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Contracts for Difference for Low Carbon Electricity Generation -
Proposed amendments to the scheme: Marine Energy Wales

Consultation Response

Marine Energy Wales (MEW) welcomes the opportunity to represent our membership and comment on the
consultation on proposed amendments to the Contracts for Difference scheme.

MEW is the industry led stakeholder group representing the wave, tidal and floating offshore wind industries in
Wales. MEW brings together technology developers, test centres, wider sectoral alliances such as the Celtic Seas
Alliance, the supply chain, academia and the public sector to establish Wales as a global leader in sustainable marine
energy generation. Our vision is to create a thriving and diverse marine energy industry in Wales, making a

significant contribution to a low carbon economy. We currently have a 50+ strong membership.
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Marine Energy: Addressing the objectives of the CfD Scheme and outlining
key benefits

MEW welcomes the consultation on the Contracts for Difference Scheme. This consultation response seeks to
highlight the importance of the marine energy sector to drive decarbonisation in Wales, the Welsh aspiration as
we continue to strengthen our network of test and demonstration sites and the strategic developments and
opportunities that tidal stream, wave and floating offshore wind (FLOW) energy are bringing to peripheral and
coastal economies in Wales. Whilst these opportunities are currently very apparent and are the result of
significant effort and investment into the sector, the overarching need for a route to market remains and revenue
support is the key to unlocking these opportunities for Wales. The response provided incorporates views from
across the industry including marine technology and project developers, the supply chain, ports and academia.
We have outlined our key messages and have included individual members’ comments where appropriate.
Although this consultation is for AR4, some of the responses cover the ongoing CfD programme for multiple
auction rounds to come. This is to ensure consideration is taken for developing technologies which will enter the
market and compete with other marine energy projects in future. Additionally, beyond consulting our Wales
based membership, we have liaised with the Marine Energy Council (MEC) to present a coordinated and
consistent response to the consultation, especially in the context of presenting the views of the marine renewable
energy sector.

Harnessing the power of the sea will provide a clean, low carbon and sustainable source to meet the UK’s energy
demands and balance grid transmission requirements. With sufficient revenue support driving cost reduction in
the 2020s, marine energy technologies can play a pivotal role in the development of a successful and diverse UK
energy mix which aims towards net zero, provide market certainty for investment in project development and
establish supply chain capacity and diversification in Wales to deliver these marine energy projects.

With the right support, Wales has the potential to establish an early advantage and position itself and the UK as a
global leader for the marine energy sector; an export market worth an estimated £76 billion by 2050%. Over £100
million has been spent to date in Wales on the development of the marine energy industry. This figure is
increasing annually with rising interest to invest in Wales and a strong policy drive from Welsh Government to
support the industry. Upcoming significant investment from the £60 million Pembroke Dock Marine project as
part of the Swansea Bay City Deal and opportunities for the tidal industry as part of the North Wales Growth Deal
will enhance the development of the sector further. The upcoming 2020 MEW State of the Sector Report details
that a total of 16 marine energy developers are actively progressing projects in Wales with seabed agreements in
place for over 432MW of marine energy sites'. Through the Morlais energy project in North Wales, the Marine
Energy Test Area in Milford Haven, TIGER’s Ramsey Sound site and Pembrokeshire Demonstration Zone in South
Wales along with the ORE Catapult Marine Energy Engineering Centre of Excellence, Wales will have an excellent
world-class suite of Test and Innovation Sites. These will continue to attract not only the interests of UK based
technology developers, but also further the inward investment successes already achieved from countries
including Australia, Sweden, France and Spain. MEW represents Wales on the Celtic Sea Alliance which is a
collaboration programme between Cornwall, Wales and Ireland to progress the development of FLOW in the
Celtic Sea.

The UK’s practical resource has been independently estimated at 15GW for tidal stream and 23GW for wave
energy. Marine renewable energy presents an opportunity for the UK to keep its own renewable energy
technology value locally and export the knowledge, skills and expertise globally.

1.

Marine Energy Wales (2020) State of the Sector: Economic Benefits for Wales
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Furthermore, marine energy can continue to create high skilled innovative jobs in peripheral economies and
provide supply chain diversification, clustering and resilience. With over 737 person years! of employment to date
in Wales, the sector is providing employment, regeneration of rural communities and ports and encouraging low
carbon economic growth in coastal regions across the country. Supported by expert academic and world-class
marine energy research facilities, strategically located ports and grid connection, Wales has significant resource to
support the development of the UK marine renewables industry.

