
community, including the significant benefit to the local economy. This is realised by raising funding from
local investors by issuing shares and bonds for projects as they come on stream. These sources of funding are
generally cheaper to access, with less security demanded than from commercial sources.

3.4 Why are community-owned energy projects more prevalent in countries like Germany and Denmark than
they are in the UK?

Germany and Denmark have much greater experience of renewable energy projects and have had time to
appreciate the benefits of community ownership. A legislatative framework is in place that enables community
owned enterprises to access energy markets on competitive terms with large companies.

3.5 Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

There is evidence that community owned energy projects are more likely to be accepted by local
communities.

3.6 What appetite is there for community-owned medium-scale energy projects in the UK?

Community ownership currently accounts for a very small percentage of renewable energy in the UK
compared with renewable energy in community ownership in Germany. Nevertheless the community energy
sector is growing rapidly in the UK and, with appropriate legislation, could account for a significant proportion
of medium scale renewable energy output.
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3.7 What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

The appetite is there but hindered by a knowledge gap and by uncertainty and risk in planning.

3.8 What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

Those local authorities who have invested in renewable energy, notably Bristol City Council in the SW, are
reaping the multiple rewards from doing so. It is not unreasonable to suppose that the appetite for investment
in medium scale renewable energy projects is increasing among local authorities as the concept becomes
more familiar.

3.9 What are the barriers to medium-scale energy projects in the UK?

Lack of certainty about future support prices and mechanisms and risk in planning, particularly for wind
farm projects.
3.10 How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

Government policies should to be tailored to include the special needs of local and medium sized energy
projects. DECC should engage directly with community energy sector representatives in the development of
legislation in the Energy Bill to ensure that the multiple benefits of community ownership are realised.

April 2013

Written evidence submitted by The Institution of Engineering and Technology
IET’s KEy MESSAGES:

1. The efficient operation and future proofing of the whole energy system is the main focus of the IET’s
evidence.

2. As with all energy issues, strategy for medium-sized local energy projects needs to be considered in the
context of the UK’s whole energy system.

3. A whole energy system perspective includes generation of electricity, use of heat, small scale energy
storage, local renewables, smart networks, energy efficiency, use of energy for transportation and integration
with the built environment. There are some very good examples such as Ashton Hayes, which are often very
dependent on local circumstances and key individuals—often retired engineers.

4. The IET recognises the potential of new technologies at medium scale to open up new opportunities such
as projects owned by community groups, co-operatives, local authorities and commercial organisations. As
well as providing potential new sources of investment and local engagement, this may also be helpful in
widening the public understanding of energy and assist “energy engagement’that we believe is vital to the
success of Local Energy.

QUESTIONS

Question 1: What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate
change, energy security and energy affordability objectives?

Contribution to climate change:

5. When viewed from system perspective, local CHP generation can be lower in emissions than generating
electricity and producing heat separately, and through facilitating the development of heat networks also create
a flexible infrastructure that can be further exploited over time, for example using large scale heat pumps to
harvest energy from sources such as rivers. Fuel for CHP generation could be gas or low carbon alternatives
such as biogas or biomass, depending on the local context. With a heat distribution network in place, other
options also start to open up, such as inter-seasonal heat energy storage at large scale in underground aquifers.

6. Medium size renewable energy projects (mainly wind, potentially solar PV) can also maximise the
harvesting of local renewable energy resources, and their small scale potentially makes them open to a wider
range of developer and investor than large utility scale projects. Where output from these energy resources is
closely matched to power consumption at nearby premises they can also reduce the amount of power that
needs to be supplied by the local distribution network and so help reduce power system electrical losses.
However such projects need to be judged on their individual merits and we would caution against policies that
created artificial advantages for projects simply on account of their size.

7. Community scale energy projects also build awareness of energy issues within communities, which is
likely to facilitate consumer engagement and potentially improve the effectiveness of initiatives such as smart
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metering, tariffs that vary by time of day and perhaps dynamically through the day and year, and issues such
as accepting control of timing of electric vehicle charging via a smart grid.

Contribution to energy security

8. Diversity of energy sources:—some types of energy are necessarily smaller scale and local. Medium size
projects could make a positive contribution and may save upgrading the grid if they feed into areas of current
high demand, providing they can demonstrate the level of reliability and predictability required for support to
the power network at local or national level. This would help security by increasing diversity of supply.

9. Flexibility: It is important to note that some medium size electricity generation is controllable (eg biomass)
so can have an important role in load balancing and control of the power grid. There are also opportunities in
an appropriately designed CHP plant to reduce heat production and increase electricity production at times of
high electricity demand. Thermal inertia would mean consumers would not feel an impact from the reduced
heat production for some time, thus creating much needed short term flexibility.

10. Energy storage: industrial-scale developments are now coming forward and this technology could be a
natural, local, off-set of generation variability or generation being produced when demand is low.

11. Short Term Operating Reserve (STOR): There is a strong commercial opportunity here for controllable
distributed generation, perhaps linked by the services of Aggregators, to provide Short Term Operating
Reserve (STOR) to the GB Transmission System Operator (TSO). This is an attractive area to explore as the
STOR market is worth some £600 million per annum. An example of a new company operating in this
market is Peakgen.!* In the future this could perhaps be extended to local grid balancing. The concept of
creating Distribution System Operators (DSOs) in addition to the TSO has been mooted.

12. Local supply security: Local energy sources do not usually contribute to local supply security.
Specifically, if the supply from the national grid or the regional distribution company is lost, a local energy
source cannot operate as a “power island”. This is because once the energy source is disconnected from the
grid (which is currently necessary for safety reasons when supply is lost) it would be necessary to then
continuously balance generation and demand within the power island. This in turn would require close matching
of generation capacity with local demand and sophisticated control systems to ensure stable operation. The
exception to this is where generation is specifically installed for such a purpose, in which case it can, for
example, supply a specific building. The exception to this is where generation is specifically installed for such
a purpose, in which case it can, for example, supply a specific building. However, looking to the longer term
and noting the concerns being identified by The Treasury for Critical National Infrastructure, it would be
possible in principle to progressively redesign the GB grid such that it had “soft failure modes” and was able
to operate intentionally as power islands under extreme conditions. This would be possible where there was
sufficient local generation and/or storage. It would be very demanding to achieve in the short term, but with
the advent of smart grid technologies and demand control this could be a credible future strategy for making
GB electricity supplies resilient in the face of climate extremes or, indeed, malicious attack.

Contribution to affordability

13. High input fuel costs and high carbon costs will tend to drive fuel and carbon efficient solutions, of
which CHP is a prime example. However the associated up-front infrastructure costs will be high. This
challenges initial affordability. Moving to a fully smart and integrated solution with local storage, smart demand
and a prominent role for renewable energy will again have significant upfront costs, with benefits to be found
in the longer term through reduced emissions and fuel costs. We would strongly encourage continuing
investment in pilot programmes to prove these concepts further.

14. There are also examples (eg Delabole wind farm by Good Energy in Cornwall)!> where communities
hosting a wind turbine receive lower electricity costs.

15. Employment: a technology that employs local (or even UK) manufacturing and installation skills will
contribute more to the economy than one that is largely imported such as solar PV panels.

Greater public awareness of energy issues

16. Whatever transpires, energy is going to be higher up on the public agenda in the future. Understanding
the issues is important given the changes ahead. Industrial scale plants and collaborative community projects
(for wind, PV, CHP, hydro, or possibly even ground source heat pumps) can assist with diversity of supply, if
planned as part of a systems engineering approach, integrated with the local distribution system. They also
encourage more people to be more energy conscious and to consider timing of placing energy demands (where
they have flexibility to do so).

14 Peakgen: http://peakgen.com/).
15 Delabole: http://www.goodenergy.co.uk/our-wind-and-solar-farms/delabole-wind-farm-redevelopment
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17. Cornwall County Council is exploring a “smart grid Cornwall” project and have set up a trading company
for this. A company working in this area, and the South West of England, leading on monitoring and
visualisation of energy use, is Argand Solutions Ltd'®.

Contribution to Energy Efficiency (and hence also affordability, low carbon and security)

18. Energy efficiency projects, especially in the built environment, need to be undertaken at the point of end
use, and therefore are typically small and medium scale. Medium scale energy supply projects therefore have
greater potential to link to demand side projects (for example on the efficient use of heat and electricity or
even the recharging of electric vehicles). There is evidence that many of the successful community projects
are doing this.

19. Ashton Hayes!”, which has received backing from Ofgem’s Low Carbon Network Fund (LCNF) is a
prime example. The objectives of the Ashton Hayes Smart Village Project are: to facilitate the connection of
various micro generation technologies; to improve the accuracy and granularity of total electricity consumption
measurement by installing additional metering on the network at secondary substation feeder level and at
renewable energy source(s) providing measurement of the gross generation embedded within the community;
and, to introduce innovative and new techniques to introduce demand side management capabilities aimed at
assisting change in energy use related behaviours within residential homes and public properties.

20. Some community owned wind farms use a small fraction of revenues to support energy saving activities
in their local communities. Examples are Westmill Co-operative'® and Baywind.!®

21. Some community projects seek to combine work on smaller scale renewable energy projects with support
for energy efficiency, behaviour change and even with arts and education projects designed to change attitudes
to energy and sustainability. (See for example the work of some of the communities supported under the Low
Carbon Communities Challenge.?°

Question 4: Why are community-owned energy projects more prevalent in countries like Germany and
Denmark than they are in the UK?

22. While community-owned projects were developing in Germany and Denmark, the availability of North
Sea oil and gas meant that the UK had no incentive or motivation to get to grips with the issue.

23. Patterns of ownership are very different in Denmark and Germany. The explanations seem to lie partly
in different cultural and government traditions, things like the prevalence of rural cooperatives and greater
powers of local government. These are things that are difficult to change quickly.

24. 50% of renewable generation in Germany comes from individuals or farmers so there is voter support
in favour of generous FITs. But it is costing the customer money (German consumers are getting concerned
about the prices). Renewables capacity in Germany is owned as follows:

Private individuals 40
Farmers 11
Other 1.5
Manufacturing companies 9
Project companies 14
Finance sector 11
Major energy suppliers 6.5
Other energy suppliers 7
Total 100

(Source: German Renewable Energy Federation 2012).

25. Local authorities and communities in the Netherlands are willing to engage in energy projects because
a) it’s a vote winner for local politicians -, it’s something the public is very positive about, and b) that it is not
long ago that many municipalities had responsibility for energy at the local level; so there is a raised level of
understanding and interest still available. An example is PowerMatching City,?! a living lab demonstration of
the future energy system, located in Hoogkerk near Groningen in The Netherlands.

Question 10: How effective are current Government policies in encouraging local and medium-sized energy
projects? Could they be improved in any way?

26. Anecdotal evidence suggests that the complexity of the current arrangements cause difficulties and
frustration to small industrial and community energy projects. However, when you consider the range of

http://argandsolutions.com

Ashton Hayes: http://www.spenergynetworks.co.uk/innovation/ashton_hayes.asp?NavID=3&SubNavID=1

Westmill http://www.westmill.coop/westmill_yourcoop.asp?ID=YOR4&catID=2

Baywind http://www.baywind.co.uk/baywind_community.asp?ID=COM 1 &catID=5

Low Carbon Communities Challenge https://www.gov.uk/government/publications/low-carbon-communities-challenge-
evaluation-report and http://www.evaloc.org.uk/communities))

PowerMatching City in The Netherlands http://www.powermatchingcity.nl/site/pagina.php?id=41



Energy and Climate Change Committee: Evidence Ev 45

different contributions that local energy can provide, if appropriately matched to local conditions, it is self-
evident that knowing what to support and how best to do so is not a simple matter. Support therefore needs to
address organisational capacity as well as finance and technology. Community Energy Scotland is a good
example.

27. Projects need to be judged on their individual merits and we would caution against policies that create
artificial advantages for projects simply on account of their size. The following broad components of a joined
up approach to policy for local energy would seem sensible:

— Heat : supporting DECC’s policy aims here and the further analysis required.
— Local authority engagement: for example, district heating will need DCLG engagement.

— Community engagement. There are good examples available including projects under the Low
Carbon Networks Fund such as Ashton Hayes.

— At a larger scale, the need for council etc development plans to understand the energy
implications of their district plans.

— Engagement activities between Distribution Network Owners and communities: Local energy
availability and the cost break-points for strengthening a local network, need to be far better
understood and monitored if there is to be holistic and cost-effective thinking between
communities and regional developments.

— Systems thinking:—within DECC this crosses a lot of boundaries (smart metering, smart grids,
heat, bioenergy, gas, networks.)

AsBour THE IET

28. The Institution of Engineering and Technology (IET) is one of the world’s leading professional bodies
for the engineering and technology community and, as a charity, is technically informed but independent. This
submission has been prepared on behalf of the Board of Trustees by the IET’s Energy Policy Panel and takes
into account inputs received from the wider membership.

April 2013

Written evidence submitted by Cornwall Energy

Cornwall Energy is an independent advisor and commentator on energy policy, regulation and markets in
Great Britain and overseas. Our customers include suppliers, generators, public bodies, service providers,
financial institutions and law firms.

We find this inquiry into local energy timely, especially the focus on the support and finance structure in
place, with reference to how these can be improved. At Cornwall Energy we have been encouraging the
government to undertake a review of the support available for medium-scale projects. A more tailored support
structure would see a larger uptake of projects of this size. In turn this would see medium-scale projects
contributing a larger proportion to UK climate change targets.

Barriers to medium-scale energy projects that the ECCC has highlighted are real. We have noted there are
various issues to market access, and there are limited viable routes to market. Conventional PPAs at present
generally provide a poor return on the value of power. In our experience existing generators in the market are
looking at alternatives to conventional PPA contracts, but there are many issues that need to be better
understood or clarified.

Our responses to the 10 questions raised in the consultation are given below. Please contact me if you wish
to discuss our response further.

CorRNWALL ENERGY RESPONSES TO INQUIRY QUESTIONS

1. What contribution could medium-sized energy projects (5-50MW) make to the UK'’s climate change,
energy security and energy affordability objectives?

We see medium-sized energy projects as having the potential to make a significant contribution to helping
the UK meet the objectives as set out above—providing they are given sufficient support.

The capacity and number of local energy projects that are in development are increasing. Of the total number
of projects that are accredited under the Renewables Obligation (RO) 284 projects fall within the parameters
of a medium-sized project. This equates to almost 11%.

As onshore wind is the technology with the highest capacity, using the Renewable UK’s wind database??,
we have calculated that of the 73 onshore wind projects currently in construction 58 of these projects (79%)
fall within the specifications of a medium-sized project. It is important to note that over 50% of onshore

22 RenewableUK wind database http://www.renewableuk.com/en/renewable-energy/wind-energy/uk-wind-energy-database/
index.cfm/page/1/status/Under%20construction/project_type/onshore/
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capacity that is under construction in the UK fall into the class of medium-sized project. This is
approximately 971.3MW.

It is also important to note that we estimate that 35-50% of the delivery of renewables will be from
independents by 2020.

2. What different models of ownership exist for medium-sized energy projects and how prevalent are they in
the UK?

Ownership models are generally a function of the approach to project financing. Medium-size project
ownership models we have experience of that fall outside of the conventional utility-led developments include:

— projects developed off the balance sheets of specialist independent renewables developers;

— community energy projects that pursue a non-profit community organisation structure, often set
up as a company limited by guarantee (CLG) with charitable status;

— wholly owned trading subsidiary (for projects developed outside of the traditional utility sector
where significant levels of income or involve risk for the community body); and

— local authorities (or other public sector entities) that have existing and/or planned generation
plant (mainly CHP) within their asset base.

The implemented models are often as a response to the risks and costs associated to a developer.

3. What types of financing model are most suitable for small- and medium- scale projects? Do these differ
from the financing models used for larger-scale projects?

Four financing models have been identified as being suitable for small to medium-scale projects, these
include:

— Leasing—the developer leases land/property, but retains ownership of the generation asset. The
model allows the land/property owner to purchase locally generated power with some benefit
sharing between the developer and consuming entity. This is most often a long-term
arrangement linked to the operating life of the asset.

— Loan—here the developer lends capital to the land owner (or local community group) to install
the generation asset. The lender then receives loan repayments that will arise from subsidy (ie
RO) and electricity revenues.

—  Gift funding—this model is based on money being gifted to the developer (usually a community
based group) from an organisation or a private individual. A small amount of existing funding
can act as an anchor fund that will increase the chance of attracting the required additional
investment.

— Equity investment—developments off balance sheets for specialist developers or one adopted
by community based cooperatives where investments come from members of the community
(not necessarily from the locality), eg “community share” schemes.

4. Why are community-owned energy projects more prevalent in countries like Germany and Denmark than
they are in the UK?

GB market arrangements are complex, arcane and require specialist knowledge to develop generation assets
(and indeed become a retailer) and realise market value for the output. Moreover generation volumes need a
route to market that requires a generator taking a position itself in the centrally traded markets, which is only
viable for I0OMW+ projects, or to enter into commercial arrangements with an offtaker to absorb volumes in
their portfolio. The latter is the preferred PPA route adopted by community-owned projects, where we have
witnessed deterioration in terms being offered to developers in recent months.

There have been a couple of notable responses to this acknowledged difficulty for community-owned projects
to access the market. The most prevalent is the introduction of the fixed feed-in tariff (FiT) regime for sub-
SMW installations. While this has eased the process to get projects away we have concerns regarding the value
attained by such projects. The scheme has also introduced an arbitrary threshold for support, above which the
rules and processes and the same for those developing centrally despatched large-scale plant (eg offshore wind,
new nuclear, etc).

The lesser well known initiative is the “licence-lite” regulatory change introduced by Ofgem in 2009 in
response to concerns highlighted in the 2007 Energy White Paper. This change lowers the regulatory hurdles
for smaller generation projects to gain a supply licence in order to directly retail power to end users. This
has the potential benefit of allowing generators to retain more value and gain “buy-in” from consumers in
the locality.

To date no “licence-lite” suppliers have entered the market, but we note the Greater London Authority has
applied for the first licence of this type.

A further impediment to community-owned projects is that they, in isolation, can only offer the limited
offtaker provider market small volumes of (usually intermittent) power. Due to market rules (particularly
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concerning balancing risks) the offtaker will discount price offered for power. Added to this the government’s
intention to phase out the RO will further depress the attractiveness of community-owned renewable
developments as the obligation on suppliers to procure renewable power will be removed.

5. Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

No comment.

6. What appetite is there for community-owned medium-scale energy projects in the UK?

In our experience there is a significant appetite for medium-scale community energy projects within the UK.
The clients we have worked with over the last couple of years all have projects in the pipeline at various stages
of development—the market and policy framework are often cited as the barriers preventing more projects
reaching fruition, rather than local opposition.

7. What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

This is a limited but important subset of the market where generally large, well-capitalised, well informed
energy intensive companies will invest in generation assets, primarily for on-site use. Our analysis suggests
that in the current environment significant benefits can be realised by those consumers that do invest in assets
for on-site use. These projects enable the customer to avoid network charges and the subsidy elements attached
to imported power.

8. What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

In our dealings we see many local authorities looking to invest in their own generation assets (more likely
CHP, but some renewables too) in response to local carbon/renewables targets or where they see an opportunity
to provide power to themselves (and possibly local residents or other public authorities) more cheaply than
through the conventional supply market.

9. What are the barriers to medium-scale energy projects in the UK?

The obstacles faced by medium-scale energy project developers are two-fold. The first can be categorised
as regulatory. From 2017 contract for difference (CfD) FiTs will replace the RO as the sole support mechanism
for new low-carbon projects. In a recent project we completed for Cooperatives UK we concluded that this
new support mechanism may be suitable for large-scale utility led investments, but would not be conducive to
bring forward medium-scale projects (developed outside of the conventional utility base). This was mainly due
to the generator being unable to access prices that the CfD FiT subsidy payments would be made against (the
market reference price). There are also concerns to do with the contract letting process (which are currently
planned to take place every six months) and no certainty that a contract would be awarded. As mentioned in
our response to Question 4 above the complexity of the GB market arrangements make it difficult for non-
energy experts with limited knowledge of compliance, policy and regulation to see through projects, without
committing significant resource.

The second obstacle is market based. In July 2012 DECC issued a call for evidence on the state of the PPA
market??. This was issued as a result of concerns with the terms offered in Power Purchase Agreements (PPAs)
to projects (most of which fall within the 5-50MW range). DECC’s response confirmed market sentiment that
generators are finding it increasingly difficult to secure PPAs on attractive terms, leading to higher discounts
against market rates for power as well as against Roc and Lec values. Terms were generally being offered over
10 year periods instead of 15, and reference prices tended to be set against day-ahead indices, increasing price
risk for the generator. This situation, combined with the increasing absence of floor prices in offers, meant that
fewer deals offered were now bankable.

Stakeholders identified the gloomy economic outlook but also the Big Six’s ability to meet their demand for
Rocs through certificates from their own projects and PPAs already in place as the principal reasons behind
the worsening market conditions. There was also widespread concern that the deterioration would continue.

