Written evidence submitted by the Orkney Renewable Energy Forum

On behalf of Orkney | would like to express my delayed, but sincere thanks to all the Committee and
the Secretariat for the effort you went to in order to give the islands an opportunity to input to your
report. | hear that the professionalism of the event and general conduct of the proceedings were a
pleasure to engage with and | am sorry | was away at the time.

The accurate and timely transcript was especially impressive and as a result we have sought to back
up the points made by citing references to the facts quoted in our evidence session. | hope this is
useful.

The event triggered a great deal of interest locally and debate continues locally as to how best to
keep engaged. Many members have watched other sessions and we look forward to the report in
due course. If you want to launch something here then please say so and we’d be delighted to help.

The attached pack of information has been collated in order to bring some of the points made
together and in response to specific questions posed in and around the formal hearing. We would of
course be willing to provide more information in any area that you feel would be helpful.

Papers covering the following points are enclosed:

Climate Change Levy exemption removal

Role of OFGEM

Marine energy losses

Electric vehicles

Carbon intensity assumptions in the Building Regulations
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Annotated transcript of Orkney evidence

Finally, OREF has continuously sought to use the mass of activity, experience and expertise around it
to enable Orkney to be used as a ‘Living Laboratory’. As a cosmopolitan island group it has both the
general problems of society, but also the scale to enable some of them to be tackled efficiently.
Someone recently characterised us as at the Goldilocks scale (not too big, not too small — just right).
Orkney would therefore welcome the opportunity of being the test bed for new ideas and
approaches. If you or the Committee come across ideas or entrepreneurs looking for a home, then
please feel free to point them to Orkney.

| look forward to the report, and to meeting you in due course.

Gareth Davies

OREF Chair



Paper 1 - Climate Change Levy exemption removal

The removal Climate Change Levy exemption for renewables in 2015 was a morally bankrupt act. As
Friends of the Earth put it

‘This is like asking apple juice producers to pay an alcohol tax’

As the Government information pointed out ‘renewable electricity has been exempt from

the CCL since its introduction in 2001. The tax is not paid on renewable electricity supplied to
businesses and the public sector under renewable source contracts.” Clearly the original logic of not
taxing it was because renewable energy does not contribute to climate change. It is hard to see what
has altered this seemingly straightforward conclusion?

Interestingly the Levy was cast by Government in 2015 as though it is a subsidy for renewables,
when actually it is a levy (the clue is in the name) or tax on those causing climate change. Luckily
renewables has not since become subject to other equally applicable taxes such as the Horse Racing
Betting Levy or possibly the Agriculture and Horticulture Development Board Levy which helps raise
money by taxing the material mushrooms are grown in.

The manner in which Government repealed the exemption was morally flawed and may have set a
dangerous precedent. It claimed that since the levy will not be available to renewables schemes in
2020, they may as well repeal it with immediate effect®. This approach to terminating support
should be guarded against. As an example: if this new approach was used uniformly then child tax
credit could be stopped for children aged 11 on the basis that it is going to be stopped anyway when
they are 16.

Additionally Government played the xenophobic card yet again by pointing out that 1/3™ of the
value of the levy is going to generators overseas. Stopping the whole thing rather than just tackling
the 1/3" they were worried about seemed childish to the industry. Most informed observers see
climate change as a planetary problem rather than a more parochial one. The damage wrought by an
overly energetic atmosphere will not be a respecter of national boundaries any more than a
hyperactive child will respect your best china. Wringing your hands when faced with such a toddler
does not work; prying the sugary drink and chocolate out of their hands might.

The CCL was £5.60 per MWh generated this year. This tax on fossil fuel generators was in some way
supposed to reflect the damage caused by their emission of greenhouse gases. The revenue from it
(>E1bn/year and increasing) was supposed to be spent on measures that mitigated this. For
example the CCL originally funded the Carbon Trust and its programmes, some of which supported
innovation in marine renewables.

It is classed as an environmental levy and will no doubt have been classed as part of the 'green crap’
(associated with renewables) that Cameron wanted to abolish. However rather than abolish it it
was extended to cover the non-polluting generation the tax was trying to incentivise!

By 2020 the extra cost on renewables will be about £900m/year. (350TWh x 30% x £8.5/MWh (in
2019)) And of course none of the money now goes on mitigating climate change and is a tax on hard
working families etc.

1In addition the value of the exemption going to support UK renewable generators is likely be negligible by the
early 2020s,’



Impact:
The impact is fourfold:

1. Reduced returns from investment in renewable projects. If you are a wind generator (the lowest
cost means of delivering low carbon electricity) then the tax results in 6% less revenue than you
might otherwise have expected. The impact on the bottom line (profit) will of course be much
greater since this all comes off the top.

2. Reduced investment in the UK’s energy assets due to the loss in confidence that the UK would not
change the rules after the event. This ‘grandfathering for existing projects’ had been an investment
principle and its abandonment undermined trust and has resulted in a corresponding increase in risk
premiums and cost of capital for investment. Incidentally this applies to all investments across the
energy space. So this change effectively shot the UK in the foot when it came to encouraging
investment in fracking as well by playing so fast and loose with the what the government had
previously committed to.

Note: The government even said when it introduced the tax it was because 30% of the investment in
renewables came from outside the UK. The implication is the government doesn’t want foreign
investment in the UK’s energy assets — directly contradicting statements that seek to shore up the
Hinkley deal.

3. Higher energy prices for electricity consumers/ hard working families (as a result of 1 and 2).
4. Further reduction in investment in energy innovation. (As a result of 2, extreme uncertainty (and

higher costs) when it comes to investing in anything in energy with a longer payback time, like
innovation).



Paper 2 — Role of OFGEM

OREF members have engaged with OFGEM on numerous occasions and hosted visits by staff and
Partners alike over a number of years. However to date they have been entirely fruitless.

This is due to the singlemindedness of OFGEM in sticking to their remit. However in OREF’s opinion
they have also been selectively deaf to responsibilities placed on them by the Westminster
Government with respect to Sustainable Development (2008 Energy Act — Societal and
Environmental Guidance?). The remit to which they adhere is therefore skewed and at odds with
Parliamentary intent.

The guidance, having been ignored by OFGEM since inception and badly interpreted by DECC in
2010, was in the process of being watered down further by Westminster and then stalled due to the
election. See Appendix A.

The Smith Commission specifically mentioned the last remaining useful piece of the guidance called
‘The Strategy and Policy Statement’ as a key document of settlement. However this too appears to
have been re-watered down and is in danger of being mislaid or buried. The remaining useful part
was that it required OFGEM to place its plans before both Parliaments and so give Scotland the
opportunity to scrutinise OFGEM'’s activities and hopefully direct it to do what Parliament wants.

OREF is unclear where this has now got to between the 2 Governments, but would strongly urge the
Committee to ensure it is not lost.

Technically it could be argued that the original flawed guidance is still in operation since the revised
SPS has not been enacted. The following notes show how the present problems fit against that
original guidance with the bracketed references.

Marine Cable:

The cables needed to exploit marine energy are not being brought to the places that need them in
the timeframes needed by the developers. This is in direct breach of the stated aim of encouraging
investment and enabling connection. (Item 5 Bullets 2 & 3)

The guidance is silent on the need to facilitate the development of the strategically important energy
reserves as outlined by the Government’s commitment to Marine Energy Parks (Initiative since
guidance was issued).

It does say that access should be improved for new generation (Iltem 11 Bullet 1) and identify
regulatory barriers. The more recent conclusion on charging more for island connections is
inconsistent with this.

There is direction that OFGEM should incentivise grid operators. Evidence is that this is clearly
inadequate since investment is not taking place. (Iltem 9)

There is specific direction that the Government expects an early start on new grid. ‘Preparatory work
should start ahead of firm commitments’. (ltem 11 Bullet 3). There have been some tentative forays,

1 hitps://www.ofgem.gov.uk/ofgem-publications/74203/file37517 .pdf
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but no physical preparatory works. Developer confidence is cited as important (Bullet 4) and this is
to be created by incentivisation by OFGEM to ‘lead to essential strategic investments ahead of firm
commitments by generators.’ ‘..... to enable new generation to connect to the network in a
timeframe consistent with their development programme.’

This last point is clearly NOT happening. The development of marine requires grid capacity and this
has been talked about, but not delivered for years. It is therefore NOT being delivered consistent
with the developers’ timeframes as indicated to the Crown Estate by the developers when the
agreements to lease were drawn up. These delays have damaged and are continuing to damage
developer and investor confidence and therefore progress is being slowed. R&D is definitely being
hampered with developers seeking to test outwith the UK due to grid inadequacies within the
strategically declared Marine Energy Park. This is clearly not what the guidance intended.