The Offshore Renewable Energy Catapult (OREC) published a new evidence-based assessment that shows the
UK’s marine energy industries can meet the requirements of the UK Government’s ‘Triple Test’ for determining
support for new technologies. The tests are: achieving maximum carbon reduction; showing a clear cost reduction
pathway, and demonstrating that the UK can be a world-leader in a global market?. To date the sector has
provided value for money with every £1 of public money invested in major UK marine energy businesses
leveraging £7 of private investment, and more than 77% of this investment has been spent in the UK supply chain.
The OREC report has demonstrated that the tidal stream industry could generate a net cumulative benefit to the
UK of £1.4billion and 4,000 job by 2030. Wave energy could add a net cumulative benefit to the UK of £4 billion
and 8,100 jobs by 2040. Predictions for the UK as a whole see the sector supporting a total of 22,600 jobs by 2040.
Crucially, 50 — 60% of the economic benefit of both GVA and jobs is expected to be generated in coastal areas in
need of economic regeneration?. Tidal stream has the “potential to reach LCOE of £150 per MWh by 100MW
installed, reducing to £90 per MWh by 1GW and £80 per MWh by 2GW. Further reductions are possible with
additional focus on innovation and continued reductions in cost of capital towards levels coming through in
offshore wind. Significant cost reductions are expected in the near-term as the industry takes the step from pre-
commercial arrays to commercial projects.” 2

Brexit has caused uncertainty for UK offshore renewable energy technologies and projects. Erosion of the funding
available for this nascent industry through EU grants only emphasises the need for a revenue support mechanism
further. One that restores confidence in the UK for emerging technologies.

Summary of MEW recommendations for the Contracts for Difference
scheme

To progress the sector from early stage development to deploying arrays into the water, an appropriate CfD
revenue support mechanism is essential for larger projects. The CfD should complement a proposed Innovative
Power Purchase Agreement which focuses on small technology led projects (up to 5SMW capacity). Previously, the
marine renewables sector has had to compete with offshore wind in auction rounds, however moving forward it
is important to ensure that all technologies in Pot 2 can achieve success in the CfD rounds that will follow in
future. This is to enable commercial confidence, attract private investment and secure local benefits.

We believe the CfD is a crucial scheme to ensure there’s a route to market for the commercialisation of
innovative, emerging technologies and to develop a world-leading marine energy industry in Wales and the UK.
Therefore, MEW have three key messages for BEIS’s consideration:

1. We support the establishment of a Pot 3 for offshore wind. The marine energy sector has previously had
to compete for revenue support with offshore wind in Pot 2 which has impacted on emerging
technologies which are at early stage development. Moving offshore wind to Pot 3 will better allow
marine energy to compete.

Marine Energy Wales (2020) State of the Sector: Economic Benefits for Wales
Offshore Renewable Catapult (2018) Tidal stream and wave energy, cost reduction and industrial benefit

Marine Energy Hub, Second Floor, Pier House, Pembroke Dock, Pembrokeshire, SA72 6 TR Tel: 01646 405691/ 07572 364196
www.marineenergywales.co.uk



http://www.marineenergywales.co.uk/
https://www.marineenergywales.co.uk/publications
https://s3-eu-west-1.amazonaws.com/media.newore.catapult/app/uploads/2018/05/04120736/Tidal-Stream-and-Wave-Energy-Cost-Reduction-and-Ind-Benefit-FINAL-v03.02.pdf

MARINE,

2. To create athriving marine energy sector in Wales, we propose the consideration of a ‘minima’ within Pot
2 for wave, tidal stream and FLOW technologies that extends across rounds through the 2020s. As the
MEC have outlined in their response, the combination of allocation of capacity to Pot 2 and the use of
technology specific minima for tidal stream, FLOW and wave energy in future auction rounds can provide
a cost-effective way for government to support the industry. Importantly, the creation of technology
minima will prevent the CfD programme from delivering the cheaper established technologies in Pot 2
(remote island wind, biomass and CHP) with increased costs incurred as a result of the clearing up
process. This would be triggered as a result of supporting any tidal stream, FLOW and wave energy
without a ‘minima’. Any further concerns about value for money can be managed using Administrative
Strike Prices.

3. We propose that changes to the CfD scheme are complemented by the introduction of an Innovation
Power Purchase Agreement (IPPA) by the UK Government. This will enable the progression of early stage
technology development and cost reduction in smaller projects up to 5MW.

Overarching comments

1. Recognising the potential for tidal stream

A number of MEW members feel that the potential role for tidal stream energy to play in delivering net zero has
not been recognised in the consultation in the same way as FLOW. Members emphasised that tidal stream along
with the mix of existing technologies targeting a wide flow spectrum (from 1.2 m/s and upwards) can provide
multi-gigawatt generation capacity to the UK energy-system. It is recognised that the UK Government would
encourage the completion of delivery of FLOW in the 2030’s. However, tidal stream can also deliver cost effective,
predictable and secure energy in the same timeframe. It is essential therefore that tidal stream is recognised in a
similar manner. Our members seek reform of the existing CfD mechanism to give tidal a real opportunity to
progress towards commercialisation.

