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European
Commission

Role of DG Competition

Member States increasingly rely on measures to ensure security of supply
that pay capacity (mostly generators) for remaining available to the system:
known as 'capacity mechanisms'

DG COMP takes an interest in these measures, because they can constitute
State aid and can have a distortive effect on the Internal Energy Market,
particularly when badly designed and uncoordinated

Since July 2014 April 2015 - Nov 2016

Energy and Environmental

Aid Guidelines (EEAG) Sector Inquiry to identify

the situation regarding
State aid through
capacity mechanisms

Specific rules for
capacity mechanisms
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What did we find? —

Inquiry concluded Nov 2016: 35 mechanisms identified in 11 Member States

Targeted / market wide mechanisms:
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A: Amount of capacity paid /
contracted in a targeted
capacity mechanism

B: Amount of capacity paid /
contracted in a market-wide
capacity mechanism



What did we find? ——

Types of capacity mechanism
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Targeted Market-wide
Volume-based Price-based Volume-based Price-based




Establishing need

Economic adequacy assessment and
reliability standard

Market reforms first

Choosing an appropriate CM

Long term? Market wide Short term? Reserve Local issue or need for DR?

Ensuring proportionality
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'Capacity payments' not acceptable — need competitive price setting
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Protecting trade and competition

Open to all technologies, small sizes Open across borders (market wide)



Approved capacity mechanisms

GB — Scheme approved 2014:
* Central buyer
* Decision annulled Nov 2018
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IE / Northern Ireland — Scheme ’ %

approved 2017: o_ ¢

* Central buyer

DE — Schemes approved 2016 and

2018:

* Interruptibility scheme
(reserve)

* Network reserve

* Capacity reserve

FR — Schemes approved 2016 and
2018:

* De-central obligations

* Demand response tender
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— 30| 20.18' ' ' * Central buyer * Strategic reserve
e+ Flexibility remuneration
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Imbalance prices vs CM penalties

Use resources efficiently (short term)

Build right mix of resources (long term)

No better short term signal than electricity prices where:

Imbalance prices reflect the full value of electricity

Market participants have full balancing responsibility

Locational prices reflect transmission constraints




Electricity prices

Capacity mechanism
penalties
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Electricity Regulation: new rules
for capacity mechanisms

MSs must set reliability standard based on VOLL, eventually
based on ENTSO-E methodology. Formal role for NRAs

ACER opinion where national adequacy assessments deviate from
EU assessment

Commission opinion on market reform plans

Design rules for capacity mechanisms, including restriction on
most-polluting capacity

Rules for cross border participation and harmonised operational
rules to be developed by ENTSO-E
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More information

http://ec.europa.eu/competition/sectors/enerqgy/state aid to
secure electricity supply en.html

https://ec.europa.eu/energy/en/topics/energy-strategy-and-
energy-union/clean-energy-all-europeans
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http://ec.europa.eu/competition/sectors/energy/state_aid_to_secure_electricity_supply_en.html
https://ec.europa.eu/energy/en/topics/energy-strategy-and-energy-union/clean-energy-all-europeans
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Electricity regulation (Art 21): new rules mean
CMs must be open across borders
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ENTSO-e / ACER to develop various operational rules to enable harmonisation.




