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Lonsultation guestions

Note: the references in square brackets refer 1o page and figure numbers in the
consultation document where more information can be found, and the questions are
set out in context. The consultation document is Annex C of the Eleciricity Market
Reform White Paper, and is available here-
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Targeted mechanism

1  Does this table [see Figure C3] capture all of vour major concerns with
a targeted Capacity Mechanism? Do you think the mitigation approach
described will be seffective?

While the table broadly captures concems of market efficiency and
operations, and accommaodation of different types of resources, the table
does not address sustainability of OSR resources once they become
operational. Sustainability is an important consideration in bullding a
capacity mechanism that wil properly incentivize new, adecuate, mixed
resources (o be built, including DSR,

- if it is selected and implemented, the Strategic Reserve should be designed
! in the coniext of a separate but permanent markel mechanism to the current
electricity market. While it is certainly prudent to design periodic reviews
into any electricity market construct, that review should be the basis for
_ improvements rather than conditioned approvals for continuance. To the
extent that the Strategic Reserve is subject to highly variable year to year
changes in participating volumes, or (o extent that it ig predicated on a year-
fo year decision to continue, the Strategic Reserve modet will not be
: afiractive 10 resources that seek and nesed continuity for investment, or in the
Response | case of DSR, sustainability. While this may not be apparent, it is absolutely |
true for DSR resources. DSR can be a very flexible resource, but one thing
it is not: it cannot be a resource that is here today, gone tomorrow, and be
back again the next day. '

Customers that provide DSR expect a market opporiunity with continuity,

. Once they are engaged, made ready-to-respond, and enrolled, they will not
be tolerant to a temporary suspension of the program, equivalent to "having
the rug pulled out from underneath them®. Once disengaged, they will not
re-engage until that facility manager has retired from the business. A modal
that seeks fo engage DSR resources on and off basis will riot be the pathto |
ensure that the demand side of the market becomes a vibrant part of the UK
market.

Anather concern is how soon the Strategic Reserve market can be :i
launched. One of the key advantages of a Strategic Reserves is that it can
probably be launched more quickly than & market wide mechanism. '
Mevertheless, if the opportunity fo participaie is stilt several years away, it
 will be difficult to atiract and maintain the interest of potential Strategic
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“Reserve pariicipants in the evelopment process (0 ensure that workabie
rules are developed. The Government should consider implemantation of a
- rangitional interim markat opportunity for non-traditional resources such as
| DBR, so that it can gain invaluable experience with how such resources

actinthe GBmarkel, e e

- How iong should the lead time for St
- procurement be and why?

rategic Reserve capacity

s is satisfactory for DSK resources. The
erally do not typically require significant

L A tead tme of between 1-3 year

it i

Should the length and nat
' Reserve procurement function be constra

ure of contracts procured by the Strategic
ined in any way?

may be appropriate and advisable to provide for Strategic Reserve
- pontracts for a term of several years, From the description in C2.5 C2.04
: - would appear that if the level of reliability is sufficient, no Strategic Resarve
Response may be procured # it is not needed. This means shat Strategic Reserve
| rEsources may o may not have the opportunity 10 earn revenue i a future
: | year. Strategic Reserve resources will likely naed more than & one year
revenue stream in order 1o cover fixed costs of development of Strategic

T

| Which criteria shoutd providers of Strategic Raserve be required to

L meet?

H

 The Strategic Reserve criteria should be develope
- need, not more o iess, and balance that need with the capability of the
resource. For example, if there is an identified need for capacity during
peak perods which ocsur predominately during certain hours of the day of
non-hotiday week days, it would be advisable to establish an availability
netiod for Stratagic Reserve resources around the hours of likely potential
| dispatch during week days. Confining the availability requirement to the

. period of likely dispatch would increase the potential pool of gligible

| pustomers.

are b .
How can a Strategic Reserva he designed to sncourage the cost-
5 effective participation of PSR, storage and other forms of non-

 generation technologies and approaches?




spatch (e.g. more than once In a week), These things can
{ not be known for certai '

fity in advance, but the Strategic Reserve
: requirements should b
| data can establish reasonable expectat

P Government prefers the form of economi
| Which of the do you prefer and why?