10. How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

There is a desire and commitment from community-based, industrial, public sector and other parties outside
of the conventional utility sector to develop generation assets above SMW. The evidence shows that projects
will thrive in an environment where the barriers can be overcome by those without energy specialist knowledge
and resource (ie FiTs for sub-5SMW projects).

23 DECCs call for evidence http://www.decc.gov.uk/assets/decc/11/consultation/call-for-evidence-barriers-independent-renewable-

generation-investment/5684-call-evidence-barriers-ind-ren-gen-inv.pdf
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The government’s Electricity Market Reform programme demonstrates the lack of ambition to encourage
medium sized projects as the impact assessment deem anything above SMW to be non-community, local
projects—which becomes a self-fulfilling prophecy.

There are a number of approaches that could be adopted to leverage in diverse financing/ownership models
that would bring forward new developments. These include:

— extending the threshold for small scale FiTs to perhaps 10MW or more;
— a market for green power should be established that is open to community energy schemes and
other smaller generation projects;

— the traded price from the green power market (and not the day-ahead market price) should be
used as the reference price in the CfD FiT to mitigate erosion of low-carbon incentive payments;

— Ofgem should be encouraged to push through its reforms to boost electricity market liquidity
as this will encourage the entry of aggregators and market makers, which can be expected to
benefit smaller generators;

— the strategy and policy statement to be developed under the Energy Bill could be used to
highlight desirable policy outcomes that the regulator should be required to have regard to,
including support for community energy;

— the government should also adopt a target for build-out of community energy schemes in
England and Wales to align with the approach recently adopted in Scotland;

— DECC urgently needs to conduct deeper analysis of how its EMR policy proposals are likely
to effect community energy projects; and

— ensuring retail routes (to allow generators to directly sell output to customers in the locality)
are simplified. This includes the “licence-lite” route that has the potential to stimulate medium-
sized generation deployment and retail market competition.

April 2013

Written evidence submitted by Regen SW
SuMMARY

1. Medium-sized projects account for a third of installed renewable energy capacity in the south west and
will be essential for delivering the 15% target for renewables by 2020. Although nearly all the medium-sized
projects in operation are owned by commercial developers, we have seen a growing interest in community and
local authority owned projects at this scale and are aware of a number of projects in the pipeline.

2. The key barriers to medium-sized projects include difficulties in obtaining a grid connection; a lack of
resource and expertise in some local planning authorities; access to finance for project development; and lack
of capacity and resource in both community groups and local authorities.

3. Regen SW recommends that government extends the FiT beyond 5 MW to facilitate the growth in
medium-sized projects, provides additional support to community owned projects and requires distributed
network operators (DNOs) to provide better information and greater investment in grid capacity.

REGEN SW

4. Regen SW is an independent, not-for-profit centre of expertise on sustainable energy with frontline
experience of working in the renewable energy sector in the south west. We are a membership organisation
with over 250 business and local authority members. We have sought the views of our members on this call
for evidence, and are responding with these in mind.

5. Regen SW has established a programme of activity to increase engagement and build capacity on
community energy. As part of this work, a network of community energy groups has been established to share
learning and create a stronger voice for community energy.

MEDIUM-SIZED ENERGY PROJECTS IN THE SOUTH WEST

6. Regen SW carries out an annual survey of renewable energy installations in the south west. We are
currently in the middle of this process, so the following figures come with a caveat that they may be incomplete.

7. There are currently 47 medium-sized renewable electricity projects in operation. Although they only make
up 0.07% of the total number of renewable electricity projects, they produce a third of the renewable electricity
generated. The number of projects and the existing capacity is broken down by technology in the figures below.
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Figure 1
NUMBER OF MEDIUM-SIZED PROJECTS BY TECHNOLOGY
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35

Figure 2
EXISTING CAPACITY OF MEDIUM-SIZED PROJECTS BY TECHNOLOGY (MW)
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8. The majority of the medium-sized renewable electricity projects in the south west are around 5 MW, with
the largest at just 12 MW, as shown in figure 3 below.

Figure 3
CAPACITY DISTRIBUTION OF MEDIUM-SIZED RENEWABLE ELECTRICITY PROJECTS
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9. The data collected in our annual survey does not always specify whether the stated capacity is the
operating capacity or that which is applied for in planning. Therefore, it is unknown whether the “5 MW”
projects actually operate below the threshold in order to claim the FiT. This may explain the peak at 5 MW in
the graph above.

10. There is currently only one medium-sized renewable heat project in operation in the south west. This is
a 10 MW biomass boiler in an industrial plant in Cornwall. As of April 2012, there were over 5000 renewable
heat projects in the south west with a combined capacity of 119 MW?2“ Therefore the single medium-sized
project provides over 8% of the total renewable heat capacity.

11. Although we have seen strong growth in renewable energy in the south west, we are currently not on
track to meet the 2020 target. On current trends, we are projected to fall 37% short of the target?>. We are
unlikely to see any more large-scale onshore projects coming forward in the south west due to the availability
of land and resources. For example, our 2009 wind resource assessment showed that the majority of potential
sites could only accommodate 10-20 MW projects, as shown in the figure below.

24 Regen SW (2012) Renewable Energy Progress Report. Available at http://regensw.s3.amazonaws.com/final_web_version_
156daSede9b529d2.pdf

2> Regen SW (2013) Potential Energy, Potential Jobs. Available at http://regensw.s3.amazonaws.com/potential_slides_march_
2013_green_sparks__864e05afed3d3024.pdf
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Figure 4
SOUTH WEST ENGLAND WIND RESOURCE CONFIGURATION

12. Therefore, we are reliant on the medium-sized projects to deliver the majority of the 15% target. This
would require a doubling of the number of existing medium-sized projects in the next seven years.

OWNERSHIP MODELS FOR MEDIUM-SIZED ENERGY PROJECTS

13. All of the medium-sized projects that have been commissioned to date are owned by commercial
developers. However, there is one local authority owned solar farm in operation, which falls just below the
threshold at 4.9 MW. We are aware of other local authority owned schemes of a similar or larger size coming
forward in the near future (see below). At present, there are no community-owned schemes of this scale in the
pipeline, but several community energy groups have expressed an interest in larger projects.

Community ownership

14. Over the last three years Regen SW has seen a significant increase in the number of active community
energy groups, which is having an important and positive impact on the renewable energy sector locally; from
enabling more proactive engagement with developers and local authorities, through to driving forward
community led projects.

15. The drivers for community energy projects tend to come from a motivation to reduce the local carbon
footprint; to retain profits from energy generation locally; to reduce spend on energy; and to reinvest any
surplus in energy efficiency measures.

16. The community led projects that have been commissioned in the south west to date are all under 5
MW. The FiT is therefore proving to be a real incentive for community groups to invest in renewables, along
with LEAF funding and government funded support programmes, such as the Heat Project.2®

17. Community projects are slowly increasing in size. For example, the Totnes Renewable Energy Society’s
(TRESOC) has put in an application for two 2.3 MW wind turbines, and the Wadebridge Renewable Energy
Network (WREN) is currently investigating 5+ MW projects.

18. Community ownership models vary from shared risk partnership projects to wholly owned community
projects.

19. Partnerships between commercial developers and communities can provide a good mix of knowledge,
skills, access to finance and local contacts to enable developments to go ahead. Part ownership enables greater
community involvement and benefit than a community fund allows. An example is the TRESOC partnership
with Infinergy to build two wind turbines just outside Totnes in Devon.

20. Social enterprises tend to be community initiated. A small project may be managed and owned directly
by the community (with expert support as required). A larger project is likely to be managed and owned by a
specialist social enterprise company for the benefit of the community. The majority of the project profit is
retained locally, as the core business model of the company is to create local benefit.

21. Many communities have undertaken share issues to finance their projects, either themselves or through
supporting organisations. This can be particularly successful for individual local low risk projects or for bigger
portfolios of projects. For example:

— South Brent Community Energy Society raised over £439k and is now constructing its wind
turbine.

26 Regen SW survey of five prominent community energy groups in the south west, carried out April 2013.
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— Bath and West Community Energy raised over £721k in its first share offer and has completed
solar PV installations amounting to 612 kW across eleven sites.

— TRESOC has over 500 members and raised over £108k in its first share offer.

22. The appetite for local investment in community energy is clearly strong and all of the local share issues
we are aware of have raised their target amounts.

23. The advantage offered by the changes in policy for tax relief under the Enterprise Investment Scheme
(EIS), means this is now uniquely available to community projects. Safeguarding this opportunity is vital to
the success of community energy projects, and the government’s definition of “community projects” is essential
for enabling this to continue to happen. It would also be helpful to widen the exemptions for financial promotion
legislation and remove other regulatory barriers to facilitate fund raising for CIC and coop schemes.

Local authority ownership

24. Approximately half of the local authorities in the south west have installed renewable energy technologies
on their council buildings, schools, care homes, social housing or land. We are aware of over 400 small-scale
local authority owned installations in the region. A breakdown of these projects by technology is shown in the
table below, over half of which are roof mounted solar PV on schools and council buildings.

Technology Per cent
Solar PV 51.5%
Biomass 16.3%
Heat pump 12.8%
Solar thermal 9.7%
Wind 8.7%
Hydro 0.2%
AD 0.2%

The local authority owned projects amount to about 28.5 MW of capacity at present. All of the projects are
below 1 MW, with the exception of a 4.9 MW solar array at Newquay Airport owned by Cornwall Council
(see the case study below).

Case study 1: Cornwall Council solar park

Cornwall Council is thought to be the first local authority in the UK to develop its own solar farm in the
UK. The council has constructed a 4.9 MW solar park near Newquay Airport. It is expected that the solar park
will generate an income of around £70,000, as well as make a significant contribution to reducing the council’s
carbon footprint?’.

26. However, there is an appetite among local authorities in the south west to develop larger projects, for
example, Bristol City Council will be installing two 2.5 MW wind turbines this year (see the case study below).
We also expect to see proposals coming forward from councils for solar farms, wind turbines and potentially
a geothermal plant in the near future.

Case study 2: Bristol City Council wind turbines

Bristol City Council will be the first local authority in the UK to fully own and develop a 5 MW wind
energy project. The two turbines will be located on a former Shell oil tank site in Avonmouth and will produce
approximately 20% of the Council’s current annual electricity use, including street lighting?®.

Bristol City Council has a unique business model. It has set up a self-funded energy unit that generates its
own income from renewable energy projects and from selling its expertise to external clients. Having control
over its own budget has enabled the council to develop internal expertise and to make timely investment
decisions.

27. The change in government policy that enabled local authorities to sell renewable electricity and benefit
from the FiT resulted in many more local authorities being able to invest in renewables. Access to prudential
borrowing has also enabled many projects to go forward. However, several local authorities have commented
that the rates are no longer as preferential as they used to be.

BARRIERS TO MEDIUM-SIZED ENERGY PROJECTS IN THE SOUTH WEST

Grid connection

28. Many developers have raised concerns about the ability of the grid to cope with distributed generation
in the south west. The cost of connection has in some cases prevented projects from being built. This is

27 http://www.cornwall.gov.uk/default.aspx ?page=32304
28 http://www.bristol.gov.uk/press/business-bristol/bristol-names-preferred-contractor-its-wind-turbines
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especially the case in Cornwall and north Devon where the network is relatively sparse and there is already
some generation connected.

29. Regen partnered with Western Power Distribution to investigate the level of demand they could expect
between 2015 and 2023. Large parts of the network in the south west are now at capacity and our survey and
forecast concluded that there was likely to be significant amounts of new renewable electricity generation
wishing to connect to WPD’s network. Developers stressed that unless part of the reinforcement costs for
proposed schemes were allocated to general system costs, or “socialised”, then many schemes would not be
financially viable and the forecast generation capacity may not be achieved.

Obtaining planning permission

30. Feedback from developers has highlighted two barriers in relation to planning:

— Some local authorities have a lack of resources and expertise to deal with applications swiftly
and consistently. This means that planning can be costly and time consuming for developers.

— Perceived public opposition can influence planning committee members and result in officer
recommendations being overruled by councillors.

31. The lack of resources and expertise, along with perceived public opposition can lead to suitable projects
being refused and resources wasted on appeals. RenewableUK’s state of the wind industry report found that
58% of wind turbine applications in England were approved by local planning authorities in 2012, and 56% of
those that went to appeal were approved®.

32. A better understanding of the positive benefits of renewable energy projects, such as the economic and
job opportunities could help councillors make a more balanced judgement of projects. Additionally, where
local authorities have taken a positive approach to planning for renewables, they are more likely to encourage
suitable applications to come forward and to have a better understanding of what should and shouldn’t be
approved. Examples of positive approaches in the south west include:

— Cornwall Council’s renewable energy planning guidance notes for each technology.
— Bournemouth, Dorset and Poole’s Renewable Energy Strategy to 2020.

Access to finance

33. There are two key challenges that all projects face in getting finance, regardless of whether they are
commercial, local authority or community owned. They are:

— Difficulty obtaining “at risk” finance to cover project development. Developers generally have
to find the money from their own resources, as banks rarely lend for this work. Developers
suggested that government could play more of a role in ensuring that funding is more readily
available.

— Changes in policy and the impact this has on risk and the ability to borrow funds. For example,
many developers have concerns that the proposed EMR is likely to cause an investment hiatus
in the medium term.

Barriers to community ownership

34. Regen SW’s community energy group network has raised a number of barriers to community ownership
of renewable energy projects, which are outlined below:

35. Local capacity both in the community and the local authority. Community projects require a significant
amount of volunteers’ time. They also require people with a number of different skill sets, including financial
skills and experience. In addition to community capacity, many local authorities lack the knowledge and
resources to support community groups through the planning process.

36. Finance for projects is often hard to secure, particularly for the early stages of the development process.
Community energy projects are at a disadvantage when compared to commercial developers, which often have
a portfolio of risk investment.

The fixed rate of the FiT has helped community groups obtain finance for smaller scale projects. However,
for projects over 5 MW, there is concern that the proposed CfD will be too complex, that community groups
will not have surplus funds to guarantee payments to the CfD counterparty, and EMR will not guarantee a
market for medium scale, independent generators.

37. Time it takes to build consensus and to obtain finance and expertise can put community energy projects
at a disadvantage. For example, the South Brent Community Energy Society took three years from the date
they got permission to starting the build and came close to losing their planning permission.

29 RenewableUK (October 2012) Wind: State of the Industry 2012. Available at http://www.renewableuk.com/en/publications/
reports.cfm/SOI2012
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The pre-planning process also takes time and requires significant resources. Most local planning authorities
do not provide pre-planning advice or support to community energy groups, and there tends to be a low level
of understanding of the benefits of community owned renewables.

38. Negative perception of wind and solar farms, which has been fuelled by the media, presents a
challenge to community energy groups. Time and resource has to be spent on changing mindsets and addressing
misinformation rather than developing projects.

Barriers to local authority ownership

39. The key barriers to local authorities investing in medium-sized renewable energy are political buy-in and
internal expertise.

40. The rural authorities find it particularly difficult to convince councillors of the benefits of investing in
renewables. In a survey of our local authority members®’, one rural district council officer stated that “the
very vocal and sometimes well organised opposition leads local Councillors to believe that opposition to
renewables is widespread, despite evidence to the contrary.” They are, therefore, unwilling to support
investment in renewables projects.

41. Internal expertise is also essential for getting projects off the ground. The small, district councils do not
often have the resources or expertise to investigate the potential for renewables on their own estate. A strong
and well researched business case is essential to convince the councillors of the benefits, and in some cases
this can be enough to overcome the political barriers.

RECOMMENDATIONS TO GOVERNMENT
Subsidies

42. Extend the FiT beyond 5 MW to facilitate the growth in medium-sized projects.

Support for community projects

43. Safeguard the EIS and SEIS eligibility for community energy projects and maintain the Treasury’s
definition of “community energy”. Also widen the exemptions for financial promotion legislation and other
regulatory barriers to facilitate fundraising for CIC and coop schemes.

44. Allow pre-accreditation for all community owned renewable energy projects and introduce slower FiT
degression rates to allow for the time lag experienced by community projects.
Grid connection

45. Require DNOs to provide better information to developers on grid capacity and encourage greater
investment in the network through the next stage of DNO business planning.

April 2013

Written evidence submitted by UK Energy Research Centre
THE UK ENERGY RESEARCH CENTRE
The UK Energy Research Centre carries out world-class research into sustainable future energy systems.

It is the hub of UK energy research and the gateway between the UK and the international energy research
communities. Our interdisciplinary, whole systems research informs UK policy development and research
strategy.

INTRODUCTION AND GENERAL APPROACH

This document sets out the response of the UK Energy Research Centre (UKERC) to Committee’s call for
evidence on local energy. It is based on the research and experience of the contributing UKERC authors. In
particular, it draws on the results of two UKERC-funded research projects on local and community energy
(UNLOC and EnGAGE Scotland) that were carried out between 2010 and 2012.3' Tt also includes some
insights from the Community Innovation in Sustainable Energy (CISE) project that is being conducted by the
Universities of Sussex and East Anglia, and the Challenging Lock-in through Urban Energy Systems
(CLUES) project led by UCL32. The response addresses several of the specific questions in the Committee’s
terms of reference for the inquiry.

30 Regen SW survey of five local authorities in the south west, including district, county and unitary councils, carried out April
2013.

31 For further details, see http://www.ukerc.ac.uk/support/ED+Research+Topics
32 Before he joined UKERC as Research Director in February 2013, Jim Watson was a member of the CISE and CLUES research
project teams.
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Q1: What contribution could medium-sized energy projects (5-50MW) make to the UK'’s climate change,
energy security and energy affordability objectives?

Q2: What different models of ownership exist for medium-sized energy projects and how prevalent are they in
the UK?

There is a lack of detailed analysis of the potential for energy generation at this medium 5-50MW scale.
Whilst there are now a large number of energy scenarios that explore how policy goals (particularly for climate
change mitigation) can be achieved,3® few of these distinguish in detail between the different scales of energy
generation. One exception is the CLUES research project led by University College London.>* In its final
report, the project outlines two potential future scenarios for the UK energy system. One of these, Stretching
the Energy Spectrum, foresees a growth in “on site” power generation from the current low level to 150TWh
in 2050. This represents 25% of total electricity generation at that time. However, this report does not include
details about the scales included in this on site generation category. It is likely to include generation that is
both larger and smaller than the 5-50MW range that is the focus of this inquiry.

In addition to the CLUES project, we are aware of research that is currently underway for DECC and
Consumer Focus on community energy. This research is planning to include some analysis of the potential for
the scaling up of community energy over the period to 2020.33 Clearly, this will therefore only analyse one
of the potential routes for medium scale energy generation—and is unlikely to assess the potential for local
authority or private sector led projects.

The CLUES project has also analysed the different types of urban energy projects, based on a survey of 182
urban energy initiatives. The majority involved energy generation, sometimes in combination with demand
management.>® Within this population of initiatives, considerable diversity was revealed. 51 distinct
“pathways” were identified—each of which involve a different combination of economic, social, technical and
governance characteristics. With respect to leadership, 2% of these distinct pathways are private sector led
whilst roughly a third of them are each led by local authorities, third sector organisations or partnerships. With
respect to the financing of these initiatives, most of the distinctive pathways involved some form of public
funding for the energy project concerned (eg from the European Commission, local authority budgets, central
government or utilities due to public policy obligations). Other pathways relied on feed-in tariffs. Only 7% of
the pathways identified did not involve public funding or subsidies.

As the CLUES scenario analysis suggests, the current scale of most local generation projects is small.
Projects to date by Local Authorities have tended to have capacities of IMW or less. There are few projects
at the larger 5-50MW scale, suggesting that there has been a limited appetite (or a limited ability) among local
authorities for investment in larger schemes. For example, one of the most prominent local authority investors
(Aberdeen Heat and Power) has two energy centres that have capacities of less than 0.5MW and a third that
has a capacity of 2MW. As noted in a forthcoming paper from UKERC’s UNLOC project: “no local authority
(probably realistically) has the ambition to supplant the entire existing infrastructure”.>” Even Woking Borough
Council, which was a pioneer in developing local energy infrastructure, has not replaced the incumbent
centralised energy system in Woking. Rather it has developed infrastructure for particular end users in the town
centre, and integrated this with existing energy infrastructures. It is therefore important to consider whether—
and under what conditions—Ilocal authorities (and other organisations such as community groups) could
develop more energy projects in the 5-50MW range.

Community energy projects also tend to be small. This includes Scotland, where the largest projects tend to
be at the lower end of the 5-S0MW range. For example, the largest project to date in Scotland is the Loch
Carnan Community Windfarm, a 6.9MW windfarm (three 2.3MW turbines) in South Uist. This project is on
community-owned land and was identified in the course of the community land buy-out as one of the key
projects for development, central to the regeneration activities in that locality. Also on the Western Isles, the
Point & Sandwick Development Trust are spear-heading a project to deliver a 9MW windfarm. This would be
wholly owned by the trust, and sits on community-owned land (though this land is overseen by another trust).