Needs Case:

At present OFGEM take decisions on investments put to them by the utilities based upon stated
criteria®. These ‘needs cases’ presently consider if the proposal makes economic sense, will help
security of supply and lead to a reduction in CO2.

The immediate benefits to be felt as a result of marine energy will be in the missing bits of
sustainable development. l.e. The social benefits of employment and most particularly the creation
of an industry and enduring IP in remote areas (often vulnerable consumers) which itself then
benefits the nation. Regrettably these factors are irrelevant to OFGEM as it is presently constituted.

So the case for a new cable, or an incentive scheme etc. will be judged today on the effect of CO2.
However the best CO2 immediate reductions will come from importing German or Danish wind
turbines or putting in insulation. So the new cable will always be a plan for later.

This is further compounded by the work required to even put a needs case to OFGEM. SSE would
need to make the case and this would take considerable effort and cost. SSE know the rules against
which the case will be judged and therefore know it will not be passed. As a result they will not
waste their time on preparing a doomed case. This then leads OFGEM to legitimately claim that
since they have had no case put before them that there is clearly no demand. This vicious circle
could be broken by the Scottish Government making a connector a strategic priority that OFGEM
would been to take account of..... but at present OFGEM do not need to pay heed to S Gov’s wishes.
(See point above about accountability)

Unchecked this will result in the death of the industry in Scotland and we will repeat the mistakes
the UK made in failing to support wind.

Note: In the Joint Ministerial discussions held by Fergus Ewing/ UK Govt OFGEM and SSE repeatedly
assure the Ministers that they are working together to ensure a swift decision process is in place. In
OREF’s opinion this is a bit of conjuring as it is distracting the Minister from the basis upon which a
decision will be reached by discussing the speed only. OREF would strongly suggest that OFGEM be
tasked with clearly explaining the decision criteria they would use in assessing a needs case and to
then challenge it to ensure the full range of Sustainable Development matters are accounted for. See
below.

2 There is specific guidance on evaluation of needs cases, just re-issued in Oct 2013 and it just talks about
carbon. Had the guidance been properly issued it would have had social and economic development factors
included too.



Appendix A.

OFGEM’s disregard of its Sustainable Development duty.

We cannot seem to convince OFGEM that it is socially necessary to have a robust grid in Orkney. We
argue it is about jobs and wealth creation along with sustainable energy supply; the creation of a
new industry and long term income. They just shrug and say it is nothing to do with them.

This used to be the case when they were set up as they had 2 duties: Security of supply and cost to
the consumer.

In the 2008 Energy Act these duties were supplemented by the promotion of Sustainable
Development (SD) to the same status as the other duties. The implementation of SD was brought
about through guidance issued by SoS in 2010.

Sustainable development is frequently referred to as a tripod. No development is truly sustainable if
it is not supported on the three legs of the Economy, Environment and Society. Take any one away
and the development will fail to be sustainable.

OFGEM already had the economic aspects covered, and had some societal roles in terms of
affordability, but the 2008 Act sought to bring all three into balance. Unfortunately in the Guidance
issued there was only strong focus on the CO2 side of the environment and so the guidance failed to
balance all three legs.

OREF had been lobbying to get the guidance refreshed (under a provision in the original Act) for
several years when the new Energy Act was passed which sought to replace the guidance with a new
‘Strategy and Policy Statement’ (SPS). Whilst weaker it did at least seek to ensure OFGEM was
accountable.

This SPS was drafted and consulted upon inter-governmentally. It made it out of DECC to the Cabinet
Office where it was buried and finally ran out of parliamentary time.



Paper 3 - Marine Energy Losses

The UK has the lead in wave and tidal energy with a long list of firsts driven by the work of
the European Marine Energy Centre (EMEC). However the success of EMEC is now
becoming a problem; there is insufficient grid to accommodate the output of the machines.
As a result the developers are for the first time doubting if Orkney and therefore Scotland is
the best place to develop their machines and projects.

This is a great worry to Orkney and the Highlands as a whole as it will represent a missed
opportunity. Already Orkney has seen jobs created and then lost as the sector has struggled
to progress against a number of challenges. The grid is yet another one of these
unnecessary impediments in their path.

The impact of the lack of grid capacity is keenly felt by EMEC and the supply chain that has
grown up around it. Attempts are being made to bypass the obstruction through the
diversification of the energy into hydrogen production, however this is as yet to prove itself
economic. In the meantime a number of developers have chosen to leave Orkney (Alstom,
Wello Oy, Seatricity, Andritz Hydro Hammerfest, Voith) at least in part because of the
additional difficulties represented by the lack of a decent grid. In addition other developers
such as MCT, TidalStream, Kawasaki and Carnegie have publicly indicated that they will not
consider coming to Orkney whilst its connections are so poor as have many others.

Given the fact that HIE’s assessment of the work that has been done so far amounts to
some £250M GVA it suggests at least a similar sum is being lost through the absence of
suitable grid. This represents an expensive oversight.

It should be noted that other countries are taking more active steps to wrest the UK’s lead
with France and Canada making strong plays. France alone estimates the worldwide tidal
market to be worth £50Bn and has directed its national defence contractor DCNS to
dominate the market. The UK, on the other hand, with our lack of an industrial strategy have
allowed UK companies to be sold to overseas buyers and fail to support local companies as
much as other nations.

Given the UK’s initial determination to build on its excellent maritime engineering capacity
and its record of innovation, the sector has seen many UK companies move into the space.
Unfortunately the efforts and investments of these innovative and thrusting companies
(many of them SMES) are now being put at risk. The risk has been accidentally brought
about by the apparently inadvertent mis-signalling by Government through its
implementation of the Electricity Market reform. Government announced that the present
regime of supporting the development of new generation technologies is to be swept away,
but has yet to put in place the alternative. It has concentrated on the established and larger
generation systems, but has overlooked the marine engineering sector’s needs. The
consequence of this is that ‘shovel ready’ schemes are being held up, investors are
becoming nervous and putting their money into other, less British, technologies and the UK’s
lead is being lost.

What is needed: The UK needs to restore the investor confidence it had earlier established
through whatever scheme it intends to implement to ensure British innovation continues and
that the UK has the means to exploit the marine resources over which it has sovereignty.

EMEC 20/6/16



Paper 4 - Electric Vehicles

OREF has sought to maximise the local use of renewably generated electricity for a number of years
including those areas that have only recently begun to receive national attention comprising
renewable heat and transport. In the field of electric vehicles it has run a series of events since 2011
to increase awareness of the potential and practicality of EVs for the county. See Appendix A

Orkney also sought to participate in the ‘My Electric Avenue’ initiative in 2013. Despite 1/7™ of the
UK’s applications being from Orkney the county was not chosen due to its grid not fitting with the
initiative’s criteria. The nearly 60 individuals that sought to get involved in the initiative were
disappointed, but several have gone on to take on cars on their own.

Practicalities for EVs for Orkney.

Orkney is an excellent location for electric vehicles, with geographically limited lower than average
commuting distances and a surplus of renewably produced electricity. We have around a third of
Scotland’s installed micro wind turbines and we often produce more than twice our electricity
demand from renewable sources, which to date has been achieved by adopting innovative solutions
to grid management.

The uptake of EVs on Orkney has been driven by both the council taking initiatives (installing charge
points, taking on 2 vehicles), but also by local businesses seeing the promotional and environmental
advantages. In addition the strong community groups and predisposition to the use of renewables
has led to community initiatives being progressed to secure vehicles. However one of the most
effective means of getting people to take a car on has been the practical demonstration of them.
This has been led by OREF Board members.

Learning by doing: Electric Vehicle
Charging Infrastructure

The experiences of EV users is constantly captured and a small A Design Guide

group of users participate in a database run by OREF to capture o

monthly mileages. This shows the average daily distances
travelled and the energy absorbed.

It was also discovered that there was no national guidance on
the installation of charge points. OREF members wrote a guide
to help local authorities and others make best use of the
limited financial resources available for chargers. The guide is
available on the OREF web-site.
www.oref.co.uk/resources/ev-charging-design-guide
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What Orkney needs to do:

OREF continues to promote the connection between energy capture and use so as to enable people
to rationalise the need to accommodate renewables as a means of tackling climate change. However
the lack of a dedicated part time resource has meant that promotion has been piecemeal.

