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1. Our auction expertise and the AURES project



Recommendations based on 20 years of
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Part of the EUH2020
research project on -
renewables auctions

Guidehouse/Navigant/Ecofy
>850 energy experts

>60 offices worldwide

>20 years experience designing &
implementing competitive
procurement/auctions

Supporting EBRD in several projects in 1
the introduction of auctions in Energy
Community Contracting Parties




AURES II: EU funded research collaboration AUR=S
on auctions for renewable energy support {
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2. The move towards market-based support schemes



Auctions/competitive procurement are NUR=S
iIncreasing worldwide B8

B Countries that have held
renewables auctions

B Countries with an auction policy
in place that
are yet to hold an auction.

Source: Bloomberg NEF. Note: In the U.S., we classify as auction the offshore wind tenders organised at a state level.



New rules, new risks - understanding the

transition towards auctions

NUR=S
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Transition from feed-in tariffs to

auctioned tariffs

Increases volume control,
Increases price competition

Increases new risks for bidders
(pre-development costs and risk
of sunk costs)

Quickly reflects market price
developments but requires
competition (more difficult for
small markets with few
participants)

More difficult for some smaller
bidders

Administratively-set feed-in tariff

Remuneration

1 Realized projects
Non realized projects

defined
tariff

1

« Government sets price
 Market sets volume

Auctioned tariff

Remuneration

[] Awarded bids
Non awarded bids

clearing
price .

« Government sets volume
« Market sets price



EU State Aid Guidelines require auctions NUR=S

in most cases |
European Union Energy Community
» Since 2014, the EU Commission’s  * RED Il is not yet transposed,
Guidelines on State aid for potentially in 2021
environmental protection and . In 2015, ECS adopted guidelines

energy 2014-2020 (EEAG) require
the introduction of auctions to
determine the amount of aid and
its payment in form of a market
premium.

to endorese energy and
environmental guidelines to
enforce in practice

« RED Il functions as “rule book”



EU State Aid Guidelines allow for some
exemptions from auctioning
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Operating aid for electricity from renewable energy sources (section 3.3.2.1. EEAG)

v
Transitional phase
(2015-2016)
x
Smoli-scale instaliations Large-scale installations
(de minimis, point 127 EEAG) s
Installations with installed Exemptions: Negative outcomes of
electricity capacity < 1 MW; competitive bidding (point 126 third
or porogroph EEAG)
Demonstration projects; or
Wind energy installations with * Onlyone or very Emited number of
installed electricity capacity < projects or sites eligible; or
6 MW or < 6 generation units * Higher support levels (e.g. through
strategic bidding); or
*  Low project realisation rates
(through underbidding)
. -
Non-binding 5% quota No competitive bidding No competitive bidding Competitive bidding process on the basis of clear, transparent and non-
(point 126 first requirement requirement discriminatory criteria

v
Exemptions: Suboptimal result of
competitive bidding open to all generators
(point 126 fifth paragroph EEAG)

*  Longer-term potential of a given new
and innovative technology; or

* Need to achieve diversification; or

* Network constraints and grid stability;
or

*  System (integration) costs; or

* Need to avoid distortions on the raw
markets from biomass support

v
Compaetitive bidding process limited to
specific technologies
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3. Regulators as auctioning authorities?



Which should be the auctioning NUR=S
authority? {

« Options for auctioning authority include regulatory agency, ministry, market
operators, state utility, dedicated agency

* When to choose which agency?

« Choice of auctioning authority often dictated by regulatory framework/procurement
law

 Auctioning authority needs sufficient staff & funding capacity to transaction before,
during and after auction

« If ministry is the auctioning authority, then regulatory agency can still fulfil overview
role

* No matter which agency is chosen, all relevant government actors in
should be included in a dedicated auctions working group



In the EU different institutions are chosen

as auctioning authorities
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Country Auctioning authority

Lithuania National Commission
Germany Regulator

France Regulator

Greece Regulator
Denmark Energy Agency
Poland Regulator

Ireland Ministry

ltaly Market operator
Hungary Regulator
Slovenia Energy Agency
Estonia Ministry
Netherlands Enterprise Agency
Luxembourg Ministry

Croatia Market operator




The process to design auctions Eﬁ

Target ?/Iarkle’: 8; Implementation
definition eguiatory
analysis
Policy goals Market size Institutional set-up  Drafting of required Lessons learned
Pre-developed General design documents Adjustment of
project elements Market building procurement design
Market players Procurement Procurement
Technology cost procedure conduction
Project development Conditions for * RfQ
& operation participation « RfP and awarding
Existing regulations Deadlll_nes and of bids
& incentives penaities Contracting
Monitoring of
realization

14



Regulators have an important role NUR=S
guarding competition {

* Ensuring sufficient competition through the auction design

 Auction supply (projects) needs to be higher than demand (auctioned

volume)
« Build market interest and ensure adequate bankability of projects

 Avoid bidder collusion

* In small markets with strong market concentration, static auctions might be
more suitable than dynamic auction to reduce the risk of price coordination

« Ownership disclosure of projects can detect bidder concentration
 Bidder diversity helps to reduce the risk of collusion



Agenda '|5|

4. Support market premiums



Purpose of Feed-in-Premiums for NUR=S
renewable energy support {

« Support mechanisms aim to bridge the gap between the cost of
deploying RES projects and the revenues that they can earn in the
market, and to boost investment certainty through predictable revenue

Streams.