2. Supporting marine energy developers to stay in the UK

In order to continue to develop wave energy technology and projects in the UK, developers have expressed that
they need a suite of measures to progress. These include a fixed financial subsidy for the sale of electricity into the
grid at a suitable value, a subsidy that does not prevent a project from accessing grant funding, a mechanism that
is simple to apply and manage and a clear pathway to enable investment support. For the UK to be a leader in
marine energy, support is needed to keep developers in the UK and to protect early investment from going to waste.
Technology developers will continue to search for other opportunities on a wider global basis where the market
conditions might ultimately be better than in the UK. The UK government has an opportunity in our burgeoning
marine energy industry to support the development of homegrown technology that can be designed, manufactured
and deployed in Wales. Further investment to retain companies in the UK will keep economic benefits locally,
support UK supply chain capacity and boost the aims of the Industrial Strategy.

3. Recognising economic benefit and avoiding missed opportunities

Supporting marine energy technologies to develop in the UK has great potential to generate significant economic
benefits. We believe that supporting the development of less-established technologies will encourage a high-
content local supply chain and export potential. If the structure of Pot 2 helps FLOW projects to develop in the
Celtic Sea for example, there will be potential for local economic benefits and exports to Ireland and around the
world.
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Consultation Questions

Community support

To retain social and economic benefit from future energy developments located in Wales, the Welsh
Government’s Local Ownership policy has set out key targets for energy generation in Wales which include:

e Wales to generate electricity equal to 70 per cent of its consumption from renewable sources by 2030
e 1 gigawatt (GW) of renewable electricity and heat capacity in Wales to be locally owned by 2030
e New renewable energy projects to have at least an element of local ownership from 2020

1. How can the government better ensure that the local impacts and benefits of renewable energy developments
are taken into account across the whole of GB?

e Community engagement and transparent communication is essential for all projects. Industry interaction
and knowledge sharing with the general public is vital for greater acceptance of the sector. There’s
support from members for an alternative support mechanism for energy ventures that provide
community benefit.

e The marine energy industry provides a distinctive opportunity to deliver positive local benefits in coastal
and peripheral economies where technologies are deployed. In North and South Wales, the sector has
already brought business and jobs to the regions with 176 FTE jobs! supported in Wales to date.

e Arequirement for CfD bidders to retain a high local content could offer added value for money and
support the Industrial Strategy’s aim to maximise the advantages for UK Industry from the global shift to
clean growth.

e By accelerating the marine energy sectors through the changes to Pot 2, this will in turn support positive
impacts for local economies, supply chains and communities.

What exemplifies ‘best practice’ when it comes to engaging with and supporting local communities on renewable
energy developments? Examples of specific projects and/or developers would be welcomed.

e  Working with a community body whose objectives relate to the intended activity enables a much more
constructive, visionary relationship and can act as an excellent vessel for proactive and positive
engagement on the part of a community. If a community feels meaningful buy-in relating to a project, it
will become a network of advocates for it, creating a whole range of potential benefits for the developer,
the sector, and the community itself.

e With support for the industry to progress, diversification of business in to the marine energy sector in
local areas and meaningful employment for local communities would demonstrate as beneficial for
peripheral economies. As mentioned previously, over 150 jobs have been supported in Wales to date. Of
the companies who have built or are currently building devices in Wales, MEW'’s research indicates that
at least 50% of their supply chain has come from within Wales'. Companies currently with projects under
development have a similar aspirational Welsh supply chain content of at least 50%. Supply chain
companies across Wales are actively engaging in the sector and there are several clusters forming in
Wales, primarily in regions close to project development. This demonstrates the willingness of the marine

1. Marine Energy Wales (2020) State of the Sector: Economic Benefits for Wales
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energy sector to bring opportunity to communities.

Examples of best practice in Wales include NOVA Innovation’s work with regional renewable energy
organisation YnNi LIyn at Bardsey Island (https://www.novainnovation.com/bardsey-island), The TIGER
Project’s Ramsey Sound site community engagement with Community Energy Pembrokeshire and
Bombora’s mWave project in Wales has seen a >90% UK content.

3. How should the government update the existing community benefits and engagement guidance for onshore
wind to reflect developments in best practice for engagement between developers and local communities?

Mature technologies should be expected to make financial payments to the local communities that host
their projects. Industry interaction with the public to share knowledge and address concerns could result
in greater acceptance from communities. Minimum participation levels from local communities could
incentivise ownership, interest and advocacy.