Co-operative models for community energy may be more likely to fall within the medium-range scale,
especially when they are part of larger commercial developments in which the community co-op has a stake.
There are four such models in Scotland, all in partnership with Falck Renewables. For these, there is a minimum
stake of £250 for membership of a co-operative. As revealed in interviews for the UKERC EnGAGE Scotland
project, this can be prohibitive, and has the potential to generate division within the community. For these
reasons, this approach has not been used for some projects. Joint ventures outside of the co-operative framework
have also been evident in Scotland. Two prominent examples are the Fintry Development Trust’s purchase of
a one-fifteenth share in a 15 turbine commercial development (by Falck Renewables) on privately-owned land

33 See, for example, the most recent UKERC report on energy scenarios: Ekins, P et al (2013) The UK energy system in 2050:
Comparing Low-Carbon, Resilient Scenarios. London: UKERC.

Sherriff, G, Turcu, C et al (2012) Energy: looking to the future. A tool for strategic planning. London: UCL; http://www.ucl.ac.uk/
silva/clues/files/CLUES_Tool_2013
http://www.consumerfocus.org.uk/files/2011/07/Community-Energy-Research-Project-specification.pdf

Rydin, Y (2013) ‘Mapping the coevolution of urban energy systems: pathways of change’ Environment and Planning A 45:
634-649.

Wade J, Eyre N, Hamilton J and Parag, Y (2013, forthcoming) “Local energy governance: communities and energy efficiency
policy”. Proceedings of the 2013 ECEEE summer study, 3rd-7th June, Stockholm, Sweden.
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close to the community, and a 10 MW windfarm in which Neilston Development Trust has a 49% share in
partnership with Carbon Free Developments Ltd.

Q3: What types of financing model are most suitable for small- and medium- scale projects? Do these differ
from the financing models used for larger-scale projects?

As suggested by our response to the previous question, there are a range of financing models being used for
local, urban energy projects in the UK. Most of these involve some form of public funding—either directly or
indirectly via feed in tariffs. An analysis of 190 community energy projects by the CISE research project
showed that there is significant diversity in their structure.>® The most common structures included charitable
incorporate organisations (23%), independent informal groups (20%), charitable social enterprises (18%) and
limited companies with a social purpose (16%). With respect to sources of income, 69% of projects were in
receipt of grant funding (or were planning to apply for it) and 34% received income from energy generation.
Other sources of funding included donations (23% of projects), loans (19% of projects), income from events
and sales (15%) and share offers (14%). Clearly, not all of these sources of income or organisational models
would be suitable for larger medium scale projects in the 5-50MW range. As noted earlier, the majority of
these community and other projects are at a small scale. However, some evidence from Scotland suggests that
medium scale projects can include some elements of community ownership and involvement (see for example
the Fintry project discussed above).

Q4: Why are community-owned energy projects more prevalent in countries like Germany and Denmark than
they are in the UK?

We have not carried out in depth comparative research that would allow us to answer this question fully.
There a clearly a number of factors for the difference between the UK and other European countries such as
Germany and Denmark. These include differences in market structure, energy system governance, culture and
the historical development of the energy system. In particular, there has continued to be a much stronger role
for local government and local utilities in these countries (and many others) than there has in the UK over the
past few decades.

The role of community energy in both Denmark and Germany is recognised as being much more important
in these countries. For example, new policy instruments have been designed to promote co-ownership in
Denmark. Most notably, a cross-party agreement and subsequent legislation designed to promote renewable
energy, passed in 2008, included an obligation to offer at least 20% ownership to individuals and communities
living within the vicinity of new windfarms. There is an onus on the developer to provide information on the
scope and financial details of the project. There is no equivalent incentive in the UK, except for the obligation
for developments on Forestry Commission Land to offer up to 49% stake to communities. In the UK,
community groups who have embarked on joint ventures have often been required to demonstrate the feasibility
of the project at all stages.

Q5: Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

There is some limited evidence from the UK and elsewhere to suggest that community ownership, or a
genuine community stake, increases acceptability. In a survey that was conducted alongside UKERC’s
EnGAGE Scotland project, it was found that community-led initiatives received overwhelming support from
their communities, with two thirds of projects reporting no objections at all.>® Clearly, this survey does not
allow more general conclusions to be drawn about the acceptability of projects led by other organisations.
Furthermore, the average capacity of projects that were surveyed was well below the SMW threshold.

Evidence from the CLUES project adds an important dimension to the discussion of acceptability. Case
studies of 9 decentralised energy projects in urban locations showed that each included a wide array of
organisations.*® Whilst many of these organisations were from the local area, many were from other parts of
the UK—or even from abroad in some cases. Community and local authority led projects tended to be more
locally embedded (with more local organisations involved) than private sector led projects. However, further
research would be required to see whether the differences in the “local content” of these projects has affected
their relative acceptability.

Q6: What appetite is there for community-owned medium-scale energy projects in the UK?

Community capacity to develop energy projects and institutions has been increasing rapidly in recent years.
Whilst the majority of projects are small, this may demonstrate at least the potential for developing projects at
the medium 5-50MW scale. As noted earlier, the CISE research project conducted a recent survey of 190
community energy projects—and showed that the number of new projects has increased rapidly since the mid

38 Seyfang, G, Park JJ and Smith, A (2012) Community energy in the UK. 3S working paper 2012—11. Norwich: University of
East Anglia.

3% Harnmeijer, A et al (2012) A report on community renewable energy in Scotland. Sustainable Community Energy Network.

40 Devine-Wright, P and Wiersma, B (2012) CLUES project summary report: UK case studies. Department of Geography,
University of Exeter; http://www.ucl.ac.uk/clues/files/UK_Cases
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2000s.#' The motivations for these projects vary significantly and do not only stem from a desire by
communities to reduce emissions or to generate their own energy. Whilst the majority of projects (over 80%)
were motivated by energy saving and/or reducing emissions, there are often strong social drivers for these
projects too. For example the survey found that 57% of projects aimed to increased community empowerment.

A recent report for Co-operatives UK focused on one particular model for community energy—and showed
that there were over 30 new registrations of renewable energy co-operatives in the UK in the four years to
2012.%> However, network analysis of community energy groups in Oxfordshire and Somerset, carried out as
part of the UKERC funded “UNLOC” project, demonstrated that the majority of such groups were operating
very small scale projects. Only a small number had accessed significant amounts of funding, and even these
were developing schemes at a scale smaller than SMW.*3 This point was reinforced in interviews for the
EnGAGE Scotland project. They show that it is increasingly difficult for communities to embark upon their
own projects at this scale (or any scale), given the lack of start-up funds and the difficulty of securing affordable
debt finance. The Co-operative Bank and Triodos have been prominent in providing loans to community
groups, though the interviews suggest such loans may now be less readily available. Interest payments on loans
provided by government or social investors can appear high to communities with few resources.

The UNLOC project and other research on community energy** have highlighted the importance of
intermediary organisations. These organisations can offer support and advice to community energy groups and,
in some cases, can help to aggregate smaller energy schemes into a more area-wide approach. They can play
important roles in developing the capacity of, and sharing learning between, small-scale community energy
projects. They can also help community groups to access the legal, energy and financial expertise (such as
suitable financing models) needed to make community-owned energy projects a reality.

Q8: What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

At present there is no statutory driver for local authority action on energy. Local Area Agreements (LAAs)
have, in the past, provided a driver for local authority action on sustainable energy. Two thirds of LAAs in
England have included the reduction of carbon emissions as a local priority. This did appear to lead to increased
awareness of the potential for locally-led action, and some commitment to taking this action, but local
authorities were concerned that they did not understand the local situation well enough to be confident about
what action they should take. The use of LAAs ceased before they could drive significant changes in local
authority action on energy.

There is a relatively small but significant group of local authorities in the UK that have gone beyond what
is required by the policy framework and made fuller use of opportunities to act in the sustainable energy
arena.*> These authorities have increased the use of small scale renewable energy systems in their local area
and in some cases have become owners and operators of distributed energy systems. The cases of Woking and
Aberdeen have already been mentioned. However, there is as yet insufficient drive, support and capacity
building to close the gap between these very active authorities and the remainder.*%

A major barrier to increased local authority involvement in medium scale energy projects is the availability
of finance. Local authorities are facing enormous financial pressures, and even though renewables projects
could prove income-generating in the longer term, the pressure for investment is on front-line services in
education, housing and social care, leaving little scope for investing in energy projects. Furthermore, most
sources of local authority finance are subject to a greater degree of central Government control than in many
other European countries. For example, in Denmark, Germany and a number of other countries with similar
total tax levels, local or state taxes represent over 20% of total tax revenue, whilst in the UK they represent
less than 5%.*” This has in the past restricted local authorities’ freedom to deliver locally agreed service and
investment priorities.

In addition, overall capital expenditure by local authorities is at present about 10% of their total spending;
a very low level in comparison with the situation in the 1960s, when capital expenditure represented over half
of all local authority spending. Annual capital funding for local authorities is now being cut by almost half
over a period of five years. Prudential borrowing could in theory offer an alternative source of capital, and the
Public Works Loan Board (PWLB) does have spare capital that it could loan to local authorities. There has
been a long-term drive in national policy to persuade local authorities to become debt free. This may have
resulted in many local authorities viewing all debt as bad rather than distinguishing between different types of
debt. Entrepreneurial debt, funding investment that is intended to deliver financial returns (including that
required to finance investment in local energy assets) may be considered a positive thing but it may also be

41 Seyfang, G (2012) op. cit.

42 Willis, R and Willis, J (2012) Co-operative renewable energy in the UK: a guide to this growing sector. Report for the The Co-
operative Group.

Mayne R, Hamilton J, Bergman N and Parag Y (2013, forthcoming) “Scaling up local energy action: the role of partnerships,
networks and policy”. Proceedings of the 2013 eceee summer study, 3rd—7th June, Stockholm, Sweden.

Hargreaves, T, Hielscher, S, Seyfang, G and Smith, A (2013) ‘Grassroots innovations in community energy: the role of
intermediaries in niche development’ Global Environmental Change, in press.

Centre for Sustainable Energy (2005) Local & Regional Action to Cut Carbon. Bristol: Centre for Sustainable Energy.

46 Wade et al (2013). op. cit.

47 Wilson D and Game C (2011). Local Government in the United Kingdom (5th edition). Palgrave Macmillan.
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difficult to explain to an electorate and hence be seen as politically risky.*® Hence many authorities may be
reluctant to borrow the capital required for investment in medium-scale energy projects.

Q9: What are the barriers to medium-scale energy projects in the UK?

We have discussed barriers to the development of community-led and local authority-led projects in our
answers to questions 6 and 8 respectively.

Q10: How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

Given the economic, financial and other barriers to the development of local energy projects, many have
required support from government policies. Grants and feed in tariffs have been particularly important for
small scale projects (with capacities of less than SMW). For example, some of the most successful community
energy groups have been adept at accessing different incentives as opportunities arise and policies change.
However, a general problem that has been highlighted by our research is the lack of certainty and stability of
policy frameworks. Our interviews reveal significant anxieties and uncertainties created by what is perceived
to be shifting of goal posts in the midst of project development. Changes to feed-in tariff levels that were
previously unexpected is a particularly good example of this. Community projects take years to get off the
ground, and changes to the policy framework and incentive scheme can create considerable barriers. Another
important issue is that the current level of feed-in tariff does not necessarily provide sufficient revenue to
enable development funding for a community energy group (ie to pay for a part time staff member to devote
sufficient time to the realisation of the project). This continues to rely on voluntary input.

As the Committee note in their terms of reference, medium scale projects cannot access the feed in tariff. In
addition they are potential disadvantaged in their ability to access support that is designed for much larger
projects. Medium scale electricity generation projects are effectively caught between two policy approaches.
One, which includes incentives like grants, feed-in tariffs and the Renewable Heat Incentive, addresses small
scale projects. The other, which is the focus of the Electricity Market Reform (EMR) package of policies,
addresses large utility-scale investments. Given that there is some appetite to develop projects at this medium
scale—and that the potential for such projects is significant—it is important that the implementation of EMR
takes this into account. So far, government has recognised that there may be particular issues for generators at
this medium scale, but concrete proposals to address these issues have yet to be agreed.

As noted in a recent report by Cornwall Energy, medium scale projects are likely to be at a significant
disadvantage with respect to the Contracts for Difference (CfD) that are being implemented under EMR.4°
Many of the organisations developing these projects are likely to have a limited capacity to participate in CfD
auctions—or to engage with the range of other requirements they will need to meet. In particular, there is a
concern that they will be unable to achieve the market price for power they sell since large utilities will often
purchase this at a discount. If this is the case, this means that they would not be able to achieve the CfD strike
prices that are available to larger projects. It is therefore welcome that discussions are underway to identify an
alternative market price to use as a reference for CfDs for medium scale projects. A resolution to this issue is
now urgent, especially if it requires modifications to the Energy Bill. As the Cornwall report notes, it is also
important to explore whether a partial solution may be to increase in the maximum capacity of projects eligible
for feed-in tariffs.

April 2013

Written evidence submitted by Co-operatives UK

SUMMARY

— There is potential for 3.5GW of community-owned energy, much of which will be at the mid-
scale (5-50MW).

— We have identified over 40 community-owned schemes at around SMW, at the feasibility, planning
or operational stage, showing that there is appetite for community-owned projects.

— The main limiting factor is not the capacity of communities; it is the policy and regulatory
frameworks, and difficulties of financing such projects.

— As well as renewable energy, the sector helps to raise awareness of climate change, reduce demand
and build a more secure energy economy.

— The co-operative structure provides a financing model for medium-scale energy projects. However,
bank finance is very difficult to find.

— In contrast, community projects in Denmark and Germany have access to state-backed finance, a
stable policy framework and a consistent planning regime.

48 Wade et al (2013). op. cit.
49 Cornwall Energy (2012) The Energy Bill and its impact on Community Energy. Report for Co-operatives UK. Norfolk: Cornwall
Energy.
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— Barriers to medium-scale community schemes include: a shifting regulatory environment (such as
the changes to FiTs), access to finance, the quantity of administration required to establish a scheme,
and planning issues.

— The UK policy framework is not currently effective at encouraging medium-scale projects. There is
a need for a formal commitment to community energy; a clearly-defined offer, setting out the process
by which government and its agencies work with schemes; co-ordinated advice and support services;
access to finance through the Green Investment Bank; and consideration of community energy in
electricity market reform.

— A particular current issue is the Energy Bill proposal for Contracts for Difference, which will impact
negatively on smaller power producers. Government should undertake a systematic analysis of how
the Energy Bill proposals are likely to affect the mid-scale, and develop a different price support
mechanism—either increasing the fixed Feed-in Tariff for community schemes, or providing a
guaranteed market through a “purchaser of first option” or green power auction market arrangement.

ABouT Co-0PERATIVES UK

1. Co-operatives UK is the national trade body that campaigns for co-operation and works to promote,
develop and unite co-operative enterprises. We have a unique role as a trade association for co-operatives. We
work to promote the co-operative alternative across many sectors of the economy from high street consumer-
owned co-operatives to pubs and renewable energy, healthcare to agriculture, credit unions to community
owned shops. Our research with The Co-operative shows that there are now over 40 renewable energy
generation co-operatives across the UK, which collectively have raised over £16 million in risk capital for
investment. Together the co-operative economy is worth some £33.2 billion, employs 236,000 people and has
12.8 million members. Co-operatives are the largest membership movement in the country.

2. Co-operatives UK works with renewable energy co-operatives, both to support them in establishing and
developing schemes, and to improve government policy. Specifically:

— In 2011-12 we undertook a research project to assess the state of the community and co-
operative energy sector, published in 2012 as Co-operative Renewable Energy in the UK: A
guide to this growing sector.

— In 2012, jointly with the Co-operative Group and the Community Energy Coalition, we
published the Manifesto for a Community Energy Revolution, setting out the policy and
legislative changes required if community energy is to become part of the mainstream.

— We are working with DECC to shape the Energy Bill and the forthcoming Community Energy
Strategy. In 2012 we commissioned technical research from Cornwall Energy assessing the
likely impacts of the Electricity Market Reform arrangements on community energy. Since then
we have been working with MPs and DECC officials to improve the prospects for community
energy in this process.

This submission draws on this research and evidence, as well as our experience from working closely with
energy co-operatives and others.

What contribution could medium-sized energy projects (5—-50MW) make to the UK's climate change, energy
security and energy affordability objectives?

3. Community and co-operative energy can play a significant role at the mid-scale. Recent research by
Camco and Baker Tilly*° estimates there is potential for over 2GW of community-owned renewables in
England, or around ten% of the total capacity for onshore renewable energy. The potential for Scotland is
estimated to be 1GW and for Wales 0.4GW. Therefore, UK capacity could be around 3.5GW, the equivalent
of three or four conventional power stations.

4. Looking specifically at projects over SMW, we have identified over 40 potential community energy
schemes around this size or larger (see separate list). Not all of these will succeed in gaining planning consent
or finance but it shows the potential for the sector.

5. The sector contributes to energy goals as follows:

— Carbon reduction: In addition to generating renewable energy, there is evidence to show that

community schemes build awareness of climate change and develop “energy literacy”.”!

— Building demand response and demand reduction: Energy solutions at a local level provide
a way of linking energy supply and energy demand. For example, in Denmark, district heating
plants are now installing electric boilers, which can be used at times when there are high wind
speeds and surplus electricity on the grid. This effectively means that surplus electricity is
stored as hot water. Local networks can therefore provide grid balancing services which, in the
UK, is currently done through national-level grid interventions.

30 The potential for the Green Investment Bank to support community renewables, Camco and Baker Tilly for The Co-operative
Group, December 2011 pp 3-4

St See, for example, Seeing the light: the impactof micro-generation on the way we use energy, Sustainable Consumption Round
Table, October 2005
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— Energy security: Locally-owned schemes are better at exploiting local resources like biomass,
farm wastes, or wind sites which may be overlooked by commercial developers. They bring
diversity to the UK’s energy portfolio, building resilience and security.

— A new source of investment: Community schemes attract investment from new sources,
particularly individual private investors. As the sector matures, and if risks are reduced, there
could be significant investment from this source, for example as an alternative to stocks-and-
shares private pensions.

6. The contribution of the community sector over SMW does, however, depend on a supportive policy
framework. There are a number of aspects of current policy which make it very difficult to establish such
schemes. These are discussed below.

What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

7. The co-operative model is well established in England and Wales. Currently, the largest renewable energy
co-operative is Westmill Wind, at 6.5SMW. Westmill Solar is the largest solar co-operative, at SMW.

8. Most renewable energy co-operatives in England and Wales establish as an “Industrial and Provident
Society” or IPS. Investors become a member of the co-operative through buying shares. For larger schemes,
funding from individual investors is supplemented by a bank loan.

9. Joint ventures between co-operatives and commercial developers are becoming more common.
Independent commercial developer Falck Renewables has developed a number of wind farms in partnership
with co-operatives, including Boyndie Wind Farm, Great Glen Energy Co-operative, Isle of Skye Renewables
Co-operative and Kilbraur Wind Energy Co-operative. The Neilston Community Wind Farm currently under
construction new Glasgow is a four turbine, 10MW wind farm on former industrial land. 28.3% of the equity
is held by the Neilston Development Trust, a local charity and social enterprise.

What types of financing model are most suitable for small- and medium- scale projects? Do these differ from
the financing models used for larger-scale projects?

10. As described above, the co-operative structure provides a financing model for medium-scale energy
projects. For MW-scale projects, these will be supplemented by a bank loan or other finance.

11. However, there are currently a very limited number of lenders who have the expertise to lend to mid-
scale renewables schemes, particularly community-owned schemes. The Co-operative Bank and Triodos are
the main players.

12. There are differences in funding mid-scale schemes, compared to larger schemes:

— Banks shoulder more of the risk, as, for a community group, normally a finite amount of money
has been raised. If costs increase, due to engineering issues or interest rates, for example, the
bank has to increase the loan amount.

— Smaller projects, particularly community-owned, don’t have the same access to technical or
legal support that a larger project would. This means that the bank is likely to get more involved
in providing technical support.

13. Lending to these projects would be simpler and more attractive if there was greater certainty surrounding
investment. This can be achieved through a more stable policy framework (see discussion below) and through
government guarantees for loans, potentially through the Green Investment Bank.

14. Green Investment Bank funding would act as a stimulus to encourage mainstream banks to invest. A
report commissioned by The Co-operative Group looks in detail at how this could work.5? It suggests three
potential interventions:

— provision of junior debt to leverage investment from the mainstream commercial banks;

— using the GIB to establish framework agreements with suppliers to drive down capital costs; and

— establishment of a development fund to underwrite a share of pre-development project risks.
15. Recently, there have been developments in crowd-funding models for renewables, such as Abundance

Generation. These allow individuals to loan money to renewables schemes, starting from very small amounts,
as small as £5. This could open up the market for renewables finance.

