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SUBMISSION FROM THE OFFICE OF THE GAS AND ELECTRICITY 
MARKETS 
 
Ofgem is the independent economic regulator of the gas and electricity markets.  
Our principal duty is to protect the interests of existing and future consumers. The 
interests of gas and electricity consumers are their interests taken as a whole, 
including their interests in the reduction of greenhouse gases and in the security of 
supply of gas and electricity to them.   
 
We welcome the opportunity to provide evidence to the Economy, Energy and 
Tourism Committee.  Our response concentrates on our role of regulating the 
monopoly companies that own and run the transmission and distribution networks, 
and in particular how this facilitates the connection of renewable generation across 
Scotland.   
 
 What further improvements are needed to the grid infrastructure or heat 

supply networks both at a national and a local level? Additionally, are we 
confident that the necessary infrastructure can be developed and financed 
so that Scotland can export any excess electricity generated to the rest of 
the UK and/or the EU?  
 

Significant investment is needed in Scotland’s electricity networks over the next 
decade to meet the renewable targets set by both the UK Government and the 
Scottish Government, and to ensure continued security of supply.  To support and 
encourage network companies to meet these challenges, we announced a change in 
the way we regulate.  In areas of the gas and electricity industry where companies 
maintain an effective monopoly we regulate with a mechanism called a “price 
control”. Our new model for setting these price controls is known as RIIO or Revenue 
= Incentives + Innovation + Outputs. It is designed to drive real benefits for 
consumers; providing companies with strong incentives to meet the challenges of 
delivering a sustainable energy sector at a lower cost than under our previous 
approach.   
 
Key elements of RIIO are: 
 

 greater emphasis on effective stakeholder engagement - companies and 
Ofgem to engage effectively with wide range of stakeholders  

 the requirement to develop well-justified business plans identifying how they 
have considered and reflected stakeholders’ views  

 The requirement to provide greater evidence of an overarching strategy to 
deliver environmental responsibilities  

 
Flexibility delivers projects to connect renewable generation 
 
In previous price controls, the majority of investment was agreed at the beginning of 
the price control period.  However, new mechanisms were introduced in the middle 
of a price control period in recognition that additional investment was needed to 
connect renewable generation.  
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In 2004, we introduced the Transmission Investment in Renewable Generation 
(TIRG) mechanism which provided the three transmission licensees1 with revenue to 
connect renewable generation that was not previously forecast. TIRG comprised four 
specific projects: Beauly-Denny, Sloy, South West Scotland and the Anglo Scottish 
Interconnector and allowed additional investment of around £560m (2004/05 
prices). 
 
For the fourth price control period, a similar mechanism was introduced called 
Transmission Investment Incentives (TII). This provides project-specific, interim 
funding for critical, large-scale investments. Under TII, £617m of investment was 
agreed, including funds for the Western HVDC link and the Eastern HVDC link, both 
of which enable the transmission of electricity between Scotland and the rest of 
Britain.   
 
RIIO-TI – transmission price control for period 2013-21 
 
The next electricity transmission price control, known as RIIO-T1, will be the first to 
reflect the RIIO model.  It will set the outputs that the gas and electricity transmission 
owners must deliver over the eight-year period from 2013-21, and the associated 
revenues they may collect from consumers.   
 
RIIO-T1 recognises from the start of the control that there is significant uncertainty 
over a number of the investment projects that are likely to come forward during the 
eight years.  This is due to a number of factors including planning considerations 
and user commitment, or in other words the financial commitments a generator 
must make before a transmission owner will begin work on their connection.   The 
RIIO model gives the companies the flexibility to bring the projects to Ofgem for 
consideration once a needs case can be demonstrated i.e. during the next price 
control period.  
 
Fast-tracking of Scottish companies’ business plans 
 
A significant innovation in the RIIO model is the introduction of fast-tracking as a 
possible treatment for companies’ business plans.  It provides strong financial and 
reputational incentives on network companies to step-up to the challenge of 
providing well-thought and well-justified business plans. Companies that submit high-
quality plans can be “fast-tracked”, agreeing the control a year early so they are then 
able to focus on delivery of these plans.  
 
