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ENERGY ACT 2013

EXPLANATORY NOTES

COMMENTARY ON SECTIONS

Part 2: Electricity Market Reform

Chapter 1: General considerations

Section 5: General considerationsrelating to this Part

83.

84.

This Chapter places a duty on the Secretary of State to have regard to certain matters
when setting up the CFD scheme and the capacity market or making changes to
them. The section requires the Secretary of State to take account of the government’s
obligations under the Climate Change Act 2008 to meet the 2050 target and to stay
within carbon budgets, the duty to meet any decarbonisation target range once this has
been set, the need to ensure security of electricity supplies (which might include, for
example, having adiverse mix of generation technologies), thelikely cost to consumers
in the parts of the United Kingdom affected by the decision he or she is taking and
the United Kingdom’ s obligation to meet European Union targets on the use of energy
from renewabl e sources.

This Chapter also sets a duty for the Secretary of State to lay an annual report to
Parliament on how the EMR functions under Part 2 have been carried out.

Chapter 2: Contractsfor difference

Section 6: Regulations to encourage low carbon electricity generation

85.

86.

87.

This sets out the Secretary of State's power to make regulations about contracts for
difference.

A CFD is a contract between a CFD counterparty and an eligible generator which
was offered by the CFD counterparty because the legislation has required the CFD
counterparty to offer it. Whether a generator is eligible or not will be set out in
regulations. The regulations can only make provisions which, in the opinion of the
Secretary of State, will encouragelow carbon electricity generation. Thereforeonly low
carbon el ectricity generation will be eligible. Thiswould include renewable generation,
nuclear generation and generation using carbon capture and storage.

Subsections (7) to (9) provide that regulations must be made by statutory instrument
and that:

» thefirst time regulations are made relating to:
o CFD notification: offer to contract on standard terms (section14);
o Maodification of standard terms (section15);

o Information and advice (section19);
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o Functions of the Authority (section20).
» Or any regulations relating to:
o Supplier obligation (section9);
o Direction to offer to contract (section10);
o CfD notifications (section12);
o Allocation of CfDs (section13);
o Paymentsto electricity suppliers (sectionl?);
o Application of sums held by a CFD counterparty (sectionl18);
o Regulations: further provision (section21);
o Enforcement (section22);

o Limitson coststo be incurred (section23).

they must belaid in draft before, and approved by affirmative resol ution of, each House
of Parliament.

Subsection (10) provides that regulations relating to Contracts for Difference should
not be treated as a hybrid instrument. The regulations are expected to specify a private
company and confer functions on it which could be regarded as adversely affecting
its private interests (i.e. they would be unable to stop performing functions without
amendment to the regulations), raising the possibility that they could be considered
hybrid. It is not considered necessary for the regulations to be treated as hybrid
because the existing duty to consult before making regul ations should provide adequate
protection that private interests will be fully considered.

Section 7: Designation of a CFD counterparty

89.

90.

91.

92.

This sets out the power allowing the Secretary of State to designate a company or a
public authority, with the consent of that person, to act asthe counterparty for the CFD.
The counterparty will enter into and manage CFDs with eligible generators, and will
act as the interface between generators and suppliers.

Subsection (3) allowsthe counterparty to be aregistered company or apublic authority.
Whilst it is expected that the counterparty will be owned by Government, any
designated counterparty would have access to the same rights (such as to the Supplier
obligation) and be bound by the same duties under the legidl ation, regardless of whether
it was a company and / or public authority, or whom it was owned by.

Under subsection (6) the designation of a company as the CFD counterparty can be
revoked by the Secretary of State. Designation will also cease if the CFD counterparty
elects to withdraw its consent and gives 3 months prior notice to the Secretary of
State of that withdrawal. Subsections (7) to (10) deal with the continuity of CFD
counterparties. If the designation of a CFD counterparty were to lapse the Secretary of
State must as soon as reasonably practicable designate another counterparty and make
a transfer scheme under Schedule 1 transferring all CFDs to that new counterparty.
This is designed to ensure that there is always a CFD counterparty and that where a
CFD counterparty ceases to be designated the contracts are transferred to a new CFD
counterparty.

Schedule 1 sets out the process by which the property, rights and liabilities of the CFD
counterparty may be transferred from one counterparty to another, should this prove
necessary either because a counterparty no longer wishes to be designated, or because
it has become inappropriate for a counterparty to be designated in this role. A scheme
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may provide for compensation for any property that is required to be transferred where
thisis appropriate.

Section 8: Duties of a CFD counterparty

93.

94.

This section makes it clear that it is a duty of a person who has been designated as a
CFD counterparty to comply with the regulations and any direction made under these
provisions. This will include the requirement for the CFD counterparty to enter into
a CFD with a generator when the Secretary of State has directed it to or the national
system operator has given a notification under section 12, and to comply with any
reguirementsdesigned to ensure it managesthe contractsin line with the direction of the
Secretary of State. The national system operator is currently National Grid Electricity
Transmission PLC.

Subsection (2) also places a duty on the CFD counterparty to exercise its functions to
ensurethat it can meet itsliabilities under a CFD. Those functions are principally those
conferred under or by virtue of section 9 (Supplier obligation) inrelation to the ability of
the CFD counterparty to recover sums from licenced electricity suppliers. “Liabilities’
in this context includes all liabilities under a CFD. For these purposes, liabilities will
exist in respect of any sumsthat are owed at a particular time by the counterparty under
the CFD, irrespective of whether they have yet become payablein accordance with any
payment provisionsit contains.

Section 9: Supplier obligation

95.

96.

97.

98.

This places an obligation on the Secretary of State when making regulations under
section 6 to include provision requiring el ectricity suppliersin GB and Northern Ireland
to make payments to the CFD counterparty so that the body has sufficient funds to
make the totality of the paymentsto generators that are required under CFD contracts.
Suppliers may also be obliged to make payments to cover administration costs for
managing the CFD counterparty. Payments may also be required in order to enable
the CFD counterparty to hold sums in reserve (subsection (2)(b)), and to mutualise
costs across suppliers to cover those not made by an insolvent or defaulting supplier
(subsection (2)(c)). Subsection (4) enablestheregulationsto require suppliersto provide
collateral.

Subsection (5) specifies that the regulations will place the CFD counterparty under
aduty in relation to the collection (including enforcement) of sums that are owed to
generators.

Subsections (6) to (8) enable the Supplier Obligation to be varied according to the
supplier or factorsin relation to a supplier (such as the amount of electricity it supplies
to particular groups of consumers). It aso provides for the CFD counterparty to
provide notices to suppliers and to enforce such notices, and for dispute resolution
arrangements.

Subsection (9) clarifiesthat any sum which the supplier isrequired to pay the Secretary
of State, the investment contract counterparty or the CFD counterparty by virtue of the
supplier obligation regulations and whichisnot paid when it is due under the regulations
isrecoverable asacivil debt.

Section 10: Direction to offer to contract

99.

Section 10 confers a power on the Secretary of State to issue a direction to the CFD
counterparty to offer a CFD to eligible generatorsin accordance with provisions set out
in regulations. It is expected that most CFDs will be alocated to eligible generators
by the national system operator, National Grid, in accordance with section 12 and any
provision made using the power in section 12. However, where flexibility is needed to
vary the terms for particular projects beyond what is permitted by the modification of
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standard terms process (section 15), the Secretary of State will allocate CFDs using the
power conferred under section 10.

A contract will only come into being on the agreement of a generator to whom an offer
is made by the CFD counterparty.

Subsection (3) requires that regulations define an “eligible generator” for CFD
purposes.

Subsections (6) to (8) provide that any direction which relatesto generating stationsin
Northern Iredland may not be made without consent of the Department of Enterprise,
Trade and Investment. This will enable Northern Ireland Ministers to play arolein
being satisfied that the termsto be offered to generatorsin Northern Ireland are suitable.

Section 11: Standard terms

103.

104.

This gives the Secretary of State power to issue and, from time to time, revise standard
termsfor the CFD (subsections (1) and (2), respectively). This section worksin concert
with sections 12 to 14 to make up the standard system for CFD allocation, from
application to offer of a contract.

Subsection (3) places the Secretary of State under a duty to issue or revise standard
terms in accordance with provision made in regulations. Subsection (4) requires the
Secretary of State to have regard to the matters listed in section5(2) when issuing or
revising standard terms. Subsection (5) places the Secretary of State under a duty to
publish standard terms as issued or revised under this section. Subsection (7) would
allow for different standard terms to be issued for different categories of CFD (for
example, for generators in Northern Ireland). Subsection (6) enables the Secretary of
State to designate particular standard terms as terms which may not be modified under
section 15.

Section 12: CFD natifications

105.

106.

This setsout how the System Operator isto notify the CFD counterparty of an allocation
decision. Subsection (1) states that such a notification must specify the eligible
generator and “such other information as may be required by the CFD counterparty for
the purpose of making an offer under section14”. Subsection (2) prevents anatification
from being given if regulations made under section 23 (regarding maximum costs and
targets) prevent it. Qubsection (3) allowsfor regulationsto make further provision about
the circumstancesin which anotification may or must be given, thekinds of information
that must be specified in a notification, and appeals against decisions not to give a
notification.

Subsections (4), (5) and (6) make provision for the involvement of the Department of
Enterprise, Trade and Investment in the application of this section in Northern Ireland.

Section 13: Allocation of CFDs

107.

108.

This section builds on the power in section 12 and specifies the process by which
the Secretary of State may make provision setting out detailed rules about the CFD
allocation process. The rules are likely to be applicable to those wishing to apply for a
CFD and to National Grid who, as the System Operator, will be acting as the Delivery
Body.

Subsection (1) confersapower enabling the Secretary of Stateto make provision setting
out how CFDs areto be allocated to eligible generators. Subsection (2) confers a power
for setting the rules of allocation in an “allocation framework” — a document which
will sit outside of regulations but be constrained by provision made in regulations.
An “dlocation framework” will be produced and published for allocation rounds,
and include information about when allocation rounds will be held. The “allocation
framework” will act asa“rule book” for how allocation roundswill operate. Subsection
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(2)(e) confers a power enabling the Secretary of State to make provision about what
must be included in an “allocation framework”.

For example, the Secretary of State may decidethat it isimportant to investorsto ensure
that an “allocation framework” includes information about the budget available for
a particular alocation round and may therefore require an “allocation framework” to
contain thisinformation when it is produced.

Subsection (3) confersapower enabling the Secretary of Stateto set out requirementson
the Secretary of State. For example, the Secretary of State may stipulate in regulations
for specified notice periods to be adhered to before the start of allocation rounds, and
separately restrict the Secretary of State’s ability to amend the allocation framework
for those participants already engaged in an open allocation round. These sorts of
reguirements on the Secretary of State will help to provide certainty to industry that
the process will not change without due warning. This is necessary to allow them to
engage with the allocation process.

The powersin subsections (4) to (6) enablethe Secretary of Stateto set out further detail
of those areas that an Allocation Framework may provide. These include conferring
functions on the System Operator to allow them to carry out the allocation process,
the setting of targets for types or location of generation, the mechanics of competitive
allocation, and allowing for calculations and determinations to be made to support the
allocation of CFDs. These are al functions which may need to change at short notice,
allowing the Government to respond in atimely manner to external factors, to protect
budgets and to protect consumers by preventing gaming. Examples of such changes
that might be necessary are responding to a sudden change in the costs of a particular
technology, or allowing changeto the mechanism for competitive allocationin response
to lessons learned during operation.

Subsection (7) allowsany allocation framework madeto be amended, and subsection (8)
provides that subsections (4) to (7) are subject to any provision in regulations which
could set limits on what can be contained in the allocation framework.

Section 14: CFD notification: offer to contract on standard terms

113.

114.

This section sets out how the CFD counterparty must act upon a notification from the
System Operator to offer a CFD contract. Subsection (1) places a duty on the CFD
counterparty to offer acontract to the eligible generator specified in a notification, and
requires that this offer be on the standard terms, or on the standard terms as modified
in accordance with the procedure provided for in section 15.

Subsection (2) confers a power on the Secretary of State to make further provision
regarding matters such as how the CFD counterparty is to apply or complete the
standard termsin response to a naotification and how the eligible generator to whom the
offer is made may enter into a CFD as aresult.

Section 15: Modification of standard terms

115.

116.

