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EL/02/10/A

ENTERPRISE AND LIFELONG LEARNING COMMITTEE

10th Meeting, 2002 (Session 1)

Wednesday 6 March 2002

The Committee will meet at 10.00 am in Committee Room 2, Committee Chambers
Edinburgh to consider the following agenda items:

1. Declaration of interest: Adam Ingram MSP will declare any interests.
2. Subordinate Legislation: Allan Wilson (Deputy Minister for Environment and

Rural Development) will move a motion that the Committee recommends that—
The draft Renewables Obligation (Scotland) Order be approved.

3. Report on the Inquiry into the Impact of the New Economy: The Committee
will consider whether to submit its 6th Report 2001 on the Inquiry into the Impact
of the New Economy to the European Commission open consultation on e-
economy.

4. Budget Process 2003/04 (in private): The Committee will consider the selection
of an adviser on the budget process for 2003/04.

Simon Watkins
Clerk to the Committee

Room 2.7, Committee Chambers
Ext. 0131 348 5207

*************

The following papers are enclosed:

Agenda Item 2

Cover Paper, including  draft order (hard copy only) and SPICe research note
EL/02/10/1

Agenda Item 3

European Commission Open Consultation on e-economy EL/02/10/2



EL/02/10/A

Agenda Item 4

ELL Committee Budget Adviser 2003/04 Cover
(PRIVATE PAPER) EL/02/10/3
ELL Committee Budget Adviser 2003/04 Personal Specification
(PRIVATE PAPER) EL/02/10/4
ELL Committee Budget Adviser 2003/04 Candidate Information
(PRIVATE PAPER) EL/02/10/5
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                                           EL/02/10/1

Enterprise and Lifelong Learning Committee

Meeting 6 March 2002

The Renewables Obligation (Scotland) Order 2002 (Draft)

The Renewables Obligation (Scotland) Order 2002 (Draft) was laid before
Parliament on 8 February 2002.  It imposes an obligation on all electricity suppliers
which are licensed under the Electricity Act 1989 and which supply electricity in
Scotland, to supply to customers in Great Britain specified amounts of electricity
generated by using renewable sources.

The regulations have been laid under the affirmative procedure for statutory
instruments. The Committee must therefore debate the instrument on the basis of a
motion to lodged by the Deputy Minister for Environment and Rural Development,
Allan Wilson. The motion has not yet been published, but it will invite the Committee
to recommend that the draft instrument be approved.

The Deputy Minister will lead off the debate, and other members may then speak in
favour or against the motion. Under standing orders rule 10.6.3 the debate on the
motion shall last no more than 90 minutes.  The Deputy Minister will wind up the
debate, and the convener will then put the question on the motion, i.e. ask whether it
is agreed or not. If it is not there will be a division.

Under standing orders rule 10.6.5 the Enterprise and Lifelong Learning Committee
must take into account any recommendations of any other committee. The
Committee’s report is attached.

Attached are the following documents:

� a SPICe briefing note on the regulations;
� an extract from the Subordinate Legislation Committee’s13th Report 2002;
� a copy of the regulations, including the Explanatory Note and an Executive Note;

and
� an unsolicited submission from Alcan.

Simon Watkins
Clerk to the Committee
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EXTRACT FROM SUBORDINATE LEGISLATION COMMITTEE 13TH REPORT
2002

Draft instruments subject to approval

The Renewables Obligation (Scotland) Order 2002, (draft)

1. The Order imposes an obligation on all electricity suppliers to supply to
customers a specified amount of electricity using renewable resources including
wind, water, solar and biomass.  The Order is necessary in order to try to reach
targets agreed under the Kyoto agreement and a similar draft order has been laid
before the UK Parliament in respect of England and Wales.
1. 
2. The Committee invited two witnesses to attend its meeting on 26th February to
respond to a number of points.  The witnesses were Linda Sneddon from the Office
of the Solicitor to the Scottish Executive and Neal Rafferty from the Scottish
Executive Energy Division.

3. The Committee noted that no reference has been made in the preamble to the
provision of the enabling Act (section 32(7)) that requires consultation to be carried
out before the making of the Order.  The Committee recalled that the same point
arose in connection with The Housing Support Grant (Scotland) Report 2002 in draft
on which it reports below.  The Committee notes that it is best practice to cite the
relevant section requiring consultation so that the reader can be directed to the
relevant text.