In January, we published our assessment of the plans put forward by the two 
Scottish electricity transmission owners, SHETL and SPTL including our view that 
the plans were well-justified and suitable for fast-tracking.   
 
Under these Initial Proposals we would allow upfront funding for around £2.3bn of 
investment in the Scottish transmission network with scope for an additional 
£3.7bn to be brought forward for assessment during the RIIO-T1 period. This gives 
total investment of around £6bn in 2009/10 prices (or £7.6bn after inflation). 

                                                        
1 Scottish Power Transmission Ltd (SPTL); Scottish Hydro Electric Transmission Ltd 

(SHETL) and National Grid Electricity Transmission Ltd 
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Figure 1 (see appendix) sets out an indicative guide to the key investment projects 
proposed by SPTL and SHETL in their business plans. The majority of the projects in 
this diagram will be brought forward for assessment during the price control period, 
and are not included in the £2.3bn baseline investment.  The £2.3bn does include 
significant investment to increase the capacity for cross border flows from its current 
capacity of 3300 MW to 6600MW. It also includes funding for various pre-
construction outputs such as routing, siting studies, environmental assessments and 
planning consents. 
 
What does this mean for the meeting the UK Government and Scottish 
Government’s renewable targets?  
 
SHETL’s generation investment plan indicates that since 2005, 900MW of renewable 
generation has been connected, with around 10GW currently under construction, 
consented or in the planning and development process. 
 
SPTL’s generation investment plan includes as its best view an additional 3GW of 
renewable generation by 2021, giving a total of circa 5GW of directly connected 
renewable generation. 
 
Total maximum demand in Scotland is around 6GW. Taken together, if all of the 
projects put forward by SPTL and SHETL in their business plans were to proceed, 
the potential connected capacity would be more than enough to meet 100% of 
Scotland’s maximum total demand. 
 
 What will be the impact on consumers and their bills?  
 
The transmission companies levy charges on users of their networks, and this is 
shared between generators and demand consumers.  For domestic customers, 
network charges comprise around 20% of their bill, of which 16% is distribution 
charges and 4% is transmission charges.   
 
Based on the Scottish transmission companies’ estimates, the cost of this 
investment will be £2.56 per average domestic consumer in 2012/13, rising to 
approximately £5.36 in 2020/21.  The recovery of network costs will be spread 
across the life of the assets (between 20-45 years) and across all users of the 
networks. A substantial proportion of the costs will therefore be met by industrial and 
commercial customers. 
 
It is also important to note that these figures only represent the impact of the SPTL 
and SHETL settlements, and do not include the costs of investment in the electricity 
transmission network in England and Wales.  Just as the SPTL and SHETL costs will 
be also covered by customers in England and Wales, National Grid Electricity 
Transmission plc’s costs will also be covered by Scottish customers. This will mean 
that the final number for the increase in transmission charges will be higher reflecting 
the investment across the whole network.   
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Investment in distribution networks 
 
There is also a need for significant investment in the distribution networks to connect 
renewable generators.  To ensure there are no regulatory barriers to restrict the 
development of smarter, more responsive networks, we have put in place a number 
of new requirements on distribution network operators (DNOs) including: 
 

 DNOs must now have in place a Distributed Generation Connection Guide 
and Information Strategy to help customers navigate their way through the 
process 

 new connections standards set out minimum timescales for the connections 
process, including compensation when these are not met, and 

 all DNOs must now publish a long term development statement to enable 
existing and potential users of the network to scope out where opportunities 
and capacity exists  

 
However, we remain concerned that distributed generation (DG) customers have 
encountered a number of difficulties in getting a connection.  We have held a series 
of “DG Forum” events in London, Glasgow and Cardiff which were attended by a 
broad range of stakeholders.  
 
Key themes from these events included the need for transparency of cost 
information so that customers can feel confident that they understand and can 
challenge costs; and the need for better and more frequent engagement with DNOs.  
The DNOs have now provided us with a plan of action for how they will take these 
issues forward.   
 