Section 15 enables the CFD counterparty to agree modifications to the standard terms
with generators, on a case by case basis, pre-signature. This flexibility to make such
modifications allows a wider range of eligible generators to participate in the CFD
regime than would otherwise be the case. Thiswill be because, especialy in the early
stages of the CFD regime, the standard termswill not be acceptabl e to some generators
for reasons such their specific types of company, financing or debt structure, without
such small modifications.

This flexibility is constrained in order to reduce the risk of generators using it to
negotiate improvements to the standard terms for competitive reasons. Subsection (3)
specifies that a modification can only be agreed if it is both ‘minor’ and ‘necessary’,
as determined by the CFD counterparty, following provision made in regulations.
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Subsection (4) provides for further provision to be made in regulations, including
regarding the circumstances in which a generator may request a modification, the
procedure to be followed in requesting a modification, and how the CFD counterparty
isto make a determination on such a request.

Section 16: Sections 12 to 15: further provision

117.  Section 16 confers a power enabling the Secretary of State to, when making provision
under the powersin sections 12 to 15, make further provision enabling calculations and
determinations to be made by such persons and in accordance with such procedure as
is specified.

118.  For example, in relation to section 12, section 16 enables the CFD counterparty to
make determinations or calculations about what information should be included in the
notification provided by the System Operator. In relation to section 14, section 16
enables the CFD counterparty to determine precisely how the information in the
notification should be applied to the contract, and whether a generator’s response to
an offer is acceptable. Finally section 16 may also be used in relation to section 15 to
enable the CFD counterparty to determine whether a generator has provided sufficient
information and evidence that a modification is both minor and necessary.

Section 17: Paymentsto electricity suppliers

119.  Section 17 enables regulations to require the CFD counterparty to make payments to
suppliers. Thisis designed to enable payments to suppliers where the contracts provide
for money to be paid to the CFD counterparty e.g. where the reference price is higher
than the strike price.

Section 18: Application of sums held by CFD counterparty

120.  This section enables the regulations to make provision about the allocation of sums
between generators by the CFD counterparty in circumstances where the supplier
obligation is not large enough to meet al of its obligations in full. In making these
regulations, the Secretary of State must have regard to the principle that sums should
be apportioned in proportion to the amounts which are owed, i.e. that they are pro-rated
between generators (subsection (3)).

121.  Subsections (4) and (5) enable the regulations to make provision about the use of sums
a CFD counterparty holds and for the circumstances where monies received should or
should not go to the Consolidated Fund.

Section 19: Information and advice

122.  Section 19 enables the regulations to make provision to ensure that information and
advice required to make the scheme work is provided to the bodies requiring it
at appropriate points, including from generators and suppliers, as well as from the
Northern Ireland system operator and Authority for Utility Regulation for the purpose
of allowing the CFD to operate in Northern Ireland. It enables regulations to make
provision governing the use and protection of information so received to ensure it is
handled in an appropriate manner.

123. It will also alow the Secretary of State and the Regulator to monitor the scheme and
for the Secretary of State to require advice from the national system operator, the CFD
counterparty body and the Regulator necessary for making decisions about the running
of the scheme.

Section 20: Functions of the Authority

124.  Section 20 enables the regulations to confer functions upon the Authority (the
regulator for the electricity markets in Great Britain) to provide advice to and make
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determinations for the parties to CFDs. This could include, for example, monitoring
obligations under the contract such as biomass sustainability and determining whether
such obligations have been met, wherethe Authority will be exercising therole of expert
determination in relation to the contract.

Section 21: Regulations: further provision

125.

126.

127.

This section enables the regulations to make provision to require the CFD counterparty
to enter into arrangements or to offer contracts for purposes connected to a CFD, or to
specify things that the CFD Counterparty can or can’t do. This provision only regulates
the behaviour of the CFD counterparty and does not enable the Secretary of State to
vary any CFD without the consent of the generator in question.

Subsection (1)(c) enables regulations to make provision about the making of directions
to the counterparty. This will enable specific directions to be given in relation to
particular contracts or matters (such as where a generator has proposed a variation to
the contract and the Secretary of State wishesto require the counterparty to agreetoit).

Subsection (3) places a duty on the Secretary of State. The regulations that he or she
makes must include such provision as he or she considers necessary to ensure that the
CFD counterparty can meet itsliabilitiesunder CFDs. Asset out in relation to section 8
above the reference to liabilities means all sums which are owed under a CFD.

Section 22: Enforcement

128.

129.

Section 22 enables the obligations of suppliers under regulations made under
this Chapter to be enforced by the Authority in Great Britain, or the Northern
Ireland Authority for Utility Regulations in Northern Ireland, as if they are relevant
requirements. This means that a breach can be treated, in effect, asif it were a breach
of alicence condition allowing the enforcement authorities to get an order to secure
compliance, and/or impose financial penalties.

It also enables the system operator’ s functions to be enforced by the Authority.

Section 23: Limits on coststo beincurred

130.

131.

This enables the Secretary of State to make regulations setting out a limit on the cost
of the scheme.

It also includes powersfor the Secretary of State to instruct the national system operator
that the maximum cost has been reached and prevent them from giving a notification
to the CFD counterparty if the Secretary of State believes it may cause the maximum
cost to be breached.

Section 24: Consultation

132.

This section requiresthat the Secretary of State must consult licensed suppliersin Great
Britain and Northern Ireland, the national system operator and the Authority before
making or amending secondary legislation. The Department of Enterprise, Trade and
Investment in Northern Ireland, and Scottish and Welsh Ministers are also required to
be consulted.

Section 25: Shadow directors, etc.

133.

This makes it clear that, in exercising their regulatory controls over the CFD
counterparty, neither the Secretary of State nor the national system operator could be
deemed to be in any way managing or controlling the CFD counterparty in such away
that would class them as, for example, “ shadow directors’ or principal to the CFDs (in
other words that the CFD counterparty is not the agent of either the Secretary of State
or the national system operator).
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Section 26: Licence modifications

134.

135.

This sets out the Secretary of State’s power to modify transmission and distribution
licences, the standard conditions of such licences and documents maintained in
accordance with conditions of such licences (such asindustry codes) to alow the CFD
counterparty to be provided with services (such as settlement services).

The powers will be used to confer consequential functions upon the national system
operator to enable it to administer the CFD scheme as well as providing services
to the CFD counterparty. It will also be used to make provision about settlement of
payment obligations under CFDs and enable licensees to assist with the enforcement
of obligations under contracts. Section 64 makes further provision about licence
modifications.

Chapter 3: Capacity Market

Section 27: Power to make electricity capacity regulations

136.

This section enables the Secretary of State to make regulations (“€electricity capacity
regulations”) about the provision of capacity to meet the demands of consumersfor the
supply of electricity in Great Britain. Subsection (3) specifiesthat “ providing capacity”
means providing electricity or reducing demand for electricity. Subsection (4) makes
clear that provision made about “ reducing demand for electricity” caninclude provision
that reducing the consumption of electricity reduces demand.

Section 28: Capacity agreements

137.

138.

139.

140.

141.

This section provides that electricity capacity regulations may make provision about
capacity agreements, and specifies some particular matters relating to capacity
agreements about which such provision may be made.

Subsection (2) states that a capacity agreement is an instrument that can give rise to
obligations for the holder of the agreement (a “capacity provider”) and for electricity
suppliers. It can require a capacity provider to provide capacity (i.e. provide electricity
or reduce demand for electricity) and to make payments for the benefit of electricity
suppliers (“capacity incentives’). A capacity provider may, for example, be required to
pay acapacity incentiveif their capacity was not delivering el ectricity in circumstances
defined in or determined in accordance with regulations. In addition, all electricity
suppliers may be required to make payments (“ capacity payments’) for the benefit of
capacity providers; it isintended that the revenue payable to capacity providers under
capacity agreements will be funded by electricity suppliersin thisway.

Subsections (2)(b) and (c) allow capacity agreementsto provide for capacity payments
and capacity incentives to be paid to an intermediary (a“ settlement body”) as referred
to in subsection (4)(g).

Subsection (3) enables electricity capacity regulations to make provision regarding
the definition of “electricity suppliers’ for the purposes of a capacity agreement. For
example this may allow a threshold to be put in place to exclude smaller suppliers if
the Secretary of State considered that it was not proportionate to require all electricity
suppliersto pay for the costs of the Capacity Market.

Subsection (4) identifies the sort of provision that may be made about capacity
agreements in electricity capacity regulations, including: the terms of a capacity
agreement; how capacity agreementswill be issued; the personswho may be a capacity
provider; the circumstances in which capacity must be available; the duration of a
capacity agreement; the calculation of payments associated with capacity agreements
and the body that will administer those payments; the enforcement of the terms of a
capacity agreement; resolution of disputes; and the circumstances in which a capacity
agreement may be changed, terminated, assigned or traded.


http://www.legislation.gov.uk/id/ukpga/2013/32/section/26
http://www.legislation.gov.uk/id/ukpga/2013/32/part/2/chapter/3
http://www.legislation.gov.uk/id/ukpga/2013/32/section/27
http://www.legislation.gov.uk/id/ukpga/2013/32/section/27/3
http://www.legislation.gov.uk/id/ukpga/2013/32/section/27/4
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28/2
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28/2
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28/4
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28/3
http://www.legislation.gov.uk/id/ukpga/2013/32/section/28/4

142.

143.

144.

These notes refer to the Energy Act 2013 (¢.32)
which received Royal Assent on 18 December 2013

Subsections (5)(a) and (b) clarify that such provision can include provision conferring
functions on the national system operator to issue capacity agreements, and provision
about the outcome of acapacity auction (see section 29). For examplethiswould enable
areguirement to be placed on the national system operator to issue acapacity agreement
to aperson whose bid is successful in acapacity auction. Paragraphs (c) and (d) enable
electricity capacity regulations to set out the eligibility criteriafor persons before they
may enter acapacity auction or become a capacity provider. In particular, those persons
may be required to meet certain conditions, or to satisfy the national system operator
of certain matters, as provided for in electricity capacity regulations.

Subsections (6)(a) and (b) enableregulationstoinclude provision for the calculation and
determination by the settlement body, or by another person specified by the regul ations,
of the amounts of capacity payments and capacity incentives due from or owed to
electricity suppliers or capacity providers.

Subsection (7) clarifies that regulations may include, in particular, a requirement for
a person to consent to an ingpection of plant or premises. For example this may be
necessary to determine whether the person is capable of providing capacity under a
capacity agreement.

Section 29: Capacity auctions

145.

146.

147.

148.

This section enables the Secretary of State to make provision in electricity capacity
regulations for the determination on a competitive basis (i.e. through capacity auctions
run by the national system operator) of who may be a capacity provider.

Subsection (2) alows the Secretary of State to make provision for the national system
operator to run capacity auctions, the circumstances in which a capacity auction is to
run, the intervals at which auctions are to take place and the process by which auctions
are to be run. For example the Secretary of State may specify the process by which
bids into the capacity auction are assessed and how it will be decided which bids are
successful. Subsection (2)(c) enables regulations to make provision about the amount
of capacity in relation to which a determination may be made, for example how the
total amount of capacity required from aparticul ar capacity auction isto be determined;
subsection (4) specifiesthat the function of determining that amount may be conferred
on the Secretary of State or the Authority but not on any other person.

Subsection (3) provides for electricity capacity regulations to require the national
system operator to prepare and publish rules or guidance about capacity auctions, and
for the process to be followed in doing so.

Subsection (5) clarifies that provision made within subsection (2)(f), which relates to
the manner in which the Secretary of State exercises any function in relation to capacity
auctions, may include provision about the frequency of any decision, the persons who
will be consulted and the matters to be taken into account. For example the Secretary
of State may take a decision on the amount of capacity which is to be sought through
a particular capacity auction, on an annua basis, taking into account information or
advice relating to available capacity and consumer demand.

Section 30: Settlement body

149.

In the event that a settlement body is appointed to administer capacity payments and
capacity incentives, this section enables regulations to require electricity suppliers
or capacity providers to make payments to the settlement body for certain ancillary
purposes. Under subsection (1), payments may be required to cover the settlement
body’s administration costs, to enable it to hold sums in reserve, and to mutualise
payments across suppliers to cover those not made by an insolvent or defaulting
supplier. Subsection (3) also enables the regulations to require electricity suppliers or
capacity providers to provide collateral. Subsections (4) and (5) enable regulations to
include provision for the determination by the settlement body or by another person
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specified by the regulations, of the amounts of payments due from electricity suppliers
or capacity providers, under this section and the form and terms of any collateral.