52 The potential for the Green Investment Bank to support community renewables, Camco and Baker Tilly for The Co-operative
Group, December 2011
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Why are community-owned energy projects more prevalent in countries like Germany and Denmark than they
are in the UK?

16. There are a number of reasons why there are more community-owned energy projects in Denmark
and Germany:

— Commitment to decentralised energy: Denmark’s success in community and decentralised
power stems from their “heat law” introduced in the 1980s as a response to the oil crises of the
1980s. The law is very simple: you can’t generate electricity without capturing the heat—ie it
has to be combined heat and power. This increases efficiency enormously. It also localises
electricity production as heat can’t travel far—so you need to site power stations close to
people. Most Danish towns have a CHP plant.

— Clear long-term strategy: In Denmark, policy has been consistent and simple since the 1980s.
Most recently, the Danish parliament agreed, cross-party, on an eight-year strategy to get 50%
of electricity from wind by 2020, and to turn Denmark fossil-free by 2050.

— There is a tradition of a mixed economy for energy: Both countries have lots of different
types of organisation involved in energy generation, supply & demand management, including
municipalities (particularly strong in Denmark), community groups, non-profit companies and
private investors.

— State-backed finance: There is state-backed finance for community renewables, such as the
KFW Bank in Germany.

— Predictable planning: Land-use planning is carried out at a more strategic level in both
countries, so there is less risk involved to individual projects.

Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

17. Two academic studies, in Germany and Scotland, demonstrate that community ownership of wind
developments, at the medium scale, makes renewable energy projects more popular amongst local people™.

18. Public opinion research for The Co-operative Group shows that support for renewable energy projects,
including onshore wind, increases considerably if they are owned by local communities>.

19. This is recognised by the governmentin the UK renewable energy roadmap, which states that “Projects
are generally more likely to succeed if they have broad public support and the consent of local communities.
This means giving communities both a say and a stake in appropriately-sited renewable energy projects like
wind farms”.

What appetite is there for community-owned medium scale energy projects in the UK?

20. As shown above, there is considerable appetite for community ownership in the UK. There are over 400
projects self-defining as “community” which have registered for Feed-in Tariffs, establishing projects at the
smaller scale, such as solar PV co-operatives. As these groups get established, they consider larger projects,
supplemented by bank finance, or joint ventures with private developers. Co-operatives UK have been working
with a number of co-operatives who are considering schemes at this level, including TRESOC in Totnes,
Brixton Energy Co-operative, the Low-Carbon Hub in Oxfordshire, OVESCo in Sussex and others.

21. The main limiting factor is not appetite, or the capacity of communities; it is the policy and regulatory
frameworks, and the difficulties of financing these projects.

22. Community energy is also supported by a wide range of organisations and interests, as shown by the
newly-formed Community Energy Coalition, a coalition of organisations with 12 million members, including
the National Trust, Women’s Institute, Transition Network, Campaign to Protect Rural England and the Church
of England.

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

23. An increasing number of private companies are looking at the possibility of joint ventures with
community groups and co-operatives, as described above.

53 Germany: http://wwindea.org/home/images/stories/pdfs/summary_local_acceptance_of_renewable_energy_musall__kuik.pdf

Scotland:

http://www.embark.com.au/download/attachments/2889510/Warren+-
+Does+Community+Ownership+Affect+Public+++++Attitudes.pdf

ICM poll for The Co-operative Group, October 2012 http://www.co-operative.coop/join-the-revolution/our- blog/clean-energy-
revolution/uk-public-prefers-wind-turbines-to-shale-gas-wells/
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What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

What are the barriers to medium-scale energy projects in the UK?

24. Research consistently shows how difficult it is for new entrants to compete alongside established players
in the energy market, for whom the market and regulatory context is designed >>

25. The main barriers encountered by community schemes were detailed in a 2012 report for Co-
operatives UK>°:

Shifting regulatory environment, such as constant changes to Feed-in Tariffs and the
forthcoming removal of the Renewables Obligation.

Access to finance, as described above.

Limitations and restrictions of funding, particularly grant schemes which have strict, time-
limited criteria.

Planning and legislative hurdles: The sheer quantity of administration that is required for energy
co-operatives is out of proportion to the size of the scheme. Groups need to work with different
organisations including the planning authority, the Environment Agency, Distribution Network
Operators, funders, and so on, all of whom require different information set out in different
ways.

Finding a site can be problematic—groups may be motivated to do a larger scheme, but may
not have a site. This can be alleviated through partnerships or joint ventures with commercial
developers.

Lastly, many co-operatives rely heavily on local volunteer time, often drawing on what would
otherwise have been high cost professional skills. Given the complexity of projects, and the
length of time from conception to launch, maintaining momentum and motivation was a
challenge for many of the groups.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

26. The UK policy framework is not currently effective at encouraging local and medium-sized energy
projects. The Co-operative Group and Co-operatives UK published a manifesto in 2012, which sets out the
changes needed to make the most of the potential for community and co-operative energy>’. The Manifesto
calls for:

National targets for community energy.
A national campaign for community ownership.

A clearly defined offer—setting out the process by which government and its agencies work
with community schemes, through the planning, financing and development process.

Introduction of co-ordinated advice and support services, endorsed and funded by government
but run by independent experts.

A financial framework, including a Feed-in Tariff for community schemes, investor tax breaks,
access to finance through the Green Investment Bank and consideration of community energy
in Electricity Market Reform (see below).

Development of models of co-operation between local authorities and community energy
schemes.

Encouraging partnership with commercial energy developers.

27. One particular concern is that the shift to the new system of Contracts for Difference will impact
negatively on smaller power producers, including independent generators and community energy schemes. Co-
operatives UK commissioned independent research from Cornwall Energy to investigate this issue®®. The
Research identified four main issues with the new system:

Participating in the system requires a high degree of technical knowledge about the energy
market and regulation. This is a significant barrier to entry for smaller generators.

Smaller generators actually receive lower prices for their electricity than larger companies. This
is because their output is less certain,and they are selling smaller amounts.Yet the CfD FiT top-
up payment is based on average market prices for all generators, not the amount actually
received by an individual generator under a power purchase contract. So larger generators will
receive more per unit of power than community energy schemes.
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Community energy in the UK: a review of the research literature, Sabine Hielscher, Community Innovation for Sustainable
Energy, University of Sussex, www.grassrootsinnovations.org
Co-operative Renewable Energy in the UK: A guide to this growing sector, Co-operatives UK and The Co-operative Group,
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Manifesto for a community energy revolution, The Co-operative Group and Co-operatives UK, 2012
The full report is available to download from www. uk.coop/energybill-impact.
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—  With the end of the Renewables Obligationin 2017, there will be no requirement for electricity
suppliers to source a proportion of their power from renewable sources. Therefore they will
have no reason to choose to buy power from smaller renewables generators if other, larger or
more reliable sources of power are available. This lack of “demand pull-through™ will further
depress prices for smaller players.

28. All these factors are likely to make community energy projects more risky, as it will be more difficult
to predict prices, which in any event are likely to be depressed further. This in turn will make it more difficult
and expensive to secure capital funding. Access to finance is already very difficult for many community
schemes. So this will make such schemes more expensive.

29. Put together, these impacts will result in higher development costs and lower returns for community
energy, and, indeed, other independent generators. This is likely to mean that far fewer independent companies
participate in the electricity market above the SMW threshold, and there is anecdotal evidence that some have
already decided that they will keep below the SMW limit. So the energy market will be further dominated by
the “big six” energy companies, contrary to the government’s ambition for a more diverse mix of players in
the energy system.

30. The following changes to the proposals outlined in the Energy Bill would ensure that community energy
is not put at a disadvantage:

— The Government should undertake a systematic analysis of how the proposals put forward in
the Energy Bill are likely to affect community energy projects. It should align these proposals
with the forthcoming Community Energy Strategy (due to be published in 2013).

— There should be a minimum annual target for new generation capacity from community
schemes.

— A different price support mechanism is needed for community energy projects above SMW, in
order to avoid the complexities and uncertainties of CfD FiTs. There are two broad options for
a mechanism:

— A fixed Feed-in Tariff (fixed FiT), similar to the FiTs offered to smaller generators below
5SMW, which are termed “fixed FiTs”. This has the advantage of simplicity and certainty,
but relies on government setting a price that is neither too high nor too low.

— A “purchaser of first option”, providing a guaranteed market for community energy
schemes and other smaller generation projects. This could be based on an auction process.
It would be topped up by the CfDFiT payment, which could use the auction prices for
calculation of CfD FiT payments. This would mean that smaller generators were not
disadvantaged because of their inferior position in the electricity market. This option has
the advantage of prices set through a market process, but it may be seen by some
community energy developers as too complex compared with the certainty of fixed FiTs.

31. Government should offer information and advice to all small developers during the transitional phase of
implementing EMR (2014-17) to help them better understand the options and the processes they need to
engage with.

32. Wider measures need to be put in place to encourage a more diverse energy market. This issue, also
called “liquidity”, is currently being investigated by energy regulator Ofgem.

April 2013

Written evidence submitted by Community Energy Scotland

Community Energy Scotland is a Scottish charitable social enterprise, dedicated to supporting community
organisations in the development of sustainable energy projects.

We have supported the development of over 350 community energy projects, with an installed capacity of
35MW, and are currently working on the development of a further 200MW.

As such we have focused our feedback on the issues that are likely to directly affect community owned
energy projects.

For a selection of case studies on projects we have supported please see:
http://www.communityenergyscotland.org.uk/projects/cares_case_studies

1. What contribution could medium-sized energy projects (5-50MW) make to the UK'’s climate change,
energy security and energy affordability objectives?

(a) In terms of total installed capacity of this typology, medium scale projects currently represent about
11% of all RO projects in the UK. Of the 73 onshore wind projects that are currently in construction
58 of these (79%) are medium scale, equating to nearly IGW of installed capacity. For onshore wind
this proportion is likely to increase as less of the large scale sites remain undeveloped and projects
may increasingly be limited by proximity to existing settlements.
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(b)

(©

(d)

(e)

(©)

(d)

In terms of ownership, the Scottish Government have a target of 500MW installed capacity for heat
and electricity projects in community and local ownership by 2020. This includes local community
projects, RSL’s, local authorities, cooperatives, and local SME’s. Community Energy Scotland
estimate that achieving the target would generate approximately £50 million a year, or £1 billion
over 20 years, before taking into account cost savings and multipliers.

The report available at this link provides a breakdown of installed capacity in Scotland according
to the ownership categories listed in b) in 2011: http://www.energysavingtrust.org.uk/scotland/
Publications2/Communities/Community-and-locally-owned-renewable-energy-PDF

For the community sector only in Scotland, Community Energy Scotland are assisting the delivery
of over 120MWe of projects between 5 and SOMW, mostly onshore wind.

Where medium scale projects are in community ownership, the potential contribution extends far
beyond installed capacity and increased generation volumes:

(1) Retention of income in the local economy supports sustainable economic development and
creates an economic multiplier estimated at 1:10.

(i) Recycling of income through energy efficiency projects and further renewable energy projects
creates a carbon multiplier, although further work is required to accurately quantify these
impacts.

(iii) By integrating with ‘smart’ local networks, medium scale generation can facilitate demand
response and improve system stability while allowing an increasing penetration of renewables.
Community Energy Scotland are working on a number of projects in partnership with
communities and the Scottish DNO’s to explore these opportunities in practice.

(iv) Community participation can change public attitudes to specific technologies and the low carbon
transition in general (further detail in question 5 below); it can also influence behaviour change,
particularly where feedback systems are in place, such as the Isle of Eigg’s demand management
system which limits consumption to SkW per household:
http://www.communityenergyscotland.org.uk/projects/825_isle_of_eigg_electrification_scheme

(v) Where income is reinvested in improvements to housing stock and community and leisure
facilities, there can be direct benefits in terms of health outcomes, and reductions in anti-
social behaviour.

(vi) Through community and peer to peer finance, new sources of investment are emerging which
are particularly welcome as unsecured lending by banks for small scale renewables (generally
projects below £1 million) is limited and has reduced as a result of the FiT and CfD uncertainty.

(vii) Locally owned, medium scale projects are more likely to include a greater proportion of local
contractors in the supply chain. For example, the Community Power Orkney consortium has
developed six wind turbines with installed capacity of over SMW, and were able to source all
the Balance of Plant and specialist services within Orkney. The only cashflows outside of
Orkney were for the turbine purchase and delivery costs.

However the extent to which medium scale installed capacity will increase, and whether any or all
of the potential benefits are actually realised, will depend significantly on the UK government’s
policy frameworks for incentives to generators, planning, and investment in the grid and heat
networks.

Community energy in particular requires a combination of targeted interventions and community
friendly macro policies if it is to achieve mainstream scale.

2. What different models of ownership exist for medium-sized energy projects and how prevalent are they in

the UK?

(a)

It is important to distinguish ownership defined by the type of actor/organisation, and ownership in
terms of how an investment is structured (the latter is covered in question 3 below):

(i) Private ownership

Includes farms, estates and local SME'’s eg Ardtornish Estate Hydro Ltd

(ii)) Cooperative ownership

Projects owned by individual members of a community of interest or place via a bona fide cooperative.
eg Westmill Wind Farm Coop

(iii) Community ownership

Projects owned on behalf of all members of a local community with representation via a democratic body
with open membership eg Lochcarnan Community Windfarm, Harlaw Hydro Community Benefit Society

(iv) Local authorities and public sector

More detail in response to question 8 below.

(v) Joint ventures

Projects that combine different actors in a single entity or coordinate activity through a contract for
mutual benefit eg Neilston Community Wind Farm LLP
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(b)

(©)

(d)

In Scotland the vast majority of medium scale community energy projects under development are
structured as registered charities with wholly owned trading subsidiaries. If consented, these projects
will represent the single biggest contribution to installed capacity in community ownership in the
UK. Below 5MW, projects using the same model already represent 23MWe of installed capacity.

However the definition that DECC are currently using to assess eligibility to the “community”
Feed in Tariff explicitly excludes registered charities, despite them meeting the highest standards of
governance and social benefit, and despite agreement between the Community Energy Coalition,
Coop’s UK, and Community Energy Scotland that charities should be included.

We would very much welcome the committee’s views on whether this definition should be
reconsidered by DECC, particularly if the FiT threshold is to be extended above SMW for
“community” projects.

3. What types of financing model are most suitable for small- and medium- scale projects? Do these differ
from the financing models used for larger-scale projects?

(a)

The following types of finance are typical for project capital costs for the actors outlined in question
2. Risk capital for pre-planning costs for community projects is discussed separately below in 3 e).

In this context “project finance” means commercial debt secured only against the physical assets and future
revenue streams involved in the project- no wider collateral against existing assets outwith the project is taken.

(i) Private ownership

Secured debt (eg secured against land) and self finance for smaller projects; project finance and venture
capital for larger scale projects

(ii)) Cooperative ownership

Share offers, sometimes with project finance as well to improve gearing

(iii) Community ownership

Project finance, community share offers, bond issues, debentures, quasi equity (royalty agreements), loans
from social lenders (eg Social Investment Scotland, Big Issue Invest)

(iv) Local authorities and public sector

Secured debt and self finance for smaller projects; project finance and loans from social lenders for larger
scale projects

(v) Joint ventures

The finance mix will generally reflect the positions of the actors involved

(b)

(©

(d)

(e)

®

In general it is clear that the number of projects that are self financed or receive finance against an
existing balance sheet is low relative to larger scale projects. This means that medium scale projects
tend to be more vulnerable to the risk appetite of external investors, particularly commercial lenders.

Much of the risk relating to medium scale projects is political risk relating to the structure of
incentives (including the end of the RO in 2017), which is particularly hard to quantify. This means
that there is a real risk that commercial lending will simply not be sufficient to build the pipeline of
projects under development.

Within the community sector projects are often a “one off” rather than part of a wider portfolio, and
so community projects will have a limited ability to spread risk of investment across a range of
projects. This makes the need for a stable and predictable income stream even more critical.

It is also important to distinguish the availability of risk capital and finance for capital costs. While
still limited, the availability of finance post-planning is generally much better than risk capital pre-
planning.

In recognition of this, in Scotland the Scottish Government provides loans for the high risk stages
of project development for community and rural businesses, and access to a post-planning loan fund
to bridge market failure and enable viable projects to reach financial close.

4. Why are community-owned energy projects more prevalent in countries like Germany and Denmark than
they are in the UK?

(a)

(b)

(©

The literature on this is now well developed and we do not have any specific comments, except to
note that the pattern of land ownership and also the banking system in Germany and Denmark is
fundamentally different to the UK, and that there has been consistent policy supporting the local
generation and local use of energy (eg the “heat law”) for some time.

It is important to note that the projects in Germany and Denmark tend to be cooperatively owned
(ie owned by individual members of a cooperative) and that this is a different model to community
projects that are developed for the benefit of a whole community, regardless of investment (eg
projects in Scotland and Wales being taken forward by local community charities).

We believe both cooperative and community energy models have a role to play but it is important
that this distinction is recognised so that policies reflect this diversity
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5. Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

(a) Where medium scale projects are community owned, research undertaken on a project supported by
Community Energy Scotland on the Isle of Gigha found that there was evidence that community
ownership improves public acceptance: http://www.embark.com.au/download/attachments/2889510/
Warren+-+Does+Community+Ownership+Affect+Public+++++Attitudes.pdf

(b) Furthermore there are an increasing number of examples of planning applications that had previously
been rejected or recommended for rejection receiving approval when there is a community ownership
stake in the project.

6. What appetite is there for community-owned medium-scale energy projects in the UK?

(a) Within Scotland there is a clear appetite for community owned energy of all scales, and of the current
pipeline of 200MW, over 120MW is medium scale. The average size of community project is also
steadily increasing, and as joint ventures and consortia projects become more popular we expect this
trend to continue.

(b) UK wide, research by Camco and Baker Tilly estimates there is potential for over 2GW of
community-owned renewables in England, or around ten% of the total capacity for onshore
renewable energy. The potential for Scotland is estimated to be 1GW and for Wales 0.4GW.
Therefore, UK capacity could be around 3.5GW, the equivalent of three or four conventional
power stations.

(c) However as noted in 1 c¢) above, realising this potential is very policy dependent as currently the
barriers in place to wider community participation are significant (more detail in question 9).

7. What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

(a) Although the focus of our work is on community owned projects, we also work with rural businesses,
and have some engagement with commercial developers through joint ventures and community benefit
arrangements. Our view is that interest in medium scale renewable energy from the private sector remains
strong, although there is concern at the level of planning risk and at the uncertainty of financial incentives,
particularly with the transition from the RO to CfD.

8. What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

(a) There is certainly interest and some local authorities have gone down this route eg Aberdeen Heat
and Power, Orkney Islands Council’s investment in Hammer’s Hill windfarm. However particularly
in light of the UK government’s austerity agenda, local authorities have a responsibility to manage
their reserves prudently, which means that if development is seen as high risk they are unlikely
to invest.

9. What are the barriers to medium-scale energy projects in the UK?
(a) Grid

Significant areas of the distribution and transmission network in Scotland are not open for development due
to high connection costs or long term connection delays: for example the majority of Argyll and the Western
Isles is currently limited to SOkW connections, Orkney and Shetland to 3.7kW connections, with improvements
not due until 2018/2020. There are similar examples in England and Wales, and the problem is likely to
intensify as the proportion of renewable generation increases. For projects over 50kW, both the connection
costs and the bulk of any wider reinforcement costs fall on the generator wishing to connect- this represents a
significant financial burden and risk. Furthermore the works required can only take place affer a generator has
placed their deposit for the connection, which means that there is an inherent delay in providing capacity and
that the overall cost of reinforcement is not optimised.

(b) Incentives

Uncertainty about future UK support for medium scale renewable energy, under the Treasury’s cost control
framework and the forthcoming Energy Bill, is likely to impact commercial lending to the community energy
sector. The experience of the FiT review has exposed the level of political risk to all renewable incentives.
Furthermore there is a specific issue as it is not clear that there will be sufficient demand for ROC’s out to
2017 from suppliers who already have a sufficient allocation, and this could limit the supply of new power
purchase agreements. As such there is a looming funding gap for community projects over SMW beyond
2014-15, directly as a result of the way in which the transition to CfD under EMR has been structured and the
uncertainty this has created.

(c) Planning
Planning authorities lack clear frameworks for evaluating the socio-economic impacts of small-medium scale

renewable energy projects, meaning that the benefits of community projects are not fully reflected in planning
decisions, disincentivising community leadership and commercial partnerships. This is reflected in the
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generation mix, where community ownership in the UK remains a small fraction of its full potential, and joint
ventures are the exception rather than the rule.

(d) Access to finance

Largely as a result of the uncertainty around the incentives framework, it can be difficult to access finance
for medium scale projects. The lending market, particularly at the smaller end of this sector, is fairly limited,
and this creates issues of capacity and competitiveness.