The next electricity distribution price control – RIIO-ED1 
 
Significant investment in the distribution networks is also needed to avoid customers 
who want to connect incurring costs and delays because network reinforcement is 
needed further downstream.  We expect there to be an increased take-up of low 
carbon technologies such as heat pumps, solar panels  as well as electric vehicles 
and small scale renewable generation during the next electricity distribution price 
control ( called RIIO-ED1), which begins in 2015. 
 
A key objective of RIIO-ED1 will be to ensure that DNOs accommodate these low 
carbon technologies in a timely and cost effective way.   A key challenge will be to 
strike a balance between ensuring that network capacity is in place to accommodate 
low carbon technologies whilst ensuring that customers do not pay for redundant 
assets.   
 
Offshore transmission networks 
 
The development of offshore renewable projects will also require significant 
investment in a new offshore transmission network. This includes an expansion in 
sub-sea cable construction to transmit the power to the onshore grid. To facilitate 
this, Ofgem and the UK Government’s Department of Energy and Climate Change 
(DECC), established a competitive, asset-based regulatory regime for the sector in 
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2009. This will ensure that new offshore renewable generation projects are 
connected to the onshore GB electricity network economically and efficiently.  
 
Within the Offshore Transmission regime, Ofgem manages a competitive tender 
process which grants licences for developing and operating offshore networks. The 
regime will also regulate these parties within the UK’s overall transmission regulatory 
framework. 
Ofgem (in collaboration with DECC) has been examining opportunities for, and the 
costs and benefits of, the development of a coordinated GB offshore electricity 
transmission network. Future wind farms will be substantially larger and further 
offshore. Instead of building individual connections for each development, and 
separate reinforcements of the onshore network where necessary, they could be 
interlinked to lower the overall construction and operating costs.  
 
Analysis undertaken by consultants appointed through the Coordination Project 
suggests that a coordinated approach could reduce the cost of GB offshore 
connections by 8-15% (£0.5-3.5 billion).  This would help contribute towards the UK 
Government’s target of reducing the cost of offshore wind from £150-190 per mega 
watt hour (MWh) to £100 MWh by 2020.  
 
Links could also be built between offshore wind farms that have a wider system 
benefit by allowing greater onshore power flows from increased renewable 
generation.  In time, these changes could potentially be adapted to also help the 
development of a European offshore network if this does materialise. Early 
discussions are currently taking place through the North Seas Countries’ Offshore 
Grid Initiative about how this might work in the future. Ofgem is now consulting on 
how coordination might be achieved by making changes to the current GB regulatory 
regime for offshore transmission assets.   
 
There are potentially seven offshore transmission projects around the coast of 
Scotland that licenses will need to be granted for through the OFTO regime (giga 
watts outlined in brackets): Islay (TBC), Argyll Array (1 GW), Beatrice (1 GW), Inch 
Cape (1.05 GW), Neart na Goithe (0.45 GW), Moray Firth (1.5 GW), and Firth of 
Forth (3.7 GW). 

 Are the reforms of the energy markets and subsidy regimes at both UK and 
EU level sufficient to meet the challenge of the Scottish Government’s 
renewable targets?  

 What will the impacts be on consumers and their bills?  
 
Project TransmiT 
 
Project TransmiT is Ofgem’s independent and open review of transmission charging 
and associated connection arrangements.  As part of Project TransmiT we have 
considered three main charging options and have assessed them against three 
broad aims of the project: (i) deployment of low carbon generation across Great 
Britain (GB) and impact on achieving the UK Government’s Renewable Energy 
Strategy target of 30% of generation from renewable sources by 2020 and carbon 
intensity in 2030, (ii) quality and security of supply across GB, and (iii) overall cost of 
the system as a whole and customer bill impacts. 
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The three main charging options Project Transmit modelled and examined are  
 

 Status Quo (Investment Cost Related Pricing (ICRP)): retaining the existing 
Transmission Network Use of System (TNUoS) charging methodology and 
making incremental changes to reflect issues previously unanticipated (e.g. 
high voltage direct current (HVDC) and island connections).  

 Improved ICRP: incrementally changing the current charging approach to 
improve the accuracy of cost targeting.  

 Socialisation: recovering transmission costs through a uniform £/MWh tariff 
applied to all generation users, whatever their type and location. Similarly 
another set of uniform tariffs would apply to demand users.  