Section 31: Functions of the Authority or the national system operator

150.

This section enables the Secretary of State to make provision in electricity capacity
regulations to confer functions on the Authority or the national system operator.

Section 32: Other requirements

151

152.

This section enables the Secretary of State to make provision to impose other
requirements, in addition to those particularly associated with capacity agreements, on
licence holders, persons carrying out functions under the capacity market and any other
person whois, or has ceased to be, a capacity provider.

Subsection (3) sets out that such requirements may, in particular, include requirements
relating to the manner in which functions are to be exercised, restrictions on the use of
generation plant and participation in a capacity auction, and the inspection of plant or
property (to supplement the provision in section 28(7)). For example, the Secretary of
State may require a person carrying out functions under the capacity market to comply
with requirements regarding a particular format, such as to report on its activities, or
provideadvice. Inrelation to restrictions on the use of generation plant and participation
in a capacity auction, the Secretary of State could, for example, prevent any part of a
generating plant to which a capacity agreement does not apply to be used in away that
undermined the efficient operation of the capacity market.

Section 33: Electricity capacity regulations: information and advice

153.

154.

This section enables the Secretary of State to make provision in electricity capacity
regulations for the provision and publication of information including: to require
the Authority and the national system operator, or any other person specified in
the regulations to provide information or advice; for the Authority and the national
system operator to require the provision of information for a purpose specified in the
regulations; to require capacity providers and electricity suppliersto shareinformation
with one another and with any person named in the regulations; for the publication of
information or advice; for the classification and protection of commercial or sensitive
information; and for the enforcement of these requirements to provide, publish or
protect information or advice.

These provisions mean, for example in relation to subsection (2)(b), that the national
system operator could require the provision of any information specified in the
regulations regarding the operation of the Capacity Market necessary to enable it to
administer it, and to report to the Secretary of State on this. In addition, the Secretary
of State could for instance, by subsection (2)(d), provide for abody such asthe national
system operator or an expert group to publish information regarding the operation
of the Capacity Market in order to support transparency and accountability of the
participants and the administration. Someinformation, for example relating to forecasts
of available capacity some years ahead, may be based upon commercialy sensitive
or confidential information. Subsection (2)(e) enables regulations to include provision
about the protection of any such information.

Section 34: Power to make capacity market rules

155.

This section confers power on the Secretary of State to make capacity market
rules, which may contain any provision that may be made by electricity capacity
regulations except for the matters referred to in subsection (2). The matters which may
not be included in capacity market rules include, in particular, provision about the
circumstances in which, and the amount of capacity for which, a capacity auctionisto
be held, and provision about the calculation and settlement of payments.
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By virtue of subsection (3), electricity capacity regulations may confer power to make
capacity market rules (which includes power to amend, add to or revoke such rules)
on the Authority. Thus, the power in this section enables the capacity market to be
implemented partly by means of an instrument which the Authority may be given power
to add to or amend in future.

If electricity capacity regulations give the Authority power to make capacity market
rules, subsection (4) provides that the regulations must include a condition requiring
the Authority to consult before exercising the power.

Subsection (5) requires such regulations to secure that the Authority must obtain the
Secretary of State's consent on each occasion that it seeks to make capacity market
rules which confer functions on itself.

Supplementary provisions about capacity market rules are contained in sections 41 and
42.

Section 35: Provision about electricity demand reduction

160.

161.

162.

Subsection (1) appliesthis section when electricity capacity regul ations made under the
power in section 27 relate to the provision of capacity which is created by reducing
demand for electricity. Where this is the case, subsections (2) and (3) of this section

apply.

Subsection (2) enables the Secretary of State to confer functions on a person or body
for the purposes of, for exampl e, administering an electricity demand reduction regime.
In relation to the capacity market, section 31 allows the Secretary of State to confer
functions on the national system operator (or the Authority). Where provision is made
in electricity capacity regulations relating to reducing demand by reducing el ectricity
consumption, it may not be appropriate to confer functions on the national system
operator; another person or body may be identified and regarded to be better placed
to, for example, administer the electricity demand reduction regime. To cater for this
possibility subsection (2) enables the Secretary of State to confer functions on aperson
or body for this purpose and makes clear that the person or body appointed does not
have to be the national system operator.

Subsection (3) ensuresthat wherethe power in subsection (2) isexercised thereferences
to the national system operator in the provisions listed in paragraphs (a) to (e) are
construed as references to the person or body appointed under subsection (2). The
effect of this provision is to ensure that the powers which might be provided to the
national system operator are equally applicable to a person or body appointed under
subsection (2) for an electricity demand reduction regime.

Section 36: Enforcement and dispute resolution

163.

164.

165.

This section enables the Secretary of State to make provision in electricity capacity
regulations and capacity market rules about enforcement and the resol ution of disputes,
including conferring functions on any public body or any other person.

Subsection (1) enables electricity capacity regulations to include provision about
enforcement of obligations contained either in the regulations or in capacity market
rules, while subsection (2) only permits capacity market rules to make provision about
the enforcement of obligations contained within the rules.

Subsection (4) clarifies that such provision can include powers to impose financial
penalties, provision for requirements imposed by the regulations or rules to be
enforceable by the Authority using the enforcement regime set out in the Electricity
Act 1989, for reference to arbitration and for appeals.
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Section 37: Licence modifications for the purpose of the capacity market

166.

167.

168.

169.

170.

171

This section enables the Secretary of State to make licence modifications and to amend
electricity industry codes (which are documents maintained under licences), for the
purposes of a Capacity Market. Industry codes (such as the Balancing and Settlement
Code, made under the standard conditions of the electricity transmission licence)
generally contain provisions relating to the functioning of the electricity industry and
electricity markets. They aso ordinarily contain provision about the procedure for their
modification, usually involving the participation of the parties to the code and the
Authority.

Subsection (1) alows the Secretary of State to amend the conditions of generation,
transmission, distribution, supply and interconnection licences, electricity industry
codes and agreements that give effect to industry codes.

Subsection (2) allows the Secretary of State to provide for a new document to be
required to be prepared and maintained in accordance with the conditions of alicence.
This would enable the Secretary of State to create a new industry code rather than
modifying an existing one, for example to set out the arrangements governing the
settlement of payments relating to capacity agreements. This subsection also enables a
licence or code modification to confer functions on the national system operator.

Subsection (3) enables provisions included in a licence or industry code by a
modification made under this section to include any provision of a kind that can be
made in electricity capacity regulations, to make different provision for different cases,
and confirms that provision need not relate to the activities that the licence authorises.
For example modifications to a code may make different provision for different
types of capacity (such as electricity generation in contrast to demand side response
technologies) or provide for different capacity agreementsto apply for different lengths
of time.

Subsections (4) and (5) require the Secretary of State to consult licence holders,
the Authority and any other person he or she considers appropriate before making
modifications and confirms that consultation that occurs before the passing of the Act
will satisfy this requirement.

Section 64 makes further provision about licence modifications.

Section 38: Amendment of enactments

172.

This section enables the Secretary of State to: amend or repeal section 47ZA of
the Electricity Act 1989 regarding the annual report by the Authority on security of
electricity supply; amend section 172 of the Energy Act 2004 regarding the annual
report on security of energy supplies; amend section 25 of, and Schedule 6A to,
the Electricity Act 1989 regarding enforcement of obligations of regulated persons
(i.e. to supplement section 36)); and to make consequential amendments to any other
enactment asthe Secretary of State considers appropriate asaconsequence of provision
made under this Chapter, including to repeal or revoke such enactments.

Section 39: Principal objective and general duties

173.

This section provides that sections 3A to 3D of the Electricity Act 1989, which set out
the principal objective and general duties of the Secretary of State and the Authority,
apply to the functions of the Authority under or by virtue of this Chapter.

Section 40: Regulationsunder Chapter 3

174.

This section sets out how the Secretary of State can use the powers to make regulations
under this Chapter and the process that must be followed.
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Subsection (1) enablesthe Secretary of State to make different provisionsin regulations
for different cases or circumstances. For example, this power might be used to apply
different eligibility criteria to capacity provided using different technologies. It also
enablesthe Secretary of Stateto make regulationsincluding provisions of anincidental,
supplementary, consequential or transitional nature.

Subsections (2) and (3) require that the Secretary of State must consult the Authority,
any person who isaholder of alicence to supply electricity under section 6(1)(d) of the
Electricity Act 1989 and other persons that he or she considersit appropriate to consult
before making any regulations under this Chapter and confirms that this requirement
can be satisfied by consultation before the passing of the Act.

Subsections (4) to (7) provide that regulations must be made by statutory instrument
and that, subject to two exceptions, any regulations made under Chapter 3 must be laid
in draft before, and approved by affirmative resolution of, each House of Parliament..
Exceptions are made for electricity capacity regulations which only make provision
about information and advice (other than the first regulations making such provision),
and regulations under section 38 which do not amend primary legidation; these are
subject to negative resolution.

Subsection (8) sets out that the regulations relating to the Capacity Market should not
be treated as a hybrid instrument.

Section 41: Capacity market rules. procedure

179.

180.

This section describes the procedures which must be followed in making capacity
market rules. Subsections (1) to (6) specify that thefirst set of rulesmust belaid in draft
before both Houses of Parliament for 40 days, and is subject to the negative procedure.
Subsection (9) specifies that subsequent capacity market rules or amendments must be
laid before Parliament and published as soon asis reasonably practicable after they are
made.

Subsection (7) specifiesthat the Secretary of State must consult certain persons prior to
making capacity market rules: the Authority; any licence holder under section 6(1)(d)
of the Electricity Act 1989; any capacity provider; and any other person the Secretary of
State considersit appropriate to consult. Subsection (8) allows consultation undertaken
before or after the passing of the Energy Act 2013, to count towards the duty in
subsection (7) when making capacity market rules.

Section 42: Capacity market rules: further provision

181.

182.

This section confers powers for capacity market rules to make the additional changes
required to enable them to function. In particular subsection (1) allows for: incidental,
supplementary and consequential provision; transitory or transitional provision or
savings' provision for different cases, circumstances or purposes; and to make provision
subject to exceptions.

Subsections (2) and (3) have the effect that, if electricity capacity regulations give the
Authority power to make capacity market rules, that includes power to amend, add to or
remove capacity market rules made by the Secretary of State, subject to any provision
made by the regulations.

Section 43: Pilot scheme for electricity demand reduction

183.

Subsection (1) of this section enables the Secretary of State to spend money on an
electricity demand reduction pilot programme. Before proposing a particular design
for an electricity demand reduction regime, the Secretary of State may wish to explore
particular design options by running a pilot programme to test different options. This
spending power enables the Secretary of State to spend money for these purposes.
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Subsections (2) to (4) of this section add a statutory reporting requirement for any pilot
schemes. Subsection (2) setsout aduty to review the operation and effectiveness of any
pilot scheme, while subsection (3) requires the results of that review to be reported to
Parliament. This can be done through a written report laid in both Houses, or, if the
Secretary of Statethinksit should be done orally, by making a statement. Subsection (4)
specifiesthat this should be done as soon as reasonably practicable after the conclusion
of any pilot.

Chapter 4: I nvestment contracts

Section 44: I nvestment contracts

185.

In keeping with fact that investment contracts are intended to be entered into during
a relatively short period of time and are therefore a transitional measure before the
enduring regime is fully implemented, the detailed provisions relating to them are
contained in Schedule 2 to the Act. This section gives effect to this Schedule.

Schedule 2, Part 1

Paragraph 1: Meaning of “investment contract”

186.

187.

188.

This paragraph defines what an “investment contract” must be for the purposes of this
Schedule. It does this by laying down, for example, requirements about who the parties
areto be to such contracts, about the content of contracts, and requirements about being
laid before Parliament. The restrictions here are important because Parts 2 to 4 of the
Schedule contain a number of regulation-making powers that may be exercised only
in relation to contracts that meet the defining characteristics of “investment contracts”,
and Part 5 of the Schedule provides for the Secretary of State to incur expenditure in
connection with “investment contracts’.