Individual members would like to update the community benefits package to apply to the full spectrum of
Pot 1 and Pot 2 technologies seeking to attract a CfD. Use of these platforms and mechanisms does
provide the opportunity for increased investment from the UK community as a whole. Investors and
individuals are willing to invest in developing less established technologies as evidenced by a number of
recent successful crowdfunding and fundraising campaigns by Simec Atlantis and Nova Innovation.
https://www.insider.co.uk/news/simec-atlantis-raises-379m-through-21433954

4. Should the government consider creating a register of renewable energy developments in England that list
available projects and associated community benefits?

A transparent and publicly available register could benefit community awareness. Attention would need
to be drawn to the maturity of technologies and their ability to deliver local economic benefit. For
example, for less established technologies like marine energy, the creation of new business and jobs in
local areas would be the main benefit rather than discretionary payments.

As energy policy and the CfD is UK based, the creation of such a register may be considered to go beyond
developments in England and cover the whole of the UK.

Pot structure

5. The government welcomes views on whether, compared to maintaining the existing two pot structure, the
proposed option of introducing a new Pot 3 for offshore wind is an effective means of ensuring value for money
and achieving our decarbonisation and other objectives in the long term. We welcome the submission of
supplementary evidence to support views on this.

MEW strongly supports the proposal of moving fixed offshore wind to a newly established Pot 3. We
believe that creating a separate pot for this technology will be crucial for the development of less
established technologies in Pot 2 such as tidal stream, wave and FLOW energy due to the difference in
scale and cost. The technologies in the current Pot 2 are too diverse to deliver competition at this time;
this was demonstrated in the past when most allocations went to offshore wind. With the right design for
Pot 2 that includes appropriate auction parameters, separating offshore wind from Pot 2 will increase
competitiveness and enable a greater mix of innovative technologies to deliver projects, reduce costs and
provide local benefit.

Increasing options to deliver net zero targets in the 2030s and maximising use of Welsh and UK
developed technologies can be encouraged through the design of Pot 2 in the 2020s. This can only
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happen with support for less established and currently higher cost technologies rather than low cost
technologies such as Remote Island Wind alone.

e We support the MEC’s view that by consulting with the industry about the projects that will realistically
be ready for an auction round, BEIS can protect against under delivery. Due to the timelines (2+ years of
development), ease of project auditing from publicly available information (Crown Estate leases, marine
Licences and grid connections) and size of projects that will come forward to CfD, BEIS can be assured of
the accuracy of these capacity projections. Through the MEC, we would welcome an opportunity to
engage with BEIS over the coming months to provide further evidence from Wales and help support the
establishment of technology minima for AR4.

6. The government welcomes views on whether the proposed options are an effective means of bringing forward
a greater diversity of low carbon electricity generation.

e Toremain at the forefront of marine energy development globally and exploit export opportunities, a
clear route to market is needed for these technologies to be able to deliver larger generating capacities in
the 2030s.

e Removing offshore wind from Pot 2 should open up the potential for more advanced tidal stream, FLOW
and wave technologies and projects to compete in Wales. However, one single pot for less mature
technologies will not enable these technologies to develop and operate in the UK. To support ground-
breaking innovative technology and enable less established technologies, MEW believes that a
technology ‘minima’ within AR4 should be established. The use of minima will ensure the CfD auction
delivers the cheaper proven technologies in Pot 2 without pulling up the clearing price to a level
necessary for supporting innovative technologies such as FLOW, tidal stream, and wave energy.

e Furthermore, the pot should be large enough to enable the delivery of diverse low carbon technologies.
Otherwise, there is a risk that one of the more established technologies takes up the capacity leaving
nothing for the technology being developed for the 2030s. Splitting of the technologies into their
respective pots should support greater diversity, protect capacity and maintain competition within each
technology sector.

7. The government welcomes views on whether there are alternative approaches to be considered in light of net
zero.

e We are aware that this consultation is focused on the Contracts for Difference scheme however we
believe that in addition to the changes to Pot 2, a complimentary revenue support mechanism through
the Innovation Power Purchase Agreement (IPPA) will support smaller projects, technology readiness,
commercial deployment and cost reduction. This mechanism allows projects of up to 5MW to sell power
to off-takers at a higher than market price. Off-takers can then claim the excess cost back through the tax
system through a tax rebate or tax credit. Please see the IPPA appendix available from the MEC for
further information.

e The IPPAis an urgent requirement to develop the industry and it was expressed by many members as a
potential alternative approach. However, there were concerns that this mechanism may not come soon
enough. If delivered in the Autumn budget in 2020 and be in place in 2021/2022 to deliver revenues
sooner than the CfD, it will provide a meaningful boost to the industry.

e The IPPA could also respond to differing regional and technological needs.

e Annual auctions have been proposed by members as a means of accelerating the delivery of projects.
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Floating Offshore Wind

Although there is little Floating Offshore Wind (FLOW) activity at present, there is increasing potential in Wales
and MEW, as secretariat actively supports the work of the Celtic Sea Alliance to progress development in the
region. FLOW proposes an important way to support the delivery of net zero in Wales. Therefore, we wish to
promote the cause of wave and tidal stream on the same lines that FLOW benefits. In this context, we align with
responses made by the Marine Energy Council below and support their approach. This is the request that the
government provides the same support to tidal stream and wave energy over the life of the CfD programme as it
is offering to FLOW, given that it can deliver the same benefits to the economy and the low carbon programme.

