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Reference - “Cutting the green customer confusion - next steps”. (21-11-07)

Dear Clair Hogg..

Please note that the 14 page RET-ROCS document referred to below was
written some 4-5 years ago so the figures given for “buy-out price’, “targeted percentage’ etc.
etc. are all out of date. Otherwise the document is as relevant now as it was then. In the
intervening 4-5 years the same, or similar, information has at various times been submitted to
RSPB/SSE, ASA, Ofgem and Good Energy. ASA accepted it’s findings and rufed against the
scheme, as a result RSPB/SSE withdrew their RET-ROCS based green electricity scheme and
replaced it with a substitute, Good Energy was not able to reply, and the ensuing lengthy
correspondence with Ofgem failed to obtain any reply other than a statement saying that
Otgem would be revising their Green Guidelines - in other words Ofgem was powerless to
act! It is disappointing therefore 1o see that the revised Guidelines consider that this crackpot
idea can still be adopted by some suppliers. To avoid a similar situation developing in future
it is absolutely essential that “green electricity” schemes be assessed and authorized by 2
completely mdependent body comprised of impartial experts backed by the authority to
reject unsound schemes. It is equally essential that Ofaem, acting as it must in the interests
of the consumer, should have a role in accrediting the sometimes very complicated schemes
that suppliers may invent in the future and which some have already invented in the past. It
ought not to be me who Is attempting to protect the ordinary consumer - that is Ofgem’s
responsibility.

Best Wishes & Best of Luck!
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This Response addresses the issues raised in the following parts of the ‘Consultation’ and
“Appendices’ Sections of the above document.

** Consultation Section - paras 3.5 &3.6
3 &312
34610351,
para 3.5

** Appendices Section - Appendix 2 questions 2, 12 and 20,
Appendix 4 paras [.5t0 1.9
Appendix Sparas-1.lte 1. 12 & 541056

CONTENTS
* *An Assessment of RET-ROCS Schemes’ (14 pages)
* ‘Notes on Third Party Accreditation’. (2 pages)
* ‘Notes on ROCS and “100% Green-Energy” Schemes® (1 page)
In addition to the above, but not to be considered part of this Response, [ enclose another
document which you personally may find of interest in that it supports Ofgem’s comments

as expressed in Appendix 5. It is however written in relation to Ofgem’s original Guidelines.

“Retired-ROCS schemes - The case against” (4 pages)



Retired-ROCS schemes - The case against!

All Green-Offerings are expected to to take note of the guideline advice contained in the
Cruidelines for Green Offerings issued by Ofgem, /nternational Standard IS¢} 14021 and the
Green Claims Code published by DEFRA. None of these documents have the force of law
and individual Etectricity Suppliers of green-offerings are expected to “self-certity” their own
“products”. The process of self-certification is intended to oblige suppliers of Green-
Offerings to prove compliance with the published guidelines by specifying the detailed
mechanics of their product, identifving it’s objectives, providing adequate proof that it can
successfully operate to yield it’s claimed environmental benefits and finally providing
verification that these objectives have, in practice, been fulfilled. Rigorous self certification to
this standard is not mandatory and Ofgem advises that curbs on the claims made for various
self certified green energy schemes are dependent only on complamis made to bodies such as
Advertising Standards Authority (ASA), Office for Fair T rading (OFT) and Trading
Standards Service (TSS) who will then be required to assess and if necessary pass judgement
on the operation of these schemes in relation to the various guideline documents governing
their operation. .

Retired ROCS schemes as operated at present fail to comply with the expectations
expressed i the following extracts from Guidelines for Green Offerings, ISQ 14021 and the
Green Claims Code in which the the only bodies identified as carrying responsibility for
curbing misleading or spurious claims are - ASA, OFT and Trading Standards, as Ofgem has
advised. Whilst ASA can require suppliers to desist from making false advertising claims
more serious accusations such as “taking money under false pretences’ seems to be reserved
for the consideration of OFT or Trading Standard

Self certification of green offerings ought to, at the very least, comply with the following
selected extracts from the various published guidelines..

3.1 Guidelines for Green Offerings : (sclected items)

1.4 - Consumers need to be able 10 make informed choices on the basis of reliable and
verifiable information. Consumers are being provided with information which is neither
reliable nor verifiable.

3.1 - "Green supply Offering " refers to any contractual arrangement between supplier
and consumer where it i is claimed that the supply will give rise to environmental
henefit. Retired-ROCS schemes are classified as Green Offerings but there is no proof
that they result in an environmental benefit

4.10 - A muisleading advertisement is -- one that deceives or is | tkely to deceive, All of
the available advertising material relating to retired ROCS schemes and of which | am
aware, 1s “likely to mislead’.



4.24 - 4 Green Claim :

* should be truthfud, accurate and able to be substantiated

* should not be vague or ambiguous

¥ should not imply that it commands universal acceptance if there is some significant
doubt or division of scientific opiion aver the issue in question.

The claims made for retired ROCS schemes fail to comply with any of the above
caveats.

3.1 - Ofgem expects suppliers to ensure that any marketing of of green supply offerings
will be consistent with the relevant industry codes and the principles expressed in ISO
14021 and the DT DEFRA Green Claims Code.

and -

5.2 - Ofgem would expect 1o see in electricity suppliers marketing of their green supply
offerings

* transparency

* addlitionality

* verification

What Ofgem expects and what Ofgem gets are two entirely different things!

3.4 -~ Transparency in regard to green supply offerings depends tirstly on accuracy.
There is a need for offerings to be clear, und to be consistent with public understanding
of ‘green energy’. The workings of the schemes are not clear and if public
understanding 1s that they result in reducing CO2 emissions then this just does not

happen.