OREF has not been able to get promotional activities at the major county shows due to cost and this
would be a target of any activity.

OREF members include holiday businesses. One has an EV hire as part of the package and several
now have EV charge points. This needs to be extended.

Continuing to support the general uptake of EVs is critical through local promotion. This presently
happens opportunistically, but could be better with dedicated resource applied.

OREF’s infrastructure guide for installing EV points needs to be more widely promoted throughout
Scotland and the UK as a whole. Despite providing it to Transport Scotland there has been no
response.

The shift of the hire vehicle fleet to EVs supported by the appropriate placement of further charging
infrastructure is now due.

Inoculating the 60,000 visitors to the county with appropriate messages about the need to electrify
transport and move away from the burning of fossil fuels is critical. Doing that in a professional and

well supported manner by having full community buy in is key.

Continued ad-hoc promotion needs to be more coordinated and more extensive.

Nissan g
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Selection of EVs in daily use in Orkney



Appendix A Selection of EV promotion undertaken in Orkney to date

2011 — Mitsubishi MiEV brought to county and test
drives arranged on several islands and in Kirkwall.
(Rousay, Westray, Eday, Shapinsay, Mainland) o

2013 & 2014 Stands at Orkney Vintage Society rallies.

~

=

2013 & 2014 - took Orkney a contingent to
the All-Energy show in Aberdeen to
promote EVs and Orkney.




2014 Ran a promotion day to cruise liner Public event in local sports centre with Robert

passengers arriving in Kirkwall with free test Llewelyn speaking after bringing up a BMW i8
drives. electric supercar

2015 John O’Groats to Land’s End record attempt with associated public and web-cast meeting.

https://www.youtube.com/watch?v=A1NogzrHEOQI
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Paper 5 - CO2 Emission Assumptions — Building Regulations

There is a significant problem with the way in which the Building Regulations are implemented. They
generally derive from UK wide processes, but the increasing penetration of renewables in the
Scottish electricity market, coupled with the low availability of gas, means Scotland is feeling the
problem first.

The Building Regulation software is driving people away from the increasingly renewably generated
electricity, or is forcing inefficient deployment into capital buying ‘green—bling’ onsite renewables. It
is building in a delay in the deployment of renewable heat.

Background:

The choices that builders make when designing and constructing a property can affect the
inhabitants of the house for a hundred years. Poor design may lead to high running costs being
locked in for several generations. On the other hand, continuously low running costs can leave
money in the pocket of the resident. Running costs therefore directly affect fuel
poverty/affordability for the life of the property.

Builders, however, have to sell into a market and have to choose where to spend money in the
construction process. Standards are set to prevent corners being cut and to direct specific outcomes.
National building standards have sought to make property more energy efficient over the years and
continue to do so by improving insulation, however other policy objectives are also sought through
regulation of building. The most relevant to this project are the considerations of carbon emissions.

However the objectives of limiting carbon emissions need to be tackled differently in Orkney to
elsewhere due to our lack of mains gas, but also its prevalence of renewably generated electricity.

Government policy is to limit carbon emissions by both using the energy as efficiently as is deemed
affordable and by ensuring the least carbon dense fuels are used. E.g. the regs now make it impos-
sible to design a new home heated by a coal fire as this has high emissions and is inefficient.

Government has established a national hierarchy of fuel types and the regulations seek to push
designers away from the carbon dense ones towards the carbon free ones; the most carbon free
being renewables. To this end the regulations give credit for putting renewable generation in a
property whereas they seek to penalise carbon dense fuels.

as heating- Oil heating- Electric

Fig 1. National hierarchy of fuel desirability with respect to carbon density

Unfortunately the regulations are out of step with the reality in Orkney where the electricity from
the grid in the county is predominantly carbon free.

The effect of the national regulations at present is to make the use of simple electrical heating
difficult to implement and drives designers towards the more complex solutions of heat-pumps and
renewables. The problem is that with complexity comes cost.

From the builder’s point of view a series of economic decisions need to be taken. They have to build
property the market will buy. They could gold plate everything, but it would be unaffordable, so




decisions are made as to cost v quality, underpinned by regulations. In the case of heating; the
builder is pushed towards installing complex renewables rather than simple electrical heating.

One unintended consequence is that the increased cost of the renewables means that savings have
to be made elsewhere and so the designers seek to just meet the insulation standards rather than
exceeding them. The property’s energy demand is therefore higher than it would be if the insulation
standards were exceeded; so locking the resident into higher fuel bills for the life of the property.

Root of the problem:

The software used for most Building regulation assessments has a look-up table in it based on the
fuel type you wish to use in the property. This figure was established some years ago and is now
wrong for electricity. It says electricity is responsible for 0.519kg/kWh (SAP 2012) and it is now much
lower than this. Scottish emissions figures from the Committee on Climate Change? for Scotland now
= 0.221kg/kWh due to the high renewables penetration in Scotland. This figure will also reduce
further as more renewables come on line. There is no means of forcing the software to use the
correct figures or track progress.

This is a problem because it is pushing people away from electricity, both now when houses are
being built, but for the whole life of the building. Possibly 100 years.

It is important to note that the present figures for electricity are now actually comparable with gas.
So there is technically no difference between gas and Scottish electricity in terms of its carbon load.
The software does not reflect this.

In Orkney this is particularly acutely felt because our electricity has even less carbon in it. We export
renewably generated power over 60% of the year, so that is carbon free. We do import to varying
degrees for the rest of the year, but as storage is introduced in this figure will decrease still further.
It is conceivable that within a few years we will have carbon free electricity.... but the building
regulations software, unless changed, will still be pushing us towards carbon laden gas.

Pressing Issue:

This is a pressing issue because the new Kirkwall hospital to be built is intending to be heated using
electricity, but it may only be able to do it by swerving its way wastefully though the Building Regs.

Going back to the point about the choices the builder has to make: in this case the builder will heat
using electricity, but will have to pay for this ‘sin’ by putting expensive renewables into the design to
offset the alleged carbon in the electricity. The on-site renewables will add to the capital cost of the
project and NHS Orkney will have to pay for them (+PFl Profit) through the life of the project.
However the green electricity the onsite renewables will generate will only be as green as the
electricity bought from the Orkney grid; a grid which itself is already de-carbonised.

It would be better if the hospital builder was NOT forced to put the green bling on the roof and
either reduced the capital cost of the project or else put the money into insulation to reduce the
energy need still further. At present the building regulations do not encourage this.

OREF
17/03/2016

1 Policy advisor Eric Ling (Jan 2016)



Appendix 6 - Transcript of Evidence Session annotated by Witnesses

Witnesses: Tan Johnstone, Senior Consultant, Aquatera, Alistair Gray, Chairman, Hammars Hill
Energy, and Neil Kermode, Managing Director, European Marine Energy Centre, gave
evidence.

Q147 Chair: Thank you ever so much. Welcome, gentlemen. I feel like we have seen you all
before this morning, but it is great to have you all back for this formal evidence session. I know
some of the themes and discussions and conversations we will have maybe touched on before,
but for the formal session where we can take a proper minute of this, if you do not mind we
might want to retouch on some of the things that we have had conversations eatlier this
morning. Just for the record—if we go from left to right—tell me who you are and who you
represent, and if there is any initial statement you would like to make to this Committee. I will
remind you, although you probably saw it from the eatlier panel, it is the big button here you
press when you respond. We will start with you, Mr Kermode.

Neil Kermode: Good afternoon. First of all, thank you very much indeed for the
opportunity to come and speak today and for you to come and listen to what we are saying.
We recognise London is a very long way away from the centre of marine renewables and we
really do appreciate your coming up to hear what is going on here.

We run the world-leading test centre for wave and tidal energy and we have had 16 technologies
from nine different countries all testing here in Orkney. This really is the centre of where it
is all happening. Being so close to the epicentre of all this activity, we see the scale of the
global opportunity that marine renewables presents for the UK as a whole, for Scotland and
specifically for Orkney. We are very concerned that quite often there is a disconnection
of policy activities and a failure to recognise that today we are at 404 parts per million CO.
level.' It has gone up four parts in the last 12 months and 450 is reckoned to be the threshold
at which we will see 2 degrees climate change rise, so we have a catastrophic risk facing us
of 2 degrees climate change rise and we are not necessarily seeing the same clarity of policy
that we would like to see that would encourage marine renewables. We are finding some of
the policy landscape very confusing, and I can go into that in more detail if that is helpful
later.

Chair: Thank you for that. Mr Gray, we have already shared the trip to a windfarm with
you this morning, so just for the record please say who you are and who you represent.