 
These three options are consistent with meeting the UK Government’s 2020 
renewable target and carbon intensity goals with no material differences in the 
implications for security of supply. The key differences between the options are the 
impacts on power sector costs and consumer bills.  
 
In December 2011 we set out our assessment of these three options, including our 
initial view that the “improved ICRP” better reflects the costs that renewable 
generators impose on the need for transmission investment, by taking into account 
the type of generator and how often they are using the network to transmit power.  
Improved ICRP would also create a more level playing field on which generators 
would compete across GB and appears to be more consistent with the direction of 
European policy.    
 
Based on the evidence and our assessment of it, we proposed to rule out 
socialised charging as an option for transmission charging. This is because:  

 For any given level of government support the socialised approach reduces 
the risk of not meeting the UK Government’s 2020 renewable generation 
target. However in order to meet these targets, it does so at disproportionate 
cost (to 2020 power sector costs would increase by £2.8bn, pushing up 
consumer bills by £6.9bn).  

 It would exacerbate existing regional patterns of fuel poverty. Figure 2 (see 
appendix) shows the impact of both improved ICRP and socialised options 
compared to the status quo, with increases of between £25-30 a year for 
consumers in Scotland.    

 Socialising wider asset charges only reduces costs and consumer bill impacts 
compared to full socialisation, but they are still significantly higher than for 
status quo and improved ICRP (consumer bills rise by £4.8bn to 2020).  

 It risks straying into areas of UK Government policy around the degree of 
support for low carbon generation, which could cause confusion.  

 
Transmission charging alone cannot deliver the Government’s renewable targets. 
Subsidy from Government is also required. Our analysis assumes that DECC’s 
Electricity Market Reform (EMR) work sets support for low carbon generation to 
ensure that the binding 2020 renewable target is met under any charging approach, 
which DECC has confirmed is an appropriate assumption for the purposes of our 
modelling. However, we have also established that all three charging approaches 
are consistent with delivery of the 2020 target even if levels of support are 



EET/S4/12/20/1 

 

maintained at levels equivalent to those in the recently announced Renewables 
Obligation re-banding review.  
 
Figure 3 (see appendix) shows indicative average figures for wider zonal tariffs 
across GB.  In general, the modelling results suggest that the effect of the improved 
ICRP approach is to compress locational variations in generation transmission 
charges, particularly for low load factor generators including variable and intermittent 
renewables. 
 
As a result, and all else being equal, zones which currently have high transmission 
charges, such as North Scotland, become more attractive for siting plant with lower 
load factors (including low load factor thermal generation) and zones which currently 
have low positive, or negative transmission tariffs, such as the south of England, 
become less attractive for plant with this characteristic.  
 
User commitment 
 
Project TransmiT has also been looking at the other practical and commercial 
difficulties generators experience when connecting to the networks.  This includes 
the financial commitments a generator has to sign up to before National Grid will 
begin work on their connection. These commitments (known as User Commitment) 
act as a guarantee to National Grid that the generator is committed to using the link 
once it is complete and avoid unnecessary costs for wider network users and 
ultimately consumers.     
 
Existing User Commitment arrangements were cited as a barrier to entry, particularly 
to smaller parties, during the scoping phase of Project TransmiT. While Ofgem has 
taken the lead on the charging proposals under TransmiT, we asked industry to 
develop proposals to tackle the user commitment issues and a modification 
proposal, CMP192, was submitted to Ofgem in November 2011.   
 
The proposed arrangements under CMP 192 allocate liabilities to generators in a 
manner reflective of the risk that any changes in their plans would pose to efficient 
transmission investment and consumers. In addition, CMP 192 proposes to separate 
securities from liabilities and in doing so change the level of security generators are 
required to post. This would reduce barriers to entry by significantly reducing the 
security obligations placed on pre-commissioning generators.2 We consider this to 
be of a particular benefit to smaller, independent generators. Pre-commissioning 
generators are currently required to post security for 100% of their liability. Under 
CMP 192, the level of security would be reflective of the likelihood of the pre-
commissioning generators cancelling their project. It is proposed that before the 
generator has received the necessary planning consents their security should be 
42% of their liability. Once these consents have been obtained the security 
requirements would drop to 10% of their liability.  
 