3.5 - All marketing and related information showld be based on correct, up-to-date and
specific information about the praduct that is being offered, Claims that are vague or
that cannot be objectively substantiated showd not be made. The complexity of the
schemes 1s such that the claims made are perforce vague and could not be substantiated,
even 1f they were more precise.

3.6 - Any claims made concerning green supply offerings will need considerable
explanation and or qualification o ensure that thev are accurate and not misleading.
Not one of the RET-ROCS schemes is properly explained and are also misleading in
that they infer that artificially reducing the number of ROCS available in the market
will affect that market in a way that results in some undefined environmental benefit

2.17 - Green supply offerings can help meet the environmental goals of the government,
and af the consumers who choose them, in one or both of the Jollowing ways :

* ensuring the generation and sale of energy from renewable sources that would
otherwise be sourced from other sources. No proof that this objective is attained

* an increuse in renewable generation capacity No proot that this objective is attained

5.18 - Consumers choosing a green offering need 1o be able to be satisfred that their
support is making « difference. No proof that it makes any difference.
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3.20 - In relation to RO.ROS....the intention is that any green tariff should lead to

additional generation over and above a suppliers obligation. No proof that this is
achieved.

3.33 - Suppliers showld be responsible for evaluation and provision of data nrecessary
for the verification of the claims made in the marketing of green enrergy. There 1s no
data available to substantiate the claim that retired ROCS schemes provide an
environmental benefit, but the real importance of this paragraph is that it specifically
states that suppliers are responsible for providing proof that their schemes work ‘as
advertised’ and it is net necessarily incumbent on critics to have to prove them
Wrong, .

3.41 - Consistent with the approach of the RO-ROS thar ROUS represent the renewable
component of energy that is actually supplied in Great Britain, the acquisition of ROCS
hy suppliers beyond those required for their obligation will be an acceptable mechanism
for the vertfication of premiwm energy hased products. This paragraph represents only
the opinion of its compilers and has no force in law and is also entirely mistaken in its
assumption that retiring ROCS increases the availability of renewable electricity over
and above that which would have been made available in the absence of such
intervention.

5.2 Specific requirements of ISO 14021 (selected items)
{as included in “Appendix 3’ in Guidelines for Green Offerings.}

Self~declared environmental claims and any explanatory statements are subject to all
requirements in 3.7 of Internutional Standard ISO 1402 1.

Such claims, including any explanatory statement:

a) shall be accurate and not misleading

b) shall be substantiated and verified

¢} shall be specific as to the environmental aspect or environmental improvement which
is claimed

gl shall be unlikely to result in misinterpretation

i) shall be presented in in a manner which does not imply that the product is endorsed
or certified by an independent third-party organisation when it is not

i} shall not.either directly or by implication, suggest an environmental benefit which
does not exist

l) shall only relate to an environmental aspect that either exists or is likely ro exisi within
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the lifetime of the product

m) shall be presented in a manner that clearly indicates thar the environmental claim
und explanaiory statement showdd be read rogether

Retired ROCS schemes fail to accord with any of the above requirements
5.3 Green Claims Code. (selected items)

3.3.1 A Green Claim should be .., Trurhfud accurate and able to be substantiated.

There is no requirement for a business to get an independent verifier to check a claim
but it 1s prudent to be sure thar the claim would be truthful and accwrate and that it could
be substantiated. This would include being prepared to give the relevant informetion to
anyone who asks for the claim 1o be substantiated. 1 is extremely difficult to obtain

any “relevant information” from any supplier participating in RET-RQCS schemes.

3.3.4 A Green Claim should not imply that it commands universal respect if there is
actually some doubt or division of scientific opinion over the issue in guestion. At least
one Supplier is guilty of over emphasizing the claimed correlaticn between man-made
COz2 emissions and Climate Change.

3.3.5 The legal framework : This code does not detract from the powers available to
the authorities under the law. Within the UK, Trading Standards Officers have powers
under the Trade Descriptions Act 1o deal with clatms which are demonstrably false or
are found to be misleading. The Director Generdl of Fair Trading can also take action
Jagainst misleading claims under the Control of Misleading Advertising reguiations
1998, This paragraph identifies the responsibilities of OF T and Trading Standards in
retation to this matter. The implication is that if neither Ofgem nor ASA have been able
to resolve g dispute or complaint then the force of law resides in either OF T or Trading
Standards. In the case of retired ROCS schemes any rigorous Analiysts clearly
indicates that the claims made for them are “demonstrably false”..



An Assessment of RET-ROCS Schemes
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1. Renewables Obligations Certificates (ROCS) Market

1.1 Renewables Obligations Certificates (ROCS) are issued by OFGEM and accredited to approved Renewable
Energy Electricity Generating Plants at a rate of one Certificate per mWh of “green’ electricity produced. These
ROCS have no ntrinsic value in themselves and their worth depends solely on what Electricity Supply
Companies are prepared to pay for them in order to satisfy the Government, in the shape of OFGEM, that
they meet their “Obligation” to source a given percentage of their purchased electricity from registered ‘green’
electricity sources. This percentage was set at 3% for the Renewables Obligation Period running from March
2002 to March 2003. This was the first period for which results were available and alt quoted figures and
references in these notes apply. unless stated otherwise, specifically to this 2002 - 2003 period.

1.2 Electricity Generating Plants issued with ROCS are free to sell them together with, or separately from,
their sales of electricity to Electricity Supply Companies.