(e) Realising the full value of generated energy

Regulatory barriers make the sale of electricity by independent generators into the retail electricity market
very challenging. This means that generators are not realising the full value of the energy they are producing.
Reducing these barriers could have a transformational impact on the income coming back to medium scale
generators, potentially provide cheaper tariffs for customers, and incentivise local matching of supply and
demand-key to the long term integration of renewables on the grid.

10. How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

We have not seen any clear evidence of a coherent strategy from the UK government for supporting medium
scale energy projects in general, although the work underway by DECC on the Community Energy Strategy is
very encouraging and we welcome the focus on this sector.

We endorse the recommendations laid out in the Community Energy Coalition manifesto
(http://www.forumforthefuture.org/project/community-energy-coalition/more/manifesto-community-energy),
although we have identified some specific policy recommendations below:

(a) Grid

(1) A more pro-active approach to network investment in areas of high renewable resource is
required to avoid stop-start progress towards our renewable energy targets. The new RIIO-ED1
framework for DNO’s appears to be an improvement, although we would like to see a stronger
emphasis on anticipatory investment and clearer guidance from Ofgem to the DNQO’s as to the
circumstances where this is acceptable. The transmission network in particular needs to be
prioritised for rapid upgrade if we are to avoid bottlenecks and the wasting of renewable energy
due to constraints. As an interim measure we would also like to see faster progress on releasing
grid capacity from developers who are not progressing with projects.

(b) Incentives

(i) We welcome the Government’s consideration of the amendments to the Energy Bill, in relation
to an increased size cap on the Feed in Tariff, and in relation to the suggestion of introducing
a Green Power Auction Market.

(i) In general we think there should be a range of options, to reflect the diversity of technology
and ownership models for medium scale projects.

(iii) For community projects in particular, we would welcome the extension of the FiT from SMW
up to 20MW, provided the current definition of community energy project is amended to
include registered charities and their wholly owned subsidiaries. The size of eligible charity
would be limited by the existing condition in the FiT Order 2012 that eligible community
bodies need to be defined as “small enterprises” according to the EU definition.

(iv) Otherwise the majority of Scottish community organisations will be excluded by DECC’s
existing definition, despite repeated communication to DECC on this issue, and the reality of
Scotland having more generating capacity under community ownership than anywhere else in
the UK.

(v) If the cap is to be increased, there is also an urgent need to clarify the definition of an
“installation” and ‘“costs not associated with an installation” in Ofgem’s FiT guidance
document (http://www.ofgem.gov.uk/Sustainability/Environment/fits/Documents 1/
FIT%20generator%20guidance.pdf) as these remain unclear and hold back the development of
community projects that may have received some public funding.

(vi) We believe increasing the cap for community projects is justified as it provides the certainty
required for securing finance and a relatively straightforward route to market, which is
particularly important for community projects.

(vii)) However we remain concerned that the Treasury’s Levy Control Framework remains a
significant barrier to the success of the medium scale sector, particularly given the potentially
high level of financial support for nuclear power.

(c) Planning

(1) We urge the UK government to consider the approach taken by Highland Council in their
Local Development Plan, which specifically recognises the potential benefit of wholly or partly
community owned projects as a material planning consideration (Policy 68, page 124:
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http://www.highland.gov.uk/NR/rdonlyres/93148364-903F-48D3-AA7C-81468BC05C95/0/
HwLDP_WEB.pdf).

(i) This is distinct from voluntary ‘community benefit payments’ and relates to the socio-economic
impacts such as job creation that inhere in a project because of its ownership structure. Clearer
guidance on how these impacts should be assessed by planners in England and Wales would
create a more consistent policy across the UK and encourage collaboration between developers
of medium scale projects and local communities.

(iii) Neilston Development Trust’s joint venture is an excellent example of this approach working
in practice: http://www.neilstontrust.co.uk/what-we-do/go-neilston/community-windfarm.html.

(d) Access to finance

i. We believe that banks with high levels of public ownership and the Green Investment Bank
should be urged to consider investment in community and cooperative renewable energy
projects.

(e) Realising the full value of generated energy

(1) In order to reduce the barriers to entry for new licensed electricity suppliers we believe that
the Balancing and Settlement Code and Electricity License Conditions should be reviewed.
Developments in communications technology mean that the current arrangements are
fundamentally outdated and partly because of the lack of competition there is insufficient
innovation among suppliers.

(i) A welcome interim measure would be the ‘License Lite’ license type, which the GLA is
currently in the process of requesting from Ofgem. We hope that Ofgem will review this
application promptly and take action if licensed suppliers are not willing to provide the
necessary enabling services on reasonable terms.

April 2013

Supplementary written evidence submitted by Community Energy Scotland

Below is Community Energy Scotland’s assessment of the barriers to DG projects in relation to grid
connections and grid charging.

The key barriers that are significantly impacting the installation of Distributed Generation and the ability to
realise Scottish Government’s renewable energy targets are as follows;

1. Current grid connection delays to projects—

— projects in Uists, Barra, Skye, Fort William and Fort Augustus area will not be able to gain a
connection until 2021 ( earliest).

— Projects in Caithness delayed until 2020.
— Projects in Orkney , Shetland delayed until 2018.

— Projects in Lewis and Harris until 2018? (Dependant on progress with interconnector and
available capacity).

— Projects on Western Highland 2018.
— Projects in Argyll—Taynuilt area- no proposed date, Southern Argyll in Port Ann area 2017.
— Other areas delayed until 2016 and beyond.

2. Current high costs of distribution upgrades falling to developers- £5.25 million for 27km upgrade of
network for a 2MW project- DNO pays very little of this cost. Full review of this is required.

3. Continuation of requirement of higher cost charges applied to distribution connected projects than
compared to transmission connected projects, for transmission works liabilities. Currently in Scottish Power
area this is happening ie distribution projects have to pay upfront 100% of transmission liabilities while
transmission connected projects have to pay reduced amounts. SSE currently considering changing their current
position of applying no charges for transmission liabilities to projects under I0OMW and reduced burden in line
with CMP192 to projects over I0MW. CES have requested SSE maintain this position in recent correspondence.
OFGEM need to take cognisance of impact on DG of this issue.

Community Energy Scotland believes the main reasons behind the barriers are:

LACK OF STRATEGIC INVESTMENT

Strategic investment in grid networks is not a real possibility for network companies at present. The upgrades
required on the transmission system to facilitate renewable generation after many years of little investment are
significant and completion dates are scheduled for 2018, 2020, 2021 etc. Also in some areas significant
upgrades needed on the distribution system to facilitate renewable generation—some areas of Scotland are still
on single phase supply which hampers economic development and does not facilitate renewable generation
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export. Renewable generation projects cannot connect until these works are complete. Delays at both
transmission and distribution network levels impact distribution connected generators.

The current regulation by OFGEM is set to protect the GB consumer from increased charges in the short
term—and so investment is only undertaken when there is contracted generation requiring connection—and
these upgrades are underwritten by those contracted generators. The DNO’s and TO’s cannot invest ahead of
need within the current regulatory framework.

Costs oF CONNECTION FOR SMALL PROJECTS

In terms of the cost barrier to generators there is a current £200/kW cost cap on the socialised investment
in any distribution upgrade. For example we are currently supporting a project which is facing an exorbitant
price for connection which involves a large upgrade to the DNO’s assets with long term benefits accruing to
the DNO and the wider GB customer but currently the generator has to pay for the bulk of the cost.

Project Size Upgrade required Cost accruing to Cost accruing to GB
developer customer
2MW 27km of 33kV network upgrade total costs— £4,850,000 £400,000

£5.25 million

Similarly underwriting of large scale transmission assets by small scale distribution projects is having a
significant impact in project financing and places the burden on the generator for large scale works of
national importance.

Unless quicker and more strategic- and socialised (without developer underwriting) investment is
facilitated by the UK and Scottish Governments and OFGEM then our understanding is that the
timelines won’t change. Also required will be sufficient capacity at network company level to achieve
delivery in realistic timescales. This is something that the recent Intergovernmental Panel report on
Scottish Islands also highlighted—but obviously the situation is much more widespread than the islands.

Our key asks would be

AT A UK/SG LEVEL

— An Intergovernmental review of the impact of onshore mainland grid delays and grid connection and
underwriting costs in the deployment of renewable generation—both transmission and distribution.

— Review of the £200/kW high cost cap by OFGEM for distribution upgrades as this is currently
resulting in very high costs of connection for small generators . If this cap was increased it would
reduce the impact on individual generators and could be implemented speedily during the current
price control period for Distribution networks ( 2010-2015).

— Inclusion in RIIO-ED1 ( the distribution price control business planning ( from 2015-2023) currently
underway by DNO’s and for review by OFGEM in summer 2013) of a strategic investment fund or
mechanism—from recent conversation with SHEPD they had proposed a mechanism to allow low
risk strategic investment on the distribution network to OFGEM , but OFGEM have not supported
this.

— Greater strategic investment facility at transmission level—with greater socialisation of costs of
strategic investment in the first instance. The upfront underwriting requirement currently in place is
stifling delivery of upgrades.

— Greater and speedier innovation between transmission and distribution networks- SHEPD, SHE-T
and National Grid to monitor actual power flows and release capacity based on actual network
conditions- active network management (ANM) between transmission and distribution. SSE have
said they are increasing the roll out of ANM in areas other than Orkney but have stated this will
NOT be in areas of transmission constraints. Scottish Power have started to work on this -but it is
only as part of a specific funded project. This work will be crucial to facilitate more generation on
existing networks without the need for massive reinforcement.

— Greater collaboration between distribution and transmission across the regulatory system and
industry—the fact that transmission and distribution are regulated by different divisions within
OFGEM, that their business plans are not aligned timewise, and also an apparent lack of
communication between some DNO’s and TO’s within sister companies only exacerbates the lack
of transparency and communication on the impact of transmission system delays to smaller projects.

— Speedy reallocation of some recently released Transmission capacity following the recent TEC
amnesty. OFGEM have not clarified the process for this. Community Energy Scotland is working
with SSE and National Grid to ensure consented community projects are allocated some of the
released capacity.
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AT ScotrTisH GOVERNMENT LEVEL

— Greater innovation at a local level—creating Local Energy Economies—increasing the ability of
local generation to supply local needs with the integration of storage and active network management
to enable full utilisation of Scottish renewable resources and supplying transport and heating needs.
This would facilitate more distributed generation with less need for large network upgrades. A
much increased focus from the Scottish Government Energy and Markets and Renewables Routemap
divisions will be required along with multi stakeholder involvement. Community Energy Scotland
are already investigating the possibility of such a programme and would welcome further discussion.

June 2013

Supplementary written evidence submitted by Community Energy Scotland
1. THE DEFINITION OF “LOCAL ENERGY”

The oral and written evidence submitted to the committee outlined a wide range of interpretations of “local
energy”, from projects substantially owned by local community organisations, to projects owned by local
SME’s and rural businesses.

DECC has produced a definition of “community organisation” for the purposes of the benefits being targeted
at community energy projects under the Feed in Tariff regime. The definition is contained in article 11 of the
FiT Order 2012 and essentially limits eligibility to cooperatives, community benefit societies (‘“bencoms”), and
community interest companies (CIC’s).

If, as seems likely, the SMW ceiling on FiT projects is increased to provide community energy schemes an
alternative to CfD’s, this is the definition that will be used.

There are a number of difficulties with this definition:

(i) As of January 2013 over 80% of the community energy projects under development in Wales, and
over 90% of the projects in Scotland, would be excluded by this definition.

This is because they are being developed using the “charity and trading subsidiary” model, whereby
the parent community organisation is a charity, and the project vehicle is a wholly owned trading
subsidiary.

This model has evolved to serve the needs of non-profit distributing, wholly locally owned projects
in particular, and has been used by 100% of the large scale community energy projects developed in
Scotland to date (over 25MW).

Under the DECC definition, neither charities nor trading subsidiaries which are ordinary companies
are eligible. In its response to the FiT’s review consultation (phase 2b), DECC assumed that any
community organisation would be able to convert or set up a project vehicle that would use one of
the eligible forms.

However there are a number of commercial, legal and regulatory barriers that will make this very
difficult in practice and create an additional and entirely unnecessary hurdle for much of the sector.
We have raised these issues a number of times with DECC and requested that an amendment is
made to the FiT Order (see appendix 1) but to date DECC has refused to make the necessary changes.

We have commissioned a legal opinion on the consistency of the FiT Order definition, and also
gathered evidence on the potential impact on the sector which we would be happy to share with
the committee.

(ii) We are also concerned that the FiT Order definition depends entirely on the legal form of the
organisation, and not its activities or membership.

While there are statutory regulators for these bodies (FCA, Companies House, CIC Regulator), their
priorities are not necessarily the same as the government’s reasons for promoting community
ownership of renewable energy.

Specifically there is no requirement for a minimum level of local ownership, or for the organisation
to be open membership within the local area.

This means that it is entirely possible to establish a FiT eligible community energy project that is
not open to local people and delivers no additional financial benefit to the local community compared
to a conventional, privately owned development.

There is a risk that should such projects go ahead, they will damage the public perception of
community energy, and undermine the drive to involve local people directly in the benefits arising
from renewable energy projects.

It is clearly possible to create additional safeguards through more detailed legislation, as the Scottish
Government has done through the Land Reform (Scotland) Act 2003, which gave certain forms of
community organisation specific powers for the purchase of land.
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Our view is that DECC should consult further on how “local” and “open membership” should be
defined and consider further amendments to the community organisation definition contained in the
FiT Order.

In the meantime they should also closely examine the rules and articles of association of successful
community FiT applicants, to build up an evidence base of whether the projects will indeed increase
benefits to local communities.

2. GRID INFRASTRUCTURE REQUIRED TO DELIVER LOCAL ENERGY

The committee noted the importance of timely and affordable grid connections to enable local energy projects
to come forward. However from the point of view of Scotland and the South West of England, DECC are
demonstrating a lack of urgency in tackling the issues local developers are currently facing.

As a result of transmission level constraints, the majority of the north and west of Scotland, and large areas
of the south, are currently closed for development until in some cases 2020. Distribution level constraints are
also widely spread and unfortunately penetrate areas not subject to transmission constraints, compounding
the problem.

This represents 100’s of MW of renewable energy capacity under development which won’t be able to
connect for over 5 years. In the short term the only solution is innovation in network management and
commercial arrangements to squeeze some additional capacity; however the reality is that the existing
infrastructure was not designed to maximise the capture of renewable energy from highly productive but
relatively remote sites.

In order to ensure that the capacity is available for the next wave of renewable energy development, the
investment has to take place now. The example of the Beauly Denny upgrade amply demonstrates the long
lead times of major infrastructure upgrades, which has led to the existing grid capacity shortfall.

We are concerned that at a fundamental level, DECC and Ofgem do not recognise the need for strategic grid
investment as a pre-condition for ensuring that timely and affordable grid capacity is available for new
generators. For instance in the current “RIIO ED-1" business plans that will define the activities of the DNO’s
between 2015 and 2023, Ofgem has ruled out permitting any form of strategic investment mechanism, despite
evidence submitted by stakeholders.

This means that all generation or demand related network reinforcement can only take place once developers
have paid a significant proportion of the costs up front. Apart from the challenge of SME’s with a limited asset
base raising significant amounts of capital, the scale of reinforcement required means that this approach
guarantees that connection dates will always lag the build date of the generator.

Ofgem insists that “innovation” will be sufficient for finding the capacity required without investment “in
copper and steel”. However we know from the experience of pilot innovation projects in Scotland that on
fundamentally weak networks innovation is not a panacea. While some additional capacity can be created, it
is often by transferring risk to generators, and it is nowhere near the scale required by the pipeline of generation
coming forward.

In the context of the infrastructure spending earmarked by the Treasury post 2015, it is striking that none of
it has been targeted at one of our most valuable public assets, vital to a low carbon transition- the grid. It is
also ironic that at the same time as Ofgem are briefing the public on the risk of a generation capacity shortfall,
and DECC are considering how best to subsidise new nuclear and gas plant, there are 100’s of MW of
operational capacity currently being constrained or remaining unbuilt as a result of inadequate grid
infrastructure.

An undiverse generation portfolio largely dependent on imported gas cannot be in the best interests of UK
consumers, and yet Ofgem appears to be committed to strangling our renewable potential through a stop start
approach to network investment- that in itself is likely to be higher cost as a result of piecemeal build
programmes- and by placing a disproportionate financial burden on the local energy sector.

We would urge DECC to review the current RIIO TD-1 business plan for National Grid, and the proposed
RIIO ED-1 business plans for the DNO’s, and consider whether they are aligned with the government’s
generation and low carbon priorities.

A more detailed analysis of these issues and specific recommendations is contained in appendix 2.

June 2013
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Supplementary written evidence submitted by Community Energy Scotland

Q1 Chair: As I am sure everybody is aware, we are looking at essentially medium-sized energy projects,
but I think we all agree that that covers a large number of different projects. Could you perhaps tease out a
little the distinction that you see between general medium-sized energy projects, community-owned projects,
local energy projects, distributed energy projects? What do you see as the main differences between those
particular categories and in the overall heading of smaller projects?

The oral and written evidence submitted to the committee outlined a wide range of interpretations of “local
energy”’, from projects substantially owned by local community organisations, to projects owned by local
SME’s and rural businesses.

DECC has produced a definition of “community organisation” for the purposes of the benefits being targeted
at community energy projects under the Feed in Tariff regime. The definition is contained in article 11 of the
FiT Order 2012 and essentially limits eligibility to cooperatives, community benefit societies (“bencoms”), and
community interest companies (CIC’s).

If, as seems likely, the SMW ceiling on FiT projects is increased to provide community energy schemes an
alternative to CfD’s, this is the definition that will be used.

There are a number of difficulties with this definition:

(i) As of January 2013 over 80% of the community energy projects under development in Wales, and
over 90% of the projects in Scotland, would be excluded by this definition.

This is because they are being developed using the “charity and trading subsidiary” model, whereby
the parent community organisation is a charity, and the project vehicle is a wholly owned trading
subsidiary.

This model has evolved to serve the needs of non-profit distributing, wholly locally owned projects
in particular, and has been used by 100% of the large scale community energy projects developed in
Scotland to date (over 25MW).

Under the DECC definition, neither charities nor trading subsidiaries which are ordinary companies
are eligible. In its response to the FiT’s review consultation (phase 2b), DECC assumed that any
community organisation would be able to convert or set up a project vehicle that would use one of
the eligible forms.

However there are a number of commercial, legal and regulatory barriers that will make this very
difficult in practice and create an additional and entirely unnecessary hurdle for much of the sector.
We have raised these issues a number of times with DECC and requested that an amendment is
made to the FiT Order but to date DECC has refused to make the necessary changes.

We have commissioned a legal opinion on the consistency of the FiT Order definition, and also
gathered evidence on the potential impact on the sector which we would be happy to share with
the committee.

(ii)) We are also concerned that the FiT Order definition depends entirely on the legal form of the
organisation, and not its activities or membership.

While there are statutory regulators for these bodies (FCA, Companies House, CIC Regulator), their
priorities are not necessarily the same as the government’s reasons for promoting community
ownership of renewable energy.

Specifically there is no requirement for a minimum level of local ownership, or for the organisation
to be open membership within the local area.

This means that it is entirely possible to establish a FiT eligible community energy project that is
not open to local people and delivers no additional financial benefit to the local community compared
to a conventional, privately owned development.

There is a risk that should such projects go ahead, they will damage the public perception of
community energy, and undermine the drive to involve local people directly in the benefits arising
from renewable energy projects.

It is clearly possible to create additional safeguards through more detailed legislation, as the Scottish
Government has done through the Land Reform (Scotland) Act 2003, which gave certain forms of
community organisation specific powers for the purchase of land.

Our view is that DECC should consult further on how “local” and “open membership” should be
defined and consider further amendments to the community organisation definition contained in the
FiT Order.

In the meantime they should also closely examine the rules and articles of association of successful
community FiT applicants, to build up an evidence base of whether the projects will indeed increase
benefits to local communities.

Q41 Sir Robert Smith: The other big challenge is a lot of our renewable resource is in parts of the country
that have not traditionally had great connections to the grid. Are there any imaginative solutions?
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The committee noted the importance of timely and affordable grid connections to enable local energy projects
to come forward. However from the point of view of Scotland and the South West of England, DECC are
demonstrating a lack of urgency in tackling the issues local developers are currently facing.

As a result of transmission level constraints, the majority of the north and west of Scotland, and large areas
of the south, are currently closed for development until in some cases 2020. Distribution level constraints are
also widely spread and unfortunately penetrate areas not subject to transmission constraints, compounding
the problem.

This represents 100’s of MW of renewable energy capacity under development which won’t be able to
connect for over 5 years. In the short term the only solution is innovation in network management and
commercial arrangements to squeeze some additional capacity; however the reality is that the existing
infrastructure was not designed to maximise the capture of renewable energy from highly productive but
relatively remote sites.

In order to ensure that the capacity is available for the next wave of renewable energy development, the
investment has to take place now. The example of the Beauly Denny upgrade amply demonstrates the long
lead times of major infrastructure upgrades, which has led to the existing grid capacity shortfall.