4. Schedule 2 paragraph 7 appears to have either a surplus ”aspects” or “respects”.
The Committee sought clarification from the Executive.

5. Comparing the text of this Order with the text of the equivalent English Order, the
Committee noted a number of differences not all of which appear to be related to
differences of policy or geography.  The Committee therefore asked the witnesses
for explanation.

6. The provisions of the English Order omitted from the Scottish Order are—

(a) the definition of “particulars” in article 2(1);
(b) the words “For the purposes of the definition of “hydro generating station”

at the commencement of article 2(2);
(c) article 2(4);
(d) article 4(13) (though this may be a policy change);
(e) article 5(1)(d).

7. On point (a), Linda Sneddon explained that it seemed to the Executive that there
was an adequate definition of "particulars" in article 2(2) and the definition in 2(1)
therefore seemed superfluous.  Nevertheless, Ms Sneddon offered, on behalf of the
Executive, to reconsider the omission for the next order.  The Committee accepted
the offer, which it draws to the attention of the lead committee.
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8. On point (b), Linda Sneddon explained that, as the provisions on civil works
relate only to hydro generating stations, the wording “For the purposes of the
definition of “hydro generating station” at the commencement of article 2(2)"
appeared to add nothing to the meaning.  They were therefore deleted.  The
Committee accepted the Executive's explanation.

9. On point (c), the Committee was content that the omission is not material in this
instance.

10. On points (d) and (e), Linda Sneddon explained that the Department of Trade
and Industry added articles 4(13) and 5(1)(d) to the Order for England and Wales
after the Scottish Order had been laid before the Scottish Parliament.  These
additions to the England and Wales Order may add clarity for people who work in the
system, as they provide separate definitions, but the Executive considers that article
4(12(a) covers the intention, so there is no practical difference.  The Executive will,
however, consider the matter again when the amendment order is produced and is
likely to include these provisions.  The Committee accepted the explanation and
welcomed the Executive’s undertaking.

11. Finally, the witnesses were asked to clarify the meaning of the words "aspects"
and "respects" in paragraph 7 of schedule 2.  Linda Sneddon acknowledged that
"aspects" should read "respects" and undertook to correct the error through the
amendment order if it did not prove possible to achieve the correction by manuscript
amendment.  The Committee was content with that offer.

12. The Committee therefore draws the instrument to the attention of the lead
committee and the Parliament on the ground that it required further
explanation on points (d) and (e) above and on the ground of defective drafting
as above.  The Committee also draws the Executive's undertakings at paragraphs 7
and 11 to amend the instrument to the attention of the lead committee and the
Parliament.

13. The Committee wished to record its appreciation of the witnesses' full and helpful
explanations and their willingness to take account of the Committee's points.
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EL/02/10/1

SPICe briefing for the Enterprise Committee on potential economic
implications of the Renewables Obligation (Scotland)

1. The Renewables Obligation (Scotland) to be introduced by the Renewables
Obligation (Scotland) Order 2002 is intended to replace two previous rounds of
support to renewable energy generators, known as the Scottish Renewables
Order.

2. Similar replacement schemes are being introduced in England and Wales, with
the same commencement date of 1 April 2002. The new systems in Scotland
and England & Wales are designed to complement each other.

3. There are fundamental differences between the way the old and new systems
work. The old Scottish Renewables Order was introduced by the Government
to try and develop renewable energy technologies that were not able to compete
effectively in the electricity market. The Government undertook an appraisal of
what it thought were the costs associated with different types of renewable
technology, and the Scottish Renewables Order was introduced as a financial
instrument to cover development of the industry. Under this scheme the
Government offered a guaranteed price for different types of electricity for 15
years. This is the money referred to in The Scottish Budget under Renewables
i.e. it is already committed.

4. An example of how the old system worked in practice was wind. The
Government believed that the cost per unit of electricity produced by wind was
approximately 16 pence. This was over five times the cost of electricity
generated from conventional sources. The difference between what it cost the
generator to produce the electricity and what they would get for it on the market
was made up from a levy placed on all electricity bills, domestic and
business.  This system was excellent for developing new and emerging
technologies as prices were guaranteed for the generator, but as the electricity
suppliers were not required to take the electricity, not enough actual online
capacity was developed.

