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The Opportunity

» Replacing and upgrading electricity infrastructure will require up to £100bn of capital investment over
this decade.

» Around a fifth of our existing capacity has to close by the end of the decade.

» We need to build a diverse energy mix to meet rising demand and deliver on our low carbon targets.

» Opportunities in low carbon.

Unlocking Investment

» Electricity Market Reform is designed to make the UK electricity market amongst the most attractive
in the world for inward investment.

» It will put in place measures to de-risk long-term investments — strengthening investor confidence
and unlocking the investment we need.
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Final Investment 23 April — 8 projects offered Investment Contracts
Decision Enabling
for Renewables Investors committing up to £12bn of investment backed by this early form of CfD

Projects expected to generate over 4.5GW of renewables generation capacity

Biomass conversion, dedicated biomass with combined hear and power and
offshore wind

New Nuclear 21 October 2013

UK Government and EDF Group reach commercial agreement on the key terms
of a proposed investment contract for the Hinkley Point C

£16 billion investment will provide power for nearly 6 million homes — 3.2GW in
total.

Carbon Capture 9 December 2013
and Storage

Secretary of State opens the Drax power station coal-to-biomass conversion plant

Government awards Front End Engineering Design funding to further the White
Rose CCS project
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Electricity

Affordability:

* Minimise costs to
taxpayers and keep
energy bills down

Market Reform: Objectives

Security of supply:

* Electricity demand
may double by 2050

* We need diverse
reliable and resilient
electricity supplies to
keep the lights on

Climate change:

* by 2050, we need
80% reduction in
carbon emissions
(across the
economy) on 1990
levels

* By 2020, we need
15% of energy from
renewables sources
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Long term
vision:

An electricity
market where low
carbon
technologies
compete on cost

EMR puts in place the framework to transition towards this goal:

In particular, addressing the current issues with the market:

Up front investment in high capital projects (nuclear/ renewables) expensive
due to variable gas price

Carbon signals in the market (particularly emissions trading) variable and hard
to predict

Technologies at different stages of maturity (e.g. early stage technologies like
CCS and offshore wind will initially be expensive)

Future market conditions mean that we need significant investment in peaking
capacity (gas, demand side response and electricity storage)
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Government
Sets overall policy direction and sets out key parameters

System Operator (National Grid)
Provides analysis to allow Ministers to set key policy parameters
(e.g. CfD strike prices and capacity market auction volumes)

Contracts to develop low carbon
generation — signed by the Low Market wide capacity contracts: open
Carbon Contracts Company Ltd. (CfD to all forms of capacity

Investment in low-carbon generation also supported by
Carbon Price Floor & Emissions Performance Standard
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p pays back

Time
= Market Revenue £MWh = CfD payment £IMWh ——Electricity Price ——Paymentfrom generator




® - Clear benefits of CfD to developers
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Removal of wholesale electricity price exposure by providing a fixed strike
price to developers, largely stabilising project revenue

Robust and reliable private law contractual arrangement providing
developers with a clear set of rights and obligations, and recourse to
arbitration processes to resolve disputes

Robust single counterparty owned by government and set up as a limited
liability company

Early certainty and security of support levels in the project development
process

Provisions that protect the value of the CfD to developers (e.g. change in
law protection)
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£4.30bn £4.90bn £5.60bn £6.45bn £7.00bn £7.60bn

The Levy Control Framework (“LCF”) allows Government to control public expenditure paid
for through consumers’ energy bills. It sets out the maximum support level for low carbon
generation on an annualised basis. Includes obligations under existing schemes and will
include obligations under CfDs

The LCF is sized to enable us to meet our 2020 renewables target

Transparency provides clarity for investors about the likely availability of support for a
project commissioning in a particular year

Also provides clarity for consumers about the impact on household bills. EMR is expected
to reduce annual household bills by an average of £41 (6%) over the period 2014 to 2030
(real 2012 prices), relative to achieving the same levels of renewables and decarbonisation
using exiting policies
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« Different to FITs — they provide a subsidy set by government.

« Aim for CfDs is to eventually have technology neutral auctions, to drive
best value low carbon electricity production for the taxpayer.

« There will need to be a transition in for newer technologies and those, such
as nuclear, that need more support due to large upfront capital costs.

 Renewables CfDs set for 15 years (the timeframe the investors are
concerned over Rol), for Hinkley this set at 35 years — comparable as they
represent about 60% of operating life for both types of plants.
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« The duration of the payments - 35 years
« ‘Strike price’ of £89.50 per megawatt hour, fully indexed to CPI.

« Upfront reduction of £3 per megawatt hour - share ‘first of kind’ costs
across the Hinkley Point C and Sizewell C.

« Strike price for Hinkley £92.50 if no Sizewell C FID.

« Competitive with other low-carbon technologies, including onshore wind,
the cheapest large scale renewable.

* Includes gain share arrangements and operational cost reviews.

« Compensation if shut down due to a change in law or shift in regulatory
approach.

« Developers required to put money aside in a protected clean-up fund to
pay for decommissioning and share the waste management costs.
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Summer 2014 (completed):

» Publish indicative CfD Budget

> Publish final regulations and Government Response to October Consultation;
intend the regulations to come into force.

» Publish final CfD Allocation Framework

Second half of 2014

» Publish Budget Notice
» Signing of first CfDs under enduring regime
» First Capacity Market auction
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An FDP prepared by the operator of a new nuclear power station must include:

« details of the steps to be taken to decommission the site and manage and
dispose of waste arisings;

« an estimate of the costs of taking those steps; and
» Financing proposals to meet the estimated costs of carrying out the plans.

 We have not planned for forced early shutdown.

» If the Government were to take such action they would do so knowing that
the consequence would probably be that there was insufficient money in the
fund to pay for decommissioning.
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It will be for the Operator to demonstrate how the FDP meets the Objective and
how it complies with each of the Guiding Factors

1. provides a clear structure;

2. contains realistic, clearly defined and achievable plans for
decommissioning, waste management and waste disposal,

3. contains robust cost estimates which take due account of risk and
uncertainty;

4. is transparent;
5. contains clear terms and clear divisions of roles and responsibilities;
6. is a durable arrangement; and
7. sets out a Fund structure that demonstrates:
a) independence of the Fund;
b) measures to ensure sufficiency of the Fund,;
C) restrictions on the use of Fund Assets; and
d) insolvency remoteness.
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 The Waste Transfer Price is the price that Government will set
operators of new nuclear power stations to take title to and liability
for their spent fuel and ILW.

« The Waste Transfer Price will be set at a level consistent with the
Government’s policy that operators of new nuclear power stations
should meet their full share of waste management costs. The
Government'’s policy is that there should be no more Government
support for new nuclear power than for other low carbon
generation technologies.

- The Government has published its Waste Transfer Pricing
Methodology.
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