Alistair Gray: Thank you, Chairman. My name is Alistair Gray. I am chairman of Hammars
Hill Energy, a local windfarm. I am also a non-executive director of EMEC and professionally
I am a chartered accountant. I specialise to some extent in project finance, so I deal with a lot
of renewable projects, funding of renewable projects, not just Orkney based but throughout
the UK. I have a level of expertise in wind but I have also dealt a lot with solar projects and
also hydro projects.

Chair: Mr Johnstone?

! Live feed of CO2 levels from NOAA: https://www.co2.earth/
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Ian Johnstone: Thank you. My name is Tan Johnstone. I work for a local renewable energy
consultancy here in Stromness, but today I am here representing OREF, which is the Orkney
Renewable Energy Forum. It is a membership organisation that comes together to look after
the interests of local energy companies, local energy producers and people locally who are
interested in renewable energy.

We feel that Orkney is at the forefront, as Neil has already suggested, of marine renewables,
but Orkney has also embraced renewables in general completely. I think it is partly to do with
our island culture and our reliance on each other. We work as a community together to make
sure things work and we have embraced renewables as a way forward for that. The forum
tries to gather these views together and tries to help influence policy or tries to make
comment on policy, so we very much welcome the chance the Committee has come here to
listen to what we have to say.

Q148 Chair: I am grateful to all three of you. I was just coming to that. This is the first
question I was going to ask, which was what underlies the dynamic growth of the scene in the
renewable sector in Orkney. We know you have the resource, maybe not today, and you have
the climate—again, perhaps not today—and we know there has been phenomenal growth and
you have been successful in developing the sector here. Maybe in replying to this you could
identify any Government levers or specific policies, which you have observed from the UK or
Scottish Government, which have assisted and enabled you to get to where you are today in
terms of being wotld-class marine and also self-sufficient when it comes to renewables.

Ian Johnstone: Just going back on what I said before, because we are an island community
and we work together as a community to make things happen, I think that is a good success.
We have the resource and we recognised a long time ago that the resource is here. We have
wind, wave and tidal that you heard from earlier. Although you did not see much wind
blowing today, the tide is still going in and out every six hours so there is a lot of power there.
If you were up on the west coast you maybe did not get a chance yesterday, but there was a
fair sea running even though there is no wind, so for the wave side of things, things are
still going on. We have an incredible resource. We have a resource of people as well because
we have been involved in it for a long time. When ICIT, the building that you are living in
just now in the university, came here and started to promote marine energy, we have started
to see a number of companies develop, so we have a clustering effect in Orkney that I think
does that well and makes that happen. A number of the people were represented this morning,
but that was only a fraction of the number of people who are involved.

All of these things have helped with the success of the projects. The Government have been
supportive and the siting of EMEC here, which a lot of people worked on really hard to make
sure it came to Orkney because there were a lot of other places it would have gone, has been
a great success and a tremendous advantage to us. There is no doubt about it that the subsidy
regimes, the ROCs regimes and the FITs regimes have all helped, but the problem we are
having now is that that is becoming shaky. The confidence has been lost in some of these
issues. Subsidies have been pulled out from underneath people’s feet, as you have heard from
what Felix was saying earlier, and that has made confidence in the sector start to be doubted.
We need some long-term certainty. People’s jobs rely on it. The students that are in the room
here at the moment you will see are all secing this as a career and that is definitely becoming
more suspect. As I think you heard this morning from one of the lecturers, there would have
been a lot more students here this year sitting in on your Committee if there was not that
uncertainty in what was going on in the industry at the moment.



Q149 Chair: Would any other of the gentlemen like to reply, again thinking about useful
Government levers and helpful policies that have helped to develop and grow the sector here?

Alistair Gray: 1 think past Government policies have been critical to getting the industry to
the level it is at now within Orkney, particularly so perhaps in terms of the marine
development, which is really at an early stage of commercialisation. I guess we must remember
that that was not a Scottish Government initiative; that was an initiative that came out of
Westminster for the establishment of the marine test bed technologies here. I guess the danger
to some extent with this uncertainty that we are seeing in current Government policy and the
lack of clarity is we are almost back to exactly what happened with the wind industry, where
Burgar Hill’in Orkney was used as the test bed for the eatly stage prototype development of
the wind industry and there were technical issues. The Government of the day lost interest,
lost its nerve, did not continue with the investment and we then lost that investment to
essentially Scandinavia and the region has picked up the mantle and really developed the
wind industry to a very high level, invested in the technology and manufacturing plant and
are now world leaders. So, I guess, as was said in the first session, this uncertainty and lack
of clarity in terms of policy is undermining the whole sector.

Neil Kermode: 1 completely echo the points made earlier but rather than go through it again
I would also add a further thing, namely that during the last years of the last war there was
vision shown about the electrification of the Highlands and the acquisition of power from
hydro, principally by Tom Johnson and others.” That then led to the development of the
National Grid and frankly we would not be doing marine renewables here had there not been
the vision to lay cables to Orkney sometime after the cables were laid up to Dounreay.

The point is there was a policy decision to build a National Grid in order to make sure that
Britain remained competitive, because it had a chronically unreliable power system at the end
of the Second Wotld War and we have benefited directly from some of those investments
some years later. I think that is the lesson to take away from this, in that investments made
now will pay back in due course and nobody at that time envisaged there was going to be
such a thing as marine energy. But here we are with 250" or so jobs in this faitly remote
community, working principally because there was that investment.

Q150 Chair: One of the reasons this Committee wanted to come to these islands was of course
because of your self-sufficiency when it comes to renewables and the incredible things you can
do with marine. It has been described as world-class, a living laboratory, which is some of the
words that were used in the round-table that we had this morning. We have heard in the round-
table and again from the first panel about the constraints of the grid about how to get this excess
of energy across to the mainland. Is there any way that any of you see to get beyond this and
resolve this issue? Perhaps you could talk a little bit about what the rest of Scotland are capable
of benefiting from if we are able to secure this line and get some of this power off. I do not
know who gave you the figure of 200 million but it is a figure that you recognise and whether
that is accurate. What do we get if we were to get this line to Orkney?

2 http://www.orkneywind.co.uk/history.html

3 Best reference book is ‘The Hydro’ by Peter Payne

4 http://www.orkneymarinerenewables.com/supply-chain.asp
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Neil Kermode: If we pick up on the £200 million figure for a start, that was based around
some work I think that SSE did a little while ago about the first of two phases to bring cables
when there was a proposal to put a lot of marine work sites in the Firth some years ago. That
was about a 180 megawatt cable’. The thing to bear in mind is that the potential for Orkney is
probably at least 10 times that as well, so the £200 million would get you the first 180
megawatts and then thereafter, assuming marine succeeds, there will be further cable to be
built so I do not think 200 million is job done but it gets you a good way down the road.

In terms of what else, the benefits that will be seen, already we are seeing benefits in the UK
from the fact that we are doing even the limited amount of work we have achieved on marine
renewables so far. Companies, like Aquatera® and others, are working around the world
employed on contracts, doing work, bringing money back. So, that is a definite benefit. The
scale of the win that could be achieved if we could get marine renewables away and make it
work, according to the Carbon Trust they estimate that one fifth of the UK’s electricity could
be supplied from marine renewables if we get this to work.”

In terms of delivery that is about comparable to what nuclear is doing today®. It is carbon-
free, there is little or no decommission costs, we have security of supply, sovereignty over the
resources and this technology will have to be deployed in remote areas, so we will see remote
areas benefiting directly from this economic activity, just in the same way that these areas
benefited when the road infrastructure was put in under Telford’s direction back in the
1800s.” That is the way. It will enable economic activity in these remote and often difficult
areas and produces a carbon-free electricity source.

Alistair Gray: In terms of the wind sector, picking that up, the resources we have here in
Orkney does allow us to generate a much higher capacity than perhaps the south of England
in terms of wind generation and that brings down the unit cost of electricity. We at Hammers
Hill are currently on a levelised cost of electricity of £57 a megawatt, and that is not that
much more expensive than gas generation so that is an interesting number. Could it become
subsidy-free? Yes, I think it can become subsidy-free. Not quite there yet but it is pretty close
and certainly, compared to perhaps new nuclear, it is a lot less expensive.

Q151 Mr Anderson: What do you mean by “levelised”? It sounds almost like a politician’s
term.

Alistair Gray: It is really an economic calculation of the cost of generating that electricity in
terms of the investment and the cost of the capital to develop wind power, for instance,
and the subsidies that the wind farm achieves, so if you add all that up you can work out the
levelised cost of electricity. Last year for our particular wind farm it was £57 a megawatt.

