
CONTRACTS FOR DIFFERENCE (CFD): PROPOSED AMENDMENTS TO THE 
SCHEME 2020 

SCOTTISH GOVERNMENT RESPONSE 
 
1. Following the UK Government’s publication of its AR4 Contracts for Difference 

consultation document, the Scottish Government has reviewed the proposed 
amendments and set out a full response below. Please note, this does not touch 
upon all of the issues raised or questions included within the consultation, but 
aims to address each the key themes and changes from the Scottish 
Government’s perspective. 

 
Pot 1 – Inclusion of Onshore Wind and Solar 
 
2. The Scottish Government broadly welcomes the inclusion of these established 

technologies within ‘Pot 1’, while identifying a range of opportunities and potential 
challenges this may cause. 

 
Impact of low strike price 
 
3. Low strike prices, i.e. were they to reflect in practice the illustrative bid prices set 

out in the consultation document, could result in onshore (and offshore) wind 
projects earning substantially higher revenue streams on a merchant basis than 
from a CfD contract.  
 

4. The extent of the disparity between merchant and CfD revenues depends on the 
forecast wholesale price of electricity; however, using BEIS own forecasts, we 
have estimated that, even in the ‘low’ scenario, future wholesale electricity prices 
would have to be approximately 20% lower in order for CfD contracts to achieve 
higher revenues streams than merchant projects. 
 

5. The combination of low strike prices and low revenues outlined above could 
theoretically discourage participation in the CfD auction, and – were this to be the 
case – may have some implications for developers and the supply chain. At the 
same time, because future prices are subject to a high degree of uncertainty, 
higher levels of renewables on the system could lead to lower wholesale prices, 
with developers placing a higher degree of value on the certainty of income 
afforded by a CfD. 
 

6. This plays into a distinction between the economic viability of a project, and its 
fundability – the latter being less about a project’s IRR/NPV and more about 
whether it will have cash available in specific periods to meet debt service or 
other financial commitments. This reinforces that a stable form of financial 
support is likely to be preferable for a project, and that the CfD’s ability to offer 
that stability is likely to be decisive. 

 

Opportunity for Scotland 
 
7. The Scottish Government welcomes the proposed and overdue readmission of 

the lowest cost renewable technologies to the CfD process, and believes that this 



will go some way to meeting our net zero goals and the decarbonisation of our 
energy system. The effect of this change will be particularly profound for the 
development of onshore wind in Scotland. 
 

8. We believe that the potential exists to develop a strong pipeline of projects in 
Scotland, although realising new capacity and development from these will also 
depend on other factors – e.g. decisions on budget and capacity caps, and the 
cost of competing technologies such as large scale solar, which are largely 
unknown at the moment. 

Development of subsidy free onshore wind 
 
9. A small number of onshore wind farms are being deployed in Scotland without 

the benefits of a price-stabilisation mechanism.  These fall into two categories: 
those being built with the benefit of a Power Purchase Agreement (PPA) with an 
energy-intensive user, and those being built out on a merchant basis (i.e. based 
on forecast market prices). 
 

10. Corporate PPA contracts allow electricity-intensive companies to buy their power 
from renewable sources for a fixed period, usually longer than 10 years, at an 
agreed price.  However, it is likely that PPAs in Scotland may support only a 
relatively small number of future wind energy developments, due to there being 
relatively few electricity intensive companies requiring high volumes of power.  
 

11. We are aware of concerns that PPA contracts may result in a ‘two-tier’ system, 
where large non-domestic companies can access cheaper electricity than 
domestic consumers. This is a significant consideration given the focus of the 
Scottish Government on the eradication of fuel poverty. 
 

12. We are also beginning to see some small to medium onshore wind projects 
moving to development on a merchant basis. However, the Scottish Government 
believes that onshore wind can only be delivered at the scale demanded by our 
net zero goals, and at an affordable cost, with the certainty which the CfD 
mechanism can provide.  