i Last resort despatch models tend ¢
_ | despatched so frequently as to ore

| {2.9. customers can find participation in DSR too burd
Response ! too frequentiy or for t

: | acceptable foo, Drovi

O ensure that DSR resources are not
ate “fatigue” by participating customers

ensome if despatched
o0 long a period), An economic despatch mods! is

ded the despaich price is high encugh 1o prevent foo

i i

ology and despateh price
-term pressures?

| The Government's proposat for a defined
: spatch price would be on

mpacling despatch pricin
Response | reasonable certaint

. Resource bidders |

he despatch price is independent from sho
nly allow it 1o be changed from o

How would the Strategic Reserve mathod
- best be kept independent from shor_t

& way to prevent short-term

g. Wis important 1o provide

¥ regarding despatch requirements to potential Strategic
. Another way 1o ensure that

ri-term pressures would be o

Do you agree that a Strategic Reserve should b periodically

| reviewed? if so, who would be best placed to carry out the review and
| how often should it be reviewed?
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- a market participant and be in a position o faciitate stakeholder dialogue
toward achieving CONSensus for reforms. The entity facifitating the raview
. should fikely not be Ofgem, as it will ikely have o render a determination
regarding disputed issugs.

which market should Strategic Reserve he soid

nto

. For DSR resources, if the Strategic Reserve resources are sold in a day

- ahead markst, # tikaly would provids for greatet despaich notice. The
Response | greater the dispateh notice opportunity to customers. the more customers
- can participate. if selling Strategic Reserve into the Balancing Mechanism
’ - would afford sufficient dispatch notice to enable DER 10 participate, then \
| selling Strategic Reserve into the Balancing Mechanism may be appropriate.

i SR i T

- Do you have any comments on the functionatl arrangements proposed
. for managing a Strategic Reserve?

s il

. Given the design proposed here and your answers to the above
14 | guestions, do you think 2 Strategic Reserve isa workable model of
Capacity Mechanism for the GB market?

Yes, a Strategic Reserve 5 a workable mode! of a capacity mechanism for
 the Great Britain market, Thers are many detalls that would need to be

Response | rescived, but a key advantage of a Sirategic Resetve is {hat it can be

How and by whom shoutd capacity in a GB market he bought and
why?

- Capacity should be purchased via a central srocurement authority. wodels
. that provide for suppliers to procure capacity on a bilateral bagsis tend o be
leas transparent and illicuid, and generally do not send price signals to the

- market to signal a need for enhance investment. '

Response




DSR is not a capital intensive resource, and is not as dependent upon

capital markets for investment in new resources. DER typically involves

bilateral confracts between the aggregator and the customer of 3-5 Years,

Response | and that same contract duration for a Capacity Market would provide

flexibility and certainty to DSR customers. Longer contract durations have

 fittle influence on the decision process and the polential participation of
DSR. '

How long should the lsad time for capacity procurement be? Should
there be special arvangements for plant with long construction times?

L

The importance of lead time is that it altows for uilding of a new
resource between the time of taking a primary position in the markef, and

. delivering against that position. Simitar to the above answer to Question #2,
! & lead ime of between 1-3 years is satisfactory for DSR resources.
EnerNQC recognizes the need for longer lead times for some resouUrces,
and suggests that a flexible design with variable lead imes should be
explored,

| However, subjecting all fesources to the same lead times for procurement

| will neither benefit all resources nor benefit the market. We recommend that :
the design account for the value of short lead time resources, ke DSR,

Short lead time Is one of the key characteristics of DSR, A portfolic of DSR

of fens, and even hundreds, of MVs can be procured and made ready-to-

| respond in one to two vears, comparad to typically much longer timas for

; - generation resources, including renewable resources. A capacity market

Response | mechanism that does not appropriately reward this characteristic is missing

: . @ key opportunity to reduce the market risk of inaccurate demand projections |

| and risk of over-procurement.

This could be accomplished by having a secondary market that allows for
market changes close in to the delivery period. Since DSR has a refatively
short lead time in comparison to other types of generation resources,
allowing for a secondary market open to DBER will improve market efficiency
and flexibility by ensuring a more competitive landscape for DSR, as well as
reduce risk for consumers.