We are concerned that at a fundamental level, DECC and Ofgem do not recognise the need for strategic grid
investment as a pre-condition for ensuring that timely and affordable grid capacity is available for new
generators. For instance in the current “RIIO ED-1” business plans that will define the activities of the DNO’s
between 2015 and 2023, Ofgem has ruled out permitting any form of strategic investment mechanism, despite
evidence submitted by stakeholders.

This means that all generation or demand related network reinforcement can only take place once developers
have paid a significant proportion of the costs up front. Apart from the challenge of SME’s with a limited asset
base raising significant amounts of capital, the scale of reinforcement required means that this approach
guarantees that connection dates will always lag the build date of the generator.

Ofgem insists that “innovation” will be sufficient for finding the capacity required without investment “in
copper and steel”. However we know from the experience of pilot innovation projects in Scotland that on
fundamentally weak networks innovation is not a panacea. While some additional capacity can be created, it
is often by transferring risk to generators, and it is nowhere near the scale required by the pipeline of generation
coming forward.

In the context of the infrastructure spending earmarked by the Treasury post 2015, it is striking that none of
it has been targeted at one of our most valuable public assets, vital to a low carbon transition- the grid. It is
also ironic that at the same time as Ofgem are briefing the public on the risk of a generation capacity shortfall,
and DECC are considering how best to subsidise new nuclear and gas plant, there are 100’s of MW of
operational capacity currently being constrained or remaining unbuilt as a result of inadequate grid
infrastructure.

An undiverse generation portfolio largely dependent on imported gas cannot be in the best interests of UK
consumers, and yet Ofgem appears to be committed to strangling our renewable potential through a stop start
approach to network investment- that in itself is likely to be higher cost as a result of piecemeal build
programmes- and by placing a disproportionate financial burden on the local energy sector.

We would urge DECC to review the current RIIO TD-1 business plan for National Grid, and the proposed
RIIO ED-1 business plans for the DNO’s, and consider whether they are aligned with the government’s
generation and low carbon priorities.

A more detailed analysis of these issues and specific recommendations is contained in appendix 1.

APPENDIX 1
GRID CONNECTION ISSUES FOR DG IN SCOTLAND—JULY 2013

Below is Community Energy Scotland’s assessment of the barriers to DG projects in relation to grid
connections and grid charging

The key barriers that are significantly impacting the installation of Distributed Generation and the ability to
realise Scottish Government’s renewable energy targets are as follows;
1. Current grid connection delays to projects—

— projects in Uists, Barra, Skye, Fort William and Fort Augustus area will not be able to gain a
connection until 2021 ( earliest)

— Projects in Caithness delayed until 2020
— Projects in Orkney , Shetland delayed until 2018

— Projects in Lewis and Harris until 2018? (Dependant on progress with interconnector and available
capacity)

— Projects on Western Highland 2018
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— Projects in Argyll—Taynuilt area- no proposed date, Southern Argyll in Port Ann area 2017
—  Other areas delayed until 2016 and beyond

2. Current high costs of distribution upgrades falling to developers- £5.25m for 27km upgrade of network
for a 2MW project- DNO pays very little of this cost. Full review of this is required.

3. Continuation of requirement of higher cost charges applied to distribution connected projects than
compared to transmission connected projects, for transmission works liabilities. Currently in Scottish Power
area this is happening ie distribution projects have to pay upfront 100% of transmission liabilities while
transmission connected projects have to pay reduced amounts. SSE currently considering changing their current
position of applying no charges for transmission liabilities to projects under IOMW and reduced burden in line
with CMP192 to projects over 10MW. CES have requested SSE maintain this position in recent correspondence.
OFGEM need to take cognisance of impact on DG of this issue.

Community Energy Scotland believes the main reasons behind the barriers are:

Lack of strategic investment

Strategic investment in grid networks is not a real possibility for network companies at present. The upgrades
required on the transmission system to facilitate renewable generation after many years of little investment are
significant and completion dates are scheduled for 2018, 2020, 2021 etc. Also in some areas significant
upgrades needed on the distribution system to facilitate renewable generation—some areas of Scotland are still
on single phase supply which hampers economic development and does not facilitate renewable generation
export. Renewable generation projects cannot connect until these works are complete. Delays at both
transmission and distribution network levels impact distribution connected generators.

The current regulation by OFGEM is set to protect the GB consumer from increased charges in the short
term—and so investment is only undertaken when there is contracted generation requiring connection—and
these upgrades are underwritten by those contracted generators. The DNO’s and TO’s cannot invest ahead of
need within the current regulatory framework.

Costs of connection for small projects

In terms of the cost barrier to generators there is a current £200/kW cost cap on the socialised investment
in any distribution upgrade. For example we are currently supporting a project which is facing an exorbitant
price for connection which involves a large upgrade to the DNO’s assets with long term benefits accruing to
the DNO and the wider GB customer but currently the generator has to pay for the bulk of the cost.

Project Size Upgrade required Cost accruing to Cost accruing to GB

developer customer

2MW 27km of 33kV network upgrade total costs— £4,850,000 £400,000
£5.25m

Similarly underwriting of large scale transmission assets by small scale distribution projects is having a
significant impact in project financing and places the burden on the generator for large scale works of
national importance.

Unless quicker and more strategic- and socialised (without developer underwriting) investment is facilitated
by the UK and Scottish Governments and OFGEM then our understanding is that the timelines won’t change.
Also required will be sufficient capacity at network company level to achieve delivery in realistic timescales.
This is something that the recent Intergovernmental Panel report on Scottish Islands also highlighted—but
obviously the situation is much more widespread than the islands.

Our key asks would be

AT A UK/SG LEVEL

— An Intergovernmental review of the impact of onshore mainland grid delays and grid connection and
underwriting costs in the deployment of renewable generation—both transmission and distribution

— Review of the £200/kW high cost cap by OFGEM for distribution upgrades as this is currently
resulting in very high costs of connection for small generators . If this cap was increased it would
reduce the impact on individual generators and could be implemented speedily during the current
price control period for Distribution networks ( 2010-2015)

— Inclusion in RIIO-ED1 ( the distribution price control business planning ( from 2015-2023) currently
underway by DNO’s and for review by OFGEM in summer 2013) of a strategic investment fund or
mechanism—ifrom recent conversation with SHEPD they had proposed a mechanism to allow low
risk strategic investment on the distribution network to OFGEM , but OFGEM have not supported
this.
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— Greater strategic investment facility at transmission level—with greater socialisation of costs of
strategic investment in the first instance. The upfront underwriting requirement currently in place is
stifling delivery of upgrades.

— Greater and speedier innovation between transmission and distribution networks- SHEPD, SHE-T
and National Grid to monitor actual power flows and release capacity based on actual network
conditions- active network management (ANM) between transmission and distribution. SSE have
said they are increasing the roll out of ANM in areas other than Orkney but have stated this will
NOT be in areas of transmission constraints. Scottish Power have started to work on this -but it is
only as part of a specific funded project. This work will be crucial to facilitate more generation on
existing networks without the need for massive reinforcement.

— Greater collaboration between distribution and transmission across the regulatory system and
industry—the fact that transmission and distribution are regulated by different divisions within
OFGEM, that their business plans are not aligned timewise , and also an apparent lack of
communication between some DNO’s and TO’s within sister companies only exacerbates the lack
of transparency and communication on the impact of transmission system delays to smaller projects.

— Speedy reallocation of some recently released Transmission capacity following the recent TEC
amnesty. OFGEM have not clarified the process for this. Community Energy Scotland is working
with SSE and National Grid to ensure consented community projects are allocated some of the
released capacity.

AT ScoTrTisH GOVERNMENT LEVEL

— Greater innovation at a local level—creating Local Energy Economies—increasing the ability of
local generation to supply local needs with the integration of storage and active network management
to enable full utilisation of Scottish renewable resources and supplying transport and heating needs.
This would facilitate more distributed generation with less need for large network upgrades. A
much increased focus from the Scottish Government Energy and Markets and Renewables Routemap
divisions will be required along with multi stakeholder involvement. Community Energy Scotland
are already investigating the possibility of such a programme and would welcome further discussion.

July 2013

Written evidence submitted by The Co-operative Group

1.1 The Co-operative Group is the UK’s largest mutual business, owned not by private shareholders but by
over seven million consumers. We are the UK’s fifth biggest food retailer, the leading convenience store
operator and a major financial services provider, operating The Co-operative Bank, Britannia and The Co-
operative Insurance. Among our other businesses are the number one funeral services provider and Britain’s
largest farming operation. As well as having clear financial and operational objectives, the Group has also set
out its social and sustainability goals in its groundbreaking Ethical Plan, which specifies almost 50
commitments in these areas.

1.2 In order to meet our climate change obligations the UK must decarbonise its energy sector. However,
there are barriers to rolling out renewable energy projects at the required level, including planning opposition.
The Co-operative views community-owned renewable energy as a solution. In addition to helping the UK meet
its energy and climate change goals, it also offers significant local benefits, such as keeping the profits generated
within the community. Not least, community ownership or part ownership reassures communities that projects
are not being foisted upon them by developers with no connection to them.

1.3 The Co-operative is therefore supporting community energy as part of our Clean Energy Revolution
campaign:

— We helped to form the Community Energy Coalition, a network of both large membership
organisations (eg National Trust and Womens’ Institute) and community energy bodies (eg
Energy4All and the Low Carbon Communities Network) to champion community energy with the
public and government.

— We are supporting seven community groups to set up their own renewables projects as part of our
Community Energy Challenge.

— We have set aside £1 million of support via The Co-operative Enterprise Hub to provide free
technical advice, such as assistance with planning or grid connection, and a revolving fund to
underwrite community share offers.

— The Co-operative Bank has £100 million ring fenced to finance community energy projects.

— Co-operative members and customers are also being mobilised to contact their MP as part of the
campaign, asking that they sign EDM 684 (Community Energy) and support amendments to the
Energy Bill, namely raising the fixed Feed-in Tariff cap from SMW to 20MW for community energy,
introducing a Green Power Auction Market and a “duty” on the Government to increase community
energy capacity.
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— The Co-operative Group and Co-operatives UK have also produced a “Manifesto for a community
energy revolution” endorsed by the Coalition and containing policy recommendations.’

What contribution could medium-sized energy projects (5-50MW) make to the UK’s climate change, energy
security and energy affordability objectives?

2.1 The Department of Energy and Climate Change’s (DECC’s) renewable and low carbon capacity
assessments for England suggests that there is potential for over 21GW of onshore renewable energy. A study
commissioned by The Co-operative from Camco and Baker Tilley called “The potential for the GIB to support
community renewables™ estimated that 10% of this could be delivered by communities, ie 2.1GW. Applying
the same factor to Wales leads to an estimate for community renewables of 0.4GW. A report commissioned by
the Scottish Government in 2010 identified community renewables potential in Scotland of approximately
1.0GW. The total potential for the UK is therefore around 3.5GW installed capacity.

2.2 With the right policy support, the potential for community energy capacity could be significantly higher.
In Germany, already an estimated 15% of all renewable generation capacity is owned by communities, some
5GW of capacity and 600 energy co-operatives. A similar level of deployment here would make a significant
contribution to the UK’s climate change, energy security and competition objectives. Also, given that the main
factor contributing to increasing energy bills is rising wholesale gas prices, increasing renewable energy
capacity would also contribute to improving energy affordability in the medium term. It is noteworthy that the
profits of many community owned renewable energy projects are used to address local issues such as fuel
poverty, paying for improved insulation, etc.

2.3 Fostering community renewables within a viable independent generation sector would also help to add
some much needed competition to the current near-monopoly by the “big six” energy providers. Improved
competition, another UK energy objective, should also assist with regards to improving energy security and
affordability.

2.4 Given the current financial climate and the reluctance of some established institutional investors to
provide funding at the necessary scale, it is also noteworthy that community energy provides an opportunity
to access new sources of finance. Community energy has the ability to attract significant additional capital,
with new individuals, communities and institutions being attracted to invest.

What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

3.1 Many community energy schemes are co-operatives. Co-operatives are businesses owned and run by and
for their members. Profits go back to members, to the community or are invested in new projects. Many energy
co-operatives are established as industrial and provident societies (IPSs), and issue shares to their members.

3.2 At the time of publishing our “Manifesto for a community energy revolution” in October 2012, there
were 31 trading energy generation co-operatives, with a wholly owned generation capacity of 20.8MW, and
part ownership in a further 1.22GW of capacity through investment in larger, commercial schemes. Fifteen
further energy co-operatives were at the launch stage and ten more were in the process of undertaking feasibility
studies. If they all succeed they will bring online an additional 30MW. We see this as very much the starting
point and suggest significant expansion is readily possible with the right support.

3.3 There are also scores of energy related businesses registered as Community Interest Companies, which
meet our definition of community energy.

3.4 The largest community owned projects tend to be found in Scotland and tend to be charitable trusts. The
largest to date is the three turbine 7MW Lochcarnan Community Windfarm on the island of South Uist, 100%
owned by the Storas Uibhist Trust. This scheme was financed by The Co-operative Bank.

3.5 There are also a small but increasing number of partnerships between local communities and commercial
developers. A good example is the Neilston Community Wind Farm near Glasgow. This four turbine 10MW
project is 28.3% owned by the Neilston Development Trust, a local charity and social enterprise. This scheme
was financed by The Co-operative Bank.

What types of financing model are most suitable for small- and medium- scale projects? Do these differ from
the financing models used for larger-scale projects?

4.1 For smaller community projects it is possible to raise all the finance from community share offers, for
example OVESco is a 98kW solar project which raised all of the £307,000 required by forming a co-operative
with 250 members contributing. For larger schemes, funding from individuals is supplemented by a bank loan
or co-operation with a commercial developer. For example, Cwm Arian Renewable Energy has plans to install
two 1.2MW wind turbines. This renewable energy co-operative intends to raise £500,000 from a community
share offer (target 500 people) and the remaining £1.5 million from a bank loan.

4.2 Small and medium sized projects are more likely than larger projects to encounter problems accessing
finance. They are at a disadvantage because few banks lend to them and they receive poorer terms than very
large commercial developments. Beyond economies of scale, other factors are an influence such as: community
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groups don’t have access to the same technical or legal support as commercial operations, meaning there is
more work for the lender to do; and banks incur more risk with community energy projects than commercial
schemes due to issues such as capital reserves. For example, if a project overspent due to technical problems
a community would be more likely to require the lender to step in than a commercial operation with capital
reserves to draw on.

4.3 There are two potential solutions to the problem of access to finance: aggregated community energy
finance deals with banks, to allow small and medium sized community projects to access the same, better deals
as large commercial developers; and support from the Green Investment Bank (GIB). The support GIB could
provide is detailed in the attached Camco/Baker Tilley report. In summary it proposes: the provision of junior
debt to leverage investment from the mainstream commercial banks that are not currently operating in this
market; use of the GIB to establish framework agreements with suppliers to drive down capital costs; and the
establishment of a development fund to underwrite a share of pre-development project risks.

4.4 Additionally, the more that Government can do to provide a simple, straightforward market model for
community power, the more likely it is to be bankable.

Why are community-owned energy projects more prevalent in countries like Germany and Denmark than they
are in the UK?

5.1 It is our view that community energy is more prevalent in Germany and Denmark because these countries
have clear, consistent policy and more government support. For example, in Germany the state owned
development bank KFW is financing community energy projects. This is something GIB could replicate in
the UK.

5.2 Also, these countries have a more diverse energy market. For example, analysis from 2005 found that
10% of German onshore wind capacity and 25% of Danish onshore wind capacity was co-operatively owned.
In the UK, this is 0.5%. In the UK, the “big six” energy providers currently own the majority of our power
generation infrastructure and therefore have considerable influence over policy.

5.3 A good example is the Energy Bill currently progressing through Parliament, which has no measures to
support community energy and seems to have been developed without considering its impact on the community
energy sector, for example “contracts for difference” (see below).

Is there any evidence that medium-scale energy projects are more likely to be accepted by local
communities?

6.1 There is evidence to suggest community owned energy projects are much more likely to be accepted
by local communities. They enjoy greater levels of public support and have been found to attract fewer
planning objections.

6.2 In October 2012, The Co-operative commissioned an ICM opinion poll on the subject. It asked 1,200
people, “would you support the sitting of a wind turbine within two kilometres of your home?” 48% said yes
whilst 22% said no. They were then asked “would you support renewable energy projects, including wind
turbines, within two kilometres of your home if they were owned by and benefitted the community?” Support
increased to 68% whilst opposition plummeted to just 7%.

6.3 Community Energy Scotland runs Scotland’s state supported Community and Renewable Energy Scheme
(CARES). Since 2007, it has worked with 750 community groups, helping to bring forward over 600 renewable
energy and energy efficiency installations, including medium sized joint onshore wind ventures between
communities and commercial partners. At the time of publication of our “manifesto” in October 2012, none
had had their planning consent refused due to public objections.

What appetite is there for community-owned medium-scale energy projects in the UK?

7.1 There is a great deal of appetite for community owned renewable energy. This was evidenced when The
Co-operative sought applicants for its Community Energy Challenge; over 120 community groups came
forwards wishing to set up their own projects.

7.2 As of 11 April 2012, 403 projects had self identified as being “community” to Ofgem whilst receiving
Feed-in Tariff support. Whilst these are all smaller projects it is indicative of the desire by communities to set
up and run their own projects.

7.3 There are significant barriers to realising more medium sized projects but we do not believe a lack of
public appetite is one of them.

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

8.1 We would suggest this is significant. The Co-operative aims to generate 25% of its electricity needs from
its own medium scale renewable energy projects by 2017. In 2012, output from our own projects was 48GWh,
meeting 5% of our electricity requirements.
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8.2 Since 2005, we’ve operated an eight turbine wind farm on Co-operative farm land at Coldham,
Cambridgeshire and in July 2012 a seven turbine extension, named Whitemill Wind Farm, began generating.
A 10 turbine wind farm on third party land in Bedfordshire is under construction and will be fully operational
by the end of 2013. We have also secured planning permission for a 14 turbine wind farm on Co-operative
land in East Yorkshire. Our commitment to on-site renewables also includes the £5.5 million Solar Tower
project in Manchester with over 7,000 PV panels, and a combined heat and power plant that will run on pure
plant oil from our own farms in our flagship new building 1 Angel Square.

What appetite is there among UK local authorities to invest in their own medium-scale energy projects?
What are the barriers to medium-scale energy projects in the UK?

9.1 With Co-operatives UK, The Co-operative Group has undertaken research to identify barriers to small
and medium scale projects. In our joint report “Co-operative renewable energy in the UK—a guide to this
growing sector’l we identified the following barriers: a regulatory environment that changes and is
unpredictable (eg unscheduled Feed-in Tariff reviews and uncertainty over ROCs and “Contracts for
difference”); access to finance; planning and legislative hurdles, and associated administrative burden; and the
stresses of maintaining motivation and finding the time, particularly as most are reliant on volunteer input.

9.2 Our research found that there is a particular issue with medium scale projects, which are often subjected
to regulatory and policy measures designed for much larger, commercial scale generators. We found numerous
examples of projects having to navigate complex processes, such as a hydro project that had to gain agreement
from five separate bodies to bring electricity from its powerhouse to the grid, a distance of 100 metres.

9.3 Access to finance is a significant barrier, see paragraph 4.2

9.4 Going forwards, we are concerned that barriers will increase rather than decrease due to measures
contained in the Energy Bill. Participating in the proposed “Contracts for difference” system would require a
high degree of technical knowledge, creating an excessive administrative burden for community projects largely
dependent on volunteers. Also, with the end of the Renewables Obligation, electricity suppliers will have little
incentive to purchase renewable energy from community generators, who have limited bargaining power.

9.5 It is our view that the Energy Bill has been written solely with large commercial generators in mind.
Failure to consider community energy means it threatens to prevent larger community schemes over SMW,
such as the Westmill Wind Farm Co-operative in Oxfordshire (6.5MW) and the Lochcarnan Community Wind
Farm in Scotland (7TMW), from ever happening again.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

10.1 We do not believe current Government policies are sufficient to encourage community projects in excess
of SMW or to overcome the barriers currently being experienced.

10.2 We make a series of policy recommendations in our Community Energy Coalition endorsed “Manifesto
for a community energy revolution”, which would help to bring about a dramatic increase in the number of
communities owning and benefiting from their own renewable energy projects, including at scale. These
include: Government promotion of community ownership as the best route to increased community engagement
and acceptance, entailing moving away from the notion of “community benefit” towards community ownership;
giving communities a clear pathway to success—streamlining processes and standardising documentation to
reduce the administrative burden and costs; providing government backed but independently delivered co-
ordinated advice and support services; the introduction of a bespoke financial framework, including a
preferential Feed-in Tariff for community projects, investor tax breaks, access to finance through the Green
Investment Bank, and consideration of impact as part of Electricity Market Reform.