5. The new Renewables Obligation (Scotland) is designed to change that. The
new scheme places a legal obligation on all UK electricity suppliers to supply
10% of their electricity from designated renewable sources (by 2010). In
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addition the costs of developing renewables will not be passed directly onto the
customer, as was the case with the previous scheme. The Government is keen
that market forces should be the driver for development. It is also keen to
reduce the level of Government intervention and of course renewables
development helps the UK met its greenhouse gas targets. If suppliers fail to hit
these targets, not only are they fined by the regulator Ofgem, but they are also
still required to provide the difference from renewables, and so have to pay for
it anyway (but see paragraphs 7 & 8 below). Scotland’s target for generation
from renewables is 18%, as the current generation base from renewables is
higher. That is not to say though that Scottish companies have to provide 18%
of their electricity from renewables - that would be unworkable as the energy
market is UK wide.

6. It could be argued that a supplier would be willing to supply less than the 10%
level from renewables and provide the difference from non-renewable sources.
In reality this should not happen for two reasons. Firstly, as explained above,
the supplier would be fined. Secondly, electricity provided from non-renewable
sources is subject to the Climate Change Levy. The Climate Change Levy,
introduced in April 2001, is a direct levy on energy use by business, introduced
to encourage energy efficiency. This Levy increases the costs to business of
using electricity generated from non-renewable sources and helps make
renewables prices closer to those of conventional generating sources, although
some, such as wind, are competing in their own right. Electricity generated from
renewables is exempt from the Levy, so it is in the supplier’s interests to
provide as much non-Levy electricity as it can, in order to keep customers.

7. Electricity suppliers are required to provide evidence to Ofgem that the
electricity supplied has come from renewable sources. This evidence comes in
the form of Scottish Renewable Obligation Certificates (SROCs) which are
themselves issued by Ofgem to the generator as they produce renewables
based electricity. The new system in England and Wales will mirror this, thus
allowing cross border trade (and indeed into Europe if the scheme develops). A
flow chart at the end of this briefing outlines the SROCs process.

8. Under the new scheme, there are two values placed on electricity produced
from renewable sources. The first is the price the electricity can get on the
market. The second is the value attached to the SROCs. A SROC is awarded
to a generator for every unit of renewable electricity produced. These SROCs
can be traded separately from the electricity (allowing suppliers to hit their
Obligation targets), but if the certificate is removed from the electricity, the
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electricity is classed as non-renewable, and the Climate Change Levy is
applicable. This would discourage a customer from buying this electricity and
should keep the renewable electricity generated together with the SROC
provided by Ofgem for that electricity.

9. Costs to business can be placed in two categories: those directly involved in
the electricity industry, and their business customers. For those in the industry
(i.e. generators, suppliers and potential traders in SROCs) costs have been
categorised by the Scottish Executive1 as falling into initial start-up costs and
recurrent costs of complying with the legislation.

Start-up costs will include:

• Planning and preparation for the Obligation
• Changes to admin and accounting systems
• Staff training
• Legal costs associated with generator-supplier contracts

Recurrent costs will include:

• Providing evidence to the regulator (Ofgem)
• Maintaining records and  accounting systems
• Purchasing Scottish Renewable Obligation Certificates and providing

those to Ofgem

For renewables generators themselves, they can have heavy fines imposed if
they do not meet their contractual obligations with a supplier. The generator
can be fined by Ofgem, and has to pay a premium to another generator to
make up their shortfall. This is an increasing problem for intermittent suppliers
(eg wind) in England and Wales, under new electricity trading arrangements.
New trading arrangements are in development for implementation in
Scotland.

10. The key for business customers is that suppliers are not allowed to directly
pass on the costs of for example, developing a wind farm. However suppliers
could pass a degree of the cost of implementing and operating the Renewables
Obligation (Scotland) scheme through to the customer. A balance needs to be
struck here with regard to what the supplier wants to achieve. If they pass a lot

                                                
1 Draft Regulatory Impact Assessment of the Renewables Obligation (Scotland) Order 2002
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of their costs through to those buying renewable electricity, then customers
may go to another supplier, or find it cheaper to buy non-renewable energy and
pay the Climate Change Levy. In reality, businesses are increasingly finding
that taking their supply from renewables is cheaper than from conventional
sources, as they do not have to pay the Climate Change Levy, as explained in
paragraph 6 (indeed this is proving so popular ScottishPower are considering
implementing a rationing system).