Specifically, in terms of their contents and nature, an investment contract is a contract
with an electricity generator (as defined in sub-paragraph (3)) which:

+ is entered into by the Secretary of State before the 31% December 2015 or if
earlier, the date on which regulations are first made under section 10(3) defining an
“eligible generator”. An “eligible generator” is the type of person who may benefit
from a CFD under the regulations relating to the enduring regime;

* has been entered into with the consent of the (Northern Ireland) Department of
Enterprise, Trade and Investment if it relates to an electricity generating station
in Northern Ireland (which is defined to include territorial waters — see sub-
paragraph (3), aswell as sub-paragraph (1)(b));

e contains an obligation for the parties to make payments to each other based
on the difference between a strike price and a reference price in reation to
electricity generated (see sub-paragraph (1)(c) and, for adefinition of these prices,
sub-paragraph (3)). Where the investment contract is entered into before the
coming into force of Schedule 2, this payment obligation must be expressed to be
conditional on Schedule 2 being in force (see sub-paragraph (2)).

It is worth noting here that an electricity generator is defined in sub-paragraph (3)
in away to cover not smply someone who is directly involved in the generation of
electricity, but aso and more broadly speaking (for example) a person intending, at
the time the contract is entered in to, to establish, or participate in the operation of
a new or atered electricity generating station, and any person who has an interest
in a company consisting of these aforementioned persons. Under Schedule 1 to the
Interpretation Act 1978, “person” is defined to include persons corporate, such as
companies. If an investment contract is entered into with more than one person, the
payment obligation referred to in sub-paragraph (1)(c) must be an obligation on aparty
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that is an eectricity generator as defined in sub-paragraph (3) and the Secretary of
State (see sub-paragraph (4)).

A contract is only an “investment contract” if it has been laid before Parliament,
accompanied by a statement meeting the requirements in sub-paragraph (6) (see
sub-paragraphs (1)(d) and (5)(a)). However, it is not necessarily the case that the
whole contract must have been laid before Parliament in order for it to constitute
“an investment contract”. Sub-paragraph (5)(b) means that certain confidential or
commercially sensitive information which is contained in the contract may be omitted
from it when it islaid before Parliament (see also paragraph 3 of the Schedule for the
definition of “confidential information™).

The statement that must be laid in Parliament together with the contract needs to
cover various matters, to provide ameasure of transparency about the decision-making
process. For example, the statement will need to specify that the Secretary of State
considers that payments which would be made under the investment contract which is
being laid before Parliament would encourage low carbon electricity generation and
that without the contract there is a significant risk of this electricity generation being
delayed, or of it not occurring at all. Low carbon electricity generation is defined in
sub-paragraph (7) to mean electricity generation which in the opinion of the Secretary
of State will contribute to a reduction in emissions of greenhouse gases, as defined
in section 92(1) of the Climate Change Act 2008. “Greenhouse gases’ includes, for
example, carbon dioxide and methane.

In addition, the Secretary of State must summarise in any statement the regard he or
she has had in deciding to enter into a contract to the matters set out in section 5(2) of
the Act (see sub-paragraph (6)(c)) —namely, the likely coststo consumers of ensuring
security of supply to consumersin the United Kingdom, certain statutory targetsrelating
to greenhouse gas emissions contained in the Climate Change Act 2008 and the target
relating to the use of renewable energy set out in Article 3(1) and Annex 1 to “the
renewable directives’ (see the definition in section5(3)).

Finally (though publication here is not a defining characteristic of an investment
contract), the Secretary of State is obliged to publish any investment contracts in the
form in which they have been laid before Parliament (see sub-paragraph (8)).

Paragraph 2: Varied investment contract

193.

194.

195.

Sinceinvestment contracts are contracts, they may bevaried by agreement of the parties
to them (though regulations under paragraphs 14(2) and (3) may impose restrictions
on acounterparty to agree variations). The effect of the paragraph here isto ensure that
if an investment contract is amended by the parties, and the amendment will (in the
Secretary of State’ sopinion) resultin amaterial increasein thelikely coststo electricity
consumers, the amended contract must be laid before Parliament in order to constitute
an “investment contract” for the purposes of Schedule 2. In addition, when a varied
contract is laid before Parliament, it must also be accompanied by a statement as to
why the Secretary of State considers the amendment is appropriate, having regard to
the likely costs to such consumers.

Sub-paragraph (4) should be noted because it means that where an investment contract
is amended in accordance with its terms, there is no need to lay the amended contract
before Parliament. For example, if the strike price were to be increased in accordance
with a procedure set out in the contract following a change of law, then there would be
no need to follow the procedures required under this paragraph.

As with the case of an origina investment contract, an amended contract must be
published (see sub-paragraph (3)), once confidential information has been redacted
from it (as well asin the case of when an amended contract is laid before Parliament
— see paragraph 2(2)(b)and (3)).
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The purpose of the provision here is to ensure that Parliament is informed of any
changes outside the terms of an investment contract that are likely to adversely impact
on consumers.

Paragraph 3: Confidential information

197.

198.

190.

200.

This paragraph defines the “confidential information” which may be removed from an
investment contract or varied investment contract beforeit islaid before Parliament and
published in accordance with paragraph lor 2.

“Confidential information” is defined by reference to the terms of an investment
contract. Where an investment contract contains a term that information in the contract
should not be disclosed, that information is to be excluded from publication provided
that in agreeing this term against disclosure the Secretary of State considered that
the information in question either constituted a trade secret, or that the disclosure of
the information would be likely to prejudice the commercial interests of any person
or constitute an actionable breach of confidence. However, it is not possible (given
paragraph 3(3)(a)) for the investment contract to cover non-disclosure of the strike
price or reference price.

In effect what this paragraph means, in conjunction with paragraph 1(5)(b) is that,
where it comes to laying an investment contract before Parliament, any confidential
information (as covered by the contract) must be excluded from publication.

It is anticipated that the vast majority of information within an investment contract
will be included in the contract that is laid in Parliament and published. However,
it is possible that some investment contracts may incorporate information that is
commercially sensitive, such as detailed financial information belonging to the
electricity generator, the disclosure of which could prejudice their commercial interests.
This paragraph therefore allowsfor such information to be excluded from contracts that
arelaid in Parliament or published.

Paragraph 4: Interpretation for the purposes of this Schedule

201.

202.

This paragraph sets out how certain terms are to be interpreted in this Schedule.
For example, it states that “CFD” and “CFD counterparty” should be construed in
accordance with provisions in Chapter 2 of Part 2 of the Act (sections 6(2) and 7(2)
respectively), and that “ electricity supplier” meansaperson who isaholder of alicence
to supply electricity in either Great Britain or Northern Ireland. Definitions for other
terms used in the Schedule (and elsewhere in the Act) are to be found in section 151.

The paragraph also specifies that references to a CFD counterparty in the Schedule
(apart fromreferencesin paragraphs 9(1)(c), 9(1)(d), and 16) only apply when the CFD
counterparty is acting as a counterparty in relation to an investment contract — in other
words, where any property, rights or liabilities under a contract have been transferred
to the CFD counterparty by a scheme under paragraph 16.

Paragraph 5: I nvestment contract counterparty

203.

204.

This paragraph sets out a power allowing the Secretary of State to designate (by order)
aregistered company or apublic authority, with their consent, to act asthe counterparty
for an investment contact (an “investment contract counterparty”). Whilst it is expected
that the counterparty will be owned by Government, any designated i nvestment contract
counterparty would have access to the same rights (such as to the supplier obligation)
and be bound by the same duties under the legislation, regardless of whether it was a
company and / or public authority, or whom it was owned by.

The property, rights and liabilities under an investment contract entered into by the
Secretary of State can be transferred to a person designated as an investment contract
counterparty through a scheme under paragraph 16.
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The designation of a company as an investment contract counterparty can be revoked
by the Secretary of State by order, or if the investment contract counterparty elects to
withdraw its consent to being designated by giving 3 month’ snotice. Sub-paragraph (6)
providesthat, as soon asreasonably practicable after adesignation ceasesto have effect,
the Secretary of State must make a transfer scheme under paragraph 16 to transfer the
rights and liabilities of any investment contracts to which the person was a party to
another counterparty. Additionally, under sub-paragraph (8) regulations made under
paragraph 6 may specify a period of time for which a person who has ceased to
be an investment contract counterparty must continue to be treated as a counterparty
for the purpose of regulations under this Schedule. The underlying purpose in the
case of sub-paragraphs (6) and (8) is to have provision in place to minimise any
disruption to obligations under investment contracts, including payments, in the event
of adesignation of an investment contract counterparty being revoked.

As explained in the * Summary and background’ section of the Explanatory Notes to
Chapter 4, there will be a duty to transfer investment contracts to a CFD counterparty
once one has been designated and certain other conditions have been met. However,
in the event that a CFD counterparty is not designated, this paragraph enables another
company or public authority to be designated to act as a counterparty for investment
contracts.

Schedule 2, Part 2

207.

Part 2 principally provides the Secretary of State with regulation-making powers in
connection with investment contracts. These powersarevery similar tothosein Chapter
2 relating to contracts for difference. A general regulation-making power is provided
by paragraph 6, with that power being further particularised in other paragraphs in
Part 2 and in paragraph 14(3)and (4) and 16(2) (as well as paragraph 5(8)and in the
definition of “electricity supplier” in paragraph 4). The regquirements about who must
be consulted before regulations are made are set out in paragraph 13. Regulationsareto
be made either under the affirmative resolution procedureif they arethefirst regulations
which make provision falling within paragraph 10 or 11, or any other regulations
which make provision falling within other paragraphs of Parts 1 to 3 of Schedule 2; see
sub-paragraph (5)), or the negative resolution procedure for all other regulations (see
sub-paragraph (6)). Paragraph 6(7) provides that regulations relating to investment
contracts should not be treated as a hybrid instrument.

Paragraph 7 — Supplier obligation

208.

209.

Paragraph 7 expresdy provides regulation-making powers to impose financia
obligations on licensed electricity suppliers — supplier obligation(s). Under sub-
paragraph (1), regulations may impose obligations on licensed electricity suppliers
in GB and Northern Ireland (see the definition of “electricity supplier” in paragraph
4(1)) to make payments to the Secretary of State to meet obligations under
investment contracts. Sub-paragraph (2) requires that regulations impose obligations
on licensed suppliers to make payments to an investment contract counterparty,
or a CFD counterparty (see paragraph 4(1)for definitions of these counterparties
— hereafter referred to as “counterparties’) to meet obligations under investment
contracts. Licensed suppliers may also be obliged to make payments for certain other
purposes under regulations—for example, to cover costs associated with administering
investment contracts, and to enable the Secretary of State or a counterparty to hold
sums in reserve (see sub-paragraph (3)), or to mutualise costs across (other) licensed
supplierswhere another becomesinsolvent or defaults. Sub-paragraph (6) requiresthat
any regulations under sub-paragraphs (1) or (2) must include a duty in relation to the
collection of payments.

Other regul ation-making powers expressly include imposing requirements on suppliers
to provide collateral to the Secretary of State or to a counterparty (sub-paragraph (5)).
They also cover powers for regulations to set out how the Secretary of State or a
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counterparty is to calculate or determine the amounts owed under regulations or the
financial collateral to be provided by electricity suppliers (see sub-paragraphs (7)(b)
and (8)). For example, regulations might provide powers to the counterparty to require
collateral from suppliers according to such amounts as the counterparty cal culates, but
to require the counterparty to make its cal culation of the amount of collateral required
by reference to the size of a supplier or the amount of electricity it provides to certain
consumers.

Sub-paragraphs (7)(c) and (d) expressly provide regulation-making powers to make
provision about theissuing and enforcement of notices (issued by the Secretary of State
or a counterparty) which reguire the payment of amounts owed under regulations here
or the provision of collateral. Sub-paragraph (9) covers regulations making connected
provision, for example, on dispute resol ution about notices and the payment of interest
for late payment. Note that the powers in paragraph 12 of this Schedule would allow
regulations to make provision for the regquirements of notices here to be enforced
by the Authority or the Northern Ireland Authority for Utility Regulations as if the
requirements were relevant requirements on a regulated person. See the text below for
explanation of paragraph 12.

Sub-paragraph (10) clarifies that any sum which the supplier is required to pay the
Secretary of State, the investment contract counterparty or the CFD counterparty by
virtue of the supplier obligation regulations, and which isnot paid when it is due under
the regulations, is recoverable as a civil debt.

Paragraph 8: Paymentsto electricity suppliers

212.

This paragraph expressly enables regulations to require the Secretary of State, an
investment contract counterparty, or aCFD counterparty to make paymentsto licensed
electricity suppliers. The underlying purpose of the power isto ensure that regul ations
can require that payments are made to licensed suppliers (where for example the
reference price is higher than the strike price) and in circumstances where regulations
are made imposing the supplier obligation under paragraphs 7(1)or7(2).