>file:///C:/Users/Neil/Downloads/OrkneyCaitnessAllSixPosters.pdf
6 http://www.aquatera.co.uk/search/project list.asp
7 Page 5. http://ec.europa.eu/ourcoast/download.cfm?filelD=967
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Q152 Chair: Could you give the Committee the compatison of the costs per megawatt of
nuclear, renewable and gas? What are the figures relating to these?

Neil Kermode: The only one I am holding in my head I think Hinkley is struck at £93 a
megawatt hour'’. Onshore wind is generally quoted at £80 a megawatt hour."

Ian Johnstone: It was quoted this morning at just about 100 for offshore wind.

Neil Kermode: The only thing I would also say is that you then get into the fossil generators
but they are not paying for their waste disposal costs, what they are doing to the atmosphere.

Chair: That is really helpful.

Q153 Mr Chope: This active network management system we heard about is run by Scottish
and Southern Energy Power Distribution. Is there a problem in relation to then effectively
having a monopoly? As I understand it, as somebody said at the round-table eatlier, there is a 6%
maximum return that can be made on additional investment in an interconnector cable, which
obviously in terms of the returns that you can get on alternative investment is pretty low in the
scale of things. Who is determining that 6% maximum return?

Alistair Gray: My understanding—and I am not an expert on that—is that is established
between Ofgem'” and National Grid, so a district, a DNO, a district network operator, is only
allowed to make a certain return on an investment and that is regulated under the Electricity
Act, so I think that is where that number comes from.

Q154 Mr Chope: Scottish and Southern Energy Power Distribution seem to be pretty laid
back about wanting to do anything about improving this interconnector. Do you think there is
something to be said for opening that up to competition, because it might well be that a
consortium of people in Orkney would be able to get together with other investors and put in a
rival interconnector?

Ian Johnstone: With the uncertainty in the market that would be hatrd for people to come
together to try to do. There has been some thought, so it is not that it is not there, but it
comes down to the uncertainty and Ofgem rules are so complex. When you start scratching
the surface of how to understand how grid works on a technical basis it gets very, very
difficult and there are so many rules and regulations that it becomes very hard.

One of the things we have been fighting for a long time in Orkney to get the grid here is to
try to work with Ofgem. I was previously in the same role that Councillor Stockan is in. We
met with Ofgem and National Grid. SSE and all the operators came here and then we went to
London and had a meeting with them to try to resolve some of these issues with everybody
round the table. I think that was five years ago, and we are still no further ahead than we were
when we were trying to do that.

1010 http://www.theguardian.com/business/2015/sep/27/hinkley-point-what-price-avoiding-humiliation
(£92.50)
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As I think somebody mentioned eatlier, they kind of show nice words and warm feelings but
the actual complex dealings with grid is really hard. One thing I think the Committee could
suggest to the Government—and I suggested this this morning as well—is look at Ofgem’s
remit and try to make sure that Ofgem has some understanding of island issues and where
we are in islands. There is a consultation that came out this morning from the Scottish
Government looking at island-proofing of regulations. I definitely think that that is something
the UK needs to start doing. The Government could be passing it on to people, like Ofgem,
to say that, “Your regulations must be island-proofed”. After all these years, Ofgem do
recognise there is an issue in the islands but that is as far as it goes. They recognise it as an issue
but they have not come out and fixed anything, as far as I am aware.

Q155 Mr Chope: Councillor Stockan suggested that in any new interconnector there should be
special space for the energy generated from marine technology. Has Ofgem shown any interest
in that or have Scottish and Southern Energy shown any interest in giving a special role for
developing matine technology?

Ian Johnstone: No. To my knowledge, I think the only way that has been recognised is that
they have said in the previous CfD rounds that they did recognise that some of that would be
for marine. We are all waiting to hear what the new CfD rounds will come out with and
whether that will be—

Neil Kermode: Just on that, we have not seen any encouragement that they would
hypothecate a piece of capacity for marine. We are trying to do something strategically about
that, because we see that as a strategic investment because marine renewables could be a
strategic industry that the UK sees value in supporting, but at the moment they do not seem
to be particularly interested. We have seen it in evidence of other things. For example,
communications is an issue here in the county, and trying to get good fibre connections
is very important. We cannot even persuade the SSE people to put fibre into the new power
cables when they lay them so they could do two jobs at once, so trying to hypothecate
space for marine is going to be quite a stretch.”

Ian Johnstone: Just coming back, the other thing we have to remember is that the cable
across the Firth is not paid for by the public purse. The developers underwrite the cable until
it is built and then, once it is built, the transmission operators—like Alistair here—have to
pay tenuous charges on the charges on the cable, so this is not a generous public thing that we
all need to pay for. This comes from the transmission operators who have to pay that.
In Orkney it is somewhere around £100 a megawatt whereas in Caithness, which is only eight
miles away, it is about £20 a megawatt. You can see the difference of that is they are paying
for the cable across the Firth. The cable is paid for. It is just Ofgem allowing the cable to be
built.

Alistair Gray: The charging structure I think would be a useful point to make. The charging
structure, in terms of the use of the National Grid is set between National Grid and Ofgem.
We have a ridiculous situation that if I was a wind generator in London then my charges
would be a credit, so I would not pay to use the network. The network would pay me to put
my power into the network. Because we are at the end of the grid, the charges in the
Northern Isles here would be among the most expensive in the UK because it is based upon
distance basically from London.

13 Conversation with Alec Morrison of SSE: https://www.ssepd.co.uk/ConnectingOrkney/
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Q156 Mr Chope: Perhaps in due course we will get some evidence from Ofgem on. We have
had some evidence already about this issue of electricity storage. What do you think about the
future here? Do you think this could be transformational or not?

Ian Johnstone: Yes, I do think so. Like I say, we have been working for a long time to try to
come up with a grid and it is still not happening for us, so we have to look at storage. I think
nationally people are recognising that storage is a real issue. You heard this morning from
some of our members that were talking about small scale storage. I know that Neil could
maybe talk about EMEC and the hydrolyser that they are producing, and there are a number
of other projects that are being looked at in Orkney at the moment on storage issues.

We mentioned before this idea of Orkney being a living laboratory to be able to show the rest
of the country what we could do. If we could create a storage test facility at EMEC, or
something like that, where we could start seeing how we could integrate renewables and
storage to balance the whole grid, I think that would be a real advantage.

Neil Kermode: We have started some work on storage, principally because we do not have
the capacity to get all the power away from the island where we have the tidal test sets. We are
building a 0.5 megawatt electrolyset. The box has been built and kitted out in Sheffield and,
by September this yeat, we should have it all up and operating. That is going to produce
hydrogen and we are working with Community Energy Scotland to use that innovative scheme
to help power the ferries at night."

We are trying to find ways to soak up energy and use it in different ways, but the point is that
if you don’t just think you have to produce electricity and then consume it at exactly the same
moment, and you put a buffer in there in some way, that completely changes the electricity
market. My understanding at the moment is that the electricity market does not value storage.
We need to find a way that we do value storage because there are things to be done.
You either shift from times of plenty, you harvest electricity when you can and put it in store
and use it when you need to, or alternatively you transform it from electricity into
something else that you can then use to your benefit at a later date. It brings time into the
equation, so finding a way to encourage storage is critically important.

Q157 Mr Chope: Through a price mechanism you are saying?

Neil Kermode: Yes, there would need to be some price mechanism. I am not an expert in
how that would work, but my understanding is that at the moment storage is not valued and it
is very difficult for somebody to have a particular value for storage that they do build. That
therefore means the investments are difficult to justify.

Q158 Chair: I am quite interested in this idea there is no value in storage. It is not the first time
we have heard that in the evidence. Surely, if we solved the storage issues, we would get round
some of the difficulties like today intermittency when you are relying on the National Grid
coming in. Surely we must be doing all we can to encourage Government to invest in this,
to look at this and try to come up with some sort of solution that will get round the real
difficulties of intermittency.

14 http://www.orkney.com/invest/sectors/energy/surf-n-turf
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Neil Kermode: Yes, there are others who are better placed to be able to explain exactly what
the details are and why storage is not valued at the moment. I am sure we can signpost
tepotts or find people who can speak to that."”

Chair: That is something we would like to explore a bit further to see what there is, in
terms of investment and resources dealing with some of the storage issues.

Q159 Chris Law: Just to touch on that before I come on to my own questions, I met recently
with Babcock who are looking at a town that is being built in Japan right now where every
household is going to have its own storage facility for any excess energy it produces.