 
Contribution to our Net Zero ambitions 
 
13. The Committee on Climate Change has advised that the UK needs to reach 35 

GW of installed onshore wind by 2035 in order to reach net zero by 2050. Such a 
target would require installed capacity to expand by 1 GW a year up to 2035. 
 

14. However, as we approach the end of consented life for many of Scotland’s 
onshore wind farms, life extension, repowering and decommissioning of wind 
farms are inevitable. This will affect our total installed capacity targets, and is 
likely to require higher yearly targets than even the CCC has advised.   
 

15. Since 2015, 1.62 GW of onshore projects (47 projects in total), enough to power 
around 850,000 homes, have been granted consent, with the consent for some of 
these projects expiring in Spring 2020. This represents a strong pipeline, but one 
which will need a clearer route to market if we are to meet our net zero targets.  
 



16. While onshore wind may be the more obvious opportunity for Scotland, we also 
strongly support the proposal to include support for solar PV. We will continue to 
work closely with stakeholders in this sector to understand and to maximise the 
potential for development in Scotland.  

 
Pot 1 – Community Support 
 
17. The Scottish Government believes that the consultation is right to highlight the 

importance of more and meaningful engagement with communities around the 
effects and benefits of increased renewables development. This is of course an 
area where the Scottish Government has been working in effective 
collaboration with communities and the energy sector for many years. 
 

18. Planning is devolved to Scotland and, as such, any potential renewable energy 
projects will continue to be determined in line with the principles set out in 
Scottish Planning Policy (https://www.gov.scot/publications/scottish-planning-
policy/). Our planning process has robust measures in place to ensure local 
communities are consulted on potential developments, and that feedback is 
factored into any decisions made. 
 

19. In addition to our planning policy, the Scottish Government has worked with the 
renewable energy industry for many years on approaches designed to ensure 
that local communities who live near schemes do benefit in a meaningful way.  
 

20. The Scottish Government, in partnership with both renewable energy developers 
and local communities, has produced a suite of Good Practice Principles (GPPs): 
 

 Community Benefits from Onshore Renewable Development 

 Shared Ownership of Onshore Renewables Energy Developments 

 Community Benefits from Offshore Renewable Energy Development    
 

21. The GPPs, first published in 2015, and updated in 2019, have been widely 
adopted across the renewables industry, providing a benchmark for the sector.  
The GPPs are an invaluable tool for communities with little or no experience, and 
seen as “go to” documents for a range of stakeholders. Links to the documents, 
which include a number of case studies, can be found at 
https://www.localenergy.scot/resources/good-practice-principles/  
 

22. The updated document acknowledges the success of community benefits to date, 
recognises the value of a more flexible and holistic approach to community 
benefits discussions in the future, and places a greater focus on achieving a 
lasting legacy for local communities underpinned by a well-developed community 
action plan. 
 

23. The Scottish Government also encourages renewable energy developers to offer 
local communities the opportunity to take a stake in schemes. Shared ownership 
can help to promote stronger relationships between local communities  and the 
renewable sector, and deliver lasting economic and social benefits to 
communities.  It is our view that successful renewable energy projects are those 

https://www.gov.scot/publications/scottish-planning-policy/
https://www.gov.scot/publications/scottish-planning-policy/
https://www.localenergy.scot/resources/good-practice-principles/


which treat communities as active and positive partners.  We are encouraged that 
most developers are offering shared ownership as standard.  
 

24. Within our GPPs there  is a section on “Community- consultation and 
identification”, which highlights best practice. This was agreed in consultation with 
renewable energy developers and community organisations, and as such has 
been widely adopted.  
 

25. As stated, the Scottish Government engaged both the renewable energy sector 
and community groups to develop the GPPs. We did this by establishing a short 
term Working Group and then undertook a public consultation on the final draft 
documents.  This was key to ensuring transparency and trust.  
 

26. Our GPPs are for all technologies, and we encourage all renewable energy 
developers to offer community benefits not just onshore wind. There is a 
published map that shows community and locally owned renewable energy 
projects in Scotland (link below). The information is used to support  progress 
towards our community and locally owned targets of 1GW by 2020 and 2 GW by 
2030. 
 

