European || RoBERT FLORENCE
" University §cEnmreror SCHOOL OF
‘ RSl S REGULATION

Capacity mechanisms: their compatibility with regards
to state aid rules and the principle of free movement

Dr Adrien de Hauteclocque, CJEU & EUI RSCAS (FSR)
January 2016, Dauphine



FAITH

!

LOSS OF FAITH

|

DISILLUSIONMENT

|

HOPELESSNESS

}

SPIRITUAL DEATH

7/ N\

ACTUAL DEATH TRANSFORMATION




Capacity Mechanisms: why?

* Massive influx of RES and financial crisis (decreasing demand)

* Leads to thermal asset stranding (mostly CCGT / lower coal import
prices) — closure / mothballing

Table ES1: EU utility impairments during 2013 - thermal and gas assets (Em)

Statkraft  14-Feb-13 375.95 27412 27412 German gas-poweT assets

GDF 25-Feb-13 2,000.00 2,000.00 2,000.00 EU gas-power assets

Suez

35E 22-May-13 692 87 36200 > 32780 UK CCGTs, coal assets

Verbund  12-Jun-13 1,130.00 1,030.00 653900 Austrian and French CCGTs
Vattenfall 23-Tul-13 346218 2,165.20 = 1,690.00 Dutch gas-power and coal assets
GDF 31-Tul-13 200.00 200.00 20000 Dutch, Fremch and German
Suez CCGTs

RWE 14-Ang-13 800.00 800.00 = 800,00 Dutch thermal generation assets
Total 6,661.00 653452 > 3,95092

* Decreasing capacity margins: threat on security of supply



Capacity mechanism: design types

Capacity Remuneration Mechanisms

Volume based

Targeted Market-wide

Strategic Capacity i Reliability
reserve obligation option




Capacity mechanisms: key econ/policy issues (1)

* How to avoid undue subsidies in the face of lobbying?
 how to avoid market distortions at national level?

* CRM design:
 Participation of non GEN activities, demand side and storage (need to
adapt design)
* Bidding process
e Obligations and penalties
* ‘fit” with other market design initiatives?

e X-border participation




Capacity mechanisms: key econ/policy issues (2)

* Market integration and governance:
* Possibly wide ranging effects on competition, trade and investment

* Limits of state aid control?
* What about regional harmonization?

* CRM and path dependency:

* « [t is difficult to properly define the capacity product, determine
the amount and location of capacity needed many years ahead,
and integratge diverse products that blend capacity and energy in a
variety of configurations. The problems are fundamental. It is not
easy to build a good forward capacity market model based on
sound principles. » Pr Hogan, Harvard University



Which EU provisions apply to capacity mechanisms?

1. State aid rules

2. Treaty provisions on the free movement of goods

3. 3" Energy Package, Security of Supply Directive 2005/89/EC
4. Antitrust rules (Article 101 and 102 TFEU)

5. EU Public Procurement rules

6. REMIT Regulation 1227/2011



Step 1: Is it state aid?
Article 107(1) TFEU
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Commission state aid inquiry (29 April 2015)

e Pursuant to Art 20a of the Procedural regulation = first time (follow the

decision on UK capacity mechanism)
 Focus on X-border trade distortions and discrimination

 The Commission seeks information from ministries, regulators, competition

authorities and relevant market participants
e Preliminary findings will be published for consultation

* Interim & final report foreseen in 2016 (?)