Asa poi'm of commonality, it is difficult 1o see why there should be any :
differance In the primary lead time for a Strategic Reserve modet versus that
of a Reliability Capacity model,
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 Response

restrictions on participants

Yes, there should be a secondary market for capacily.

See our responss W0

Ouestion 14 above.

Liguidity in the markets is sssentiat for market efficiency. But itis both
- necessary ang appropriate to place restrctions on participants and producls
raded. For example, requiring participants 1o post financial assuyrance o

What are the advantages and dis

. cover the market risk of their transactions is an appropriate restriction.

advantages of making a cendral,

administrative determination of (i) the capacity that can be offered info
' the market by each generator; £it} the criteria for being availabie; and

The advantages of a t:em%aiized approach far outweigh the disadvantages
. for participation of DSR in 3 Capacity Marke! mechanism, as discussed

| {ill) the penalties for non-gvailability 7 In outline, how would you
suggest making these determinations?

herein and in answers 1o Questions #17 and 18 below.

| it is important for markel ransparency that commaon technical parameters

- are smployed 10 determine hoth the capacity that can be offered, and the

- basis for assessing and incentivising availability of that capacity. Ceniral

- adminisirative rules ensure that transparency and commonality, and this will
. be critical to participation of USR.

The oullineg for this process follows!

 capacity payments. S

{1) Resource capacity that can be offered determined by a robust

qualification process that provides details of the resowrce and
measurement criteria based on accepted industry practice, inciuding
for new resources a development plan with defined critical
milesiones. Resource capacity obtains an obligation in the Capacity
Market at no more than its qualified capacity. Embedded in this
process is allowancs for the appropriate de-rated capacity of the
resoutce based on the historical performance of those type
resources, such as wind (this is not to be confused with the forced
outage characteristics of the resource, which are typically acoounted
for by adjustments in the calcutation of the required system capacily
to rafiably meet demand);

{2} Availability criteria determined on basis of periods of time, or "system

events” triggered by real ime system nonditions of inadequacy that

deplete balancing supplies below appropriately determined levels for
snswring system reliability, For exarapte, this might be when there is
a depletion of reserves in the balancing market helow pradetermined

levels for & specified period of time; and

(3) Penaliies determined on a per event hasis. 1f the resource is

despatched in the case of the above event, and it does not show up
and deliver its obligated capacity, it is penalised some portion of its ;
ych penalties are designed not fo be punitive, |
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“but if the resource did net show up consistently is revenue
opportunity from the capacity market would he significantly eroded,
including complete forfeiture,

1 How should the reference market for refiability contracts he
defermined and what would be an appropriate reference market it it is

7 set by the regulator? How could any adverse effects of choosing a

The Reliability Model as described by the DECC in this consuitation would
be disadvantageous fo DSR and likely ot result in a robust demand side
participation in the capacity construct. The reasons for this will be discussad
below in response to Question #18. :

But if the Reliability Market mode! were to be adopted, the reference market
should be determined by a regulator or cenival body for alf contracts. This
approach provides market transparency and liquidity, and ensures that price
signals are sent to the market for enhanced investment (see our response fo
Quiestion # 12},

A supplier- based contract model would require aggregators to contract with
different suppliers under completely different call-option contracts, each of
which would require different contracts with customers and different
technology software delivery platforms. This is a much mors expensive

! procurement and delivery model, and less efficient, Essentially one

. customer would deliver to one set of rules, while another customer that

| might literally be next door, or at least in the same industry vertical market,

! would have another set of rules. This makes for confusion at the customer
Hevel, and more difficult for market penetration.

Response

ke price, but additionally the
construct by which the sirike price is implemented into the capacity market,

in & reliability capacity market with a strike price, the strike price is generaily
- designed to effectively cap the energy price during times of scaroity pricing

| by means of a claw-back in the capacily mechanism. The design allows all
' the generation capacily that clears to be able to participate in the refergnne
Respense | energy market at their short fun marginal costs without triggering the strike
price. The phifosophy is that since all the capaeity that was acquired is
sufficient to meet the adequacy needs of the system, then all of it should be
abile to compete in the energy market at their short run miarginal costs
without triggering the shrike price. Thus, when prices do excesd the strike

| price, as would be the case during periods of scarcily pricing due usually o
some extraordinary or persisting weather conditions, or due to some systam
ses of supply that creates regional adequacy