OFGEM 
29 February 2012 

                                                        
2 Generators awaiting connection to transmission network. 
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Figure 1: Indicative guide to proposed network investment in Scotland under 
RIIO-T1 
 

 
 
 
Figure 2: Change in average bill vs status quo – 2020 (£/customer) 
 

 
 



EET/S4/12/20/1 

 

Figure 3: Indicative average wider TNoUS tariffs for all generation zones 2012 
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SUBMISSION BY OIL & GAS UK 
 
Introduction 
Oil & Gas UK is the principal trade association representing the offshore oil and gas 
exploration and production (E&P) industry within the United Kingdom, with more than 
200 members ranging from the largest, integrated oil and gas companies through 
independent E&P operators to an extensive supply chain, much of it in Scotland.  It 
is a major employer offering highly skilled and high value-adding jobs, an extensive 
range of technologies and substantial exports of goods and services. 
 
The industry has consistently been the largest investor among the UK’s industrial 
sectors over the past 30 years, with some £8.5 billion of capital spent in 2011 and 
more than £11 billion forecast to be spent in 2012 (ref our recently published annual 
Activity Survey).  The industry currently supports about 440,000 jobs across the 
economy through its activities on the UK’s continental shelf (UKCS) and in the export 
of oil and gas goods and services to various parts of the world which are estimated 
to be worth more than £5 billion a year.  Some 45% of these jobs are concentrated in 
Scotland; more details about exports of oilfield goods and services by businesses in 
Scotland are available from a report by Scottish Council for Development and 
Industry3, highlights of which are on page 50 of Oil & Gas UK’s Economic Report for 
20114. 
 
Currently, oil and gas comprise 75% of the country’s primary energy supplies and 
this is forecast to decline only slowly during the next 20 years, e.g. to about 70% in 
2020 (ref DECC). While UKCS production accounted for some 75% of that oil and 
gas requirement in 2010, it will continue to decline (it peaked in 1999 for oil and 2000 
for gas).  With the right investment climate, we expect that it could still satisfy some 
60% of our oil and gas demand in 2020 and that we will continue producing some oil 
and gas well into the 2040s and even beyond 2050.  It is forecast that there remain 
between 14 and 24 billion barrels of oil equivalent to be recovered and, given the 
continued dependence on oil and gas as essential sources of energy for many years 
to come, we believe that the UKCS has the potential to be a major contributor to the 
future security of energy supplies in both Scotland and the rest of the United 
Kingdom. 
 
It is also worth noting that long established policy, agreed between government and 
the industry, has been that the United Kingdom should recover as much of its oil and 
gas resources from the UKCS as it economically can.  A necessary part of achieving 
this desirable goal is that there should be fiscal and regulatory predictability, 
although we fully recognise that this is a reserved matter. 
 
From the EU downwards, government has three over-arching policy objectives: 
reduced emissions of greenhouse gases (GHGs), security of energy supplies and 
affordability.  We fully support governments’ desire to reduce emissions of GHGs in 
economically efficient ways and to encourage investment that will achieve this 
objective, coupled with securing energy supplies in a manner which is both 
affordable for consumers and keeps the economy competitive.  We also understand 

                                                        
3
  http://www.scdi.org.uk/sr/Docs/Oil_and_Gas_Report_09_10.pdf  

4
  http://www.oilandgasuk.co.uk/cmsfiles/modules/publications/pdfs/EC026.pdf  

http://www.scdi.org.uk/sr/Docs/Oil_and_Gas_Report_09_10.pdf
http://www.oilandgasuk.co.uk/cmsfiles/modules/publications/pdfs/EC026.pdf
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the desire to end some of the investment uncertainties which are currently evident in 
the electricity generating market, in particular. 
 
Oil & Gas UK therefore has pleasure in responding to this inquiry and so we now 
turn to the Committee’s more specific questions. 
 
Targets 
There are considerable risks in having multiple targets, for example the EU’s well 
known 20% reduction in emissions plus 20% renewable energy plus 20% gain in 
energy efficiency, all by 2020.  We would argue that the first 20% is the one which 
matters; the other two are, in reality, means of achieving the first one, but they are 
not necessarily the only means, nor are they necessarily the most efficient means. 
 