8. The government welcomes views on whether the proposed approach is an effective means of supporting
floating offshore wind.

e The approach proposed for FLOW would also support wave and tidal stream energy subject to the design
of Pot 2 to include a minima for these technologies.

e  Whilst a minima would need to be set for each allocation round based on projects that are planning to
bid into the round, investment and opportunities for cost cutting would be encouraged by a declared
policy of using minima over future rounds in line with the sector’s growth.

e Theindustry can provide clarity on projects intending to bid into an allocation round and use the minima
so that capacity put aside is not wasted.

9. The government welcomes views on whether the proposed definition is a suitable definition of floating
offshore wind projects, which should be distinguished from fixed bottom offshore wind, and what evidence
prospective generators should be asked to supply in order to demonstrate that they have the required
characteristics.

e MEW supports the proposal to distinguish between FLOW and fixed bottom offshore wind. However, a
UK Government definition of supporting FLOW in depths of 60m+ could impact on the progression of
early stage FLOW development. For example, the Pembrokeshire Demonstration Zone, which is
considered as a suitable FLOW site has a water depth of 50-60m and therefore this definition would
potentially rule out any FLOW deployment here. This area is a key foundation in the stepping stone
approach from early deployment to FLOW development out in to the Celtic Sea, whilst building supply
chain capacity for the industry. Therefore, a depth limit set initially at 40m with regular review is advised.

10. The government welcomes views and evidence on any potential wider benefits or disadvantages that floating
offshore wind may bring to the UK, in particular in respect of wider system impacts.

e If supported with a mechanism that not only supports the generation stations but the infrastructure and
supply chain, FLOW and other forms of marine energy, particularly wave that could be deployed in
tandem has the potential to contribute significant economic development and export potential for the UK
and Wales.

e Thereport, UK Marine Energy 2019. A New Industry provides much of the evidence that the government
requires for supporting the development of tidal stream and wave energy. Almost all of these benefits
mirror those of FLOW.

e In addition, tidal energy is highly predictable, lending itself to electricity system benefits.

e Previous industry analysis suggests that annual cost savings from a diversified renewables mix could be
very significant, as much as 3.3% of the annual wholesale cost of electricity, saving the UK £865m per

Marine Energy Hub, Second Floor, Pier House, Pembroke Dock, Pembrokeshire, SA72 6 TR Tel: 01646 405691/ 07572 364196
www.marineenergywales.co.uk



http://www.marineenergywales.co.uk/

MARINE ,
E_NERC:%Y WALES

— oe———

annum. This suggests that tidal stream and wave technologies can complement wind, increasing the cost
effectiveness of variable renewables, and ultimately expanding the potential share for renewables in the
overall generation mix.3 These system balancing benefits will be lost if Pot 2 is structured in such a way
that only supports delivery of Remote Island Wind and FLOW, as will be the case if a technology minima
for tidal stream is not introduced in AR4.

e  Further research on the system benefits to the UK of tidal and wave energy generation is now being
undertaken by the Offshore Renewable Energy Catapult (OREC) and will be available later this year. It will
be shared directly with BEIS as soon as possible.

e The UK government can expect the UK content in marine energy projects to be higher than that in on-
and off-shore wind given that the technology is being developed and first deployed here in the UK.
Examples from early projects include;

o Nova Innovation has recorded 80% UK content in their Shetland Tidal Array project.

o Orbital Marine who anticipate a 70%+ UK content from their O2 turbine currently in fabrication
and planned to be installed at the European Marine Energy Centre.

o Bombora’s mWave project in Wales has seen a >90% UK content.

11. The government welcomes views on the need to deploy floating offshore wind at scale through the 2030s to
meet net zero, and what trajectories for deployment and cost reduction are realistic and feasible, both globally
and in the UK.

e The UK’s practically extractable resource that could contribute to meet net zero has been estimated by
Energy Technology Institute ESME modelling at 15GW for tidal stream and 23GW for wave energy.

e With the right policy support in the near term, a 2018 Offshore Renewable Energy Catapult report
advised that we could expect to see up to 1GW of tidal stream deployed by 2030 and up to 1GW of wave
energy deployed by 2040 if the right policies are in place. This deployment profile for tidal stream has
been informed by developer expectation and Renewable UK’s project intelligence database.

e Marine energy technologies have the potential to displace coal and natural gas generation on the grid
and to reduce CO2 emissions permanently by at least 1MtCO2 per year after 2030 and at least 4MtCO2
per year after 2040.

e Tidal stream has potential to reach LCOE of £150 per MWh after 100MW installed, reducing to >£90 per
MWh by 1GW and >£80 per MWh by 2GW. Further reductions are possible with additional focus on
innovation and continued reductions in cost of capital towards levels coming through in offshore wind.