T shortages, these generators are ‘expected to be on line, garnering energy
| revenues, and thus hedging themselves against the claw-back of the
| revenues above the strike price in the capacity marikets.

| The issue this presents to DSR is due to the uniqueness of the opportunity

- costs for DSR resowces, which are both highly diverse amongst DSR

| customers (even those of the same commarcial or industrial type), and

' highly variable across hours of the day, days of the week, and weeks of the
year for any single individual customer. Thus, the above construct does not
- work well for DSR because tha strike price, if determined hased on the
highest DSR ppportunity cost - even it such cost were some weighed
average of an individuat customer's opportunity cost - would likely be
exoessive.

The other aspect of the striike price is the methodology by which itis
implemented. TO tacilitate the ability of DER 10 participate and compste in
the Reliability Market construct, it should represent a cap on the price of
energy that DR would eam in the electricity market, rather thano a claw-back

in the capacity market. As such, itis notreally part of the DGR capacity _5
market, axcepi that its presence in the electricity market is the direct rasult of |
the procurement of adequate supply in the capacity market,

The alternative is the methodalogy whereby the sirike price Is imptemented
only for the DER that delivers energy in the energy market; if it chooses not
to deliver, then it might be subject 1o availability penalties, but notto sirike
price claw-back.

 Otherwise, the determination of the strike price, ai whatever level, will only

| serve as effectively reducing the capacity market revenues for DSR without
L the opportunity for hedging against such claw-back by participation in the

- energy market. 1t will effectively represent a tax on NSR in the capacity

- market, in effect, it becomes a punitive penalty in the slectricity markel

| passed on as a penaity in the capacity market. |t fundamentally does not

- work for DBR.

Instead, the construct should include an availability penalty in the capacity

' market sufficient to provide the appropriaie mncentive for supply resources _
that have a capacity obligation by virtue of an auction mechanism o provide
| energy (or in the case of DSR to reduce energy consumpiion) during a
| system reliability event. Employing & significant availability penalty will serve
. as the primary incentive for performance in the capacity market (see our
responae to Question # 16 above). This strike price machanism beComes
lessofa penalty and more a ¢ap on the net cost of energy to load in the

| electricity market,

2 B

For a Reliability Market, what tovel of physical back up (i any) should
' e required for refiability contracts and how should it be monitored?



| The critical consideration for DSR, regardiess of the level of phys
employed, is that DSR must be allowed to participate in acquiring a capacity
L commitment ptior to having actual confractual relationships between the
| aggregators and the customers, To the extent that physical back up is a

Response | together with critical ritestones for that plan, |
i This can be accomplished, for exampie, in a qualification process prior to the
| capacity commitment process (auction), See our above response o :
 Question # 16, item {1).

i

el

| Do you agree that a vertically integrated market potentially raises
 issues for the effectiveness of a Reliability Market? If 50, how should
 these issues be addressed?

| Yes, we agree that a vertically integrat
- Reliability Market. '

| We suggest that the refiability contracts be centrally procured, on behalf of
% consumers, rather than attowing individual supplier condracts, This alone

: does not fully address the issue, since in practicality, a verfically integrated
company can elect to self-supply and infernally hedge their risks of supnly,
| But this would require fuj transparency of that self-supply and make that

: self-supply subject to the same market rules as all the other players.

The second aspect is {o require that any capacily participating in the

Response | capacily market would need to be qualified; Le., meet certain stringent

| requiremsnis as g condition of parlicipating. See the shove answers {o
| Questions 18 (item (1}, and 19,

| The third aspect is some form of financiat assurance on the qualified

| capacity as a condition of participation. This puts “skin in the game” on the
| part of the supplier of capacity, Retum of that financial assurance is
| predicated on the delivery of the obligation against the capacity commitment.
; since forfeiture of the financial assurance would be af the system level, this

| effectively prevents the simple transfer of monies between the generation

| side and supplier side of vertically integrated companies,

What could we do to mitigate interactions between z Capacity Market
{especially if a Reliability Market) and Feed-in Tariff with Contract for
| Difference without difuting the effectivencss of either?

i

; No comments.” EnerNOC would be keen io participate in continued dialogue
' Response | On this lssue,




| Response

23

 Response

 Howcana Capacity Ma
 affective participation of DSR, storage and other non-generation
technologies and approaches?