10.3 Access to finance would be improved with support from the Green Investment Bank, including: the
provision of junior debt to leverage investment from the mainstream commercial banks that are not currently
operating in this market; use of the GIB to establish framework agreements with suppliers to drive down capital
costs; and the establishment of a development fund to underwrite a share of pre-development project risks.

10.4 The Energy Bill also urgently requires amendment. Together with 16 other co-operatives and civil
society organisations, including the National Trust, Friends of the Earth and the Transition Network, we are
calling for community schemes to be exempted from the new “Contracts for difference” regime by allowing
projects up to 20MW in size to access the fixed Feed-in Tariff scheme instead. This would allow community
energy schemes a guaranteed income and enable them to participate effectively in the energy market. We also
want a “duty” to be placed on the Secretary of State to promote new community energy generation and for a
Green Power Auction Market to be introduced, where communities would receive a fair rate for their electricity.
These changes to the Energy Bill would introduce a clear, simple bankable business model and greatly assist
in encouraging local medium sized projects.

10.5 We welcome the recent introduction of the “community” category Feed-in Tariff with its reduced
conditions on access. However, we believe DECC’s definition of “community” needs amending to include
charities and their wholly owned subsidiaries, in addition to co-operatives and community interest companies
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as currently recognised. This amended definition of “community” should then be used in the development of
supportive Government policy measures going forwards.

April 2013
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Written evidence submitted by London Borough of Sutton
INTRODUCTION

In 2008 the London Borough (LB) of Sutton was the first authority to pledge to become a One Planet
Borough including zero carbon buildings by 2025 and has committed with its partners to deliver a decentralised
energy network in the Hackbridge Sustainable Suburb with a pilot by 2015 and a full network by 2020. This
network will be able to supply energy to businesses, community facilities and homes at a time when energy
security and climate change are concerns for us all.

We are currently developing the business case for the local energy network including the Council’s role in
such a network and believe that not only is the Committee’s inquiry of significant interest to the Council but
that LB Sutton’s perspective on the issue of local energy projects will provide the Committee with a useful
insight into the issues covered by the inquiry.

We would particularly like to focus on three of the areas the Committee has asked for comments on.

What appetite is there among UK local authorities to invest in their own medium-scale energy projects?

We would suggest that the number of local authorities which have taken a key role in their own energy
projects demonstrates the appetite for investment. There are already a number of London examples as well as
well publicised schemes in Birmingham, Manchester, Sheffield, Nottingham and plans for Newcastle. London
Borough of Sutton has been progressing with our own decentralised energy network over the last 12—15 months
and there is a political desire to support this work. As a Council Sutton has realised that it can address a
number of its policies through taking a vested interest in this work such as addressing fuel poverty, controlling
infrastructure spend in the Borough, improving security of supply as well as attracting residents and business
to the area.

There is a risk investing in such projects so perhaps the more pertinent question would be what appetite for
risk is there among UK local authorities. The answer lies in local government as a whole having a much better
understanding of project management and risk mitigation alongside a realisation that a Council has to be highly
entrepreneurial in its approach to delivering public policy and services.

What are the barriers to medium-scale energy projects in the UK?

Upfront funding can be a barrier for these types of energy projects. The cost of building a business case for
investment can be significant as many local authorities are unlikely to have the technical expertise to design
and cost the project. The costs to produce contracts can be prohibitive because of the requirement to seek
specialist advice and this is especially important as local government has to be extremely careful when reaching
agreements with private sector organisations, something many councils signed into long term agreements have
found out to their cost.

From a private sector stance the primary barrier will be the return on the investment. There are likely to be
fixed costs and returns which can be modelled and if the percentage isn’t high enough then the private sector
won’t make the investment.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

Current Government policies, specifically London policy, do encourage these types of energy projects. There
is a requirement in regional and local planning policy for the provision of decentralised energy infrastructure
on all new sites which drives the potential for development sized energy projects.

It is heartening to see that DECC have been given both funding and a mandate to support local authorities
in developing their decentralised energy aspirations through a project delivery unit. This builds on the work
the GLA have done in partnership with Atkins to support local government to deliver energy masterplanning
projects, allowing the potential for local delivery to be demonstrated.
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The improvement to policy would be to require energy companies to derive a proportion of their energy
production from local sources. This would work in a similar way to previous energy efficiency targets whereby
it’s more cost effective to support the delivery of local energy than it is to miss the target. There would then
need to be some kind of benefits share with the local community. This is covered in part through the “Carbon
Saving Community Obligation” of the Energy Company Obligation (ECO) but only makes reference to district
heating connections.

CONCLUSION

The London Borough of Sutton would therefore recommend that work is undertaken by the DECC to
investigate how energy companies could be encouraged or required to derive a proportion of their energy
production from local sources alongside providing greater support to local authorities to work with the private
sector to develop networks to benefit the local area.

April 2013

Written evidence submitted by the Combined Heat and Power Association

1. The Combined Heat and Power Association (CHPA) welcomes the opportunity to provide evidence to the
Energy and Climate Change Committee’s inquiry into Local Energy. The CHPA is a leading advocate of
decentralised energy services, combined heat and power and district heating, and has over 100 members active
across a range of technologies and markets. The CHPA and its members would welcome the opportunity to
appear before the Committee to provide oral evidence.

EXECUTIVE SUMMARY

— Local energy encompasses both the production and use of energy, typically at the smaller scale and
in direct response to energy consumers’ needs. Local, or decentralised, energy is produced at or near
the point of final use, rather than at large, centralised plant. It is vital to recognise the importance of
both heat and electricity when discussing local energy.

— Consumers, whether domestic, commercial or industrial, do not consider heat and electricity to be
separate components, but as one entity to meet their needs for warmth, and hot water and light.
Consumer-focussed energy policy must be systems based, considering energy needs rather than the
type of energy carrier required (electricity, gas, hot water) to meet that need.

— A key reason why decentralised energy is less prevalent here than in countries such as Denmark is
that decentralised generators have significant difficulties achieving access and value in the electricity
market. Any policy to improve market access should be accessible to all market participants in
generation, supply and demand, and the Energy Bill should supply this assurance.

— The Government has provided strong rhetorical support for decentralised and local energy, but the
scale of the institutional inertia needed to be overcome is substantial, and crosses across a number
of different government and non-government organisations. There needs to be a shift change in
governmental and regulatory thinking, where policies are developed for the decentralised and local
generator first, and then scaled up to ensure they work for the larger generator.

— Combined Heat and Power (CHP) capacity makes up more than half of the entire decentralised
energy sector, and faces many of the challenges which face the wider decentralised energy market,
including access to market, policy and market complexity, and access to capital. DECC’s new CHP
policy needs to be completed by early 2014 if the market uncertainty is to not damage investor
confidence in the CHP industry.

What is local energy?

3. Local energy encompasses both the production and use of energy, typically at the smaller scale and
frequently in direct response to energy consumers’ needs. Local, or decentralised, energy is produced at or
near the point of final use, rather than at large, centralised plant. Some of the technologies include highly
efficient combined heat and power (renewable, energy from waste and gas-fired), hydro, community wind and
district heating infrastructure.

4. Decentralised energy®® encompasses a range of ownership types, including, third-party assets and energy
management, utility companies, community-cooperatives schemes and commercial business having direct
ownership of their plant. Local or decentralised energy is not limited to community schemes, but also consists
of industrial and commercial organisations and can often reach sizes of greater than 50 MW. These non-
traditional organisations make up 8.2% of UK electricity capacity and offer an opportunity to play an even
greater role.5°

5% Defined as electricity not connected to the transmission network.

60 Carbon Connect (Dec 2012). Distributed Generation: From Cinderella to centre stage. http://www.policyconnect.org.uk/sites/
default/files/CarbonConnect_DistributedGeneration_PDF.pdf
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5. It is vital to recognise the importance of both heat and electricity when discussing local energy.
Decentralised electricity makes up approximately 11% of UK electrical generation capacity®' and can be
located in industrial facilities, offices, or public sector buildings. For heat, the challenge of transporting it over
long distances ensures that heat generation is, by its nature, decentralised. Where appropriate, community-wide
heat networks can be a central feature of effective decentralised energy systems, connecting communities
through energy provision and offering greater resilience, security and flexibility than stand-alone approaches.

BENEFITS OF LOCAL ENERGY TO THE UK

6. Local, or decentralised, energy provides four clear benefits to the UK economy, to its environmental
efforts, and to local consumers.

— Community and consumer engagement
— Cost effectiveness and increased competitive pressure in the energy market
— Security and diversity of supply

— Industrial competitiveness

Community and consumer engagement

7. Through a combination of greater efficiency (such as capturing heat normally wasted in electricity
generation by locating near to points of heat demand), and greater utilisation of alternative resources,
decentralised energy can drive down consumer’s energy bills—alleviating fuel poverty in areas of deprivation
and presenting consumers with a genuine, competitive alternative to the centralised model of energy supply.

8. Decentralised generation is used in hospitals, universities, offices, and small towns. These schemes are
engaging consumers with the energy system as participants and beneficiaries rather than as passive users,
bearing the cost and risk for investments of others. Such a greater understanding of energy is vital if public
and political support for decarbonisation is to be maintained.

9. Local Authorities and other local public sector organisations can play a key role in delivering local energy
projects through integrating with wider local policy, providing assurance to local organisations of the validity
of a project and providing their own buildings as key heat and electricity users to facilitate initial scheme
viability. For example, the shared enterprise in developing heat networks can be a vital element of regenerating
neighbourhoods, re-connecting communities and restoring positive relationships between the community and
the local governments that often sponsor the schemes.

Cost-effectiveness and market competitiveness

10. Ensuring that the reformed electricity market is open to a diversity of players and a wider scale of
investments would create a more open and competitive market for consumers. Research demonstrates the
increased flexibility and value of decentralised energy infrastructure to the energy system.%? As significant
deployment of renewables has occurred at a decentralised level, indicating that decentralised energy can
compete on cost with centralised generation.

11. In addition, some of the technologies that can deliver significant cost-effective gains towards the UK’s
emission reductions and renewable energy commitments are most effectively deployed as decentralised plant.
For example, CHP must be local as it is constrained by the presence of a location-specific heat demand.

12. Electricity demand side response, such as a temporary reduction in electricity demand at an industrial
site, provides a decentralised solution to electricity system stress. Demand side response provides reliable and
cost-effective capacity services in the United States’ largest wholesale electricity market, saving about $290
million or 15% of total cost in a single year.%

Security and diversity of supply

13. Analysis by Price Waterhouse Coopers in 2012 argued meeting the renewable targets in addition to
business as usual will require an additional approximately £200bn of capital over the next decade, or an average
of about £17bn per annum. This is double the annual capital expenditure programmes of the big utilities
combined which, taking the six major suppliers and National Grid together, totalled £8.6bn in 2009.4

14. The UK would benefit, therefore, from ensuring a market for a wider range of options to access a more
comprehensive and diverse set of investors and market participants. Decentralised energy’s relatively small
capital costs, along with its steady growth, can provide investors lower risk proposition than traditional
electricity plant. These options embrace supply and demand-side, smaller-scale investments, and new actors in
the industrial, commercial, community and public sectors.

1 http://www.policyconnect.org.uk/sites/default/files/CarbonConnect_DistributedGeneration_PDF.pdf

2 http://www4.gsb.columbia.edu/filemgr?&file_id=7311400
63 The Regulatory Assistance Project (March 2011). Designing Capacity Markets for D3 Resources. www.raponline.org/document/
download/id/648

%4 http://www.pwc.co.uk/assets/pdf/filling-the-offshore-wind-financing-gap.pdf
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15. Many small investments can add up to significant amounts of generation. The CHPA has members who
manufacture and install small-scale CHP units, often fewer than 2 MW. Together these units comprise hundreds
of megawatts of capacity across the UK. These CHP units are monitored centrally and can also be operated
both remotely and at the site. This scope to combine multiple small units to create virtual power plants can
provide a large amount of highly flexible and resilient electricity capacity.

16. As understanding of the sector grows, this situation will only improve. Analysis by the consulting firm
Verdantix forecasts that decentralised energy will save 426 million tonnes of CO, by 2030. This will translate
to 30 million tonnes of CO, per year by 2030, or 11% of the UK’s national emissions reductions target.

Commercial and industrial competitiveness

17. Decentralised energy supports local economies, whether it is driving the international competitiveness
and efficiency of a paper mill or aiding the expansion of new enterprises. One option for commercial and
industrial players to access the energy sector is through professional energy management who work with the
industrial, commercial and public sectors to provide guaranteed energy bill savings and carbon reductions for
their client. Research forecasts that decentralised energy investments could deliver £25 billion in savings to
UK business up to 2030.

18. Industrial competitiveness should not come at the expense of meeting low carbon energy commitments.
Indeed, industrial products will be central to delivering the low carbon economy. The Committee on Climate
Change has shown how onsite, decentralised generation (overwhelmingly consisting of CHP) has protected
industrial energy users from price rises over the last four years and will continue to do so in the future. Whilst
industrial electricity from the grid rose by 116% between 2004 and 2011, the costs of on-site industrial
electricity rose by just over half that amount, a 64% increase.®

Denmark: Centralised generation in the 1980s, compared to decentralised production today. Each dot
represents an electricity generation plant, the size of the dot is related to plant capacity.

SUPPORTING AN ENDURING ROLE FOR LOCAL ENERGY

19. Because local generators can often provide higher efficiency and a more targeted consumer focus, the
role of Government policy should centre on addressing the wider, interconnected market and policy issues
which hinder local energy growth. This is a complex proposition, but it is only by solving these interconnected
issues that we can achieve an enduring, market-based environment that will allow decentralised generators
to flourish.

Facilitating local energy requires:

— A route to market local generators

— Policy clarity, certainty and simplicity

— A systems approach to energy policy

— A clear policy for combined heat and power

Provide local generators a route to market

20. A key reason that decentralised energy is less prevalent than in countries such as Denmark is that
decentralised generators have significant difficulties achieving access and value to the electricity market.
Smaller generators must sell their electricity on to energy suppliers, and are often required to sell their

65 http://hmccc.s3.amazonaws.com/ENERGYbill12/1672_CCC_Energy-Bills_bookmarked.pdf
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electricity at a significant discount (20-30%), or may simply be unable to access the market at all, because of
a lack of buyers on the forward market.

21. This lack of market liquidity creates uncertainty and discourages local energy investment, and contrasts
with the simple methods which allow, for example, Danish local generators to access the market and achieve
full market value for their power. DECC, in its recent Heat Strategy, acknowledged this as a problem for CHP
operators on industrial sites as well as heat networks.%¢

22. The result of local generators’ difficulties in accessing the market is strong growth of non-exporting
electricity generation. Hospitals, public sector and commercial facilities produce electricity simply for their
own needs rather than generating and selling to the market. By not participating in the market, the wider UK
electricity system does not derive maximum benefit from local generators’ low-carbon investments.

Energy Bill market access powers must be for all generators

23. In the Energy Bill, the Government is providing powers to introduce market-making measures to improve
market liquidity and access, if it is deemed necessary. This is occurring in tandem with other market access
work by Ofgem.

24. The CHPA supports measures to ensure a robust and liquid market and believes that any necessary
powers should be developed to meet that aim. However, too often proposals to improve market access are
limited only to a subset of generator types (such as renewable) or to a given support mechanism such as the
Contract for Difference Feed-in Tariff.

25. Whilst it is vital that small and medium-sized operators are able to secure market access, any policy to
improve market access should be accessible to all market participants in generation, supply and demand, and
the Energy Bill should supply this assurance. It is only by allowing the market to work for all participants, in
all technologies, that we can address the market access challenges for local generators.

Access for local generators to the capacity mechanism

26. The Government is providing very broad legislation to create a capacity market, and significant work is
ongoing between DECC and industry stakeholders to develop the mechanism and its implementation. We
welcome the clear interest from DECC to include demand side activity within the mechanism. It is vital that
non-traditional sources of capacity, such as demand-side response (DSR), are included in the mechanism.

27. The inclusion of DSR capacity in the New England system operator forward capacity auction has been
credited with saving consumers around $280 million.®’ In addition, demand-side resources in capacity auctions
can introduce more competitors into the capacity market, driving down costs further. Finally, demand side
response is recognised as a potentially low-carbon way for the UK’s electricity grid to meet its capacity needs,
substituting for generating capacity with a higher carbon footprint.

28. Despite positive efforts by Government, there remains a real risk that the mechanism’s design is based
around traditional larger scale capacity plant and that this will effectively limit or even exclude demand side
response, including local generation. Further details on these risks can be provided to the Committee.

Introduce policy clarity, certainty and simplicity

29. The electricity market is highly complex, involving a range of government and regulatory policies which
can affect a local energy generator. These include the energy and environmental policies, such as Feed-in Tariffs
and carbon taxation, as well as regulatory requirements, and can come from DECC, Ofgem or National Grid.

30. Too often, policies and regulations are designed from the perspective of large, centralised plant in with
limited consideration of the impacts for smaller, decentralised generators. The higher transaction costs which
smaller generators pay to address policy and market complexity holds back the local energy agenda.

31. The Government has provided strong rhetorical support for decentralised and local energy, but the scale
of the institutional inertia needed to be overcome is enormous, and crosses across a number of different
government and non-government organisations. To address this challenge, there needs to be a shift change in
government and regulatory thinking, where policies are developed for the decentralised and local generator
first, and then scaled up to ensure they work for the larger generator.

Develop energy policy using a systems approach

32. Heat, which makes up nearly half of all energy use is, by its nature, consumer-led and decentralised due
to the challenges of transporting heat over long distances These attributes make heat ideally suited to provide
a leading role in the local energy revolution.

6 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/190149/16_04-DECC-The_Future_of Heating_
Accessible-10.pdf
67 http://www.raponline.org/docs/RAP_Gottstein_Schwartz_Roleof FCM_ExperienceandProspects2_2010_05_04.pdf
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33. Consumers, whether domestic, commercial or industrial, do not consider heat and electricity as separate
components, but consider them together as their “energy” costs to meet their needs, such as warmth, and hot
water and mobility. If Government policy is to effectively engage with energy policy at a local level, there is
a need to examine energy policy as it is viewed by the consumer, which means examining both heat and
electricity as a whole. By doing so, we can more effectively engage with local consumers by meeting their
needs most efficiently.

34. Unfortunately, Government policymaking can too often divide policy between heat and electricity,
preventing a truly consumer-led and efficient approach in delivering UK energy needs. Policies like the
Electricity Demand Reduction proposals examine reducing electricity use, but exclude non-electrically
generated heat. Consumer focussed energy policy must be systems based, considering energy needs rather than
the type of energy carrier required (electricity, gas, hot water) to meet that need.

Support for combined heat and power

35. A central part of the decentralised energy mix is combined heat and power (CHP). CHP capacity makes
up more than half of the entire decentralised energy sector, and 7% of UK electricity capacity.®® CHP and
heat networks face many of the challenges which face the wider decentralised energy market, including access
to market, policy and market complexity, and access to capital.

36. DECC proposed in their recently published Heat Strategy document, The Future of Heating, it would
develop a bespoke CHP policy to support new gas CHP capacity. DECC’s CHP policy needs to be completed
by early 2014 and provide a clear mechanism to ensure the deployment of new CHP capacity.

FEED-IN TARIFF SUPPORT

37. It is by addressing the wider market and government obstacles to decentralised generators achieving
market access and fair value for their energy that the decentralised energy sector will thrive. However, many
of these problems are substantial and persistent, and may require many years of reform to fully address.

38. One medium-term option to ensure we are supporting and not hindering the decentralised energy agenda
is through specific feed-in tariffs which can help decentralised generators access the market and achieve enough
value to compete with the larger energy companies. But such support must be simple as possible to encourage
take up by decentralised and local generators.

39. As the Committee is aware, the complex design of the CfD lends itself particularly to larger investments
and participation by experienced market players and is widely viewed as too complex for non-expert market
participants, small scale market entrants, and decentralised generators. The CHPA therefore continues to support
any proposals for a simpler support mechanism where communities, commercial and industrial users can
benefit. Because of its environmental benefits and wide cross-sector support, such a mechanism should also
recognise the energy and carbon savings of gas CHP.

April 2013

Written evidence submitted by Good Energy

INTRODUCTION

— Good Energy is the UK’s only dedicated 100% renewable electricity supplier. Built around a unique
energy supply model using power generated from around 500 small and medium sized renewable
generators, we have over 86,000 electricity, gas and Feed-in Tariff customers.

— As one of the UK’s most innovative energy companies, Good Energy has long championed the
transition towards a decarbonised energy sector as an opportunity to create more open, transparent
and accessible energy market.

— As well as being a renewable electricity supplier, Good Energy plans to develop 110MW of new
renewables capacity by 2016. We also own Delabole Wind Farm, the UK’s first commercial wind
farm and the first in the country to offer a discounted local electricity tariff linked to the farm.

— Juliet Davenport OBE, founder and CEO of Good Energy, recently sat on the Ministerial Distributed
Energy Contact Group, Chaired by Greg Barker MP.

