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Introduction

e Competition in the wholesale power industry has been regarded as a good idea:
o Removes inefficiencies (reduces costs)
7 Removes excess profits (prices are similar to costs)

o Makes entry decisions more economical

e Investment decisions become responsive to prices — and efficiency — rather than
planning or any other objective

e Large part of the efficiency gains come from entry and this implies that the profit motive
should drive new investment decisions

e For new entry the concern in these markets is the:
o Market power of the incumbents

o Lack of profit motive of incumbents and possibility of stranded assets

e A number of measures could be introduced to promote competition in these
circumstances and “energy release” auctions have been one of the least intrusive

e This presentation reviews those cases and extracts lessons for their introduction
o Product: depending on the objective
= Allocation Method: depending on the product
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Power auctions are widely used

Promoting Competition
< u“ Energy releases
’n

e Virtual (option to purchase):
Fix the price for wholesale
electricity purchases (e.g.
France and Spain) not referred
to a plant

Entry:
Conventional
& renewables

e EUAs: for the

e Physical (obligation to
purchase): The auction winner
trades the energy from a plant

3d period in the wholesale market (e.qg.
e Suppliers: Alberta).
Buy energy —

e SOs: Reserve
and ancillary
services

{

. releases share the belief that entry and reduced
concentration are desirable
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Some examples

Market Concentration

Problem

Merger between
EDF and EnBW

Unions’ opposition
to divestiture
Weak retail

competition and
captive customers
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Response

Encourage new
retail entrants

Virtual auctions

o Options

o Baseload and
Peak

O Long term
durations

Problem

llliquid forward
market

An independent
study showed
concerns about
dominance and
weak competition
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Response

5 joint (Endesa-
Iberdrola) virtual

auctions

O Baseload and
Peak

O Different
durations

o Max: one year

Problem

Problem

Lack of
competition

Prices too low to
encourage new
entry
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Response

Physical power
sales (PPAs)
implemented
through auctions

PPA holder pays
to get capacity
available and
sells it on.

Private investor
entry affected by
incumbent’s
conduct

New investment
needed
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Response

Leasing has been
considered and
found to be too
complex

Virtual auctions
are being
discussed
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Effects of release auctions

... divestiture is more effective but costly to introduce

No asset sale No behaviour prescribed Incentives are altered
market power in the spot market is reduced
PROS CONS
e Perfectly divisible e Based on profit motive
: e Owner operates the plants and e In the presence of forward trading
Virtual has incentives for cost reduction easy to attract financial bidders

otherwise need for large size and

e Very simple contract drafting long durations

e Incentives to operate efficiently e Not divisible
e Incumbent does not set prices of e Reduced number of bidders
Physical these plants o Lower liquidity

e Simple contract drafting e Needs some retail access

e Long term investors
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Greece’s concerns and current options

Prices too low to
encourage entry

Retail prices not
reflective of generation
costs

Restricted access to
cheap lignite

High concentration in
wholesale and retail

SN

Power leases

Similar effect to release auctions on
market incentives

Different effect on operation
_ Difficult drafting of the contracts
Heterogeneous products hence
% complex allocation
Maintenance and operation incentives

2013
Few bidders may be interested
CO, costs to — S N

be included in Release auctions
the power price
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