1.3 The Government has decreed that the measure of a Supplier’s compliance with its Obligation 1s to be
determined by its holding of accredited ROCS, which in 2002/2003 must not have been less thar 3% of its total
purchases. As an alternative to purchasing or otherwise obtatning ROCS the Supplier can instead purchase
“buyout” from OFGEM at a rate of £30 per MWh. This figure has become a yardstick against which the cost-
benefit of purchasing or selling ROCS has come to be judged. In subsequent years the set percentage will be
raised in accordance with the Table issued under the Renewables Obligation Order.

1.4 For the Renewables Obligation to function best the available supply of renewable electricity in any one
obligation period needs always to fall short of that required for all suppliers to fulfill their obligation.
Obviously, if there was a glut or oversupply of renewable electricity such that all suppliers were easily able to
meet their obligation then the surplus ROCS would be worthless and even those required to fulfill obligations
would be purchased at prices below that required to purchase buyout. There would be no payback money in
the buyout tund and the attraction of paying renewable generators a premium price, over and above that of
equivalent buyout, for ROCS-accompanied renewable electricity would not exist. The set percentages for each
obligation period ought therefore to have been carefully calculated so as to ensure that this does not happen.

1.5 In the present situation (02-03-04-05) the production of renewable electricity is insufficient to provide the
set percentage of total electricity demand and there is a shortfall of ROCS which forces some Electricity
Supply Companies to purchase buyout from OFGEM instead. The money so obtained is held by OFGEM in
a buyout fund which at the end of the year is redistributed to all Supply Companies in proportion to their
accredited holding of ROCS. It is this pay-back from the buyout-fund that has made it attractive for Supply
Companies to purchase ROCS in preference to purchasing buyout and this situation has led to the
establishment of a “market” (the ROC-Market) in which ROCS are bought and sold in speculative fashion as
traders try to outguess each other as to the size of the pay-back they can expect from the redistribution of the
buyout-fund at the end of the year.

1.6 Since the value of a ROC is in this way determined by the “market forces” prevailing in the ROC-Market it
may, depending on circumstances, be worth something or it may be worth nothing!

1.7 Because of the high profits presently to be made from wind-power there is great pressure on suppliers to
construct as many wind farms as possible, as fast as possible, and so a “glut” situation may well develop in the
foreseeable future. This oversupply will in the “free’ electricity market lead to an accompanying reduction in
the price paid for ROCS and this can only have an adverese effect on the sale of renewable electricity.



2. The Electricity Market

2.1 The Electricity Market is a "Free Market” and within it electricity as a Commedity is bought and sold
competitively in the same way as stocks & shares are traded on the Stock Exchange. Supplier Companies bid
for the electricity produced by Generator Companies with the market-price of electricity ristng and falling
depending on whether demand exceeds supply or supply exceeds demand.

2.2 In these free market conditions the high cost of wind power makes it hopelessly uncompetitive and
fundamentally unsaleable without the subsidy derived from the Government’s Renewables Obligation. The
effect of this is to make it an attractive purchase for Suppliers even at a price £30/MWh, or more, above the
market price at any time. This extra cost is passed on to all consumers who pay it in the form of increased
electricity hills.

2.3 The purchase of renewable electricity, primarily from wind power is attractive because of the “carrot &
stick” effect produced by the Renewables Obligation. The “stick” is the requirement to spend £30/MWh either
purchasing renewable electricity or purchasing OFGEM buyout instead. The “carrot” which makes it more
attractive to purchase renewable electricity is the prospect of using the ROCS purchased along with renewable
energy to obtain a share of the buyout-fund at redistribution time.

2.4 Thus attraction only applies to the purchase of enough renewable electricity to satisfy any tadividual
Suppliers Obligation, as above that ceiling there is no ‘obligation’ on the supplier to purchase any more buyout
and therefore no need to spend the extra premium of £30/MWh, or more, purchasing renewable electricity
mnstead.

2.5 The purchase of more ROCS than is required to satisty the obligation is not a good idea! At the present
time, 02/03, superfluous ROCS which cost £30 or more to buy will when submitted to OFGEM be rewarded
with a payback of only £16 from the buyout-fund thus resulting in a net loss of £14 per ROC. If these
superfluous ROCS are for some reason ‘retired’ or otherwise scrapped then there is no payback from the
buyout fund and each ROC so ‘retired’ generates a loss of £30 - or more depending on what had to be paid to
purchase it.

2.6 In the normal course of trading the skullduggery practised in the market may result in some Suppliers
inadvertently holding superfluous ROCS at the end of the Obligations Period, but then an interval of about 6
months between March and October is allowed for suppliers to determine exactly what their Obligation is, the
number of ROCS needed to satisfy it and also the number of surplus ROCS they may be holding. Within this
interval they are able to trade these surplus ROCS with other Suppliers who have insufficient ROCS to satisfy
their Obligation and who are prepared to purchase ROCS at a price which enables them also to make a profit on
the return they get from the buyout-fund.

2.7 1f this last minute trading operates to everyone’s satisfaction then at redistribution time all Suppliers are
able to just meet their Obligation either with ROCS or with buyout or else with a combination of bath, Ideally
no Supplier is left with superfluous ROCS. Interestingly it can be expected that those Suppliers with the
biggest sales and therefore the biggest Obligation will naturally end up with the biggest number of ROCS and so
recetve the biggest payback from the buyout-fund. In the absence of any great changes in in the circumstances
of the major Supply Companies the pattern set at the end of the first Obligation Period 2002/2003 is likely to
be repeated in 2003/2004 and subsequent Obligation Periods. (It does!)