We therefore question the wisdom of setting multiple such targets.  It would be much 
better to set an overall objective rather than specify individual, technology related 
targets.  In this way, the most efficient results will be secured through the normal 
mechanisms of discovery and choice. 
 
i) Electricity. 
It is very difficult to see how 100% of electricity from renewable sources will occur by 
2020 in Scotland.  The principal technology for achieving this will be wind power 
which, because of its intermittency, implies that Scotland will have to generate 
electricity from wind in excess of its own requirements for much of the time and 
export the surplus to England.  However, the annual load factor for wind power is 
typically 30%, maximum 35%, hence the difficulty in envisaging how 100% 
renewable electricity will be delivered by the end of this decade.  It will require an 
exceptionally high rate of investment in both renewable generating capacity and 
expanding the grid southwards. 
 
As with the UK wide target of 15% of all energy coming from renewable sources by 
2020, Scotland’s target for 100% of electricity from renewables looks more likely to 
be for 2030 than 2020, by which time tidal and wave power could be beginning to 
make a material contribution. 
 
ii) Heat. 
About 80% of houses are heated by gas, as are most commercial and public 
premises.  Modern gas heating at the point of use is very efficient and generally 
cheaper than any other form of heating, whereas renewable heating tends to be 
much more expensive.  For example, heat pumps are most applicable in well 
insulated property and are only likely to benefit existing homes heated by oil or 
electricity, not gas, according to a report by the Energy Savings Trust in September 
2010.  This found that the pay-back periods for ground and air source heat pumps 
were: 
 

Heat source:   ground  air 
v  electricity  18 years 10 years 
v  new oil  29  16 
v  new gas  47  31 
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Furthermore, air source heat pumps which are more easily applicable to existing 
housing need to be backed up by electricity in cold weather.  In an analysis of the 
winter of 2009-10 and the start of winter 2010-11, Oil & Gas UK calculated that, if the 
heat provided by gas in very cold weather were instead satisfied by electricity, GB’s 
electricity system would need to be four times its present size.  It is not often 
appreciated how large the gas system of this country is. 
 
In terms of reducing emissions of GHGs relating to heating, switching to modern, 
very high efficiency gas boilers is among the fastest and cheapest way to do this, the 
supply chain for which already exists.  This should form part of a well targeted 
programme of energy efficiency improvements in buildings, public and private. 
 
Challenges 
As we have written before with regard to the whole UK, it is now clear that current 
policies which aim to de-carbonise electricity generation by 2030 and electrify the 
economy are going to be very expensive.  Also, it is doubtful if the necessary capital 
can be raised within the timeframe contemplated, never mind spent to good effect 
without straining the supply chain’s resources such that it leads to significant cost 
inflation which would be the worst of all outcomes5. 
 
i) Technology. 
Current policies assume the simultaneous and successful introduction of a wide 
range of new technologies and changes in the way we live: 
 

 12-15GW of new nuclear power plant (not currently applicable in Scotland) 
 CCS becoming commercial 
 offshore wind power of a scale, complexity and distance from shore never 

undertaken before 
 development of a smart and much expanded electricity grid (for Scotland 

this is crucial) 
 widespread introduction and use of electric vehicles 
 electrifying home heating (80% of homes currently use gas) 
 introduction of smart metering across the country 
 dramatic improvements in energy efficiency and the way society uses 

energy. 
 
There are, therefore, very considerable financial and practical risks with today’s 
policies.  The probability of so many new technologies and such profound changes 
all coming to fruition within the same, comparatively short timeframe and at an 
affordable cost is likely to be extremely small. 
 
We have, therefore, attempted to assess the risks posed by the eight major changes 
in technology and way of living, listed above (with the fourth risk re the electricity grid 
split into two: a smart grid and a much expanded grid). 
 