27. From 2015, Scotland has also had a community benefit register. While entry is 
voluntary, our experience thus far is that almost all developers and communities 
are completing an entry. As at 5 May, it was showing just under £21 million had 
been paid out in community benefits during the last year. Details can be found at:  

 
https://www.localenergy.scot/projects-and-case-studies/searchable-map-of-local-
energy-projects/   
 
https://www.localenergy.scot/projects-and-case-studies/searchable-register-of-
community-benefits/ 

 
 

Pot 2 - Floating Offshore 
 
28. As of October 2019, Scotland had almost 1 GW of operational offshore wind, and 

a further 7 GW in planning, consented or under construction. Scotland’s unique 
deep water profile represents a particular opportunity for commercial scale 
floating offshore wind. Scotland is already a world leader in floating wind 
technologies, with the world’s first floating offshore wind farm located off 
Peterhead, and a second under construction off the Aberdeenshire coast.  
 

29. These projects were made possible by an enhanced level of Renewables 
Obligation Certificates, introduced by the Scottish Government in 2013 using 
executively devolved powers available at that time. This enhanced band was 
closed by the UK Government in 2017, and left floating wind projects without a 
viable route to market due to an inability to compete with more established 
bottom fixed technologies in CfD allocation rounds. 
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30. A draft Sectoral Marine Plan for Offshore Wind Energy in Scotland (“the draft 
Plan”) has been developed on a technology-neutral basis. A consultation on the 
draft plan closed in late March 2020 and responses are currently being analysed. 
The draft Plan identifies several Draft Plan Options located in areas of deeper 
water (greater than 60 metre water depth), which may be more suitable for the 
deployment of floating technologies.  
 

31. The plan states: “We estimate that up to 10 GW of offshore wind potential is 
represented in this plan alone, with specific leasing opportunities to follow in 2020 
as part of Crown Estate Scotland’s first ScotWind leasing round. Further 
opportunities will come forward in subsequent leasing rounds.”  This is in-line with 
the Scottish Offshore Wind Energy Council’s goal to deliver at least 8 GW of 
offshore wind in Scottish waters by 2030.   
 

32. The Scottish Government believes that the proposed Pot structure set out in 
Option 2 could improve competitive tension between technologies with certain 
characteristics such as potential capacity, efficiency and cost. This structure 
would ensure that a high capacity of offshore wind can continue to secure a CfD 
at an affordable cost, whilst also providing a potential route to market for higher 
cost floating technologies. 
 

33. We would underline the importance of there being opportunities for local, small-
scale and innovative offshore wind development within Scottish waters. As a less 
established technology, floating offshore wind will require further demonstration 
projects to drive down costs. 
 

34. Floating offshore wind technologies can be deployed further offshore, in areas of 
deeper water, which may be subject to reduced levels of economic, 
environmental and social constraint. For example, projects located further from 
shore may have fewer and smaller negative impacts on seascape, landscape and 
coastal character.  
 

35. Scotland also benefits from significant amounts of deep water resource located in 
water depths of 120 to 300 metres. These deeper waters currently present very 
considerable challenges to development and installation, and may benefit from 
more mature technologies and experience from projects tested in other areas.  
 

36. There are a number of consenting questions, particularly in relation to potential 
impacts on marine mammals, commercial fisheries and ornithological interests, 
which need to be examined and addressed over the coming years. Investment in 
research to address these questions is required to unlock further development 
opportunities.  
 

37. While the proposed legal definition for floating offshore wind may be reasonable, 
an approach based on technological definitions would provide greater clarity – for 
example, around hybrid (part-floating part-fixed bottom) sites. These have the 
potential to drive down the costs of floating sites due to the economies of scale 
and lower risk profile benefits of combining with the more established fixed 
bottom technology. 