I want to turn to energy policy in the UK and then more in detail to renewables, but
earlier today I was hearing about energy policy in the UK, how it has significantly changed in the
last year and, particularly, the focus has been on funding nuclear energy and fracking or extraction
of shale gas at the price and cost towards renewable energy. I want to know if the panel share
that view, and if you feel that perhaps it is oil companies that are really at the forefront of
lobbying the UK Government at the expense of renewables.

Neil Kermode: Even being in the industry I think we would say that we find policy at the
moment very confusing. We have heard encouraging noises about wanting to be green and all
the rest of it, but there is a huge amount of uncertainty that has been generated by a number
of announcements that have been made of late, which have had the effect of undermining
confidence. We hear that from investors continuously. The effect of undermining that
confidence is that they therefore see risk and, if there is risk, they therefore have to price that
risk. That therefore means the cost of capital increases, so the projects that we are seeing
around, the cost of those has been increased directly by uncertainty.

Looking across the piece we do seem to have a confused picture. Oil and gas we know that
we cannot burn all the oil and gas that we have identified in the ground at the moment, but
the Government has just encouraged that by setting up the new regulatory body, which is
tasked with maximising economic recovery of oil'® We know that the tax breaks for
decommissioning for oil and gas companies are worth about £9 billion a year'. With shale
gas the head of National Grid—Steve Holliday I think it is—mentioned last week that the
most optimistic predictions for shale gas would deliver something like 10% of what the UK

uses on a cold winter’s day, so it is somewhat of an irrelevance as opposed to being substantive.
18

Nuclear is clearly looking shaky at the moment, CCS has been killed off, solar FITs have been
chopped, onshore wind has been discouraged, hydro is very effective but it is also struggling
and, from my point of view, we therefore have to worry whether wave and tidal is next. That
effect is then permeating with the confidence that some people are expressing, even in
renewables, and if we do put that at risk I think that would be reckless.

Alistair Gray: Can1 add to that? I don’t think there is any uncertainty over Government
energy policy at the moment. Energy policy is set by Westminster and the policy is absolutely

15 http://www.carbontrust.com/media/672486/energy-storage-report.pdf - Key Barriers Page 8
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clear, as published in the 2015 Energy Act. That Act had three main sections and it
was an investment in nuclear, an investment in shale gas and a retraction of renewables so, as
far as I am concerned, the enetgy policy is very clear.

In terms of renewables, what has happened is DECC has issued a raft of consultations in
terms of the changes in renewable support, bringing forward the closure of the Renewables
Obligation from 2017 to 2016, which has been a complete shambles. There is still no clarity in
terms of the legislation. We still do not know what the grace periods are, despite the fact that
this effectively came into effect from 16 February but there is no policy direction. I do think
the overall strategy is clear but some of the detailed policy—particularly the detailed policy
associated with the subsidy regime for renewables—is a complete and absolute shambles at
the moment.

Ian Johnstone: 1 do not have too much to add to what my colleagues have said. Our
company works around the world and in any country you go to in the world if you mention
marine renewables, and somebody is involved in marine renewables, they know where Orkney
is. We are an island of 20,000 people. They know where Scotland is and they know that
Scotland has driven that policy. We do a number of studies for countries where we
compare policy in Scotland to policy in their own country to see how they can get to where
we have got to. What we find now is that when they say, “Well, what about the UK
Government? What is going on with the UK?” we have to say, “It is going”. These guys are
all looking us who are leading the way. So, South American countries, we work in Japan,
Philippines, Indonesia and these are the countries we have been to recently, and all of these
are still looking to us. That is not going to last much longer if we carry on the way we are at
the moment and show that kind of uncertainty. We are leading the world at the moment
but we are not going to be for much longer.

Q160 Chris Law: Following on from that point, as you said Scotland is a wotld leader for
renewables but we have a UK policy that seems to be completely opposed to that. This may be
taking a leap in the dark but would you recommend that energy policy be fully devolved to
Scotland?

Ian Johnstone: With the support the Scottish Government has shown us I think that would
be a good thing, personally. That is a personal view. I cannot say that is a no review because
you have just thrown the question at me.

Alistair Gray: Yes, I would agree with that. It would be nice to have some clarity and some
support for the sector and to remove that uncertainty because, without a doubt, it is the
uncertainty at the moment that is undermining confidence to invest. I am involved in projects
throughout the UK, and I have scen over the last six months, particulatly, there are
developers that are pulling out of the sector wholesale. They are closing down their operations
completely. A wind developer I know well, based in London, had 15 active projects on the
go of which 80% were in Scotland. They have closed them all down, apart from one, because
of the uncertainty in the regime.

Neil Kermode: 1 would say competition is very healthy, and we certainly saw that some
marine energy companies that had left the UK came back to the UK because they saw that
Scottish marine as very attractive. There was something of a bidding war that broke out
between Holyrood and Westminster and, at a time when DECC was saying it was impossible
to pay multiple ROCs or five ROCs for marine, Scotland found a way to do it. Then in due
course Westminster has followed suit, so I would not want to step into the political arena and
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say where it should be but as long as we are bidding upwards and not bidding downwards that
is what I would encourage.

One thing that would be useful is if we could understand in a little bit more detail where these
policy drivers are, and the Levy Control Framework is something that has been routinely
quoted as saying, “We had to cut renewables because the framework was bust” or “The
figures did not work”. DECC has consistently refused to publish it and that is certainly an
issue and we are looking forward to seeing it."” I understand it is likely now to be around
the Budget, but the Levy Control Framework is something that will at least explain the working
and, once you understand the working,you can then predict what is going and, therefore,
you can take judgments as to whether it is time to invest. That is a piece of certainty that is
certainly not there at the moment.

Q161 Chair: This Committee is certainly hoping to speak to the Minister, particularly on the
levy and also for the next round of auctions for Contracts for Difference to see if we can secure
that certainty. I am interested in the response that you gave here, because it does seem like
the latest raft of policy announcements from the UK has had almost what you could describe as
a catastrophic effect on confidence in the sector. Any Government must be aware of the impact
of the changes of its policy. What I think we need to explore and discover is: is evidence getting
back to the Government yet that this is having a profound impact and effect on confidence
in the sector? It is disturbing to hear that people are pulling out of Scotland because of the lack
of certainty here. Has this been communicated effectively to Ministers from the sector? Does it
need us to make sure the Government are hearing that loud and clear? What are you doing to
stress that this is having a big impact on the sector here?

Ian Johnstone: We have tried to evidence this and we evidenced it to Highlands and Islands
Enterprise, our local development agency, through a letter from OREF. The chairman of
OREF wrote a combined letter” to them highlighting some of the issues. We don’t always
just highlight the issues. We also try to look for solutions, and we came up with some
solutions about how we might keep the industry going. I presented to you this morning
the audit that was done for OREF on the energy situation in Orkney™, and this is the policy
document with some of the issues; this is the solution. The solutions are twice as thick as the
issues, so we come up with our own solutions and I think that is important. We are not just
asking Government to do things. We are asking Government to work with us to make these
things happen.

Q162 Mr Chope: On that point, you say you think all energy policy should be devolved to
Scotland. Are you looking at that just from your perspective or including the oil and gas industry?
Do you think the oil and gas industry would really wish to be on its own at the present time?

Ian Johnstone: 1 think that is becoming a bigger political question and I need to be careful
because I am representing OREF. 1 have my own very particular views but the issues I have
tried to express—and I think a number of our members expressed this morning—the
frustrations with things like Ofgem and the frustrations with the lack of clarity. We have had a
lot of support from the Scottish Government. They seem to understand. Obviously, it is in
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their interest, they see that they are world leaders—Scotland is still a world leader with
a policy, with the way it is going and the resource that we have—so I think that is far as I will

go.

Alistair Gray: 1 am certainly not interested in making a political statement at all about this
and I am certainly not having a go at Westminster by any means. We are in a situation at the
moment with the subsidy regime. There are two types of subsidy that is given to the sector at
the moment. One is the Feed-in Tariff and the other is the Renewables Obligation, the ROCs
regime. The people that get subsidy from the Feed-in Tariff that is guaranteed for 20 years
and it is inflation-linked. There is a link to RPI and it bears no relationship to any market
forces whatsoever.