 

                                                        
5
  As we pointed out in our response in March 2011 to DECC’s consultation about Electricity Market Reform, it is worth 

noting that the much quoted £200 billion of energy infrastructure investment during 2010-20 excludes our sector, offshore 
oil and gas, where £60-70 billion of capital investment is expected during the decade. 
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Source of Risk Technical Financial Implement’n Total 
12-15GW of nuclear power  1 2 2 5 
CCS becoming commercial  2 3 3 8 
Offshore wind at scale etc  2 3 3 8 
Electricity grid- smart  2 2 3 7 
 - expanded  1 2 2 5 
Electric vehicles  1 2 3 6 
Electrify home heating 1 2 3 6 
Smart metering  0 1 2 3 
Energy efficiency, use of energy 1 1 3 5 
            Risk rating:     0 = none or low;     1 = moderate;     2 = significant;     3 = high 
 
This simple analysis indicates that, on a ten point scale of increasing risk from 0 to 9, 
all of these changes except one fall into the top half of the range, with two scoring 8, 
one 7, two 6 and three 5, leaving only one in the bottom half, scoring 3 (ref Oil & Gas 
UK’s Economic Report 2011). 
 
ii) Supply Chain. 
The last time that the energy infrastructure was rebuilt and expanded to this extent 
was in the 1960s and 1970s.  After that, the need to invest diminished considerably, 
with the major exception of offshore oil and gas.  In the 1960s-70s, the indigenous 
supply chain for such investment was much larger than it is today.  Importantly also, 
the supply chain within Scotland does not sit in isolation, but is part of a much wider 
UK and European-cum-international supply chain.  In the case of offshore oil and 
gas, this effect is worldwide, albeit with centres of particular expertise, such as 
Aberdeen for subsea engineering. 
 
All this means that the supply chain for delivering the investment to meet Scotland’s 
and the rest of the UK’s renewable energy targets will need to be expanded 
substantially.  Furthermore, the offshore oil and gas industry is unlikely to have 
surplus capacity which will come free for these purposes during the current decade.   
On the contrary, our industry’s anticipated investment programme is more likely to 
mean that we will continue recruiting and training significant numbers of new people 
in all categories of skill for our own purposes. 
 
Nonetheless, Scotland has demonstrated in offshore oil and gas how a new supply 
chain of world class standards can be developed; Aberdeen as a centre of expertise 
is unquestionable.  But, it has taken four decades to achieve and some £300 billion 
(in 2010 money) of total capital investment in the UK’s offshore oil and gas sector.  
Therefore, a supply chain to achieve Scotland’s 2020 targets for renewable heat and 
electricity will not only need considerable expansion, but it will take time, money and 
patience if inflationary pressures are to be avoided. 
 
Regarding the Scottish government’s role, we re-iterate the point that the various 
parts of the UK do not operate in isolation, anymore than the parts of Europe can.  
The supply chain is international, far more so than in the 1960s-70s, and so we see 
a need for governments to co-operate with one another, while managing their own 
particular circumstances.  It is worth noting that, according to the European 
Commission, the EU figure which is equivalent to the £200 billion of investment in 
the UK mentioned in footnote one above is no less than €1 trillion. 
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iii) Finance: investment of £200 billion in the UK and €1 trillion across the EU. 
By any standards, these are immense amounts of capital.  Ever since the figure of 
£200 billion first emerged (originally £234 bn in summer 2008, reduced to £200 bn 
early in 2009 – ref Enrst & Young), we have held substantial doubts about the ability 
of the utilities and infrastructure investors to raise these sums.  We are not alone in 
this view. 
 
This has echoes in our own industry; small and medium sized companies, both oil 
and gas operators-investors and supply chain, are having difficulties raising funds 
(equity and debt) and this has implications for growing the supply chain and 
developing new technologies.  This will not only affect the achievement of Scotland’s 
renewable energy targets, but also the recovery of oil and gas from the UKCS, 
together with all the revenue, jobs, tax and exports which will result. 
 
The Scottish government should ensure that, in its desire to influence the 
development of renewable energy, it does not overlook the major contribution to 
prosperity being provided by an industry which can reasonably claim to be 
Scotland’s greatest post-war industrial success story.  For example, we would hope 
that small businesses with identified growth potential within the oil and gas supply 
chain will continue to benefit from initiatives such as the Scottish Loan Fund. 
 
iv) Skills and Workforce Development. 
There is much to be done here, as indicated above, and the offshore oil and gas 
industry is working with its skills and training academy, OPITO, and, through OPITO, 
the Engineering Construction Industry Training Board to develop the workforce and 
enhance skills throughout the industry.  In addition, the number of graduate trainees 
is being increased, particularly in engineering disciplines. 
 