Paragraph 9: Application of sums

213.

214.

Paragraph 9 is concerned with providing regulation-making powersto cover two broad
areas. First, to ensure that regulations may make provision about the apportioning of
money between generators by the Secretary of State or acounterparty where the amount
collected from licensed suppliersisinsufficient to collectively meet theliabilities under
investment contracts or CFDsinfull. In making these regulations, the Secretary of State
must have regard to the principle that sums should be apportioned in proportion to the
amounts which are owed, i.e. that they are pro-rated.

Secondly, sub-paragraphs (4) and (5) are concerned about conferring regulation-
making powersto control how moniesreceived by acounterparty or by the Secretary of
State are used — specifically, whether or not they need to be paid into the Consolidated
Fund.

Paragraph 10: Information and advice

215.

This paragraph allows for regulations to be made imposing requirements about
providing information or publishing it, as well as about how information is to be
protected (see sub-paragraphs (1) and (2)(f)). The paragraph is intended, in part,
to ensure that provision can be made in regulations so that there is a sufficient
flow of information and advice for the purposes of administering and managing
investment contracts. Therefore, for exampl e, the regulations can requireinformation to
be provided to the Secretary of State or acounterparty from suppliers or generators (see
paragraph 10(2)(c) and (€)). In addition the powers will alow provision to be made
in regulations to permit the Secretary of State and the regulators in Great Britain and
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Northern Ireland to gather information together about investment contracts, in order to
monitor their use and inform their wider decision-making.

Paragraph 11: Functions of the Authority

216.

217.

This paragraph provides an express power for regulations to confer functions, for two
purposes, on the Authority (see the definition of “Authority” in section 151). The
Authority is the regulator for the electricity markets in Great Britain. However, as a
statutory body, it only has power to do those things which legislation confers a power
on it to do.

Thetwo purposesareto provide adviceto, and to make determinationsfor, the partiesto
investment contracts. Therefore, for example, regulations could empower the Authority
to monitor the performance of obligations under an investment contract relating to
biomass sustainability (such asthetype or mix of fuelsused in an electricity generating
station) and to determine for the parties whether such obligations have been met.

Paragraph 12: Enforcement

218.

219.

This paragraph provides an express regulation-making power in relation to the
enforcement of obligations in regulations made under Schedule 2. Specifically,
regulations may permit requirements imposed on suppliers to be enforced by the
Authority in GB, or the Northern Ireland Authority for Utility Regulationsin Northern
Ireland, asif they are relevant requirements imposed on aregulated person.

What this means, in effect, is that regulations may treat a breach of a requirement
imposed under them as akin to a breach of a licence condition in relation to certain
enforcement powers. For example, sections25to 27A of the Electricity Act 1989 permit
the Authority to make orders to secure compliance with licence conditions, and/or to
impose financial penaltiesfor their breach. Regulations could apply these enforcement
powers in relation to breaches of requirements imposed under them as if they were
breaches of licence conditions.

Paragraph 13: Consultation

220.

221.

Paragraph 13 imposes requirements on the Secretary of State about who he or she must
consult before making regulations under Schedule 2 —with sub-paragraph (8) expressly
providing that any required consultation may take place before or after enactment of
the Act.

As a broad rule, the Secretary of State is required to consult those persons who will
be affected by specific regulations, as well asthe devolved administrationsin Northern
Ireland, Scotland and Wales. For example, electricity suppliers are required to be
consulted on regulations under paragraphs 7, 8, 9 or 14(3).

Schedule 2, Part 3

Paragraph 14: Duties and liabilities of an investment contract counterparty and a
CFD counterparty

222.

223.

This paragraph alows for regulations to tightly define and limit the scope of the
behaviour of an investment contract counterparty, or a CFD counterparty which is
acting as a counterparty in relation to an investment contract.

The regulation-making power is designed to ensure that controls can be imposed
on counterparties to ensure that suppliers are properly protected from potential for
increased costs due to variation of contracts, whilst still enabling decisions to be made
by the Secretary of State to permit variation where it is appropriate to do so. This
paragraph only covers regulation of the behaviour of the counterparty and does not
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enable the Secretary of State, through regulations, to vary any investment contract
without the consent of the generator in question.

Sub-paragraph (2) places a duty on an investment contract counterparty or CFD
counterparty to exercise its functions to ensure that it can meet its liabilities under an
investment contract. Those functions are principally those conferred under or by virtue
of paragraph 7 (supplier obligation) in relation to the ability of the CFD counterparty
or investment contract counterparty to recover sumsfrom licenced electricity suppliers.
“Liabilities’ in this context includes al liabilities under an investment contract. For
these purposes, liabilities will exist in respect of any sumsthat are owed at a particular
time by the counterparty under the investment contract, irrespective of whether they
have yet become payable in accordance with any payment provisionsit contains.

Sub-paragraph (3)(c) enables regulations to make provision about the making of
directionsto aninvestment contract counterparty or CFD counterparty. Thiswill enable
specific directions to be given in relation to particular contracts or matters (such as
where a generator has proposed a variation to the contract and the Secretary of State
wishes to require the counterparty to agree to it).

Sub-paragraph (5) places a duty on the Secretary of State. The regulations that he or
she makes must include such provision as he or she considers necessary to ensure that
the investment contract counterparty or CFD counterparty can meet itsliabilities under
investment contracts. As set out in relation to sub-paragraph (2) above the referenceto
liabilities means all sums which are owed under an investment contract.

Paragraph 15: Shadow directors

227.

228.

This paragraph makesit clear that, as aresult of exercising any powers conferred by or
under Schedule 2 (such as those given by regulations under paragraph 14(3)) over an
investment contract counterparty or CFD counterparty, the Secretary of State is not to
be regarded as, for example, a director or shadow director of these bodies or an agent
of them or their principal.

The purpose of this provision is to limit the potential liabilities and duties that could
otherwise accrue to the Secretary of State (such as under the Companies Acts or the
Insolvency Act 1986) were he or she to be treated, for example, as shadow director
of these bodies. Thisis considered to be appropriate since the powers the Secretary of
State will be exercising under the regulations will be exercisable in the public interest.

Schedule 2: Part 4

Paragraphs 16-18: Transfers

229.

230.

The above paragraphs provide powers to the Secretary of State, by transfer scheme,
to transfer the property, rights and liabilities under an investment contract from the
Secretary of State to an investment contract counterparty or a CFD counterparty, and
from one counterparty to another.

Paragraph 16 sets out the broad power to make one or more transfer schemes and
contains provision on how schemes are to take effect. This paragraph also introduces
a duty to make atransfer scheme to transfer investment contracts from the Secretary
of State or an investment contract counterparty to the CfD counterparty once three
conditions are satisfied: that the CfD counterparty has been designated, the investment
contract provisions in the Act have expired (31 December 2015 or earlier if an eligible
generator has been defined under section 10(3)), and supplier obligation regulations
under section 9 arein placeto collect payments from suppliers. The duty does not apply
to the extent that the Secretary of State considersit is appropriate in all circumstances
to dis-apply it.
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Paragraph 17particularises the powers to make transfer schemes — for example, a
scheme could make provision that in the case of any legal proceedings concerning
an investment contract that is transferred, that the new counterparty body is to be
substituted as a party (see paragraph 17(1)(c)). Paragraph 18 gives the Secretary of
State the power to pay compensation to persons whose interests are adversely affected
by atransfer scheme.

Supplementary provision is made in section 153 which relates to the powers to make
schemes here. For example, powers are conferred to modify schemes.

The powers ensure that over thelifetime of an investment contract there isamechanism
in place to ensure that if an existing counterparty ceases to be suitable or willing to
act as such, the investment contract can be transferred to another person designated
as a counterparty. The Secretary of State is under a duty, by virtue of paragraph 5(6)
and section 7, to ensure that where a counterparty ceases to be a counterparty, the
property, rights and liabilities under any investment contracts are transferred to a new
counterparty as soon as reasonably practicable.

Schedule 3: Part 5

Paragraph 19: Licence modifications

234.

235.

Paragraph 19 provides the Secretary of State with powers to modify generation,
transmission and distribution licences, the standard conditions of such licences and
documents maintained in accordance with conditions of such licences (such asindustry
codes). There are two purposes for which the powers are exercisable (see sub-
paragraph (2)) —which relate to the provision of services or enforcement. For example,
the powers may be used to make amendments to the Balancing and Settlement Code
(BSC) (which is a document falling within sub-paragraph (1)(c)) to enable the BSC
company to provide settlement servicesto the Secretary of State, aninvestment contract
counterparty or a CFD counterparty. Or new licence conditions could be imposed to
assist in the enforcement of obligations under investment contracts were contractual
remedies thought insufficient to provide protection against abuse.

The powers to make licence modification here are supplemented by section 64, which
also contains requirements of the procedures that need to be followed in connection
with modifications.

Paragraph 20: Expenditure

236.

Paragraph 20 provides Parliamentary authorisation for certain items of expenditure
by the Secretary of State in connection with investments contracts. The expenditure
covered includes expenditure incurred for the purposes of obtaining advice and
assistancein relation to investment contracts (for example, to engage technical advisers
to assess a generator’s construction costs). The paragraph would also authorise, for
example, financial assistance given to an investment contract counterparty to assist with
Set-up costs or costs which the Secretary of State might incur in establishing one.

Chapter 5: Conflict of interest and contingency arrangements

Section 45: Modifications of transmission and other licences: business separation

237.

Subsections (1) to (5) of this section provide that the Secretary of State may modify
the conditions of existing electricity licences and codes for the purposes of imposing
business separation measures between “system operation functions’ (or one or more
individual system operation functions), and other functions. But he or she can only do
this where it is necessary or desirable as a result of new functions being given to the
national system operator in respect of electricity market reform.

21


http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/17
http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/17/1/c
http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/18
http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/5/6
http://www.legislation.gov.uk/id/ukpga/2013/32/schedule/3
http://www.legislation.gov.uk/id/ukpga/2013/32/schedule/3/part/5
http://www.legislation.gov.uk/id/ukpga/2013/32/schedule/3/part/5/paragraph/19
http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/19
http://www.legislation.gov.uk/id/ukpga/2013/32/part/2/chapter/4/paragraph/20
http://www.legislation.gov.uk/id/ukpga/2013/32/paragraph/20
http://www.legislation.gov.uk/id/ukpga/2013/32/part/2/chapter/5
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/1
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/5

238.

239.

240.

241.

These notes refer to the Energy Act 2013 (¢.32)
which received Royal Assent on 18 December 2013

Subsection (3) defines “system operation functions’ so as to include system operation
functions authorised under a transmission licence and “EMR functions’. Subsection
(10) subsequently defines “EMR functions’ as functions conferred by or by virtue of
Chapter 2, Chapter 3 or Chapter 4 — being the delivery functions conferred on the
national system operator in relation to contracts for difference, the capacity market and
investment contracts.

Subsection (5) requires the Secretary of State, in exercising this power, to consider the
possible impacts it would have on the efficient and effective operation of the electricity
system.

Subsection (6) provides alist of the types of measures this could include, for example:
» legal separation: requiring a separate subsidiary to carry out EMR functions;

* limiting the control or influence which a parent company or other subsidiary can
exercise over the body which carries out EMR functions;

e requiring functions to be carried out in separate locations, on separate I T systems
or by separate employees;

e requiring separate accounts to be produced, and

* requiring information separation between EMR and/or system operation functions,
and other parts of the national system operator’s business.

Subsection (7) givesthe Secretary of State power to requirethe national system operator
to produce annual compliance reports concerning the separation measures.

Section 46: Power to transfer EMR functions

242.

243.

244,

This section confers a power on the Secretary of State to transfer the delivery functions
for the CFD and capacity market schemes and those relating to investment contracts
(“EMR functions”) to anew delivery body in certain situations.

Subsection (1) confersthe power to transfer the EMR functionsfrom the national system
operator to a different delivery body. The power is exercisable by negative resolution
order (see subsections (6) and (7) of section 47).

Subsection (2) provides that the EMR delivery functions can be transferred in five
circumstances.

* wherethe national system operator requests a transfer;

* where the national system operator is subject to an energy administration order
granted under the Energy Act 2004; energy administration orders may be made by
the court under a special regime to ensure that energy network companies provide
secure energy suppliesin insolvency situations,

» where there has been a change of control of the national system operator and the
Secretary of State considers it necessary or desirable to transfer the functions as a
result of that change;

» where the Secretary of State considers that the EMR ddlivery functions are not
being performed efficiently and effectively;

» if the Secretary of State considers it necessary or expedient in order to further the
purposes for which CFD or capacity market regulations are made; for example, if
heor she considersthat it isnecessary to change delivery body in order to encourage
low carbon electricity generation, or in order to meet the demands of consumers
for the supply of electricity in Great Britain.