38. When the Scottish Government introduced enhanced ROCs for floating offshore 
wind capacity under the Renewables Obligation (Scotland) – thus enabling the 
development at scale of early and innovative floating wind capacity in Scottish 
waters – we did so on the basis of such technological definitions, based on 
feedback during the consultation process and a weight of feeling against the 
arguably arbitrary use of water depth thresholds.   As such, we believe that the 
definition, application and bidding process for these projects should be 
considered further, and set out in more detail in the guidance. 
 

Pot 2 – Marine Technologies 
 
39. Scottish ministers have long argued that the CfD mechanism has the potential to 

create a route to market for commercial scale wave and tidal projects, and to help 
capitalise on the huge resource potential and competitive advantage that 
Scotland has built up in these technologies over the last two decades. 
 

40. Scotland has an excellent track record for support and innovation in marine 
renewables. 

 The European Marine Energy Centre (EMEC) in Orkney is a global centre 
of expertise in marine energy, with more wave and tidal energy devices 
having been tested at EMEC than at any other single site in the world. 

 Nova Innovation installed the first two 100 kW (‘M100’) turbines in 
Bluemull Sound, Shetland in 2016, creating the world's first offshore tidal 
energy array.  A third turbine was added in 2017, and Tesla’s battery 
storage was added in 2018.  The EnFAIT project now underway will 
include the installation of three additional M100 turbines at the site. 

 Simec Atlantis Energy’s MeyGen project in the Pentland Firth is the 
world’s largest planned tidal stream array.  Its four existing turbines have 
to date exported over 27 GWh of electricity to the national grid. 

 Orbital Marine Power deployed the world’s most powerful tidal stream 
turbine, the ‘SR2000’ 2 MW device, in Orkney in 2016.  The device was 
tested until September 2018 and in that time generated over 3 GWh of 
electricity and supplied on average 7%, and at times up to 25%, of 
Orkney’s total electricity demand. 
  

41. The Scottish Government’s Saltire Tidal Energy Challenge Fund will help 
accelerate the commercial deployment tidal in Scottish Waters.  The Fund will 
provide up to £3.4 million to Orbital Marine Power to help deliver the next 
generation O2 2 MW floating tidal energy turbine, and up to £1.545 million to 
enable Simec Atlantis Energy to develop a subsea connection hub for the next 
phase of development of the MeyGen tidal power array.  
 

42. Our internationally renowned Wave Energy Scotland programme – in which SG 
has invested nearly £40 million since 2014 and which has supported more than 
90 projects, will see the deployment of two prototype wave energy prototype 
devices for testing in real sea conditions in Orkney in the near future. 
 

43. This is a long anticipated step and a crucial one in the development and 
demonstration of wave technology, which could lead to the technologies being 
developed at full-scale in the years ahead. This presents an opportunity to secure 



a home-grown response to the global climate emergency and benefit from 
significant export market potential.  
 

44. The tidal energy sector in the UK is now on the verge of commercialisation, with 
the wave sector making strong progress in technology development. There is 
significant potential for continued growth and further cost reduction in marine 
energy technology over the next decade.  However, a clear and accessible route 
to market must be provided to support sustained private sector investment. 
 

45. In the absence of a similar group at UK level, and at that time no plans for one, 
recognising the importance of the sector in Scotland and Scotland’s significance 
to the Global marine sector, the Scottish Government established the Scottish 
Marine Energy Industry Working Group (SMEIWG), chaired by the Minister for 
Energy, Connectivity and the Islands and containing a broad range of key players 
in the sector and its supply chain, as well as industry representatives, public 
agencies and academia. SMEIWG has, over the last two years provided a focal 
point for discussions of barriers to developing the sector, identifying strategic and 
policy interventions to support the development and commercialisation of 
technology across the wave and tidal technologies and to understand the scale of 
the supply chain opportunities.   
 

46. Latterly, following the establishment of the UK’s Marine Energy Council (MEC), 
the Minister has encouraged engagement with MEC through inclusion of MEC as 
a member of SMEIWG. BEIS officials were invited to join SMEIWG at the outset, 
and were also invited to attend the latest meeting in February this year. To date 
no BEIS officials have taken the opportunity to engage with the group. We 
believe there would be merit in BEIS officials attending a future meeting of 
SMEIWG to hear directly from members on barriers to growth and to outline 
BEIS’s plans to support the sector on its journey to commercial deployment. 
 