3.  British Wind Energy Association & Redpoint Energy (2009) The benefits of marine technologies within a diversified renewables mix.
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e Significant cost reductions are expected in the near-term as the industry takes the step from pre-
commercial arrays to commercial projects.

e If a technology minima is created for tidal stream energy in AR4 and support maintained to transition
down the cost curve, a significant percentage (+30%) of the practically extractable resource could be
deployed in the 2030s.

12. What further amendments to the CfD allocation process could be necessary to facilitate floating offshore wind
technologies?

e The creation of a technology minima for FLOW, tidal stream and wave energy, combined with sufficient
size of Pot 2.

13. Are there additional measures to support pre-commercial deployment and cost reduction which would be
more effective than the CfD, or which could enhance the effectiveness of the measures under the CfD?

e See response to question 7 on the suitability of the IPPA to support early stage tidal stream and wave
energy projects, and accelerate the path from pre-commercial pilots to commercial deployment.

e [t should also be noted that all tidal stream and wave energy projects deployed on commercial basis to
date have received either UK or European grant funding. The EU has provided in excess of £200m of
support for the marine energy sector over the past 4 years. Access to these programmes have provided
routes to supporting significant innovations, which is a vital step in accelerating cost reduction. In the
event that the final Brexit negotiations preclude UK companies from accessing EU funding programmes
and the upcoming Innovation Fund being managed by the European Investment Bank, UK Government
will need to consider how it maintains R&D support of low carbon innovation in the UK. We stress that
this is in combination to the requested minima in Pot 2, not instead of.

Extending delivery years

14. Should the government amend the Contracts for Difference (Allocation) Regulations 2014 in order to extend
the delivery years specified in those regulations to the 31st March 2030?
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e With the changes to Pot 2 design and inclusion of the minima, MEW welcomes this proposal which will
support the deployment of marine technologies to ultimately deliver net zero successfully.

Supply Chain Plans

MEW represents companies from across the marine energy supply chain and we welcome the focus on how the
UK Government can further support businesses. Welsh supply chain companies see real potential in marine
energy as an industry and would like to see support through the CfD to enable further capacity and development
to take place. Diversifying into the marine energy sector has already provided opportunities for companies that
have in the past relied on the oil, gas and nuclear industries. Members suggested that there should be a local
content requirement for projects taking place in the UK. Research gathered for the Marine Renewable Energy
Supply Chain Development Report published by MEW in 2018 identified that uncertainty and lack of CfD support
was a key barrier for companies to access the marine renewable energy market. The suggestions set out for Pot 2,
will benefit local supply chain companies to progress further in the sector.

15. The government welcomes views on whether the Supply Chain Plan process for all technologies should be
more closely aligned with the Industrial Strategy, for example with criteria headings to reflect a focus on
competition, innovation, people and skills, infrastructure and regional growth, and within this what other
measures the government could adopt and consider to support its objectives, for example, in the Offshore Wind
Sector Deal.

e The marine energy sector considers that it has a close alighment with the Industrial Strategy to support
supply chain development. Given the opportunity presented by FLOW, wave and tidal stream energy,
MEW proposes that any project that secures a CfD using these technologies should provide a supply chain
plan. The supply chain plan provides the opportunity to understand the local content of these projects
and how we can develop capacity further in Wales.

16. The government welcomes views on strengthening the powers to fail SCPs on the basis that the Applicant has
not demonstrated compliance with a past SCP.

e The less-established marine energy sector is a growing and evolving one therefore changes between
submission of the plan and development of projects can take place. Therefore, non-compliance should be
considered on a case by case basis.

17. The government welcomes views on whether requiring an updated SCP at a later stage after a CfD is awarded,
for example at FID or after MDD, when major contracts would have been awarded, would deliver more focused
and deliverable commitments.