« Different types of support mechanisms exist, including feed-in tariffs
(FiTs) and feed-in premiums (FiPs).

* The structure of the electricity market and the risk allocation between
the power producers and the support counterparty (and ultimately society)
are among the key factors to consider when choosing the type of support
to award through auctions.



Types of premiums for renewable energy

support
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Feed-in-tariff
Total
Project

Time

Fixed premium

Total
Project
Revenues

Time

B Support premium [} Market revenues

(Asymmetric) sliding premium

1]

Total ’
Project
Revenues

Strike price

Time

Contracts-for-Difference (CfD)

Total Q . .
Revenues
Time

Payback




Comparison of strengths and

weaknesses of support mechanisms

Support scheme

Fixed FIT

+  Simplicity
* High planning certainty for investors;
low risk premiums

« Attractive for small RES-E generators

NUR=S

\

RES-E producers not exposed to market
signals

Not compatible with EU State Aid
Guidelines (except for small
installations)

Sliding FIP

* Relative simplicity
« Still high planning certainty for
investors; low risk premiums

Capped FIP

* Electricity market exposure

Slightly more complex than fixed FiT/FiP

Low budgetary certainty on support
costs

Market value of electricity only plays a
limited role

Fixed FIP

«  Simplicity

* High budgetary certainty on support
costs

+ Electricity market exposure

« Favours RES-E with high electricity
market value

Low planning certainty for investors;
higher risk premiums; RES-E generator
needs to predict market value

The increasing share of variable RES generation and the improving maturity of technologies such as wind and solar PV favour a gradual
transition from Feed-in Tariff to Feed-in Premium mechanisms. However, Feed-in Tariffs can be the appropriate choice of mechanism if
developed electricity markets do not exist yet.



Impact of different types of feed-in premiums
on investor risk and policy costs
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Fixed Premium FremIBmWIt: Floating Premium
Cap and Floor

high INVESTMENT RISK low

complex PRODUCER’S DETERMINATION OF SUPPORT NEEDED simple

low UNCERTAINTY OF POLICY COSTS high

high DEMAND-ORIENTED FEED-IN high

high DECENTRALISED DIRECT MARKETING high



Regulatory guidelines on feed-in premiums Eﬁ

European Union Energy Community

* Art. 4 RED lI: ,with regard to direct * Same as EU
price support schemes, support Status
shall be granted in the form of a « Currently bilateral agreement wholesale
market premium, which could be, markets, only Serbia and Ukraine have a

inter alia, sliding or fixed.” liguid day-ahead market (exchange)

« * North Macedonia has a Feed-in
* "Member States may exempt Premium based on bilateral agreements

Sma”'scale_'nStaHa_‘t'Onf and « Kosovo, Albania, Montenegro, North
demonstration projects Macedona are on track for a day-ahead
market in 2021




When are markets mature enough to NUR=S

_ . : |
introduce feed-in premiums? I
Market readiness can be monitored using We recommend tracking more indicators,
these indicators: such as:
* Traded volumes on the day-ahead market » Existence and availability of independent off-
relative to physical market size (i.e. churn takers and intermediaries
factor)

« Launch of an intraday market (the liquidity of

which could be monitored using similar

* Number and market share of main electricity indicators as suggested for the day-ahead
generating companies marke)

 Market concentration in the generation sector
(e.g. Herfindahl-Hirschman Index)

 Bid-ask spreads on the power exchange

« Market coupling and development of a
regional day-ahead market for South-East

* Number and market share of main electricity Europe
retailers
« Market concentration in the supply sector
(e.g. Herfindahl-Hirschman Index) As interim solutions Feed-in Premiums

based on bilateral agreements are possible
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5. Conclusion



- NUR=S
Conclusion T

 Auctions are increasing worldwide, and in the EU and Energy Community
Contracting Parties, partly due to State Aid Guidelines

« Regulators can assume the role of auctioning authority, EU examples
show the variety of options (ministry, regulator, market operator, etc.)

 Auctions should be designed in such a way that ensures competition and
avoids collusion

« Support can be paid as Feed-in Tariff or Feed-in Premium on the market
price, depending on the market maturity of a country

« EU State Aid Guidelines Different in general require the introduction of
feed-Iin premiums
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Thank you.
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