2.8 It is of interest also to consider the relative attraction of buying ROCS-bearing renewable electricity as the
trading situation changes as the market develops. An Obligations period runs from March one year to March
the next year: this is followed by an interval of 6 months up to 1st October which is the deadline date for
Suppliers to submit their lists of ROCS and present payment for any buyout they may have to purchase. But
redistribution of the buyout fund is delayed until the following December whilst OFGEM checks all submitted
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records. ROCS however have to be paid for on delivery, thus at the start of an Obli gations Period traders might
.. be paying a premium of £30/MWh for renewable clectricity without any assurance that they will recover part
of this amount as payback from the buyout-fund when this is redistributed some 21 months later. At the
present time more and more wind farms are coming on line so more and more Suppliers will be able to meet
their Obligation by purchasing ROCS. This means less money goes into the buyout-fund and the payback per
ROC 1s reduced. At the start of an Obligations period traders are therefore in an unenviable position: if they
buy ROCS at a premium price they will be losing 18 mouths interest on their initial outlay and this has to be
set against their estimate of the payback amount which they will not receive for 21 months. In these
circumstances they may be tempted to drive a very hard bargain with the wind power companies and perhaps
drive the premium down to a level below £30/MWh. Towards the end of the Obligations period the supply
situation becomes clearer and the traders’ estimates become more precise. So providing a shortfall in renewable
electricity can be forecast with reasonable certainty the premium paid could rise above £30 as traders compete
for the expected payback from the buyout-fund.



3 “RSPB-Energy” Scheme

3.1 There are several green offerings which rely on the RET-ROCS principle. The RSPB-Energy scheme
described here is included only on account of it being a typical example of these.

3.2 In October 2003 the RSPB in an effort to “do more” for the cause of renewable energy generation
renegotiated their Contract with Scottish & Southern Energy so as to raise a contribution from RSPB-F
subscribers equal to 10% of their annual Electricity Bills.

3.3 In return for the extra money so derived, SSE undertook to “retire” an “equivalent worth” of any ROCS
accredited to them by OFGEM or else obtained from other sources; in this case “retired” actually means “dead”
and the “equivalent worth” of these ROCS is determined by the ROC-Market value pertaining at the time of
“retivesnent’. From that time on SSE do not sell these Retired ROCS nor do they make “make use” of them in
any other way. 1 hey are 1n ettect - scrappea!

3.4 Lhe theory bend this transaction 1s that the Retired ROCS removed from the ROC-Market under the
RSPB-E scheme will result in an artificial shortage of ROCS which will cause one or other of the participating
Electricaty Supply Companies to purchase extra buyout in their place. 1 his extra buyout then £oes to increase
the buyout-fund which OFGEM, at the end of the year, redistributes amongst all participating Supplicrs in
proportion to the number of ROCS accredrted to them. in addition, since the rettred ROCS are not presented
for payment the amount they would have gathered from the buyout fund romains in the buycut fund,
effectively increasing the payout to non-retired ROCS by that amount.

3.5 Thus, 1t 1s hoped, those Suppliers not purchasing enough “green’ electricity to satisfy their “Ubligation™
{3% of their total purchases in02/03) will be penalised by having to purchase extra buyeut, whilst those who
do purchase enough or more than enough “green’ electricity will be rewarded by receiving extra pay-back from
the buyout tund. Sincc at the preseat time not cnough renewable electricity is being produced to satisfy the 3%
“Obligation” the supply of ROCS 1s limited and Suppiiers have to purchase a significant amount of buvout in
their place, so much so that the buyout fund builds up strongly and at the end of the year holds a very
considerable amount of money (£79 mition at the end of 02/03, £157 miliion at end of U3/04). 1'his means that
the ROCS held by Supplicrs attract a handsome premium when the buyout-fund is finally redistributed by
OFGEM, so explamning why n the run-up to the “Redistribution’ ROCS are bought and sold on the ROC-
Market at prices which may be considerably morc than the buyout price.

3.6 Lt can be seen then that the immediate etfect of the RSPB-Energy scheme is to artificiaily enhance the
payback from the buyout fund given to all holders of non-retived ROCS.

3.7 1t can also be seen that the operation of the RSPB-E scheme relies solely on the manipulation of the
Elecinicity Market by the action of the supplier in setining superfluous ROCS and is independent of how much
money subscribers to the scheme pay the supplier (331 to compensate for the expense of purchasing
superfluous ROCS. This compensation is subject only to a private contract between supplier and subseriber.



4 ‘The Retired-ROCS Mechanism : -

Does not work! - and acceptance of deleted ROU's as proof of a “green supply offering” is both misconceved
and inadeguale.

4.1 o dlustrate this claim consider the case where certain suppliers wishing to provide a green offering
purchase & greater number of ROCS than are required to meet their Obligation. Then at the end of the
Ubhigation Period but betore the redistribution of the buy-out fund these suppliers inform OFGEM that they
will “retire’, i.e. delete, all or some of their superfluous ROCS. The deletion of these retired ROCS reduces the
number of ROLS qualifying for a share of the buy-out fund and so increases the redistribution { “pay-back’)
value of each remaining ROC. Thus those supply compasies attempting to provide a ‘green offering” in this
way lose the redistribution value of all their Retired ROCs but see their competitors benefit from the increased
redistribution value of the ROCs they very wisely retained!

4.2 t'he uitimate effect of the Retired ROC mechamism as applied in this mstance 1s therefore seen to penalise
supplics who centribute to the operation of such schemes and reward other suppliers who make no attempt
to provide simtilar “green offerings’. This result is the exact opposite of what the Retired ROC
meckhanism is said te achicve!