The Renewables Obligation is a_different matter. The Renewables Obligation is paid at a much
lower level but it is market-driven, so 50% of your income under the Renewables Obligation
comes from the power market, from the wholesale power price. This morning the UK
power price was £31.80 a megawatt, so that is the brown power price, which is 40% less than
it was a year ago. We are in a situation at the moment with the laws of economics, supply
and demand, that the UK power market is flooded with gas. It is flooded with oil, all of which
is really cheap. It is primarily the gas price that influences the wholesale cost of electricity
because most of the generation these days from gas generation. Consequently the matket
price is very low. That market price, if you are within the Renewables Obligation regime,
you are affected by that market price, because 50% of your income comes from the actual
power price or it is influenced through your power purchase agreement. You may have
contracted that for three years, or five years, or 12 months, or whatever, but projects within
the Renewables Obligation regime, there is almost ‘a perfect storm’ at the moment because
the numbers of these projects that might be renewing their power purchase agreements
are suddenly facing a 40% drop in the power price.

Chair: Thank you. We will leave that one there. Chris, did you have a
last supplementary?

Q163 Chris Law: I wanted to turn it on its head and look at it optimistically. Should the UK
Government change their energy policy on the publication of a report, would some of the projects
have been halted, or cancelled, or stopped until the money is invested, would they be able to
recover, or would we lose a significant amount regardless?

Neil Kermode: 1 would say that you will recover some elements, but you will not recover all
of them in the short term, because confidence is extremely fragile. Having undermined it in
many ways, some people will have been caught and, having been burnt like that, they will
keep away from it for a while. Certainly, establishing confidence and having something that is
dependable is absolutely critical, and that is a long-term objective. That should be an objective
beyond an individual Parliament. That should be an objective for the nation in perpetuity.
You cannot operate without a stable regulatory regime, and confidence that this is worth
doing. I would say that anything you can do that means that there is clarity of purpose that we
are going to get on top of carbon and drive it down, no matter what, is critically important
because the alternative is pretty terrifying.

Chair: We will have to move on from there, if that is all right.

Q164 Margaret Ferrier: Just before I start, we heard this motning that obviously Otkney is
ahead of the game and is seen as a shining light, I think it was described as. But obviously now



you are exporting your expertise, and it is other countries that are going to benefit from this
expertise rather than the UK. Certainly as a member of this Committee—and I cannot speak for
every member—I would like to say that I will certainly be voicing my concerns when I go back
down to Westminstet. I am sure the whole Committee will do that, because it is very sad that
you are ahead of the game one minute and then people lose confidence in it. That is the way
forward, renewables, not going back the way. I think we need some visionary Ministers down at
Westminster. On to my questions, which again are about planning. First, we have received written
evidence from a number of individuals who have concerns about the level of deployment of
onshore wind technology in Scotland. It has raised issues about the cost to consumers of
renewable energy and harm to the environment caused by some renewable technology as well.
How would you respond to these concerns? That is to the whole panel.

Neil Kermode: In terms of the cost to the consumet, I will deal with that piece first. I was
looking at SSE’s bills. The breakdown of the bills basically is that about 9% of the consumer’s
bills is due to environmental and green activities.” That is about £94 to £95 a year. At the
moment we are all spending around about £100 a year in dealing with nuclear waste.” The
scale of what we are doing with the green levies is quite small compared with the other costs
that are there. In terms of the antagonism shown towards renewables on occasions, I think
that is vocal rather than actual on many occasions. Studies have been done. Thete was the
wave 15 report produced by DECC* in December last year: 76% of people are shown to be
in favour of renewables and 5% against. That is 66% in favour of onshore wind, 73% in
favour of offshore wind, wave, tidal, solar and all the rest of it, shale 23%, and nuclear 36%. 1
think what we hear quite often is vociferous and vocal opposition, as opposed to it being a
true public opposition. It is something of a surprise when a publicity campaign was funded by
DECC to encourage people to accept shale gas, when I am yet to hear the same sort of thing
happen for renewables.

Alistair Gray: In terms of the wind sector, the visual impact is important and the way in
which a site is designed is critical. There has to be a high level of community engagement and
community consultation. That is an important part of it. Certainly the Orkney landscape
could not take 500 megawatts of wind turbine, it just couldn’t. I think most of us would agree
that there is a balance to be struck. There is opportunity tobuild more but only more in the
right location and in the right environmental conditions, in terms of bird strikes and all these
other environmental issues.

Ian Johnstone: Yes. I don’t have much more to add. A number of our members are wind
developers, and we do see that there is still potential in Orkney to have more, certainly not
500 megawatts but, as part of the energy mix within the islands, to make the whole thing
work. Yes, there are people who are vociferous against it. You get that everywhere. You are
all politicians, and I was a local politician, and it is always the vocal minority that make the
biggest noise. You have to remember that there is a huge silent majority, quite often, that are
not quite the same, and they understand. Neil was talking earlier about the parts per million of
carbon. We have to do something about it. People have to understand that we are destroying
our planet, slowly but surely, and we have to find a way out. They compare us against oil all
the time whereas oil is a finite resource and is full of carbon. It is not correct. All of us have

2 https://www.sse.co.uk/help/bills-and-paying/cost-breakdown
23 http://blueandgreentomorrow.com/2012/11/26/the-real-energy-subsidy-scandal/
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https://www.gov.uk/government/uploads/system/uploads/attachment data/file/474170/Wave 15 Summary
of Key Findings.pdf Page 6
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to have a way of making this work. Orkney is doing its best, 107% of our electricity demand
is coming from renewables at the moment. Okay, there are intermittency issues that you have
noticed today but we have solutions to fix that.

Q165 Margaret Ferrier: Thank you very much. As Alistair said, I think it is about finding the
right place to site them as well, and community engagement is very, very important. I had a local
farmer in my constituency wanting to put up a wind turbine, and the planning was not guaranteed
at all, and it was because the local community were so vocal in saying it was the wrong place.
They did not want it there. It so happened that the planning was rejected. You have to weigh up
against the siting of it and any other issues that the local people have.

I think you have answered my next question, you seem to have a higher level of engagement
with people in Orkney and, as you say, the community has bought into renewables. My last
questions is about planning framework and supporting the deployment of renewables
technology. Do you feel there are any issues with the planning permission, the planning
route? It is a similar question to what I asked the previous panel. Again, to all the panel members.

Alistair Gray: 1 could certainly foresee that there is an issue forthcoming in terms of: at the
moment planning permission only lasts for three years. From my understanding, that is set by
Scottish Government. It is not an Orkney planning issue; it is a Scottish Government issue.
We know, as we talked this morning, that potentially our new cable to Orkney is not going to
be here until 2022 or 2023, so that is seven years from here. You cannot apply for CfD unless
you have planning permission. If I go for planning permission this year for a project that will
only last three years. In that window, the cable is not going to arrive for seven years, so I
would have to renew the planning every three years. There is a bit of a disconnect in terms of
the planning approval process, which is set by the Scottish Government at the moment, and
island-proofing that planning approval process that would be required to justify the
investment of developer investment seven years ahead of delivery of a grid.

Ian Johnstone: Yes. One thing that may be worth mentioning, and certainly it is something
that is mentioned to us—again, as I say, we go around the world a wee bit—is the planning
policy as far as marine projects are concerned. Marine Scotland is the one place that you go
through. The Scottish Government took the plan to have one regulating authority for the
marine project. That is seen around the world as a very good thing. A number of other
areas have various different departments that they have to get different permissions for and
different licences from, and that slows the process down and makes things difficult. That is
one small point I will mention.

Q166 Mr Anderson: This is for Neil. We learnt this morning that despite the fact that this
country led the way in terms of wind technology that, ultimately, Alistair and his colleagues have
had to turn to the Germans for getting the equipment. Is that likely to happen if and when
the tidal stuff starts moving forward, or do you see the possibility to have at least a British- based,
if not necessarily a Scottish-based industry building machines for the future?

Neil Kermode: There are several bits about any marine project. There is the consenting and
applying for things, and getting the regulatory processes right, the sort of stuff that Ian’s
company does. There is then the building of the machines. There is then the operating of the
machines, and then finally decommissioning, but, as I said, the decommissioning is pretty
insignificant. The building of the machines: they generally tend to be quite big and bulky bits
of kit and I think it is almost inevitable that there will be some sort of fabtication ot some



assembly activity near the site where they are going to be deployed. Whether they will be
British companies building those machines, I am not sure. I doubt it somehow. We have
already seen a couple of majors exit the market with this. I think the manufacturing of it may
be UK, but it is touch and go. I absolutely know that the maintenance and the operational
maintenance of this stuff will have to be done by the people who are near the water in which
these things are situated. I am absolutely sure there is an operation of maintenance activity
that will go on and be enduring. I think we can absolutely get our claws into that; the same
with the deployment, the licensing and the planning side of things. Manufacturing: British
industrial policy does not fill me with hope.

