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ANNEXES

Annex I: Procedural information

Lead DG: DG Energy

Agenda planning/Work Programme references:

AP 2016/ENER/007 (Initiative to improve the electricity market design)
AP 2016/ENER/026 (Initiative to improve the security of electricity supply)

Publication of Inception Impact Assessment:

October 2015 (Initiative to improve the electricity market design)
October 2015 (Initiative to improve the security of electricity supply)

No feedback was received on the Inception Impact Assessments

Inter-service group:

An Inter-service group meeting was used comprising the Legal Service, the
Secretariat-general, DG Budget, DG Agriculture and Rural development, DG
Climate action, DG Communications Networks, Content and Technology, DG
Competition, DG Economic and Financial Affairs, DG Employment, Social affairs
and Inclusion, DG Energy, DG Environment, DG Financial stability, Financial
services and Capital markets, DG Internal market, Industry, Entrepreneurship and
SMEs, the Joint Research Centre, DG Justice and Consumers, DG Mobility and
Transport, DG Regional and urban development, DG Research and innovation, DG
Taxation and Customs Union.

Not all Directorate-generals did participate in each ISG meeting

Meetings of this ISG were held on: 28 October 2015, 25 April 2016, 20 June 2016
and 8 July 2016

Consultation of the RSB

241

The impact assessment was submitted to the RSB on 20 July 2016. On 14
September 2016, the impact assessment was discussed with the RSB. On 16 of
September 2016 the RSB issued it opinion, which was negative. It requested to
receive a revised draft of the IA report addressing its recommendations whilst
briefly explaining what changes have been made compared to the earlier draft. A
draft impact assessment was resubmitted on 17 October 2016. A positive RSB
Opinion, with reservations, was issued on 7 November 20167

The opinions and the changes made in response are summarised in the tables below.
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Comments made by RSB in first Opinion
of 16 September 2016

Modifications made in reaction to
comments RSB

Issues cross cutting to o

ther impact assessments

This IA and the IA on the revision of the
renewables directive need a coherent analysis
of renewable electricity support schemes.
They need to reconcile different expectations
of what the market will deliver in terms of the
share of renewable electricity and of the
participation of prosumers. Given uncertainty
on these issues, both IAs should incorporate
the same range of possible outcomes in their
analysis

An explicit vision of the EU electricity
market has been incorporated in section
1.1.1.4. This vision includes a section on the
connection with the share of RES E and
prosumers.

The IA should clarify and explain the content
and assumptions of the baseline scenario in
relation to the other parallel initiatives

A dedicated section was included in Annex
IV clarifying all points raised concerning the
baseline, REF2016 and EUCO27.

The baseline description in 5.1.2, 5.2.2,
6.1.1.2 and 6.1.1.4 was improved and
references were made to its more detailed
description in the Annex.

Issues specific to the present impact assessment

The IA report is too long and complex to
make it helpful in informing political
decisions. The Board recommends that this
report begin with a concise, plain-language
abstract of approximately 10-15 pages. This
abstract should summarise the key elements
of the A and identify the main policy trade-
offs

A plain-language abstract has been added at
the beginning of the document.

The report should present a clear vision for
the EU electricity market in 2030 and beyond
with a distinction between immediate
challenges and longer term developments.
This vision needs to be coherent with EU
policies on competition, climate and energy.
It also needs to be consistent with the parallel
initiatives, notably the revision of the RES
Directive. In particular, this applies to the
assumptions and expectations on what the
new electricity market design could deliver
on its own and whether the renewable target
requires complementary market intervention.

An explicit vision of the EU electricity
market has been incorporated in section
1.1.1.4 covering issues mentioned.

A detailed section on in RES E in connected
with the MDI is contained in a text box in
section 6.2.6.3. Another box is located in
Section 2.1.3.

Further clarifications have been added in
section 1.2.1 on interlinkages with RED II.

Based on a common (with other parallel
initiatives) baseline scenario, the report
should prioritise the issues to be addressed,
present an appropriate sequencing and
strengthen the treatment of subsidiarity
considerations such as for action related to
energy poverty and distribution system
operators.

A dedicated section was introduced in Annex
IV clarifying all points raised concerning the
baseline, REF2016 and EUCO27.