4.3 The replacement amount of £30 per Retired-ROC, going into the buyout-fund, is at the end of the vear
redistributed amongst alf Supply Companies in proportion to their holdings of ROCS as recorded by OFGEM.
1f all suppliers were able to meet their obiigation then the biggest suppliers who naturaily have the higgest
obligation would end up with the biggest ROC holdings. In practice this is seen to be true and in 02/03 Just
three companies British Gas, Powergen and London klectricity ended up with almost 60 % of the ROC
holdings and and so received almost 60% of the buyout fund. Now, any increuse in the buy-out fund, from
whatever cause, 1S distributed across all supphers 1n paraliel with the normal payout from the buyout fund so
60% of the exira buyout contributed by retired ROCS schemes will also end up in the hands of these same
three companies.

4.4 KSPB-E anad other companies operating retired KUXUS schemes have no control over, and no understanding
of the usc these, and other Supply Companics, might make of the extra pay-back they - perhaps usknowingly
get from retired-ROCS contributions. It may go 1n increased Drividends to sharenolaers 1t may just be
swallowed up in inercased Boardroom Salarics and Bonuses or most likely it may simply be used to subsidise
the price of fossi! fuel eiectricity. It 15 unlikely that this situation wiil ditfer much in future obligation periods.
The samc three big supphiers will receive the same big payback from the buyout fund.

4.5 Conclusion ; - If the above reasoning holds good then it 1s hard to come to any conclusion other than that
the mere deletion or retirement of ROCs does not in any way increase either the generation or pirchase of
renewable energy electricity. fis only effect s to skew the redistribution process m such a way as to transter
buvout redistribution funds (payback) from ‘greencr’ suppliers into the coffers of their ‘Hot-sa-green’
competitors who mav or may not pass some of their extra cash on to renewables generators in the form of
mcreased prives for renewable electricity. But even if they do so there is little the generators can do (o use their
extra payments ta effect the reduction in (12 emissions which is the whole objective of the retired ROU'S scheme
and urless this, or another acceptable envirommental benefit can be identified and proven then the claim that
acceptance of refired ROCS is sufficient verification and absolute proof of a “green supply offering™ is simply
riot terable and fails in accordance with the expectations expressed in "Guidelines for Green-Offerings’,

INQOIFULL " and the “Green Clauns Code”. As long as the Renewables Obligation 1s working as it was designed
fo work thess it is impassible for any alien mechanism to skew its operation so as o produce an sdertifiuble
environmental benefit of any sort. See also FIG I, FIG 2 & FIG 3.
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5 Guidelines

All Green-Offerings are expected to to take note of the guideline advice contained in the following documents.
Guidelines for Green Offerings issued by Ofgem, International Standard 150 14021 and the Green Claims
Code published by DEFRA. None of these documents have the force of law and individual Electricity
Suppliers of green-offerings are expected to self-certify their own ‘products’. The relevant advice contained in
these guidelines is contained in the extracts listed below : -

3.1 Guidelines for Green Offerings : - Selected paragraphsin the following digest the para
numbers are those found in Guidelines for Green Offerings

5.1.1. para 1.4 - Consumers need to be able to make informed choices on the basis of reliable and verifiable
information

5.1.2. para2.3 - For consumers to make informed choices about green supply offerings reliable information is
necessary on the nature of the offer being made.

5.1.3. para 2.11 - The guidelines --- are intended to assist those suppliers who intend to make green supply
offerings and makes reference to potential legal liability

5.1.4. para 3.1 - Green supply offering refers to any contractual arrangement between supplier and consumer
where it it 1s claimed that the supply will give rise to environmental benefit.

5.1.5. para 3.5 - Ofgem considers that it is important that ---the products supplied are accurately described in
all marketing material.

5.1.6. para 4.4 - Ofgem pointed out to suppliers that advertising of the tariffs (for green offerings) should not
be untrue or misleading and that claims made about them should be verifiable.

5.17. para 4.8 - The Trades Description act 1968 makes it a criminal offence to market goods in a way that is
etther false or misleading

5.1.8. para 4.10 - A misleading advertisement is --one that deceives or is likely to deceive

3.1.9. para4.24 - A Green Claim :

* should be truthful, accurate and able to be substantiated

* should not be vague or ambiguous

* should not imply that it commands universal acceptance if there is some signiticant doubt or division of
scientific opinion over the issue in question

5.1.10. para 5.1 - Ofgem expects suppliers to ensure that any marketing of of green supply offerings will be
consistent with the relevant industry codes and the principles expressed in ISO 14021 and the DTI/DEFRA
Green Claims Code

5.1.11. para 5.2 - Otfgem would expect to see in electricity suppliers marketing of their green supply offerings
* transparency

* additionality

* verification

5.1.12. para 5.4 - Transparency in regard to green supply offerings depends firstly on accuracy. Thereisa
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need for offerings to be clear, and to be consistent with public understanding of “green energy’.

5.1.13. para5.5 - All marketing and related information should be based on correct, up-to-date and specific
information about the product that is being offered. Claims that are vague or that cannot be objectively
substantiated should not be made.

3.1.16. para 5.6 - Any claims made concerning green supply offerings will need considerable explanation
and/or qualification to ensure that they are accurate and not misleading.

5.1.17 para 5.17 - Green supply offerings can help meet the environmental goals of the government, and of the
consumers who choose them, in one or both of the following WRYS

* ensuring the generation and sale of energy from renewable sources that would otherwise be sourced from
other sources.