 See responses 1o Questions #5, 14, 17, and 18.

A sundamental tenet of any Capacity Market design should inchude an
opportunity for DSR participation as @ supply-side resource, poth inthe

| primary and in the secondary markets, in a mannet comparable o

- generation. 1 will be important 1o define the capacly product, of progucts,
raquirements that permit DER, slorage, and non-generation technotogies o
| participate.

S

5

ket be designed o pracourage the cost-

We do not agree that DSR typically cannot offer refiability for tong periods
and is therefore belter suited to secondary markels. This appears 1o
confuse sommitmernt periods with despatch event duration. While itis true
that DSR cannot be despajched for exceedingly long periods of fime due 1o
customer fatigus, the resource can be contracted for long periods covering
L one or multiple capacity commitment periods.

| We alzo-do not agree that treating DSK as reducing capacity Supply
obligations by sublraciing them from supphers’ capacity targets inthe

: capacily market is & viable market opportunity, and would not result in any
: demand elasticity in the GB market.

. Do you have any comments on the functional arrangements proposed |
| for managing & Capad !

| Mo comments.

i

Do you think that a trigger should be set for the introduction of &
- Gapacity Market? U so, how do you think the trigger should be
: o, and how should it be activated?

A wiggaring machanism for establishing a capacity market will be
counterproductive, Even in the absence of a triggering svent, the existence
- of @ rigger will introducs major uncertainty for those neading certainty in

- order 10 make investments. Following the establishment of a capacily

| mechanism, the existence of a trigger that could cause the capacity

. mechanism 0 terminate creates continuity soncerns that would be

* deleterious for capacity suppliers and may deter interest in participating in &
. capacity markel.
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' Response

! liquidity, and mark
| all resources with

| obligations of various

. bt thig

! does not mean they should be identical. DSR resources have different
| aftributes than geheration resources serving a Capacity function, and while

¢ both should be expected {0 mest the resource nees

d, itis appropriate 1o

{ provide for differences between the resource types.

Similar to the response to Question #1, another im

portant consideration in

i implementing DSR into a Capacity Market is the timing for launching that
| new market. Designing and impiemenﬁng a market wide mechanism wod
! fikely be longer than for a Strategic Reserve approach and certainly severaf

| Years away. [t wil be difficult to attract and maintaj

. Capacity Market D3R participants in the intervenin

i development

¥ echanicm Assessmen:

»~ particularly in fegions where it ig difficult to site new generation or builg

¢ fransmission.
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| Response

: m position regarding praference for a capacity
- mudel, bul strongly recormmends that either must provide a competitive

- opportunity for DSR to participate, and to do s, must recognize the
characteristics of he resource.

- Neither nechanism is well enough defined, especially in terms of the

| product requirements. Either mechanism could provide an apportunity for
| DRR, and sither model ocould be designed o sffectively create barriers 10 the
{ participation of DBR; the devil is in the details of both.

| the capanity mechanism seeks to sffectively integrate DSR into the mix of |
| resources and allow DSR a compete with other resources, then the design
| neads 10 sccommodate and appropriately vaiue the unique characteristics of |
| DSR; these include:
o Short lead time to bullt ~ 868 response to Question #14
o  Diverse and variable oppostunity costs — this impacts the type
of market-wide model, and specifically the issug of strike price
in a Reliability Market model; see response o Question # 18
o Quick responss, bul mited duration resource; Le., low energy

Plaase select the category below which best describes who you are rasponding on

hehalf of.

M Business representative organisationftrade body
™1 Central Government

1 Charity or sociat enterprise

M individual

M Large business { over 250 staf)
T Legel representative

M Local Government

™ Medium busingss (80 to Z5( staff)
1 Small business (10 to 49 staff)

1 Micro business (up to o staff)

(1 Trade union or staff aszociation
("1 Other {please describe).

Thank you for taking the fime i lat us have your views.

The Government does not intend to acknowledge receipt of individug! responses
uriese vou fick this box. 1l
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