22


http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/3
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/10
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/5
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/6
http://www.legislation.gov.uk/id/ukpga/2013/32/section/45/7
http://www.legislation.gov.uk/id/ukpga/2013/32/section/46
http://www.legislation.gov.uk/id/ukpga/2013/32/section/46/1
http://www.legislation.gov.uk/id/ukpga/2013/32/section/46/6
http://www.legislation.gov.uk/id/ukpga/2013/32/section/46/7
http://www.legislation.gov.uk/id/ukpga/2013/32/section/46/2

245.

246.

247.

248.

249.

These notes refer to the Energy Act 2013 (¢.32)
which received Royal Assent on 18 December 2013

Subsection (3) defines the circumstances in which the national system operator poor
performance trigger could be used. The Secretary of State is required to notify the
national system operator of hisor her opinionthat itisfailing to performitsfunctionsin
an efficient and effective manner. If, after six months, the Secretary of State considers
that the failure has not been rectified, the functions may be transferred.

Subsection (4) explains the definition of control to be used in relation to the change of
control trigger in subsection (2).

Subsection (5) requires that the national system operator be consulted if the Secretary
of State transfers the functions because he or she considersit necessary or expedient in
order to further the purposes for which CFD or capacity market regulations are made.
Subsection (6) allows the Secretary of State to avoid consulting where the urgency of
the case would make it inexpedient to do so.

Subsection (7) allows the Secretary of State to make further transfers of the EMR
delivery functions, including a transfer of the EMR delivery functions back to the
national system operator.

Subsections (9) and (10) require the consent of the alternative delivery body when
this is someone other than the Secretary of State. Thisincludes any re-conferral of the
functions on the national system operator.

Section 47: Orders under section 46: fees and other supplementary provision

250.

251

252.

Subsections (1) and (2) of this section allow the transfer of functions order to provide
the alternative delivery body with the power to require feesto be paid in relation to any
EMR functionsit carriesout. It also makes provision about the scope of the power under
section 46 (subsections (3) to (5)), the parliamentary procedure for orders (subsections
(6) and (7)) and requiresthe Secretary of Stateto consider whether licence modification
powers should be used, for example to remove any obligations intended to manage
conflicts of interest of the national system operator (subsections (9) and (10)).

Subsection (8) introduces Schedule 3, which confers a power on the Secretary of State
to transfer property, rights and liabilities, by transfer scheme, when he or she exercises
hisor her power to transfer EMR delivery functions under section 46. Transfer schemes
are used to enable the transfer of functions to operate efficiently and effectively.

Paragraph 1 of Schedule 3 sets out the power to make one or more transfer schemes.
Thetransfer schemeswould list the property, rights and liabilities being transferred, and
state the date on which the transfer is to take place. Transfer schemes are not subject
to any parliamentary procedure. Paragraph 2 sets out the full scope of the transfer
power. Paragraph 3 requires the Secretary of State to include provision for payments
of compensation to those whose interests are adversely affected by a transfer.

Section 48: Energy administration orders

253.

254.

255.

This section amends the Energy Act 2004 to extend the special administration regime
for the national system operator to include its EMR functions.

Special administration regimes act as an alternative to general insolvency law and
procedures. They are designed to ensure uninterrupted and safe operation of essential
servicesin the event of acompany becoming insolvent. Special administration regimes
exist for electricity transmission (including system operation) and distribution, gas
transportation licensees, water and rail companies and parts of the banking sector.

Under the special administration regime introduced by the Energy Act 2004, the
Secretary of State (or the Authority with the Secretary of State’s consent) can apply
to the court for an energy administration order, which may be granted where the
company meets the statutory tests for insolvency. In these circumstances, the court
would appoint an energy administrator, whose statutory objective would be to ensure
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“that the company’s system is and continues to be maintained and developed as an
efficient and economic system”. The energy administrator is required to do this by (if
possible) managing the company as a going concern.

This section amends the special administration regime to provide that where EMR
delivery functions have been conferred on the system operator then the administrator
has an additional objective of ensuring that the EMR functions are performed in an
efficient and effective manner. In asituation where the old and new objectives could not
be secured in a consistent way, the new objective would be subordinate to the primary
objective of maintaining and developing an efficient and economic system.

Chapter 6: Accessto markets etc

Section 49: Power to modify licence conditions etc: market participation and
liquidity

257.

258.

259.

260.

261.

This section enables the Secretary of State to modify electricity generation and supply
licences and to amend electricity industry codes to facilitate participation and promote
liquidity in the wholesale electricity market.

Subsection (1) allows the Secretary of State to modify the conditions of particular
electricity generation and supply licences and the standard conditions contained in such
licences and to amend electricity industry codes (such as the Balancing and Settlement
Code), which are documents maintained in accordance with the conditions of such
licences, and agreements that give effect to industry codes.

Subsection (2) sets out the purposes for which the Secretary of State may use the
modification power, these being to:

» facilitate participation in the wholesal e el ectricity market in Great Britain, both by
licence holders and others (such as exempt suppliers and generators); and

e promote liquidity in that market.

Subsection (3) sets out anon-exhaustivelist of the types of licence modification that the
Secretary of State may choose to make when exercising the powers in subsection (1).
These include:

e imposing obligations on electricity generators or suppliersto either sell or purchase
electricity, including obligations to sell or purchase electricity on certain terms or
in particular circumstances (such as arequirement to sell aproportion of electricity
on aparticular exchange or to sell particular products at particular times);

e restrictions on generators and suppliers selling or purchasing electricity to or from
their group undertakings; and

* imposing obligationsto disclose or publish information (such as information about
transactions in the wholesale el ectricity market).

Subsection (4) provides additional clarification on the types of transactions that may be
subject to the restrictions referred to in subsection (3)(b).

Section 50: Power to modify licence conditions etc to facilitate investment in
electricity generation

262.

263.

This section enables the Secretary of State to modify the conditions of electricity
supply licences and related industry codes for the purpose of facilitating investment in
electricity generation by means of a Power Purchase Agreement (PPA) scheme.

Subsection (1) alows the Secretary of State to modify the conditions of particular
supply licences and the standard conditions incorporated in such licences and aso to
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amend electricity industry codes, being documents maintained in accordance with the
conditions of such supply licences, and agreements that give effect to industry codes.

Subsection (2) sets out the purpose for which the Secretary of State may use the
modification power. Thisis limited to facilitating investment in electricity generation
by means of a power purchase agreement scheme.

Subsection (3) explains that

e a PPA scheme is a scheme established by supply licence conditions and
regulations for promoting the availability to electricity generators of power
purchase agreements,

* a PPA is an arrangement under which a licensed supplier agrees to purchase
electricity generated by an electricity generator at adiscount to aprevailing market
price.

Subsection (4) sets out the nature of provisions that may be made in licence or code
maodifications under this section, which include:

» thedligibility of an electricity generator to enter into a PPA under the scheme;

» theterms of any PPA to be entered into under the scheme, including provision for
determining the price at which electricity is to be purchased under the agreement
and the duration of any such agreement;

e the circumstances in which alicensed supplier is or may be required or permitted
to enter, or offer to enter, into a PPA under the scheme;

e the provision of information in connection with the scheme.

Subsections (5) and (6) set out further details about the process for determining which
licensed supplier or suppliersis or are required or permitted to enter, or offer to enter,
into a PPA agreement with an electricity generator in any particular case and for this
determination to be made by one or more of the Secretary of State, the Authority, and
the electricity generator or by auction or other competitive process.

Subsection (7) setsout that alicenced supplier under section 50 and 51 meansthe holder
of alicence under Section 6(1)(d) of the Electricity Act 1989.

Section 51: Power purchase agreement scheme: regulations

2609.

270.

271

This section enables the Secretary of State to make regulations in connection with any
maodifications made under section 50 for or in connection with a PPA scheme.

Subsection (2) sets out that such regulations may include provision for:

e apportioning amongst licensed suppliers the costs or benefits of any licensed
supplier in connection with the scheme;

» conferring functions on the Secretary of State or the Authority;

» thedelegation of functions conferred on the Secretary of State or the Authority by
the regulations or by virtue of section 50;

» obligations imposed by the regulations on licensed suppliers to be enforceable as
if they were relevant requirements on a regulated person under section 25 of the
Electricity Act 1989;

e requiring the provision of information in connection with the scheme.

Subsection (3) explains that provision may be included in regulations for requiring
licensed suppliers to pay alevy to the Authority or conferring an entitlement on them
to receive a payment from it.
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Subsection (4) sets out that regulations may include provision for the Secretary of State
or the Authority to determine what is to be taken into account as a cost or benefit of
any licensed supplier in connection with the scheme.

Subsection (5) enablesthe Secretary of State to make different provisionsin regulations
for different cases or circumstances. It also enables the Secretary of State to include
in regulations provisions of an incidental, supplementary, consequential or transitional
nature.

Subsections (6) and (7) require that the Secretary of State must consult relevant
persons, including licensed suppliers and the Authority, before making any regulations
in connection with any modifications made under section50 and confirms that this
requirement can be satisfied by consultation before the passing of the Act.

Subsections (8) and (9) provide that regulations must be made by statutory instrument
and are subject to the negative parliamentary procedure.

Section 52: Power Purchase agreement scheme: disclosure of information

276.

This section extends section 105 of the Utilities Act 2000 to include sections 50 and 51
of the Energy Act 2013 in relation to general restrictions on disclosure of information,
by inserting references to these sections into subsections (1)(a) and (3)(a) of the Act.

Section 53: Principal objective and general duties. power purchase agreement
scheme

277.

This section requires the Secretary of State and the Authority to apply the principal
objective and comply with the general duties laid out under sections 3A to 3D of the
Electricity Act 1989, when exercising functions so far asthey relateto apower purchase
agreement scheme.

Section 54: Licence modifications under sections 49 and 50: further provisions

278.

279.

280.

281.

This section sets out additional provisions that apply to both sections 49 and 50 and
clarifies how these licence modification powers may be exercised.

Subsection (1) allows the Secretary of State to provide for a new document to be
required to be prepared and maintained in accordance with the conditions of alicence.
This would enable the Secretary of State to create a new industry code, for example
to set out the detailed arrangements of an auction in which suppliers or generators are
obliged, by the conditions of their licences, to participate.

Subsection (2) requires the Secretary of State to consult affected licensees, the
Authority, and other relevant persons, before making modifications under section 49
or 50.

See also section 64, which sets out other genera provision on licence and code
modification powers.

Chapter 7: The renewables obligation: transitional arrangements.

Section 55: Closure of support under the renewables obligation

282.

Subsection (1) inserts new sections 32LA and 32LB to the Electricity Act 1989 to
confer a power on the Secretary of State to make a renewables obligation closure
order. The closure order will prevent renewables obligation certificates from being
issued under any renewables obligation order (whether made by the Secretary of State
or by the Scottish Ministers) in respect of electricity generated after a specified date
(section 32LA(2)). Different closure dates may be specified for different cases or
circumstances (section 32LA(3)). The powersin sections 32 to 32M of the Electricity
Act 1989 (renewables obligation) will be subject to any provisions contained in a
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closure order (section 32LA(7)). The closure order may make provision as to the
functions of the Authority in relation to the closure of the renewables obligation and
may make transitional provision and savings (section 32LA(8)). Subsections (2) and
(3) make consequential amendments to sections 32M (interpretation) and section 106
(regulations and orders) of the Electricity Act 1989. Subsection (4) provides the
Department for Enterprise, Trade and Investment in Northern Ireland with the power
to amend corresponding legisation in relation to the Northern Ireland renewables
obligation to take account of the amendments made by subsection (1).

Section 56: Transition to certificate purchase scheme

283.

284.

285.

286.

287.

288.

289.

The section inserts new sections 32N to 32Z2 to the Electricity Act 1989 to enable
the Secretary of State to make an order which imposes an obligation on the Authority,
the Secretary of State or a CFD counterparty to purchase GB certificates which have
been issued to generators in respect of renewable electricity (section 32N). The body
on which this certificate purchase obligation is placed is referred to in the sections as
the purchasing body of GB certificates (section 32N(2)(a)).