The downturn in other parts of the economy is making careers in the energy 
industries more attractive than was the case a few years ago.  Nonetheless, there is 
a formidable challenge for every energy related business and we should all strive to 
avoid an unproductive competition for valuable human resources. 
 
v) Energy Market Reforms.   
In our response almost 12 months ago to DECC’s consultation about reforming the 
electricity market, we wrote this: 
 

“The picture has also become clouded by the number of initiatives and 
instruments which have been introduced in recent years or are under 
consideration: CCL/CCAs, EU ETS, ROCs and CRC EES in the former 
category and the RHI, a carbon price floor and these proposed measures 
[FiTs with CfDs, emissions performance standards and a capacity 
mechanism] in the latter6.  The coherence of all of these measures has to be 
questionable. 
 
“Taken together, they represent a substantial shift away from allowing 
markets to work, with all of the benefits which have accrued over the past 20 

                                                        
6
  CCL/CCAs = Climate Change Levy/Climate Change Agreements; EU ETS = EU Emissions Trading System; ROCs = Renewable 

Obligation Certificates; CRC EES = CRC Energy Efficiency Scheme; RHI = Renewable Heat Incentive; FiTs = Feed-in Tariffs; 
CfDs = Contracts for Difference. 
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years in Great Britain, towards much more intervention by government.  
Indeed, after the application of the various measures proposed, it is difficult to 
see how much of a market in electricity will be left to be contested in a normal, 
competitive way and, therefore, how the electricity market will function or how 
a reliable price for electricity will be set in future.  Together with the 
intermittent nature of wind power, it is therefore highly likely that wholesale 
electricity prices will become much more volatile than currently. 
 
“We would encourage DECC to concentrate on simplification where ever 
possible.  There is a material risk that the complexities of having so many 
measures and instruments will become unmanageable and counter 
productive.  A price for CO2 is becoming less and less likely to emerge 
through normal market mechanisms, with the risk that this in turn will 
encourage ever more governmental intervention and the creation of more 
instruments to deal with the next perceived failure.” 

 
Much research into increasing reliance on intermittent means of generating electricity 
has been undertaken by various consultants and academic bodies.  Poyry 
Management Consulting of Oxford has conducted extensive analytical studies of the 
consequences for both electricity and gas and, as a result,  Poyry produced an 
article summarising the position for electricity under the title “Winds of change: the 
challenges of intermittency in European energy markets” which was published on 
pages 24-27 of Oil & Gas UK’s Economic Report, 20117.  
 
But, it remains to be seen how a carbon floor price, FiTs with CfDs and a capacity 
mechanism will work in practice in the electricity market.  What is clear is that the 
whole of GB will need to invest in large amounts of new generating capacity, not only 
to meet the ambitious targets for renewable energy, but also to maintain continuity of 
supply.  The scale of existing generating capacity – oil, coal and nuclear – which will 
have to be replaced by the mid-2020s on account of old age and emissions’ limits 
(about 40GW in total) will inevitably mean that large amounts of new gas fired plant 
will be required, gas being the only technology available, at such scale and within 
this timeframe, which can deliver power reliably and so keep the lights on. 
 
Conclusions 
 

 Oil & Gas UK believes that meeting Scotland’s renewable electricity 
target poses considerable difficulties, especially within the timeframe 
envisaged. 

 It is essential that the Scottish Government recognises that Scotland 
will, for some decades to come, continue to depend upon oil and gas to 
meet its energy needs and that this should be reflected in the 
government’s policies. 

 
 

Oil & Gas UK 
29 February 2012 

 

                                                        
7
  http://www.oilandgasuk.co.uk/cmsfiles/modules/publications/pdfs/EC026.pdf  

http://www.oilandgasuk.co.uk/cmsfiles/modules/publications/pdfs/EC026.pdf

	Agenda
	EET-S4-12-20-1 submission pack