¢ No response from members

18. The government welcomes views on the current compliance process for SCPs for failure to implement an
approved SCP. Is it sufficient and if not, what other potential compliance options could be considered, for
example by linking noncompliance to CfD payments?

e No response from members
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19. The government welcomes views on any impact of reducing the threshold limit for the submission of a Supply
Chain Plan to capture offshore wind extension projects (which were not envisaged when the policy was first
drafted) and to reflect that projects below 300MW will also have a material impact on supply chains and if so,
what the limit should be.

e No response from members

20. The government is committed to achieving net zero by 2050 and encouraging the growth of sustainable,
efficient supply chains through the consideration of the carbon footprint of supply chains. We welcome views on
how industry takes account of the carbon footprint of their supply chains. What methodologies are being used or
could be developed to take greater account of the carbon intensity of supply chains when considering Supply
Chain Plans.

e The best way to reduce the impact of any energy project is to design, manufacture, deploy and maintain
it from a local base of supply chain partners with a local labour force. The more we can do this the
greater the net effect will have on our drive to reduce carbon emissions. To that end marine renewables
have a unique role to play in developing and manufacturing technologies in the UK that can be deployed
and maintained in the UK. As such UK content should be the key test for future SCP and a scale should be
developed to take account of local, regional and national content with greater weight given to the former
over the latter.

e Consideration of carbon footprint of supply chains should be included in tenders and contracts.

Coal to biomass conversion

21. Views are welcomed on the proposal to exclude new biomass conversions from future CfD allocation rounds,
on the likely impact of this approach, and on any alternative approaches.

e Anindividual view from a member focused on the whole system cost of biomass conversion and that it
does not contribute well to delivering net zero.

Decommissioning plans

22. The government welcomes views on how best to link the OREI decommissioning regime with the CfD scheme
to ensure that offshore renewable projects that are party to a CfD fully comply with their obligations under the
Energy Act 2004.

¢ No response from members.

Allocation round design

23. The government welcomes views on how we might change our approach to administrative strike prices to
ensure value for money in future.

e The principles used to date are sufficient and have served the consumers interest well given the
digression in costs achieved by mature technologies through learning, economies of scale and reduction
in funding costs.
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One member suggested that the rate of change of strike price from previous rounds (for each technology)
should be looked at and used to predict a suitable ASP for the current round in order to better capture
cost reduction of each technology.

Non-Delivery Disincentive

24. The government welcomes views on extending the exclusion period for sites excluded under the Non-Delivery
Disincentive, including on whether 36 months is a suitable period, or a longer period is needed.

Stronger incentives are required to ensure that successful bidders into each round deliver their projects.
However, we do not believe that an extension to the exclusion period is needed as the exclusion period is
not appropriate for marine energy schemes. Tidal stream and wave energy resources can be highly
location specific and therefore, site exclusion for the next CfD round would significantly reduce the
number of sites able to bid in to those rounds.

25. The government welcomes views on whether different forms of disincentive are needed for technologies at
different levels of development and on what basis such differentiation might work most effectively.

In principle we believe that non-delivery disincentives should be stronger for more mature technologies
and for larger projects.

For more mature technologies it is less likely that unforeseen technical, supply chain or funding issues will
cause a delay in delivery of a project and therefore project delays are more likely to be for commercial
reasons. The opposite is true for less developed technologies and so it seems reasonable that the
disincentives for Pot 2 technologies should be weaker.

We also believe that it is reasonable that the disincentives should vary by size of the project, as failure to
deliver larger projects will have a much larger impact on the overall CfD round. In addition, it is very likely
that the projects with less mature forms of technology will be much smaller in scale.

We propose a project size of 50MW as a cut-off, with less severe disincentives for smaller projects.

26. The government welcomes views on the advantages and disadvantages of introducing a new requirement for
a bid bond where applicants provide a deposit, either by cash payment, bank guarantee or letter of credit.

We believe that the introduction of bid bonds for larger projects and more mature technologies is an
appropriate way of limiting over-ambitious bids which may distort the overall CfD auction process.
However, this could further complicate project finance and be particularly harmful for smaller projects
which have significant local impacts.

27. The government welcomes views on whether a bid bond would be practical for smaller projects. If difficulties

are foreseen, what are they, what mitigation might apply and in respect of what size of project?

We do not believe that a bid bond is appropriate for Pot 2 technologies, especially smaller projects, as it
will create a financial barrier to CfD bids.

As noted earlier smaller projects are more likely to involve less mature technologies which are less
proven. Therefore, the technical and supply chain risks for delivering a project on time are much higher.
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e In addition, smaller projects are more likely to be proposed by smaller organisations with limited financial
resources and lower credit ratings. The net effect is that bid bonds would be more expensive, creating a
further disincentive for developing and deploying less established technologies.

e The simplest and most effective form of mitigation would be to exclude Pot 2 technologies from a bid
bond requirement and/or exclude projects under 30MW in size.

e A member posed that there are difficulties foreseen in demonstrating and raising project finance
particularly for early tidal arrays for example where perhaps tens of MW would be installed. A sliding
scale of bid-bonds related to the size of project (capacity in MW) could be proposed.