With the consent of the Northern Ireland Department for Enterprise, Trade and
Investment (DETI), the Secretary of State may also make an order which imposes
an obligation on the Northern Ireland Authority for Utility Regulation (the Northern
Ireland authority) or a CFD counterparty to purchase NI certificates which have been
issued to generators in Northern Ireland in respect of renewable electricity. The body
on which this certificate purchase obligation is placed is referred to in the sections as
the purchasing body of NI certificates (section 32N(2)(b)).

The GB and NI certificates are intended to be issued in place of renewables obligation
certificatesand to beissued in similar circumstances. The price at which the certificates
are to be purchased by the purchasing body will be fixed and different purchase prices
may be set for different periods of time (section 320(2)(a) and (b)). Adjustmentsto the
purchase price may also be made for inflation (section 320(2)(c)).

The order may provide for the manner in which aGB or NI certificateisto be presented
for payment and may set deadlines and other conditions that must be met before the
purchasing body is required to purchase the certificate (section 320(2)(e) and (h)).
The person presenting the certificate for payment may also be required to provide
information in a particular form and within deadlines set by the purchasing body
(section 320(4)). The order may authorise certain fees or charges incurred in making
the payment for the certificates to be deducted from the payment for the certificate
(section 320(2)(1)).

The new section 32P makes provision for an order to impose alevy charged in respect
of supplies of electricity. In Great Britain, the levy would be administered by the
Authority, by the Secretary of State or by a CFD counterparty body (section 32P(7)).
In Northern Ireland, the levy would be administered by the Northern Ireland authority,
DETI or a CFD counterparty body (section 32P(8)).

The new section 32Q sets out how the amounts raised by the levy are to be used to
meet the cost of purchasing certificates (section 32Q(3)) or paid into the Consolidated
Fund or the Consolidated Fund of Northern Ireland in respect of costs incurred by the
administrator of the levy, the purchasing body, the Authority and the Northern Ireland
authority. The Secretary of State may also direct sums held by the purchasing body to
be paid into the relevant Consolidated Fund (section 32Q(9) and (10)).

The order may provide for different levy rates for different periods or different
cases or circumstances (section 32P(3)) and may make exemptions from the levy
(section 32P(4)). The order may impose deadlinesfor payment of thelevy, with interest
for late payment (section 32P(6)(e)) and may provide for enforcement measures if the
requirements in respect of the levy are not complied with (section 32P(6)(i)).
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In the case of overpayment or underpayment of the levy, the order may require the
amount to be set off against or added to the liability of the person to pay the levy for
future periods (section 32P(11)). The order may provide for further payments to be
made by electricity suppliersif thereisashortfall in the amountsraised by the levy due
to missed or late payments or insolvency (section 32P(12))

The CFD counterparty can be designated as the purchasing body or as the administrator
of the levy only with the consent of the CFD counterparty (section 32R(2)). The
Secretary of State may make an order revoking the designation at any time and the CFD
counterparty may withdraw its consent by giving 3 months notice (section 32R(4)).
The Secretary of State may also make an order dealing with the transition upon a
change in the identity of the purchasing body or administrator when the designation
of the CFD counterparty as the purchasing body or administrator ceases to have effect
(section 32R(5) and (6)).

A certificate purchase order may provide for the Authority to issue a GB certificate
to the operator of a generating station or to such other person specified in the order
(section 325(1)). A GB certificate must certify that it has been issued in respect of
electricity generated from renewable sources, by the generating station or stations
specified in the certificate, and supplied to customers in the United Kingdom or used
in apermitted way (as defined in section 325(10)). A GB certificate cannot be issued if
arenewables obligation order isin force and a renewables obligation certificate could
be issued for the electricity (section 325(3)).

A certificate purchase order may provide for the Northern Ireland Authority to issue a
NI certificateto the operator of agenerating stationin Northern Ireland (section 32T(1)).
A NI certificate must certify the same matters as a renewables obligation certificate
issued under article 52 of the Energy (Northern Ireland) Order 2003 (see article 54 of
that order). A NI certificate cannot beissued if aNorthern Ireland renewabl es obligation
order isinforceand aNorthern Ireland renewabl es obligation certificate could beissued
for the same electricity (section 32T(3)).

Article 54(10) of the Energy (Northern Ireland) Order 2003 prevents the issue of a
Northern Ireland renewables obligation certificate in respect of electricity generated
by a generating station situated in the territorial sea. A similar restriction applies to
the issue of NI certificates by the Northern Ireland authority, as for the purposes of
section 32N to 3222, Northern Ireland does not include any part of the territorial sea
adjacent to Northern Ireland, unless a certificate purchase order provides otherwise
(section 32Z2(5) and (6)).

The new sections 32U to 32X and 32Z to 3222 mirror many of the provisionsin sections
32C to 32E and 32Jto 32M of the Electricity Act 1989 to enable equivalent provision
to be made under the certificate purchase scheme as may currently be made under the
renewables obligation. In particular, this will enable many of the same rules to apply
in connection with the issue of GB and NI certificates as currently apply, or as may
in the future apply, to the issue of renewables obligation certificates. In some cases,
the powers for the certificate purchase scheme differ from the existing powers for the
renewablesobligationto reflect the different features of the certificate purchase scheme.

Section 32U makes supplemental provision relating to theissue of GB or NI certificates.
A certificate purchase order may specify cases or circumstances in which certificates
cannot be issued or can be issued in respect of a proportion only of the electricity
generated (s32U(1)). Only the proportion attributable to renewable sources is to be
treated as generated from such sources where the generating station isfuelled partly by
renewables sources and partly by fossil fuel (section 32U(4)). A certificate purchase
order can specify how that proportion isto be determined and the consequences where
more than the specified proportion of fossil fuel is used (section 32U(5)).

A certificate purchase order may impose restrictions on the transfer of GB and
NI certificates (section 32U(7)). The order can specify circumstances where the
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Authority or Northern Ireland authority may revoke certificates (section 32U(8)). The
order may provide for sums to be repaid to the Authority or the Northern Ireland
authority if the purchasing body has purchased a GB or NI certificate that should not
have been issued, and if it is not possible to refuse the issue of another certificateinits
place (section 32U(10)) and provide for enforcement and appeals where repayment is
required (section 32U(11)).

A certificate purchase order may provide for different numbers of certificates to be
issued for electricity generated from different renewable sources or in other different
cases or circumstances (section 32V). This is known as “banding provision”. Before
making a banding provision, the Secretary of State must have regard to the matters
listed in section 32V (4).

A certificate purchase order may provide for banding provision made in a renewables
obligation order to apply in relation to GB and NI certificatesasit applied in relation to
renewabl es obligation certificates (section 32W(3)). The requirement to hold abanding
review and the requirement to have regard to the matters listed in section 32V (4)
does not apply where the effect of earlier banding provisions is being preserved
(section 32W(4)).

A certificate purchase order may provide for the number of certificatesissued in respect
of the generation of electricity by a generating station to be conditional upon the
repayment or cancellation of the whole or part of a statutory grant (section 32W(5) to
(9)). Inthe case of repayment of agrant, the repayment must be made to the person who
made the grant (section 32W(7)(a)). The order may also require interest to be paid, and
may |eave the interest rate and period to be determined by a person, such as the person
who made the grant (section 32W(7)(b)).

A certificate purchase order may provide for the Authority and the Northern Ireland
authority to require information which is relevant to whether a GB or NI certificate
should be issued (section 32X(1)). The order may also require information to be
provided about biomass used to generate electricity (section 32X(3)).

Section 32Y places a duty on the Secretary of State, when exercising a number of
powerslisted for the certificate purchase order, to exercise those powersin the way that
the Secretary of State considers will replicate the effect of a provision made by virtue
of an equivalent power for the renewables obligation order in England and Walesor in
Scotland. The powers to which this duty applies are listed in section 32Y (4) together
with the equivalent power for the renewables obligation order.

Where a listed power is exercised in relation to Northern Ireland, the power is to be
exercised in the way that the Secretary of State considers will replicate the effect of a
provision made by virtue of an equivalent power for the Northern Ireland renewables
obligation (section 32Y (2)(b)).

The duty in section 32Y appliesonly to the extent that it appears reasonably practicable
to exercise the listed power in that way and only to the extent that the duty is not
inconsistent with other duties on the Secretary of State (section 32Y (3)).

A certificate purchase order may provide for renewables obligation certificates to
be treated as if they were GB or NI certificates (section 32Z(2)) and may make
different provision for different parts of the United Kingdom or for different localities
(section 32Z(3)).

The Authority may act on behalf of the Northern Ireland Authority by arrangement
(section 32Z(5)). Similar arrangements have been made in respect of the renewables
obligation by virtue of section 121 of the Energy Act 2004.

Section 3272 provides definitions for various terms used in the sections 32N to 32Z2.
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Chapter 8: Emissions performance standard

Section 57: Duty not to exceed annual carbon dioxide emissions limit

308.

309.

310.

311.

312.

313.

314.

315.

This section places a limit on the amount of carbon dioxide that a “fossil fuel plant”
may emit within ayear. Those operating a“fossi| fuel plant” are placed under aduty not
to exceed the emissionslimit. Thelimit iscal culated using the formulain subsection (1)
by reference to an individual plant’s installed generating capacity (of the electricity
generating station), a statutory rate of emissions and a load factor of 85%, (expressed
in the formula as 7.446, see further below for an explanation for how thisis derived).

To calculate the limit, a plant’s capacity in Mega Watts (MW) is multiplied by the
statutory rate of emissions expressed in g/kWh (grams per kilo watt hour) and 7.446.
The figure of 7.446 represents 85% of the total operating hours available in a year
(8760) divided by 1000, which provides that the annual limit is expressed in tonnes of
carbon dioxide.

By virtue of subsection (2) the statutory limit is set at 450g/kWh until the start of 2045.
This “grandfathering” of the emissions limit under which a new plant is consented
provides regulatory certainty for investors about the regime under which their assets
will operate, consistent with the time needed to achieve a return on an investment in
anew plant.

The emissions limit duty is applicable to a “fossil fuel plant” that is built pursuant
to a “relevant consent” provided on or after the date that subsection (1) comes into
force. Subsection (3) defines a“fossil fuel plant” whilst “relevant consent” is defined
in section 61(1) as one which is granted under the Planning Act 2008, section 36 of the
Electricity Act 1989 or Article 39 of the Electricity (Northern Ireland) Order 1992. This
means that the emissions limit duty will only apply to plant at or over 50MW electrical
capacity that are given development consent by the Secretary of State (in England and
Wales), Scottish Ministers (in Scotland) or the Department of Enterprise, Trade and
Investment (in Northern Ireland).

“Fossil fuel plant” is defined in subsections (3) and (4). Subsection (3) makes clear
that afossil fuel plant includes any associated gasification plant or Carbon Capture and
Storage plant and which satisfies the conditions in subsection (4). The conditions in
subsection (4) are that the plant is constructed pursuant to a “relevant consent”, see
previous paragraph, and uses fossil fuels or fuel produced by gasification plant.

Subsection (5) subjects the emissions limit duty in subsection (1) to any regulations
which the Secretary of State makes under subsection (6). Under subsection (6) the
Secretary of State may make regulations regarding interpretation of the emissions limit
duty (under subsection (1)) and for extending the application of the emissionslimit duty
or modifying it in respect of the types of case mentioned in Schedule 4.

Paragraph 1 of Schedule 4 alows the Secretary of State, when making regulations
under section 57(6)(b), to bring existing fossil fuel plant consented prior to this
legislation into the regime where that plant replaces a main boiler or installs an
additional main boiler. This sort of provision may be necessary in order to prevent
existing fossil fuel plants from being refurbished with replacement boilers, effectively
extending a plant’s technical lifetime consistent with that of a new plant, thereby
circumventing the emissions limit duty.

Paragraph 2 of Schedule 4 alows the Secretary of State to modify the emissions
limit duty such that it does not apply to facilities that generate electricity solely for
the purposes of self-supply. Paragraph 3 allows the Secretary of State to apply the
emissionslimit with modificationswhere gasification or CCSplant is*associated” with
morethan one generating station at afossil fuel plant. Paragraph 4 allowsthe Secretary
of Stateto providedifferent limitsto generation plant which enters, or ends, commercial
operation part way through a calendar year.
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Subsection (7) illustrates the type of further provision which the Secretary of State
may make in regulations under subsection (6)(a). Subsection (7)(a) taken together with
Schedule 5 Paragraph 3 alows the Secretary of State to make provision in respect
of “associated gasification plant’” for the purpose of ensuring that the emissions limit
regime can be suitably applied in circumstances where a generating station uses fuel
produced by a gasification plant that is either integral to, or remote from, the generating
station, aswell aswherethe gasification plant providesfuel to morethan one generating
station.

