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Consultation on possible models for a Ccapacity mechanism

Statnett believes that it's in the interest of Graat Britain fo facilitate realization of new interconnectors.
Combining the flexible Norwagian hydro power system with the GR generation mix will increase the
overall efficiency of the two power systems, The NSN interconnector can also contribute to reduce
greenhouse gas emissions from the GB electricity market, by enabling more wing power to be infroduced
in the GB market.

investing in interconnectors is expencive and involves a significant risk. it's important that a capacity
mechanism doesn’t remove the incentives for investing in intercornectors, by capping prices or
increasing risk. This may otherwise increase total costs for the power system,
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Question 6: Government prefers the form of economic despatch described here. Which of the
proposed despatch models do you prefer and why?

The level of the despatch price is very important. The despatch price should be significant above the
highest long-run marginal cost in the slectricity market to minimize market distortion. Otherwise one may
risk that for instance demand flexibility is not optimally utilized.

Question 17: How should the reference market for reliabllity contracts be determined and what
would be an appropriate reference market If it is set by the regulator? How could any adverse
effects of choosing a particular option be mitigatad?

if reliable capacity is not sold in the reference market the providers face the risk of having to pay back
more than they earn. Hence, the providers of reliable capacity have an incentive to sell their electricity in
the reference market to hedge against the risk of these paybacks. The Framework Guideline on Capacity
Allocation and Congestion Management for Electricity and and the development of codes may give
reduced flexibility for interconnector owners to choose markets for the capacity themselves.

To avoid increased risk for interconnectors, the design of a Reliability Market should take this in to
account when deciding on a reference market.

Question 22: How can a Capacity Market be designed to encourage the cost-effective participation
of DSR, storage and other non-generatton tachnologies and approaches?

Interconnectors can be competitive participants in a capacity market. During peak-hours flexible
Norwegian hydro can be exported and provide GB with more capacity. if sucha rrechanism is
introduced, it will be suboptimal to discriminate against interconnectors.

Yours faithfully
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