11. The Renewables Obligation (Scotland) is less focused than the old system on
development of new technologies. Some renewables, such as wind are now
competitive in their own right, and the priority is to increase installed capacity. It
is reasonable to assume then that those renewables which will be developed
most will be those which are currently the cheapest. Of course there needs to
be continued Research and Development of new renewable sources. Overall
responsibility for Research and Development lies with DTI.



5

Scottish Renewables Obligation Certificates system

• OFGEM = Office of Gas & Electricity Markets (i.e. the energy regulator)

OFGEM accredits renewable
generating stations

Electricity generated by renewables and supplied to GB customers.
OFGEM issue a Renewables Operating Certificate (SROCs) to the
generator. SROCs can be bought and sold on an open market.

Scottish electricity suppliers required to gain
enough SROCs (either by generation or
purchase) to cover their obligations (i.e. their
legal obligation to supply set amounts of
electricity from renewable sources)

Electricity suppliers pay OFGEM a buyout
price, which will act as a ceiling on the
cost to consumers of renewables

Cost to suppliers of obtaining
SROCs or buying out their
obligation may be passed onto
customers

OFGEM Scotland will report
annually to the Executive on the
extent of suppliers’ compliance
with the scheme. An open GB
market for SROCs will be
regulated by OFGEM
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Enterprise and Lifelong Learning Committee

Meeting 6 March 2002

European Commission Open Consultation on e-economy

On 6 February the European Commission launched a consultation on the e-
economy. The purpose of the consultation is to examine, in particular, ways in which
business can be assisted to take full advantage of the e-economy.

It is suggested that the Committee may wish to contribute to the consultation by
submitting the report of its inquiry into the new economy.

The text of the press release issued by the Commission is attached.

Recommendation

The Committee is invited to agree to submit it’s report on the new economy to
the European Commission as part of its open consolation on the e-economy.

Alex Neil
Convener
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Brussels, 6 February 2002

Commission launches open consultation on e-Economy

A wide-ranging online consultation on the EU policy agenda for helping European
enterprises to take full advantage of the e-Economy will be open from 1 February 2002
on the enterprise pages of the European Commission’s EUROPA web site(1). The "e-
dimension" needs to be systematically included in all policies affecting enterprises. The
Commission’s e-Economy priorities include, inter alia, accelerating the creation of a
clear and predictable framework for e-business, fostering full participation by small
and medium-sized enterprises (SMEs) in the e-Economy, and improving the availability
of risk capital and market-based financing. All e-Economy stakeholders are invited to
submit their contributions by 31 March 2002.

Announcing the launch of the consultation, Erkki Liikanen, Commissioner for Enterprise
and the Information Society, said "Electronic commerce and the e-Economy in general
represent a key factor of economic growth, and are therefore instrumental in meeting the
March 2000 Lisbon European Council goal of turning the EU into the most competitive
knowledge-based economy in the world by the next decade". We shall take stock of
progress to date at the forthcoming Barcelona European summit. Stakeholder consultation
is a fundamental element of our strategy for helping European enterprises take up new
technologies and we are delivering on our commitment to help them to do so".

In line with the conclusions of the Communication on the impact of the e-Economy on
European enterprises(2), the Commission is now stepping up its co-operation with EU
Member States and all relevant stakeholders to push forward the e-Economy policy
agenda. European enterprises should be encouraged to profit from electronic commerce
and seize the opportunities it offers.

The Communication reviews the current state of play of the e-Economy, highlights the
need for swift action, and sets out next steps to be taken. These steps encompass, in
particular, fostering a culture of entrepreneurship and innovation, upgrading information
and communication technology (ITC) skills, further improving the functioning of the
internal market and improving the ability of European enterprises, and in particular small
businesses, to compete in the global economy. A shared vision and clear strategy is
necessary to meet these challenges. This requires the involvement of, and a strong
commitment from, all stakeholders in Europe.

On 5 December 2001 the Council of EU industry ministers welcomed the Commission’s
Communication. Discussions on how to follow up the Communication are already under
way with Member States, and will intensify in the coming months. This open consultation
is intended to widen involvement in the policy debate, by enabling other stakeholders to
contribute opinions and recommendations. This input will help prepare the agenda for
next Industry Council meeting, on 6 June 2002.

Further information on the e-Economy in Europe and on the consultation can be found at:

http://europa.eu.int/comm/enterprise/ict/policy/e-economy.htm

http://europa.eu.int/comm/enterprise/consultations/list.htm