47. The report “UK Marine Energy: A New Industry” published in 2019 on behalf of 
industry and trade associations including Renewable UK, Scottish Renewables, 
and Marine Energy Wales set out a compelling role for the industry in our energy 
system and our economy. This report clearly states the rationale for government 
to adopt a coordinated and strategic approach to support the sector’s 
development. 
 

48. An ambitious, creative approach is required to support the commercialisation of 
emerging wave and tidal energy technologies, ensure they contribute to green 
growth and Net Zero aspirations, and ensure we do not let the UK’s global lead 
slip from our grasp.  
 

49. The Scottish Government believes that the marine energy industry’s request for 
the allocation of ring-fenced access to Pot 2, through the use of a technology 
minima, should be considered seriously. Additionally, we welcome the industry’s 
development of proposals for a separate and complementary revenue support 
system, the Innovation Power Purchase Agreement, for smaller scale projects 
and technology development.  
 

 



Pot 3 - Fixed Offshore 

 
50. Fixed-bottom offshore wind has achieved significant cost reductions in recent 

years, underlining the effectiveness of strategic government intervention during a 
time when the sector was less mature. 
 

51. The Scottish Government welcomes the proposal to create a separate pot for 
fixed bottom offshore wind (as outlined in Option 2), independent from less 
established technologies including floating offshore wind. It is again notable that, 
in our estimation based on strike prices from the BEIS impact assessment and 
BEIS forecasts for wholesale electricity prices, over the lifetime of the CfD, the 
vast majority of fixed bottom offshore sites would be better off outside of the CfD 
scheme (in some cases significantly so), i.e. being merchant generators.  
 

52. The exception here is in a low prices scenario, where fixed offshore sites receive 
a net top up over the CfD lifetime. While we appreciate that the stability and 
revenue certainty offered by the CfD is likely to offset this effect, it does again 
raise questions over the incentive for some projects to participate in the CfD 
auction.  

 
Supply Chain Plans 
 
53. At the moment, offshore wind projects of 300 MW and over are required to submit 

a supply chain plan which sets out how the generator is encouraging the effective 
development of open and competitive low carbon electricity generation supply 
chains and the promotion of innovation and skills. The consultation is now asking 
for views on whether this limit should be lowered.  
  

54. The Scottish Government would welcome plans to strengthen the powers to fail 
Supply Chain Plans (SCPs) on the basis that the Applicant has not demonstrated 
compliance with a previously submitted Supply Chain Plan. We believe that this 
will encourage Applicants to take a long term view when producing a supply 
chain plan, and will send a clear message to the industry that repercussions for 
non-compliance will not necessarily be restricted to the project in question.  
 

55. We recognise that Applicants often have to implement a different contracting 
strategy post-CfD award, and would welcome a change designed to ensure that 
Applicants  submit a refreshed SCP following any CfD award and Final 
Investment Decision (FID). This would at the very least reduce the likelihood of 
non-compliance, and ensure that developers are appropriately held to account on 
their commitments.  
 

56. We would welcome meaningful measures designed to ensure that Applicants 
comply with their SCP commitments. The Scottish Government is open to linking 
non-compliance to CfD payments, but would recommend that financial penalties 
are substantial enough to ensure that the penalty is an effective deterrent.   
 

57. We note that part of the current monitoring framework for SCP commitments 
involves quarterly meetings between UKG and Applicants. We believe that the 



Scottish Government should continue play an active part in this process, and 
recommend that the process maintains our involvement. 
 

58. The Scottish Government believes that reducing the threshold limit for the 
submission of a SCP would provide greater insight and benefit to the UK supply 
chain by ensuring Applicants are investing and offering opportunities. There is no 
compulsion at present on an Applicant to use domestic supply chain companies. 
 