Q167 Mr Anderson: Who is doing it out in the wotld now then?

Neil Kermode: At the moment we have seen people from nine different countries come and
test here. There were a couple of Scottish companies, one of whom went bust just over a year
ago, another one is in administration at the moment, a couple of others are at a smaller scale.
We saw Tidal Generation Limited bought by Rolls-Royce and then sold to Alstom®. We have
seen items moved around a little bit in the corporate portfolios. We are seeing France make
some very strong moves. They have both strong grid and also a lot of overseas territories that
are going to distinctly benefit from tidal energy. We are seeing other countries make some
very strong plays. I have to say that, at the moment, people are still coming to talk to us
because we are the ones who know how to build test centres, we are the ones who know how
to get the consents and we are very much in a go-to place. I think it is up to us to keep at that,
and that will be driven by home market. Whether it says, “Made in Birmingham” on the side
of the machine or whether it says, “Made in Burma”, I don’t know.

ITan Johnstone: Can 1 just say there is a local company, of course. There is Scotrenewables™,
who have a tidal device. Their device is being built at the moment in Harland and Wolff. The
co-founder of that is a local guy that went through Herriot Watt University few years ago.
Also, we have manufactured a wave device. You can still see some of them. They are not
hugely successful but we did have a manufacturing base in Stromness here for one of the
projects. It is not to say it cannot happen. I do agree with Neil about the majority of the ones
we have seen before. The Scottish Government, and to a certain extent the UK Government,
have been pretty active in trying to encourage the construction in some of the bigger plants,
and these are ex-naval yards and so forth. Obviously the ship building industry can feed
into that, I am sure, on a Scottish scale, and probably a national scale as well. We do have the
expertise, it is just encouraging it to happen.

Q168 Mr Anderson: Yes. So it is not the fact we could not do it? We have the skills, we have
the technology, and it is probably the will, but also the finance?

Ian Johnstone: Yes.

Neil Kermode: Yes.

Q169 Mr Anderson: Last one from me then, probably. Alistair, when you spoke before about
the energy statement last year, the 2015 Energy Bill, you were right. What it said is we are going

5 http://www.alstom.com/press-centre/2013/1/alstom-completes-the-acquisition-of-tidal-generation-limited-
tgl-from-rolls-royce-plc/
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to have double spending on energy innovation and bring down the cost of decarbonisation. One
of the ways that the Government are saying they are going to do that is by investing new
technology in Hinkley Point, which will reduce the carbonisation. Do you think that will get in
the way of the sort of technology that you are involved in, that Neil is involved in, making
progress?

Alistair Gray: 1 do not think it will get in the way, particulatly in terms of nuclear as a sector,
because I do think within the UK we have to have a mix of energy, whether that is from gas
generation, nuclear generation, or renewable generation. We have a baseload requirement that
has to come from reliable resources. We have to have a mix of technologies. I would be very
surprised if Hinkley Point was delivered on time and on budget. It is a huge investment,
enormously risky, I would imagine, on behalf of the Government. I think they have guaranteed
£95 per megawatt of power for 30 to 35 years, so it is a very expensive project. EDF are
clearly already having second thoughts about the investment themselves anyway. Let us wait
and see.”’

Q170 Mr Anderson: To all of you: do you think the Governments need to take a more active
role in supporting new low-carbon technology?

Neil Kermode: Yes. We do not have an alternative, because the alternative is simply
unthinkable. If we end up with the sort of climate change that we are likely to see it is going
to be catastrophic. It is going to simply dwarf anything that we have been experiencing today.
It is absolutely the Government’s role.

Q171 Chair: Thank you for that. This Committee are obviously keen to come to Orkney,
particularly EMEC, which we are now going to visit once we have completed these final questions.
There are a number of places that we could have possibly have gone. Do you work across island
communities when it comes to this thing, and is there a commonality of interests and issues?
We have Shetland to the north, we have the Western Isles, and we know that they all have their
particular concerns when it comes to good connection and getting renewables on tap. Is there a
forum that you get together, and is there, first, commonality of interests and concerns across the
island communities?

Alistair Gray: 1 think there definitely is a commonality of interests and concerns. I have come
across, absolutely, Western Isles developers, funders, and Shetland guys as well, and their
main concern, certainly at the moment, is grid, exactly like ours. Certainly their other main
concern is the lack of clatity on CfD, because they cannot justify the investment in grid if they
have no—

Q172 Chair: Just so we do not lose this, you talked about a possible CfD auction for Orkney.
Is that the same for the rest of the isles, or is this a special case?

Alistair Gray: Yes, and islands.

Neil Kermode: 1tisislands. Itisislands.

Q173 Chair: All the islands; that is how it is going to work?

2 http://www.ft.com/cms/s/0/cabdca0a-e47c-11e5-bc31-138df2ae9eeb.html
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Alistair Gray: Yes. Within the CfD framework there were always different pots for different
technologies. Pot one was awarded for existing, mature technologies, like wind. Pot two was
for the more developing technologies, offshore wind and marine renewables. Kind of included
within the pot to allocation was a thing called remote island CfD. That is what has been going
through the European Parliament for approval.

Q174 Chair: We are very much looking forward to seeing EMEC when we ate done, is there
anything that you can think of that the UK Government could do to further assist the
development of this? Is it the Science and Technology Committee that suggested that this was
put in place and was secured? Given that we have heard quite a lot about this being world class
and as an emerging and new technology, what more do you think could be done to support and
enable it?

Neil Kermode: 1 think making sure that there is clarity throughout the Government that we
need to make this thing happen. It is recognising the economic value that this will have.
Although T have been banging on the carbon side of things, it always surprises me that we do
not recognise that this innovation will create something where there will be tax taken. This
will be a new industry that will support a huge amount of activity, and if it is ours we will
licence this overseas and keep repatriating wealth, as we have done through a lot of British
history. T think it is about trying to polarise the Government and/or pass a Government
behind this and make it a major press and a programme to realise that this is value that is
going to be created in the long term by sticking with marine. It is not just purely an
environmental issue. This is fundamentally something that can support the economy, and it
gets you the environmental outcome, and it even improves Britain’s reach.

Q175 Chair: I suppose going back we remember all the 1970s and 1980s developments, and
the “Local Hero” film, when it came to the possibility and potential of tidal and wave. Is there
any reason why we have lost that, where we have started to look into this as a way forward, and
all of a sudden it was left, and now we are back to where we are?

Neil Kermode: 1 think historians have to look back at the changing Government policy that
happened at the time, because at the time we had Berger Hill going on, there was a big flurry
of activity, in my recollection, that was really driven by the first oil crunch when we realised
that we were really vulnerable and if somebody turned the oil taps up we would be up the
creck. At the moment 60% of our gas is imported®™, and we are in that same place, but
nobody has leaned on the taps at the moment. I am quite sure that if we did have that same
sort of shock we would run around in circles trying to find a way to fix it. It would make far
more sense if we make sensible investments to actively design a new energy system now while
we have the luxury and the time to do it, rather than doing it in the cold and the dark.

Ian Johnstone: Can I just add a couple of points on the last two points you have made? First,
as far as the three islands working together, in my previous job, the same job that Councillor
Stockan has now, we met five energy ministers at a UK level in different guises, and three
of those times we went combined together with the other island groups to try to hone the
point that we needed cables and we needed clarity from Ofgem. A lot of the points we have
said today, we had them then. We do work together on that. As far as what we could do to
support EMEC, it is very difficult for Neil to say, being the managing director of EMEC,
what they could do, but I do think the idea of Orkney as a living laboratory, or
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EMEC being able to test the storage issues that could come from that, that could be a real
advantage to the whole country. It would be a great advantage to our community, that would
be great for Scotland, but equally I think it would be good for the United Kingdom. You will
probably hear when you go to EMEC how many people come there just to see what is going
on, as you are today. It is in probably 300 or 400 a year that come to see that, and these are
from all over the world. That is a huge advantage, and if we could get the storage thing
cracked, then that would make a big difference.

Chair: We are very, very grateful for that. It has been fascinating, our day here, just listening
to some of the issues and concerns, and what you have all done in terms of having produced
a world-class industry here. We are really grateful for your evidence. If there is anything
further—again, as we said to the previous panel—that we have maybe overlooked and not
emphasised enough, please give us any further evidence in the form of a written submission.
It has been great.



