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e The sector inquiry has identified a number of market reforms that may reduce concerns about security of supply or even
remove the need for capacity mechanisms altogether. Member States should therefore implement these reforms before
or while introducing a capacity mechanism.

e Prices that reflect the true value of electricity can provide signals for new investment in the reliable and flexible
capacity needed to deliver secure electricity supplies. Removing excessively low price caps, and instead allowing prices
to rise to reflect consumers' willingness to pay, is therefore a key market reform. Balancing market rules should be
improved so that costs borne by network operators to keep the system in balance are fully reflected in the imbalance
prices paid by market participants that are 'out of balance'. All market participants should have the incentives and the
opportunity to support system balance by making sure their actual metered electricity generation or consumption
matches the electricity they have contracted to buy or sell in forward markets.

«  Member States might be concerned that removing price caps, and higher peak wholesale prices, will affect retail prices.
The sector inquiry has found that such risks can be managed by the market itself, for instance by introducing hedging
products which allow suppliers and end consumers to protect themselves against price peaks, including over the longer
term via long term hedging contracts. Such longer term hedging can also help support a business case for investment by
generators, by converting uncertain potential scarcity prices into a certain regular income stream. A further uptake of
such hedging contracts should, therefore, be seen as a useful development that could help reduce the need for capacity
mechanisms in the first place.
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A second important market reform concerns the participation of demand response providers in the market. Increasing
the responsiveness of demand to prices in real time is of crucial importance because it can flatten demand peaks and
thus reduce the need for additional generation capacity. However, demand response providers still face important
barriers to participation in the market and the legal framework is fragmented across the EU. In some markets, demand
response providers are not allowed to participate, while in other markets the network tariff regime or the absence of
technical rules make it unattractive or even impossible for consumers to become active.

Finally, the sector inquiry demonstrates that delineation of bidding zones should be examined and revisited so that
appropriate local prices can form to stimulate investment in capacity in those places where it is lacking as well as in the
transmission infrastructure needed to move electricity from producers to consumers.

Member States proposing capacity mechanisms should make appropriate efforts to address their resource adequacy
concerns through market reforms. In other words, no capacity mechanism should be a substitute for market reforms.
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Understanding the profits of the large energy suppliers (OFGEM HP&Dk#)

The large legacy energy suppliers are complex businesses. They generate electricity and buy gas to
supply energy to homes and businesses, as well as trade between different parts of their businesses,
both in Great Britain and abroad. Since 2009 we’ve required the large legacy energy suppliers to
produce an annual ‘Consolidated Segmental Statements’ (CSS) to show the costs, revenues and profits
for the different segments of their generation and supply businesses. We're leading the way in making

this information easily accessible.
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