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INTRODUCT ION

No bids for offshore wind were received by the UK government in the Contracts for Difference (“CfD”) Auc�on Round 5 (“AR5”).

This strengthened calls for a review of the scheme’s economic terms and, more specifically, the revenue support offered to

offshore wind developers. In its latest announcement, the UK government looked to re-incen�vise offshore wind by increasing

the administra�ve strike price it will pay for electricity generated by offshore wind.

In this ar�cle, we look at the CfD auc�on scheme in more detail, with a par�cular focus on the importance of the “strike price”

and why the economic benefits of developing offshore wind are crucial to promote investment in new offshore wind farms in the

UK.

WHAT IS  A  CONTRACTS FOR D IFFERENCE AUCT ION?

The UK government’s CfD auc�on invites companies to bid to develop renewable energy projects to supply electricity to the UK

grid. The CfD scheme ensures projects receive a guaranteed price from the government based on the amount of electricity they

will generate. This is otherwise known as the strike price. When the strike price is above the market price of electricity, a top-up

payment is paid to generators by the government. However, if the strike price goes below the market price, generators are

required to pay back the difference. This method, simply put, ensures that developers achieve the price promised by the UK. As

such, the main incen�ve for generators of offshore wind is the certainty that the CfD arrangement offers by steadying an

offshore wind project’s revenue and ul�mately reducing the risks associated with developing the project.

However, despite the UK’s ambi�ous target to install 50 GW of offshore wind by 2030, no new bids were submi�ed by

developers for offshore wind projects in the CfD AR5. This unprecedented response from developers was not only a result of

higher infla�on and increased development costs, but the adver�sed strike price of £44/MWh was widely considered far too

low.

AUCT ION ROUND 6  –  WHAT’S  NEW?
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Following an extensive review and as a response to AR5, the UK government announced on 16 November 2023 that the

maximum strike price will be increased for AR6. Bo�om-fixed offshore wind farms will see a 66% increase ahead of AR6, from

£44/MWh to £73/MWh, and floa�ng offshore wind projects will see a 52% increase, from £116/MWh to £176/MWh.¹ In its

latest review, the UK government also recognised the appe�te for offshore wind and decided a separate funding pot will be

made available to support offshore wind.

In addi�on, as we have reported on previously, there is an increasing focus on the posi�ve environmental and social impact that

offshore wind projects offer the UK. The recent announcement confirmed that from 2025, projects will be assessed on how

much they strengthen the environmental and economic sustainability of the industry. For example, the UK announced that

projects will be rewarded financially if they are able to reduce carbon emissions in their supply chains and demonstrate posi�ve

social impact on local communi�es.

Although the UK already boasts being home to the world’s five largest offshore wind farms, hopefully this recent announcement

will allow the UK to con�nue to cement its posi�on as a global leader in offshore energy.

[1] h�ps://www.gov.uk/government/news/boost-for-offshore-wind-as-government-raises-maximum-prices-in-renewable-

energy-auc�on

London Trainee Abi Barre� also contributed to this ar�cle.
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The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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