* an increase in renewable generation capacity

5.1.18. para 5.18 - Consumers choosing a green offering need to be able to be satisfied that their support is
making a difference.

5.1.19. para 5.20 - In relation to RO/ROS. . the intention is that any green tariff should lead to additional
generation over and above a suppliers obligation

5.1.20 para 5.22 - The premium charged for an energy-based green offering should be directed to either -
* the additional cost of purchasing renewable energy from non-RO/ROS accredited sources, or
* the cost of obtaining ROCS which are not presented as part of the renewables obligation

5.1.23. para 5.23 - Where supptiers make undertakings to match energy supplied with renewable energy the
supplier should provide verifiable evidence to customers or third parties on how customers’ support makes a
sufficiently material difference to the environment

5.1.24. para 5.33 - Suppliers should be responsible for evaluation and provision of data necessary for the
verification of the ¢laims made in the marketing of green energy.

5.1.25. para 5.34 - The evaluation should be fully documented and the documentation retained by the claimant
for the purpose of the information disclosure referred to below

5.1.27. para 5.41 - Consistent with the approach of the RO/ROS that ROCS represent the renewable
component of energy that is actually supplied in Great Britain, the acquisition of ROCS by suppliers beyond
those required for their obligation will be an acceptable mechanism for the verification of premium energy based
products.

5.1.28. para 542 - The RO for England & Wales and the ROS for Scotland include provision for ROCS to be
deleted on request from registered holders so that they may not be redeemed against any other supplier’s
obligation.

5.2 Specific requirements of 1ISO 14021
(as included in “Appendix 3” in Guidelines for Green Offerings.)

Selt-declared environmental claims and any explanatory statements are subject to all requirements in 5.7 of
International Standard ISO 14021.
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Such claims, including any explanatory statement:

a) shall be accurate and not misteading

b} shall be substantiated and verified

¢) shall be specific as to the environmental aspect or environmental improvement which is claimed
£) shall be unlikely to result in misinterpretation

i) shall be presented in in a manner which does not imply that the product is endorsed or certified by an
independent third-party organisation when it is not

1} shall not.either directly or by tmplication, suggest an environmental benefit which does not exist

I) shall only relate to an environmental aspect that either exists or is likely to exast within the lifetime of the
product

m) shall be presented in a manner that clearly indicates that the environmental claim and explanatory statement
should be read together

These requirements pertain to all green claims made for any “product’ in any medium. In this respect any green
offering can be considered as a ‘product’.

5.3 Green Claims Code

5.3.1 A Green Claim should be ,,, Truthful accurate and able to be substantiated. There is no requirement for a
business to get an independent verifier to check a claim but it is prudent to be sure that the claim would be
truthful and accurate and that it could be substantiated. This would include being prepared to give the relevant
information to anyone who asks for the claim to be substantiated.

5.3.2 A Green Claim shouid net be vague or ambiguous. Ciaims shouid always avoid the vague use of terms
such as ‘sustainable’, “green’, ‘non-polluting” and so on.

5.3.4 A Green Claim shouid not imply that it commands universai respect 1f there is actually some doubt or
division of scientific opinion over the issue in question.

5.3.5 lhe legal framework : This code does not detract from the powers availabie to the authorities under the
law. Within the UK, Trading Standards Officers have powers under the Trade Descriptions Act to deal with
clatms which are demonstrably false or are found to be misleading. The Director General of Fair Trading can
elso take action against misleading claims under the Control of Misleading Advertising regulations 1998

53.3.6 Asis the case for ISO 14021 the Green Ciaims Code covers ail green ciaims of any sor, mcluding but not
imited to green offerings.



6 * ‘Policing’ Green Offerings

The Renewables Obligation Order does not appoint any independent body to be responsible for accrediting or
endorsing green offerings. Suppliers are expected to construct their schemes in accordance with “guidelines”
set out in the various documents listed previously. In effect it is expected that constraint will be exercised by
the general public making use of the facilities afforded by the Advertising Standards Authority, the Office of
Fair Trading and the Trading Standards Services for the investigation of complaints submitted to them. It
1s not always clear how to decide what complaint to send to which authority.

In this paragraph the roles of the various bodies, unless otherwuse indicated, as are described in Guidelines for
Green Offerings.

6.1 The Role of Ofgem

6.1.1 Ofgem is responsible for the overall administration and day to day implementation of the Renewables
Obligation in accordance with the terms and conditions of the Renewables Obligation Order as it affects the
interaction between Suppliers and the Electricity Market.

In particular Ofgem will ; -

* Issue ROCS to renewables generators as appropriate

* Register the buying and selling of ROCS within the Electricity and ROCS markets
* Retire ROCS as requested by individual Suppliers

* Exact appropriate buyout from Suppliers unable to fuifill their Obligation.

* Redistribute the buyout fund in proportion to individual Suppliers ROC holdings at the end of each
Obligation Period.

* Ofgem is not responsible for endorsing or approving individual Suppliers green-energy schemes

* [t is the responsibility of individual Suppliers to self-certify their own schemes in accordance with the
Guidelines for Green Offerings issued by Ofgem, International Standard 14021 and the Green Claims Code
issued by DEFRA.

* Ofgem is not responsible for enforcing the recommendations included in Guidelines for Green Offerings

* Ofgem advises that curbs on the claims made for the various green energy schemes are dependent only on
complaints made to bodies such as Advertising Standards Authority (ASA), Office for Fair Trading (OFT) and
Trading Standards Service (TSS).