SUMMARY

— Good Energy believes that local energy projects can make a significant contribution to achieve the
UK’s energy policy aims.

— A variety of different ownership models for local energy projects have emerged but with a common
theme that they are independently owned. This brings a number of notable and significant market-
wide benefits.

8 http://www.policyconnect.org.uk/sites/default/files/CarbonConnect_DistributedGeneration_PDF.pdf
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— Medium-scale local projects often use fixed-price Power Purchase Agreements to sell their electricity
to the market. The proposed Feed-in Tariff Contract for Difference will disrupt this relationship and
should be replaced with a simple FIT for projects up to SOMW in capacity.

— There has been a notably lack of emphasis in involving community interests in the development of
projects to date.

— Current market arrangements are challenging for small and medium-scale projects but if reformed
have the potential to improve their ability to sell electricity, reducing the need for Government
support.

The contribution of medium-sized energy projects (5-50MW) to the UK'’s climate change, energy security and
energy affordability objectives

1. The contribution that renewable energy projects of this size could be significant, particularly since the
opportunities for the development of onshore renewable sites larger than SOMW in capacity are increasingly
limited due to a lack of suitable sites.

2. As an overall comment it is worth noting that in those European countries with higher levels of renewables
deployment there is a tendency towards the decentralisation of generation in order to maximise renewable
energy resources, both in terms of size and of technology appropriate for a given location.

3. The contribution of medium-sized projects can make to the UK’s objectives can be broken down into the
following areas:

(i) Securing new investment. Small and medium sized projects not only allow the UK to maximise the
use of its available renewable energy resources, but also to unlock new sources of investment from
independent entities, including private business and landowners, that would otherwise not invest in
energy infrastructure. 2012 and 2013 has also seen a number of notable institutional investors
acquiring portfolios of existing small and medium sized renewable projects, creating an additional
incentive for the initial development of sites. The refinancing of the SMW Westmill Community
Solar Farm was also a noteworthy development, and an indication of how utility-scale projects can
be funded en-masse by private individuals if initial financial hurdles can be overcome.

(i) Affordability & competition. A common misconception is that economies of scale for developing
projects can only be achieved through large-scale, centralised plant. This ignores the reality is that
the same efficiencies can be created an industry wide level, to deal for a larger number of smaller
projects. For example, over the last two years the social housing sector has seen the emergence of
housing associations shared procurement frameworks to install FIT solar projects to do so.

Independently owned medium scale projects are already making a contribution to retail market
competition. Unlike larger energy suppliers, smaller, newer retailers often struggle to grow both as
a result of an inability to access the quantities of power suitable for their small customer bases due
to low levels of liquidity, and because of significant cash-collateral requirements necessary to trade
in the market place. Good Energy’s experience is that small and medium scale projects offer a long-
term, permanent solution to this problem.

(iii) Technology & infrastructure development. As the development of smarter, intelligent energy
networks accelerates, so will the contribution that decentralised generation can make to the overall
electricity system. The grid will not only be better equipped to manage electricity generated from a
large number of disparate sources, but those sources will help alleviate demand from centralised
plant, that tends to be fossil fuel based, whilst also reducing transmission losses. Utilising a smarter
grid to deliver more locally based projects will create new opportunities in terms of discounted local
electricity tariffs, and social investment through community funds linked to the lifespan of projects.

4. Whilst there is Ministerial interest in this contribution, DECC our assessment is that currently lacks the
intention or resources to investigate it properly, with a preference to focussing on large-scale, centralised
plant instead.

Different models of ownership for medium-sized energy projects in the UK, and the appetite of private
organisations and local authorities to invest in their own medium-scale energy projects

5. Good Energy strongly agrees with the Committee’s assessment that “New technologies....have opened up
new opportunities for different forms of ownership...This has the potential to tap into new sources of
investment.”

6. As deployment of small and medium sized projects has increased in recent years, a number of different
ownership models have emerged. There has been a significant increase in the number of private individuals,
landowners, businesses, community groups, social housing and professional developers developing and owning
medium-sized projects. The common theme is their independent ownership.

7. Since the current FIT was introduced in 2010, the amount power Good Energy buys through new Power
Purchase Agreements (PPAs) with these generators each year has more than doubled. In 2010, Good Energy
provided Feed-in Tariff administrative support services to around 2,000 small and medium sized generators.
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At the end of 2012, it provided these services to over 46,000 of those generators. Those generators come from
the full range of backgrounds, as described above.

8. The Renewables Obligation has and does continue to play an important role for projects up the capacity
scale. The Renewables Obligation Certificate (ROC) acts as an asset that helps create a route to market for
these projects, in guaranteeing an income stream that supplements the power price agreed through a PPA or
metered export.

9. In the agricultural sector, medium-scale projects have become an increasingly popular means of providing
additional income for farms seeking to diversify away from food production. The size and scale of these
projects tends to be determined by the energy and land resources that are available, combined with the cost of
connection to the grid, meaning that there is clear potential for projects to be developed right up the capacity
scale. In many cases farming of arable crops or livestock can continue on land used that is for projects, allowing
the farmer to gain an additional usage from their existing assets.

10. The social housing sector has also seen a significant increase in generation projects, not just at small-
scale level but at a medium, utility scale level too. Warwick Council’s installation of SMW of solar panels on
social housing properties is notable in this respect. These projects not only help reduce the cost of electricity
bills for tenants who are more likely to be affected by fuel poverty, but also provide additional revenue that
can be reinvested in energy efficiency measures in housing association properties.

11. All of these developments bring a number of important benefits for the wider energy market. First, in
terms of attracting new sources of investment, but also, second, in terms of its contribution to an improvement
wholesale liquidity in a market that is notorious in its reputation for opacity and illiquidity, That has helped
deliver retail market competition, as well as improving transparency in relation to project finance, reducing the
cost of any investment that later follows.

12. These new entrants have been attracted to the market by the ease of deploying renewable technology,
especially when compared to existing energy technologies, combined with the simplicity of mechanisms like
the existing Feed-in Tariff and the structure of the Renewables Obligation which, through ROCs provides a
tradable asset that gives an incentive for suppliers to purchase power from sites whilst providing certainty of
revenue for the project owner.

What types of financing model are most suitable for small- and medium- scale projects? Do these differ from
the financing models used for larger-scale projects?

13. Based on our experience, the smaller a project is, then the higher the likelihood that the owner will be
a new market entrant or an individual or business for which the generation of electricity is a non-core activity.
This, in turn, informs the financing arrangements for those projects.

14. Finance for smaller scale projects still tends to be on a conventional personal or commercial loan basis,
with a limited number of specific financial products available from those lenders that have sought to specialise
in financing them.

15. Projects developed by commercial organisations can also be financed through the leveraging of existing
assets. The agriculture sector is perhaps the best example of this, where a combination of assets and the space
to deploy technologies means that there has been a substantial amount of interest in developing projects.

16. PPAs between a generator and a supplier are key to the financing of medium-scale projects. They become
increasingly important as the capacity of a project increases, and so the risks associated with it. Good Energy
typically puts in place a PPA for projects over 130KW in capacity.

17. A PPA provides comfort to financiers that project revenues are reasonably secure and that the risks
associated with them will be managed correctly. They allow project developers to transfer those risks away to
other organisations who are more able to manage those risks. In the case of renewable generation projects
these risks include, the imbalance of when electricity is generated vs. when the grid requires it, wind or solar
forecasting risk, and availability of biomass fuel.

18. For medium-scale projects in particular, the PPA market allows projects to fix the price they receive for
the power they generate for a given period, often at a seasonal “peak” and “off-peak” rate. This is important
for the generator for whom generating and selling renewable electricity is an ancillary activity to their day to
day business [see Paragraph 6 above], as it allows them to generate revenue from a project in the most
straightforward and simple fashion possible. Larger projects tend to access the market via a PPA where the
price varies, as they tend to be developed by those with the expertise to manage the market risk that entails.

19. However for the medium-sized generator, the ability to fix the price of electricity generated for both the
generator and the electricity supplier through a contract agreement helps ensure that an equitable route to
market exists for the generator in the first place. This is because the supplier gains the advantage of being able
to fix their wholesale power costs, leaving them to focus on when a project will generate electricity based on
weather forecasting. This becomes all the more important as a supplier manages power generated from a wider
range of different sites, sited at a number of disparate locations using a diverse range of renewable technologies.



Energy and Climate Change Committee: Evidence Ev 87

20. Under the proposed Electricity Market Reforms, however, the supplier will lose the ability to do so via
a fixed-price PPA. This is because the structure of the planned Feed-in Tariff Contract for Difference (FIT
CFD) will mean that generators will need to use a PPA that tracks the same market index that the Government
uses to calculate how much the “top-up” payment will need to be to reach the desired Strike Price (the
combination of the PPA price and the top-up payment) that is necessary for a project to be financially viable.
At present, the Government proposes that a day ahead index be used, meaning that the PPA price will have to
vary on that basis.

21. Therefore whilst the generator will still be able to fix the price they require to develop a project through
the FIT CFD, the supplier loses the advantage of being able to buy power at a fixed rate via the PPA. As a
result they will pay the generator less for their electricity, because of the additional risk that they will have to
manage. Whilst the generator will still receive certainty of income, they will fail to capture the full amount of
revenue intended by the FIT CFD.

22. In short, medium-scale projects, which are currently able to use fixed PPAs to strike a balanced agreement
with electricity suppliers to achieve a good price for their electricity, are likely to be particularly affected by
the proposed FIT CFD regime. This is because they are likely to fail to capture the full amount of revenue that
the FIT CFD is mean to provide for, undermining efforts to make a project viable for investment.

23. Good Energy believes that EMR should introduce a simple FIT (ie either Fixed or Premium) scheme
targeted at projects between SMW and SOMW to resolve this problem. Should the FIT CFD go ahead for
projects at this scale, then the Green Power Auction Mechanism is a preferable alternative to a FIT CFD with
a day-ahead reference price.

Community ownership of medium-scale energy projects

24. Good Energy believes that a wider failure at a national level to fully incorporate community interests
into the development of new projects is one of the main reasons why developers often face significant local
opposition when proposing new projects. We believe that there is significant appetite for greater community
ownership of medium-scale energy projects in the UK, whether it is as a wholly owned community entity or
in partnership with a commercial developer.

25. In December 2010, Good Energy launched its Development Charter, based around a commitment to the
following five principles:

— To engaging fully and openly with those communities closest to any proposed site and, where
possible, considering alternative suggestions for the size, layout and presentation of that site.

— To offer a discounted, local electricity tariff to those households closest to any onshore wind farm
we develop that is over 4MW in capacity. The local tariff will be 20% cheaper than Good Energy’s
standard tariff. If the site performs well, an additional discount may be offered to reflect that.

— To ensuring that any site we develop acts as a vehicle for community investment, whether it be
through independently administered community investment funds, direct investment from Good
Energy or a combination of both.

— To exploring opportunities to deliver community ownership of the sites we develop so that the
greatest possible number of people are able to benefit from that development.

— Around all of our projects we will look to develop exciting bio-diversity action plans to create,
enhance an improve habitats, restoring ecosystems and allowing wildlife to thrive for years to come.

26. Greater community ownership of medium-scale energy projects can deliver a number of market-wide
benefits. Aside from securing additional new sources of investment, greater independent ownership of sites can
help improve market liquidity and so competition.

27. In the UK, policy currently treats communities as an affected stakeholder rather than being central to the
delivery of renewable energy projects. This is in part symptomatic of its concentration on encouraging
investment on large-scale, centralised projects as a matter of priority. Community energy projects all too often
seem to be treated as a “nice to have” extra element of energy policy, rather than an integral part of delivering
renewable infrastructure.

28. Nevertheless, there has been a notable increase in the number of community owned projects in the UK
since the introduction of the Feed-in Tariff in 2010. These projects have developed right up to utility-scale
developments, such as the 5SMW Westmill Community Solar Farm, near Swindon. The simple and
straightforward nature of the Feed-in Tariff scheme has been key to this development, along with the ability
for these projects to achieve good market price for the electricity they produce through the fixed PPA market.

29. Existing legal structures could arguably limit the growth of larger-scale community owned projects.
Wholly owned community projects tend to follow a Co-operative or Community Interest Company approach,
which naturally restricts access to the debt finance necessary to develop sites. At Westmill Community Solar
Farm, the project was initially privately funded and then refinanced through a community share offer.

30. As part of its Development Charter, Good Energy has pledged to explore options for community
ownership of the sites it develops, where possible. We believe that more can and should be done to explore
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how commercial projects can create new opportunities for communities to invest and own a proportion of
developments.

Current and future market arrangements for medium-scale energy projects in the UK

31. As the scale of a project increases, then so does its exposure to the energy market place and the risks
that entails. Those risks clearly need managing and from a project financing point of view, the financier needs
to have confidence that they can manage that relationship to achieve expected revenue. See Paragraph 17
regarding the role of PPAs.

32. The current UK market conditions can make managing these risks difficult. A lack of wholesale market
transparency and the predominance of six large energy suppliers owning their own plant, therefore having little
interest in buying their power, creates a perception of a hostile environment for new entrants. This is in part
the consequence of retaining a market based around centralised, fossil fuelled plant.

33. Medium sized generations can struggle to achieve a good price for the power they produce as they have
to compete with large-scale fossil-fuelled plant, which can generate power in larger quantities at defined times
of the day. Therefore there is little incentive for larger suppliers to purchase electricity from them. For smaller
suppliers, however, the UK’s growing medium-scale generation community has provided a significant
contribution to improving market liquidity in a permanent fashion.

34. The absence of accommodating market arrangements increases the importance of supplementary revenue
from schemes like the FIT and the Renewables Obligation in order to ensure that projects at this scale are built
in order to decarbonise the energy market. However, conversely addressing the wider market arrangements has
the potential to reduce this reliance and so the cost of those schemes.

35. Electricity Market Reform is, in our assessment, likely to make existing market conditions more difficult
for medium-scale generators. As described in Paragraph 21, the FIT CFD is likely to introduce new power
price discounts for medium-scale generators. At the same time, it will remove the ROC as a tradable asset that
as well as providing project revenue provides a route to market for medium-sized generators owning to the
Obligation it places on large suppliers to buy their power.

36. We believe that a simple FIT should replace the FIT CFD for projects up to SOMW in scale for these
reasons. As well as providing certainty of income, at allows a more balanced approach in terms of PPA
arrangements, where by both the generator and the supplier can fix the price of the power generated, reducing
the need for an additional discount. Should the FIT CFD go ahead for projects at this scale, then the Green
Power Auction Mechanism is a preferable alternative to a FIT CFD with a day-ahead reference price.

37. Current Government policies to small and medium-scale generation have been successful, though
arguably they need to do more in order to create a truly decentralised marketplace. In Good Energy’s opinion,
EMR could present a retrograde step in this respect, as outlined above.

38. On a wider scale, Government policy is currently lacking any focus on the needs of medium-scale
projects. There has been no assessment of their role in the reformed market place, and there has been an almost
myopic concentration on the needs of large-scale transmission connected plant.

39. At the same time, policy fails to adequately address what role smaller projects supported by the existing
FIT scheme will play in a reformed market place.

CONCLUSION

40. Good Energy believes that local energy projects can make a significant contribution to achieve the
UK’s energy policy aims, mirroring the experience of other European countries at a more advance stage of
renewables deployment.

41. Following the introduction of the current Feed-in Tariff and the establishment of the Renewables
Obligation, a variety of different ownership models for local energy projects have emerged but with a common
theme that they are independently owned. This brings a number of notable and significant market-wide benefits.

42. Medium-scale local projects often use fixed-price Power Purchase Agreements to sell their electricity to
the market. These Agreements provide an equitable arrangement for both the generator and the electricity
supplier. However the proposed Feed-in Tariff Contract for Difference will disrupt this relationship, with the
most likely impact being a reduction in the price paid for the power generated from projects at this scale.

43. There has been a notably lack of emphasis in involving community interests in the development of
projects to date. Capitalising on popular interest to ensure that communities are better involved in projects will
become increasingly important as renewables deployment and the use of distributed energy increases.

44. Current market arrangements are challenging for small and medium-scale projects but if reformed have
the potential to improve their ability to sell electricity, reducing the need for Government support.
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45. Good Energy believes that EMR should introduce a simple FIT (ie either Fixed or Premium) scheme
targeted at projects between SMW and S0MW. Should the FIT CFD go ahead for projects at this scale, then
the Green Power Auction Mechanism is a preferable alternative to a FIT CFD with a day-ahead reference price.
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Written evidence submitted by BT
INTRODUCTION

BT is one of the UK’s top 10 electricity consumers, using over 2TWh every year. As such, BT is extremely
conscious of its total carbon impact. We have declared a target of BT reducing its UK carbon-dioxide emissions
(measured in tonnes CO2 equivalent) to 80% below 1997 levels and reducing CO2e emission intensity by 80%
against 1997 levels by December 2020. Although BT is working hard to reduce its energy consumption
(achieving our fourth consecutive year of annual energy reduction) to achieve this goal, our aims cannot be
achieved without supporting a strategy to source sustainable, low-carbon energy.

BT had formerly published a target for “own development of 25% of wind energy on or adjacent to BT
premises by 2016.” BT remains committed to supporting the generation of new renewable energy. However,
we have found the difficulty of gaining planning consent and the unpredictability of Government policy on
incentives has made our own generation unfeasible.

Instead, BT is now pursuing a strategy of working in partnership with others to support renewable energy
generation. Specifically, we have looked to purchase renewable energy direct from wind farms using Power
Purchase Agreements and signing an agreement with npower for 100% of our mainland UK grid electricity to
be supplied through zero carbon electricity.

What are the barriers to medium-scale energy projects in the UK?

Key barriers in the planning system include: 1) the lengthy timescales involved in securing planning
permission; 2) the uncertainty over the outcome of any planning application despite clear Government
policy support for the generation of renewable energy; and 3) the complexity of the planning system is
such that it requires expensive resource and expertise to manage applications.

To allow investment in on-site renewable energy generation the Government needs to set out clearly the
support that will be in place to underpin investment cases. Government had established a clear and consistent
policy under the renewable obligation, which had endured for nearly a decade. There is now a myriad of policy
strands and an increasing variety of tax and carbon legislation in place.

The renewable energy market

BT understands that a significant number of projects have been brought forward in the energy market in the
5-50MWh range, primarily by independent power producers. These projects help with the supply of low-
carbon energy to mitigate climate change risks as well as providing energy security through the distribution
from freely available national energy sources. However, despite the important contribution of these projects,
the complicated legal processes associated with the planning system make it difficult to realise the full benefits
and provides no certainty to outcome.

What different models of ownership exist for medium-sized energy projects and how prevalent are they in the
UK?

The majority of medium-sized energy projects are owned by private companies and limited partnerships.
Currently, there is an increasing appetite for community-owned models, such as cooperative structures. BT
fully supports these models as they generally deliver greater benefit to the community and enjoy a greater level
of community support during the planning process. We believe there is a high level of untapped potential for
community-owned medium-scale projects in the UK. Examples of this include “Community Energy Solutions”
and “Energy 4 All”. However, medium-to-large scale projects can be difficult for local communities to deliver
because of barriers such as access to finance or subject matter expertise.

Well-tested methods of financing small and medium sized projects include private and community equity
contributions. Larger scale projects require many lenders. However, in these circumstances, power purchase
agreements are critical; generators are assured of demand for their product and consumers are assured of price
stability. This agreement provides lenders with a level of certainty required to invest capital in larger projects.

What appetite is there among private sector organisations in the UK to invest in their own medium-scale
energy projects?

Private sector organisations are currently dis-incentivised from investing in their own medium-scale energy
projects due to the high level of risk and uncertainty in the planning process. For example, BT obtained land
rights to develop wind farms on 15 sites. However, the projects were eventually outsourced to green-field
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wind-farm developers as the high level of risk associated with planning applications did not fit the BT business
model. It should be noted that on-site generation does not face the same barriers, but the urban nature of the
majority of our sites make energy supply from such wind-farm development impractical.

How effective are current Government policies in encouraging local and medium-sized energy projects?
Could they be improved in any way?

BT would suggest the following measures to help with investment in the generation of sustainable energy:

1.

Government support could provide clearer differentiation in the support on offer for local and
medium projects compared to and large scale projects

the complexity of the planning process should be reduced, specifically clarity should be provided
around how decision are made referencing established planning policy

greater certainty is needed to underpin the incentives that support investment cases

BT strongly advocates the introduction of an A-to-G colour-coded label measuring carbon content
on all electricity sold in the UK. Varying forms of ownership (ie, community-owned versus private
ownership) mean we need one system to properly label electricity with its source of generation; an
electricity label would provide consumers and companies with an easy and visible way to identify
the carbon content of the electricity they purchase, and would remove double counting between grid
average energy and renewable energy. This would remove confusion surrounding green tariffs, and
make the carbon emissions of different energy suppliers and products more transparent to consumers.
This in turn would ultimately create a “demand-pull” for domestic electricity supplies and incentivise
investment from generators and suppliers in renewable electricity infrastructure.
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