59. Applicants operating across all energy technologies have a social responsibility to 
use the Scottish and UK supply chain throughout the lifetime of projects. The 
Scottish Government therefore believes that offshore wind extension 
projects and onshore wind projects should be subject to the same level of 
supply chain scrutiny as all other projects, and would welcome a decision 
to lower the threshold.  
 

60. We expect offshore wind SCPs to focus on the voluntary commitments set out in 
the Offshore Wind Sector Deal. We recommend therefore that all offshore wind 
Applicants detail how their SCPs will contribute towards the Sector’s efforts to 
reach 60% UK content by 2030, with a particular focus on increasing local 
content during the construction phase of projects.  
 

61. There are concerns that strengthening the penalties for non-compliance with SCP 
commitments will not yield tangible results until 2030 onwards. We acknowledge 
this concern, and would therefore suggest that SCPs do more to ensure that 
Applicants take urgent action to support the supply chain. One remedy, which the 
Scottish Government supports, would be to require Applicants to set out tangible 
actions that they will undertake to achieve the voluntary commitments set out in 
the Sector Deal.  
 

62. We would like in particular to see how Applicants will take action to increase local 
content in the construction phase of projects, and, as the Sector Deal’s 
commitments were agreed to by the sector as a whole, we would expect 
Applicants to emphasise collaboration as a means to achieving these 
commitments.  
 

63. While we acknowledge the commercially sensitive nature of discussions between 
companies, we believe that Non-Disclosure Agreements (NDAs) can often stifle 
collaboration. We understand that OEMs have expressed a willingness to 
collaborate on building supply chain capability in the UK, and we believe that 
SCPs offer a unique opportunity to foster collaboration across the sector. 
 

64. We would endorse the UKG proposal to include a carbon footprint requirement 
for SCPs, which would require Applicants to estimate the carbon footprint of their 
supply chains and mandate that they set out how this would be minimised. This 
would, in turn, ensure that the local supply chain is given more visibility during 
tendering rounds.  
 

65. Although many of the suggested measures outlined in the Supply Chain Plans 
section of the consultation will not be put in place in time for Allocation Round 4 
(AR4), the Scottish Government believes strongly that measures should be 



brought forward as soon as it is feasible, in order to maximise economic returns 
for the local supply chain.   
 

Decommissioning Plans 
 

66. Given the likely increase in offshore renewable energy capacity, and the need at 
the same time to ensure that consumers are protected against having to fund 
decommissioning, we agree in principle with a link between the OREI (Offshore 
Renewable Energy Installations) decommissioning regime and with the CfD 
scheme for future CfD rounds. However, the details concerning how this is 
achieved will require further and more detailed discussions in light of devolved 
competency. 
 

67. New consents or licences granted in Scotland for OREI projects have conditions 
attached which ensure that construction cannot begin on an OREI until a 
decommissioning programme has been submitted and approved by Scottish 
ministers (in their role as the ‘appropriate minister’ under Chapter 3 of the Energy 
Act 2004 (as amended) for projects in Scottish waters).  

68. As such, it is imperative that OREI developers do not get confused between 
these licensing and consenting responsibilities, their obligations to meet the 
requirements of notices served under the Energy Act and any new 
responsibilities under the CfD regime. It will also be important that any new 
obligations will not disadvantage certain developers, or make the process unduly 
onerous.  
 

69. Careful consideration must be given to the stage along the CfD process at which 
any new obligations would be enforced – for example, whether these may be at 
the CfD application stage, at the Milestone Delivery Date, at the payment stage, 
or any combination of these. The Scottish Government will be happy to discuss 
any options that come forward in more detail. 

 

Storage 

 
70. We agree with the comments concerning the potential value of storage to the 

system, an aspect which is demonstrably growing and has indeed been placed 
into sharper perspective still during the recent crisis and the system issues 
conjured by the unexpected fall in demand. The Scottish Government welcomes 
and would support any additional measures aimed at incentivising, or eliminating 
barriers toward, the co-location of storage with CfD capacity. 