* Itis not clear who if anyone is responsible for ensuring Suppliers take note of the adjudications promulgated
by ASA or OFT or TS0 it is even less clear who is responsible for ensuring Suppliers modify or abandon
schemes which are found to be fatally flawed.

6.2 The Role of the Advertising Standards Authority (ASA).

.6.2.1 The ASA will investigate complaints from any source against advertisements in non-broadcast media
such as magazines, newspapers, billboards, cinemas etc. It will deal with complaints against statements made in
paid-for Advertisements which appear as such in print, made aurally or in electronic media such as mobile
phones or on the internet - as in the case of unsolicited pop-up adverts. It will not rule on the ‘editorial
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content’ of any publication nor on claims companies make on their own websites, these are the responsibility
- of the Trading Standards Service. ASA will take action only if complaints are supported by proper argument
and detailed reasoning .

6.3 Role of the Trading Standards Service (TSS)

6.3.1 'The Trading Standards Service is responsible for ensuring that claims are accurate and meaningful. The
Trade Descriptions Act 1968 makes it a criminal offence to market goods in a way that is either false or
musleading. [t aims to create a fair trading environment and advises on and enforces a wide range of laws
designed to protect the interests of both consumer and businesses. See para 4.8 of Guidelines for Green
Offerings

6.3.2 TSS is organised on a local basis and it seems intended that any complaint be dealt with at local level. In
which case any complaint has mnitially to be submitted to the local Trading Standards Office whose address can
be found in local telephone directories.

6.3.3 In terms of green-offerings the remit of TSS would appear to be too localised. It is however identified by
ASA as being the body responsible for complaints lodged against claims made on Companies’ own websites
and in this role might be usefully employed for curbing the claims made by such as BWEA on their websites.

6.4 Role of the Office of Fair Trading (OFT)

6.4.1 The Director General of Fair Trading has the power to seek a court injunction to ban a misleading
advertisement. However this power is kept in reserve with the policing of advertising being carried out by
ASA. The Office of Fair Trading will only intervene if, in the opinion of the Director General, it is in the
public interest to do so0. See para 4.9 of Guidelines for Green Offerings.

6.4.2 Otherwise, OFT’s activities are centred on -
‘enforcement’ - of competition and consumer protection rules
‘market studies’ - into how markets are working
‘communication’ - to explain and improve awareness and understanding

6.4.3 Of the above it is “enforcement” which seems most applicable to the control of green-ofterings - as below

* “The OFT will lead other enforcers in robust application of the rules that protect consumers against unfair
trading, taking court action where necessary™.
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'RET - ROCS Block Diagram - FIG 1
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FIG 1 describes the general situation in which the Renewables Obligation and the Retired ROCS schemes
function interactively between the electricity market the ROCS market and Ofgem.  The sequence is
inttiated by suppliers submitting cash to renewable generators for the purchase of an amount of electricity
EG for which Ofgem issues an equivalent amount of ROCS = RG. The generators sell some of these ROCS
(RE) along with the electricity E purchased by suppliers and sell some ROCS (Rs) separately in the ROCS
market. Any surplus ROCS (Rw) not purchased by suppliers go to waste, as also does the electricity
associated with them. The total number of ROCS presented to Ofgem is Rs-Rw+RE = RT. Of these a
number RR are described as ‘retired” and are thrown in the Trash Can. The remainder are accepted by
Otgem where their only function is to trigger the redistribution of the buyout fund which comprises all the
buyout monies paid in by suppliers who were unwilling or unable to purchase ROCS instead. The prices
paid by suppliers for electricity and/or ROCS have to take note of the £30/MWh buyout price which each
supplier has to be pay to Ofgem if he fails to purchase sufficient ROCS to fulfill his Obligation and these
prices may be market-price plus £30/MWh plus an additional “competitive adjustment” or they may be
less than £30/MWh depending on the condition of the market in terms of supply and demand. Once a
supplier has obtained sufficient ROCS to satisfy his obligation he is freed of the requirement to purchase
buyout in their place and the premium he is prepared to pay for ROCS may therefore drop below the
buyout price and depends only on his estimate of the payback they will command from the buyout fund,
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- RET - ROCS Block Diagram - FIG 2 (Demand exceeds supply)
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FIG 2 describes the situation when demand exceeds supply. In this case all the renewable electricity
that can be produced is being sold; there is no waste electricity and so no waste ROCS. Any extra
buyout suppliers are “forced” to pay into into the buyout fund is simply returned to them through
payback which is then redistributed amongst suppliers in proportion to their final ROC holdings. The
only eftect of “retiring” ROCS is to alter the distribution of payback money between suppliers as the
purchase of retired ROCS by some suppliers robs other suppliers of the chance to purchase them and
so reduces their final ROC holdings. So some suppliers get more and other suppliers, mostly those
who operate retired ROCS schemes, get less. If now, outside agencies compensate suppliers for the
ROCS they retire it has been postulated that this encourages all suppliers to increase the price paid to
generators over and above what they would have paid in the absence of such schemes. By this means
it is claimed that the act of retiring ROCS provides an environmental benefit by increasing the amount
of renewable energy purchased or by increasing available renewable generation capacity. Both claims
fail! All the renewable electricity that can be produced is already being purchased as demand exceeds
supply and there is no way of proving that the extra cash given to suppliers is increasing renewable
generation capacity over and above any increase that would take place in the absence of these schemes.
Equally there is no way of proving that any extra cash inadvertently passed on to generators will be
used to provide an environmentai benefit such as a reduction in CO2 emissions either immediately or in