The baseline description in 5.1.2, 5.2.2,
6.1.1.2 and 6.1.1.4 was improved and
references were made to its more detailed

description in the Annex.
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Comments made by RSB in first Opinion
of 16 September 2016

Modifications made in reaction to
comments RSB

A dedicated section on sequencing was
introduced as section 7.5.3

Regarding the treatment of subsidiarity for
actions related to energy poverty, please see
sections 5.4.4; and 5.4.5. The report assesses
the options with regards to subsidiarity. It
argues that measures in Option 1 are
proportionate and in line with the subsidiarity
principle while measures in Option 2 entail
significant costs and may be better carried out
by national authorities.

When assessing the impacts of the different
options, the report should indicate whether
and how the models of “energy only markets”
will coexist with capacity mechanisms and
assess the risks of an uncoordinated
introduction of capacity remuneration
mechanisms across the EU. The impact
analysis should also report on the
effectiveness of the options to deliver the
adequate investment and price responses.

On how the models of "energy only markets"
will coexist with CMs, clarifications have
been introduced in section 2.2.2.

Section 6.2.6 now includes a sub-section on
investments, discussing all relevant issues.

Main recommendations for improvements

The analysis of support schemes for
renewable electricity should be consistent
across this impact assessment and the one
covering renewable energy sources. The
reports should clarify what support schemes
will be needed, and whether these are needed
only in case the market fails to deliver the
2030 EU target of at least 27% of RES in
final energy consumption, or will be used to
promote certain types of renewable energy.

An explicit vision of the EU electricity
market has been incorporated in section
1.1.1.4. This includes a vision on whether
outside-the- market measures to support for
RES E are needed up to 2030. The question
what type of out-of-market support
mechanisms are needed falls within the remit
of the RED II TA.

A dedicated section was included in Annex
IV clarifying all points raised concerning the
baseline. Via the definition of the baseline,
the impact assessment for the MDI and RED
IT are fully compatible, including as regards
the assessment of support schemes.

The IA should take into account the tendering
procedure envisaged for procuring support
for renewable energy producers and assess its
impact on the electricity market.

An explicit vision of the EU electricity
market has been incorporated in section
1.1.1.4. This includes a vision on whether
outside-the- market measures to support for
RES E are needed. A detailed section on in
RES E in connected with the MDI is
contained in a text box in section 6.2.6.3.
Further clarifications have been added in
section 1.2.1 on interlinkages with RED II.
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Comments made by RSB in first Opinion
of 16 September 2016

Modifications made in reaction to
comments RSB

In addition, even though the report does not
present a blueprint for a capacity
remuneration mechanism (as it is in the remit
of the state-aid guidelines/EU competition
policy), it should analyse possible detrimental
effects of such mechanisms being introduced
in the EU in an uncoordinated fashion. In
particular, the IA should examine distortions
to investment incentives and price setting
mechanisms.

The clarification in Annex IV as regards the
baseline explains how, the impact
assessments for the MDI and RES E are fully
compatible, including as regards to the
tendering procedure (see section on current
market arrangements in Annex [V).

Text adapted in section 2.2.2 and included a
reference to forthcoming report by DG
Competition.

The expected involvement of consumers and
prosumers in supplying electricity and
managing its demand has to be consistent
across the two impact assessments.

The analysis should integrate the effects of
potentially more volatile electricity prices and
high fixed network costs on prosumer
involvement and on the long-term risk that
these might disconnect from the network as
local storage technology evolves.

An explicit vision of the EU electricity
market has been incorporated in section
1.1.1.4.

This includes a vision on prosumers and the
risk of disconnection, which is further
developed in a text box in Section 6.1.4.2.
Also the RED II IA has been adjusted.

In devising the options, the report should be
proportionate to the importance of the
problems/objectives and realistic in assessing
what can be achieved. For instance, options
linked to the issue of energy poverty (being
part of the social policy) should be built
around increasing transparency and peer
pressure among Member States rather than
the single market motive.

See section 2.4.1 and section 5.4.4. The
report clarifies the main objective of the
measures linked to energy poverty (i.e.
description of the term 'energy poverty' and
measurement of energy poverty), which
already apply to Member States (Member
States should address energy poverty where it
is identified). Better monitoring of energy
poverty across the EU will, on one hand, help
Member States to be more alert about the
number of households falling into energy
poverty, and on the other hand, peer pressure
encourages Member States to put in place
measures to reduce energy poverty.

The baseline scenario should be clarified,
including the link with the 2016 reference
scenario and underlying assumptions

A dedicated section was included in Annex

IV clarifying all points raised concerning the
baseline, REF2016 and EUCO27.