28. The government welcomes views on what a suitable level for a bid bond would be: would £10,000 per MW be
effective and practical?

e No response from members.
29. The government welcomes views on alternative approaches to the Non-Delivery Disincentive and how they
might work in practice.

e We do not believe that the current exclusion period approach is appropriate for marine energy, especially
for smaller projects. We believe that the proposed approach of a bid bond in addition to the exclusion
period is suitable for larger projects and more mature technologies.

Technical changes to future rounds

30. Whether you agree the government should introduce the flexibility to apply any capacity cap, maxima, and
minima as either a soft or hard constraint, set on a round by round basis?

e MEW agrees that flexibility through the minima for each auction round will support the objectives of the
CfD scheme to deliver net zero. It will also support the Industrial Strategy to ensure high local content in
the future by encouraging the progression of innovative technology at present. The minima proposed in
this consultation response is an effective mechanism to manage costs whilst enabling the marine
technologies to compete. Through the MEC, we can provide input and evidence for BEIS from the sector
in Wales.

31. The type of soft constraint (including those proposed) that could be deployed in future allocation rounds;
e No response from members.
32. And any further evidence on benefits and disadvantages of a soft capacity cap constraint.

¢ No response from members.

System integration of renewables

33. What storage solutions could generators wish to co-locate with CfD projects over the lifetime of the CfD
contract?
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e Advances in marine renewables facilitate hydrogen use with infrastructure that already exists. These
complimentary uses add value to these technologies and further enables the drive towards net zero.
Power to Gas technologies offer the potential to store renewable gas that could benefit the
decarbonisation of the heat, network or to diverted to storage for use in transport. Both have the
potential to open up capacity where there are electricity grid constraints due to surplus generation over
demand. With the right policy support, the UK could be world leaders in total energy system
decarbonisation exporting our products, skills and talent to the global market.

e Tidal stream energy projects may explore installing battery storage technology alongside CfD projects.
Tidal energy is well suited to coupling with battery storage due to the high predictability of the power
generation profile.

e Marine technology developers in Wales are looking at combining offshore wind and wave energy
generation. Such co-location offers further utilisation of the seabed and provides more continuous
support for renewable energy. It would be useful for developers to understand how such a project might
be considered under the proposed CfD changes.

e The Energy Kingdom initiative in Milford Haven and South Wales Industrial Cluster are both currently
exploring the transition to integrated hydrogen and offshore renewable energy networks. These
measures are seen as necessary to meet the UK’s net zero targets by 2050.

34. What, if any, barriers are there to co-location of electricity storage with CfD projects?

e No response from members

35. What, if anything, could be changed in the CfD scheme to facilitate the colocation of storage with CfD
projects?

e Noresponse from members

Negative pricing
36. Do you have any views on the proposal to extend the negative pricing rule?

e The MEC does not believe that negative pricing should be applied to Tidal Stream energy. This is a highly
predictable form of low carbon energy generation and value should be attributed to this predictability via
its removal from the negative pricing mechanism. This will further stifle innovation. The business case will
be marginal at best for a number of these projects with a plethora of risks that these projects will face
that more mature technologies will not.

e However, an individual member suggested that perhaps a combination with storage is to be encouraged.
Negative pricing rules can be extended, with an emphasis on renewable sources combining with storage
to try and maximise the benefits from renewable sources even in variable market conditions.

Improving the operation and clarity of the CfD

e No response from members

37. The government welcomes views on the preferred approach to maintain the cap on phased projects at
1500MW.
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38. The government welcomes views on whether there are any barriers to developing a phased offshore wind
project on a part-merchant basis.

Milestone delivery date
e No response from members

39. The government welcomes views on the benefits, such as successful delivery of projects or reduced costs for
consumers, that would result from extending the Milestone Delivery Date for: (i) the project commitments route
only, or also (ii) the 10% spend route.

40. The government welcomes views on whether an extension should apply to all projects or only to particular
technologies or sizes of projects.

41. The government welcomes views on the length of an effective extension and the implications. Would an
extension to a 15-month deadline be effective and if not, why?

Miscellaneous allocation regulation changes
e No response from members
42. Do you agree with the government’s proposal to remove all references to “end date of the allocation round”?

43. Do you agree with the government’s proposal to add more detail on when key dates can be varied using a
round variation notice?

44, Do you agree with the government’s proposal to remove the requirement to publish certain dates in the
allocation framework?

45, Do you agree with the government’s proposal to provide an extra scenario under which the allocation process
must commence?

46. Do you agree with the government’s proposal to make explicit the ability to amend the overall budget before
the commencement of an allocation round?

47. We would welcome views on adding additional powers to allow revision of a capacity cap before an allocation
round commences.

48. We would welcome views on adding additional powers to pause an allocation round between the
commencement of the round and the issuance of CfD notifications.
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