the future.
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RET - ROCS Block Diagram - FIG 3 (Supply Exceeds Demand)
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F1G 3 describes the situation when supply exceeds demand. In this case there is more renewable
electricity being produced than is required to fulfill all suppliers’ obligations. This results in a
‘buyers market’ and it is the renewables generators who have to compete for sales. It does not make
sense for suppliers to purchase more high priced renewable electricity than is necessary to fulfill
their obligations and in this case it may be thought that the surplus slectricity would stmply go to
waste, but wind-power cannot be stored and alf of it has 10 be sold whenever it becomes available,
even if this is at rock-bottom prices. In these circumstances suppliers can afford to offer less than
the buyout price for enough electricity to satisfy their obligation and then buy surplus renewable
electricity at prices below the going market rate. This is very good news for suppliers and very bad
news for renewables generators. The workings of the free-market therefore tend to ensure that is no
waste electricity and no waste ROCS even if these are now worthless on account of there being
nothing paid into the buyout fund and therefore no payback for the ROCS presented to Ofgem.
Also, the effect of “retiring” worthless ROCS is precisely nil and any ‘compensation’ paid to
suppliers merely adds to their profits.
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Notes on Third Party Accreditation

Ofgem’s original Guidehnes allowed Suppliers to self-certify their own green-energy schemes
with compliance regulated only by complaints, usually from consumers, submitted to either
Advertising Standards Authority (ASA), Trading Standards Service (TSS) or Office of Fair
Trading (OFT) etc.

In practice and in my own experience as a consumer this method failed completely. To
suggest again that Suppliers be trusted to set up their own “independent third party
accreditation scheme™ to assess their own “green electricity” schemes would be like giving the
Grave Robbers the keys to the Tomb!

Ofgem’s primary remit is to look after the interests of customers and it is they who should
exercise the regulatory power to enforce compliance. I suggest that this be effected by the
formation of a truly independent body based on professional people properly qualified to
exercise impartial judgement. The issues likely to be addressed wiil require a wide range of
knowledge including but not necessanly imited to

- cleetrictity gencration

- electricity supply, transmission and distribution

- environmental and ecological issues

- aspects of physics & chemistry

- fegal issues

- Consumer mHerests

Much of the knowledge required to assess the above can be found in the ranks of the various
learned bodies concerned with Engineering, Chemistry, Physics, Ecology etc. suggest that
the basis of an “Accreditation Board™ could be drawn from Members and Retired Members of
the following organisations -

* The Institute of Engineenng and Technology (1E71)
* The Institute of Civil Engineers ICE

* The Institute of Physics

* The Institute of Chemical Engincers

* The National Grid

* The Royal Academy of Engineering

* University Depts of Ecology and the Environment
* Electnicity Supply Companies

* The Consumer Association

* Ofgem would Chair all meetings and provide Secretarial facilities.

* The Board would be funded by a fevy on all approved green-electricity schemes.

* The Board would require all suppliers to provide full details of how their scheme operates
for publication on a website.

* Ofgem reserves the nght to revoke the Trading Licence of any supplier who flouts a ruling
of “The Board’. It is not acceptable that suppliers should be telling Ofgem what should be
done; Ofgem should be telling them what must be done!



The draft Guidehines make no mention of any procedures for dealing with complaints from
the general public, electricity customers or anywhere else and | think this is a critieal
omission which will leave complainants no better accommodated than before and with no
choice other than to invoke the services of either ASA, OFT or TSS. The powers of all these
are restricted in various ways and past personal experience indicates that all three tend to
claim a particular matter is “outside their jurisdiction” and they are therefore not obliged to
take any action. ASA for example can only deal with “paid-for advertisements™ and recourse
to either OFT or TSS has proven to be fruitless. | suggest all relevant complaints could
instead be referred to The Board?

Although these comments are perforce late in the making it is surely not too late for Ofgem to
take note and effect changes to their proposals before finalising and publishing their revised
Guidelines? There was very little wrong with the original Guidelines, the only thing tacking
was Ofgem’s ability to interpret. govern and enforce compliance,



Notes on ROCS and “100% Green-Energy” Schemes

A ROC effectively acts as the ‘Title Deed’ to a stngle MWh chunk of renewable electricity
and is bought and sold as such. Once a supplier has sold a ROC to another supplier he no
longer has ownership of it and cannet claim to be able to supply that amount as ‘renewable
electricity’ to one of his customers. This simple staterent makes a nonsense of most present
schemes claiming to supply “100% Renewable Electricity” where the amount bought is 100%
but where most of what was bought is sold to other suppliers before it reaches the customer.
Future schemes claiming the same will need to be closely examined in the light of these simple
truths and the additional complexity arising from the introduction of REGOS.

Far example - A scheme restricts it’s purchase of electricity so as acquire all it needs
trom generators covered by the Renewables Obligation. For this they obtain possession of
160% ROCS plus 100% REGOS. They then sell all ROCS other than those required to
satisty their Obligation but retain the 100% REGOS which they then claim as proof of
supply of “100% renewable energy” to their customers. Yet Ofgem can only accept that their
purchase of renewable electricity is merely equal to that relatively small percentage required
to fulfill their Obligation”.

Faced with this kind of ambiguity it is pointless expecting the average consumer to have
the necessary knowledge to understand what is offered, even if he is supplied with full details
of the scheme. How many of those with no specialist knowledge can be expected to
understand the RET-ROCS Scheme? Who is going to arbitrate? What is presently proposed
as *supplier self-accreditation’ is the establishment of a conman’s paradise wherein it
is the conmen themselves who decide the rules (if any!) governing their activities in
relation to a relatively uninformed and sometimes gullible customer base.