Subsection (7)(c)(ii) makes provision for application of the emissions limit duty in
respect of electricity generating stations that only make incidental use of fossil fuel for
safety, start-up or stabilisation purposes (such as biomass plants).

Regulations under subsection (7) can also include provisionsto determinethe emissions
from fossil fuel plant, to include or exclude emissions by reference to regulations
implementing the EU Emissions Trading System (subsection (7)(g)); and to exclude
emissions assaciated with the supply of heat to customers from combined heat and
power plants (subsection (8)).

Section 58: Introduction of carbon capture and storage: exemption from emissions

limit
3109.

320.

This section provides that a fossil-fuel plant that is equipped with carbon capture and
storage (CCS) will be exempt from the emissions limit duty for a period of 3 years
starting from the date when a complete CCS system (capture, transport and storage) is
ready for use. The exemption istime-limited and available until the end of 2027.

Paragraph 4 of Schedule 4 allows the Secretary of State, when making regulations
under section 57(6)(b) to be apply the exemption with modifications such that it can
be applied to only those parts of afossi| fuel plant that are fitted with a complete CCS
system.

Section 59: Suspension etc of emissions limit in exceptional circumstances

321.

322.

323.

324.

Subsection (2) provides the Secretary of State with a power to suspend or modify the
emissions limit duty on fossil fuel plant located in Great Britain (GB). Subsection (1)
sets out the circumstancesin which the power to suspend or modify the emissions limit
duty will arise. It will arise, for example, if the Secretary of State believes thereis a
risk of a shortfall in electricity supplies and that suspending the emissions limit duty
will prevent or reduce a shortfall.

Subsection (3) defines “electricity shortfall” so that shortfalls in GB and Northern
Ireland (NI) can be taken into account to determine whether the power should be
exercised. Thus, the Secretary of State may exercise this power wherethereisarisk to
security of electricity suppliesin GB or NI. The provisions also enable the Department
of Enterprise Trade and Investment (DET]I) in Northern Ireland to suspend or modify the
emissionslimitinrespect of fossil fuel plant located in NI (see definition of “appropriate
authority” and “relevant plant” in subsection (12)).

Subsection (2) provides for the Secretary of State to direct that the emissions limit duty
in respect of a plant in GB be suspended or modified for such period as is specified
in that direction. Subsection (5) requires the Secretary of State to consult Scottish and
Welsh Ministers before giving a direction under subsection (2).

A suspension or modification of the emissions limit duty will be effected by way of a
direction to the relevant enforcing authoritieswho will be appointed pursuant to powers
in section 60 and Schedule 5.

1

gasification plant can extract combustible gases e.g. hydrogen, from fossil fuels, which when burnt do not produce CO,.
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Subsection (6) requires the Secretary of State to lay before Parliament a copy of any
direction together with a statement of the reasons for making the direction as soon as
is practicable after giving adirection. A similar requirement appliesto DETI, whichis
responsible for suspending or modifying the emissions limit in Northern Ireland, see
subsection (8)).

Subsection (9) provides that a direction must be made in writing and that a direction
may be varied or revoked by afurther direction.

Subsection (11) requires the Secretary of State and DETI to issue, and have regard to,
a statement of his or her policy in relation to making directions to suspend or modify
the emissions limit duty.

Section 60: Monitoring and enforcement

328.

329.

330.

331

332.

333.

Subsection (1) places a duty on the “appropriate national authority” to make
arrangements for monitoring compliance with, and enforcement of, the emissions limit
duty. The“appropriate national authority” isthe Secretary of Statein England, Scottish
Minstersin Scotland, Welsh Minstersin Wales and the Department of the Environment
in Northern Ireland (DOE) (see subsection (4)).

Subsection (2) enables the “appropriate national authority” to make regulations for
the purpose of implementing the arrangements which are necessary for the purpose of
monitoring and enforcing the emissions limit duty.

Subsection (3) requires that arrangements must also be made in the enforcement
regulationsfor an enforcing authority to comply with a direction made under section 59
to suspend or modify the emissions limit duty.

Schedule 5 details the measures that may be included in the regulations made under
section 60 about monitoring and enforcement of compliance with the emissions limit.
These include the relevant national authority determining which body will be the
enforcing authority, expected to be the Environment Agency in England, the Scottish
Environmental Protection Agency, the Northern Ireland Environment Agency and the
new Natural Resources Body for Wales.

Paragraph 1 of Schedule 5 detail sthe matters that can be dealt with in the enforcement
regulations. Among other things, they make provision for publication of information
on compliance with the emissions limit; authorise the national authority to set up a
charging regime; provide for enforcement of the duty through enforcement notices; and
confer aright of appeal against decisions made by the enforcing body.

Away from enabling the enforcement regulations to contain provision which will
facilitate an enforcing authority to perform its enforcement activities in paragraph
1, paragraph 2 describes the provision that can be made in relation to enforcement
notices and the possibl e effect that enforcement notices can have. Paragraph 3 enables
provision to be included dealing with the imposition of financia penalties in cases
of a breach. Paragraph 4 provides that the enforcement regulations may contain
consequential amendments to other legislation when such amendments are necessary
to implement an emissions limit duty enforcement regime.

Section 61: Interpretation of Chapter 8

334.

This section definesterms used in this Chapter. For example, the section defines “fossil
fuel” ascoal, lignite, peat, natural gas, crudeliquid petroleum, bitumen or any substance
which is produced directly or indirectly from these products for use as fuel and, when
burnt, produces carbon dioxide.
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Section 62: Regulations under Chapter 8

335.

336.

337.

338.

Subsection (1) providesthat any orders or regulations made under this Chapter must be
made by statutory instrument. Subsection (2) makes a similar provision in respect of
regulations made by DETI and requiresthese regul ationsto be made by way of statutory
rule.

Subsection (3) applies the affirmative resolution procedure to any regulations made
under section 57. Subsection (4) subjects any enforcement regulations to the negative
resolution procedure. Therefore, regulations containing provision for monitoring and
enforcement are subject to the negative procedure. Where any regulations seek to make
consequential amendments to primary legisation the regulations are subject to the
affirmative resol ution procedure. Equivalent procedures apply in respect of regulations
or statutory rules made by the devolved administrations, see subsections (6), (7) and (8).

Subsection (10) respects the Northern Ireland devolution settlement and the fact that
the poalicy in this Chapter relates to a matter within the legidative competence of the
Assembly in Northern Ireland. Accordingly, the Secretary of State must obtain the
consent of DETI before making provision under section 57 which will apply in Northern
Ireland.

Subsection (11) requires the Secretary of State to consult Scottish and Welsh Ministers
and such persons as Secretary of State thinks appropriate before making regulations
under section 57(6) (interpretation of duty or applying duty with modifications to
additional cases) or section 60(2) (monitoring and enforcement). Subsection (12)
requires Scottish Ministers and Welsh Minsters to consult such persons as they think
appropriate before making regulations under section 60 (monitoring and enforcement).

Chapter 9: Miscellaneous

Section 63: Exemption from liability in damages

339.

340.

341.

This section gives the Secretary of State the power to make provision in contracts
for difference (CFD) regulations (see section 6), capacity market regulations (see
section 27) or regulations relating to investment contracts (see paragraph 6 of
Schedule 2) to limit the national system operator’s liability to pay damages if a civil
claimwasbrought against it in respect of itsrole, or aparticular element of itsrole, asthe
delivery body for the CFD and capacity market schemes and in relation to investment
contracts. A limit on liability in damages could extend to the acts or omissions of the
national system operator, its directors, employees, officers or agents.

This section does not allow the Secretary of Stateto limit liability in caseswhere an act
or omissionisin bad faith, where the act or omission would be unlawful under section 6
of the Human Rights Act 1998, or where the national system operator has breached an
order for securing compliance issued by the Authority under the enforcement powers
in the Electricity Act 1989.

Subsection (4) places a reporting duty on the Secretary of State. If the Secretary of
State confers a CFD, capacity market or investment contracts delivery function on the
national system operator and does not limit the national system operator’s liability in
damages in respect of that function, the Secretary of State must publish a statement
Setting out the reasons why.

Section 64: Licence modifications: general

342.

This section provides more detail about the licence and industry code modification
powers in sections 26 (contracts for difference), 37 (capacity market), 45 (conflicts of
interest), 49 and 50 (accessto markets etc) and paragraph 19 of Schedule 2 (investment
contracts). It describes the parliamentary scrutiny procedure, the full scope of the
powers, duties to publish modifications and other technica requirements.
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Subsections (2) to (7) set out the parliamentary scrutiny procedure, which isavariation
of the “draft negative” procedure used for some statutory instruments. Subsections (2)
and (3) providethat before making modifications, the Secretary of State must lay adraft
before Parliament for aperiod of 40 days, during which either House of Parliament may
reject the draft maodifications. If the modifications are not rejected during the 40-day
period the Secretary of State can bring them into effect (subsection (4)). Subsections
(6) and (7) explain how the 40-day period is calculated.

Subsections (8) and (9) set out the full scope of the licence modification powers:

e subsection (8) alows the Secretary of State to use the licence modification
powers to make modifications which are genera (i.e. applicable to al licence
holders) or specific (for example, to make different provision for small suppliers
or generators). It also allowsthe Secretary of State to make different modifications
of different licences and to make incidental, supplemental, consequential or
transitional modifications;

» subsection (9) enables provisions included in a licence or industry code by a
modification made under these powers to make different provision for different
cases (i.e. it allows a licence to be modified in a way that requires or alows the
licence holder to deal with other peoplein different ways). It also makesit clear that
any provisionsimposed by such amodification need not relate to the activities (e.g.
generation, supply) that the licence authorises. Subsection (9)(c) enables a licence
condition which is imposed under these powers to confer certain functions on the
Secretary of State or the Authority, to the same extent as section 7(2A), (3) or (4) of
the Electricity Act 1989. For example, this could require alicence holder to comply
with adirection given by the Authority or the Secretary of State.

Subsection (10) requires the Secretary of State to publish the details of any
modifications as soon as reasonably practicable after he or she brings them into effect.

Subsections (11) and (12) make provision about the relationship between licence
maodifications made under the power and standard conditions:

e subsection (11) requires the Authority to incorporate modifications to standard
conditions of licences in future licences and to publish the modifications. The
standard conditions of electricity licencesare governed by section 33 of the Utilities
Act 2000 (in relation to generation, distribution and supply licences), section 137(3)
of the Energy Act 2004 (electricity transmission licences) and section 146 of the
Energy Act 2004 (electricity interconnector licences). Section 8A of the Electricity
Act 1989 provides that the conditions which, by virtue of those enactments, are
standard conditions for a particular type of licence areincorporated by referencein
all licences of a particular type;

» subsection (12) states that a modification to a part of a standard condition of a
licence does not prevent any other part of the condition from continuing to be
regarded as a standard condition for these purposes.

Subsection (13) explainsthat a power to modify alicence or codeisacontinuing power,
like a power to make statutory instruments. Modifications made at a later date could
amend, add to or remove earlier modifications, or make completely new modifications.

Section 65: Consequential amendments

348.

This section makes minor amendments to other legislation to ensure the coherence of
electricity law. Subsection (1) has the effect of requiring the Secretary of State and
the Authority, whenever they apply the “principal objective” under section 3A of the
Electricity Act 1989 (the principal objective is to protect the interests of present and
future consumers), to have regard to the need to secure that licensees are able to finance
their obligations under the Energy Act 2013.
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These notes refer to the Energy Act 2013 (¢.32)
which received Royal Assent on 18 December 2013

349.  Subsections (2) to (4) add the Energy Act 2013 to three lists of legidlation; where an
Actisonthelist, licence modification powers contained in the Act can be used modify
the standard conditions of electricity licences.

Section 66: Review of certain provisions of Part 2

350. This section requires the Secretary of State to carry out a review of much of Part
2, as soon as is reasonably practicable five years after Royal Assent, and report
the conclusions to Parliament. In the report, the Secretary of State must set out the
objectives of the provisions which are under review, the extent to which the objectives
have been achieved, whether the objectivesare still appropriate and, if they are, whether
there might be other ways of achieving them which impose less regulation.
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