Some more technical comments have been
transmitted directly to the author DG and are
expected to be incorporated into the final
version of the impact assessment report

All technical comments have been addressed.
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Comments made by RSB in first Opinion
of 16 September 2016

Modifications made in reaction to
comments RSB

The IA report needs to be more reader-
friendly and helpful for decision-making. The
report should contain a 10-15 page abstract
that succinctly presents the main elements of
the analysis, the policy trade-offs and the
conclusions. The main text should be
streamlined to contain the crucial elements of
the analysis in the main part of the report

A reader friendly abstract that succinctly
presents the main elements of the analysis,
the policy trade-offs and the conclusions has
been added to the main text of the IA.
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Comments made by RSB in second
Opinion on 7 November 2016

Modifications made in reaction to
comments RSB

Opinion RSB on resubmission

Restoring price signals for investments is
one crucial element of the revised market
design. The report is clearer on its view
that undistorted markets deliver the right
price signals for investment. The report
should more convincingly explain how
adequate pricing could be achieved in the
presence of national capacity markets and
subsidies for renewables which might
exacerbate excess capacity in the market.
The report should assess the risk of
persistent low electricity wholesale prices
and associated consequences for the
effectiveness of the initiative. What would
be the effects for investment, demand
response, elimination of subsidies, and
consumer benefits?

Reference is made to the new Box 9
underneath Section 6.4.6 for further
explanations, which was added following
the RSB comments.

Further recommendations for improvements

Internal coherence and risks:

The analysis in the report demonstrates
that the vision for the EU electricity
market in 2030 and beyond relies on the
implementation of many different policies
and assumptions, and is subject to
numerous risks. The narrative of the report
should more clearly reflect these risks. The
report should propose modalities to review
assumptions and monitor implementation
at intermediate stages. The text of the
report should reflect the trade-off between
restoring the EU internal energy market in
its pure form and government intervention
to support renewable energy sources and to
maintain security of supply.

Text has been added to Sections 8.1 and
8.2.2 with regard to the reviewing of
assumptions and monitoring of
implementation.

The 2030 RES E objectives are part of the
base-line of the analyses. Trade-offs
between government interventions in
support of RES E are investigated in the
REDII impact assessment. However, in the
present report, it has been rendered more
clearly what elements of the RED II
initiative are important to the impacts of
the present initiative.

See in this regard Section 1.1.1, 1.2.1, Box
7 under section 6.2.6.3, Box 9 under
Section 6.4.6 and Annex IV.

It is noted that improving market
functioning reduces the need for
government intervention with regard to
both RES E (See Section 1.1.1.4, Box 7
below section 6.2.6.3 and section 7.5.1)
and resource adequacy (See section 6.2.2.1,
Section 6.2.6.3 and Section 7.5.1).

Impact analysis: The vision of an energy
Union places citizens at its core. The
report should therefore better address the
risks and benefits to consumers, especially
with regard to expected higher price
variability. It should discuss not just
possible long run benefits, but also costs
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The risks of greater price variability have
been introduced in two new text boxes in
Section 5.1.4.3 (Box 4) of the main impact
assessment document, and in Section 3.1.5
of the Annexes to the Impact Assessment.
These specifically address the benefits and
risks of dynamic electricity pricing
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Comments made by RSB in second
Opinion on 7 November 2016

Modifications made in reaction to
comments RSB

(including switching fees) in the short and
medium term. In the same vein, the report
should examine the impact of the policy on
various groups of consumers

While the Board takes note that impacts
are based on modelling, the results of the
modelling should be critically reviewed to
avoid false expectations, in view of many
assumptions taken. For instance, the
modelling results in the average level of
wholesale prices at 74€/MWh already in
2020 and 103€/MWh in 2030). The
attainment of these price levels is hard to
imagine in reality, given that currently that
level is around 34€ and more renewable
capacity is being deployed into the system,
still benefitting from the current support
schemes for RES-E (based mostly on feed-
in tariffs). Lower than modelled wholesale
prices could seriously undermine the
investment outcome, the assumed
increased engagement of consumers and
demand response — the cornerstones of the
EU Energy Union.

Similarly, the effectiveness of the revised
RES-E support schemes (as proposed in
the RED II TA) is not critically discussed.
First, the report needs to emphasize that
they would not be based on any type of
feed-in tariff but premiums on top of
market revenues and these premium will
be auctioned. Second, the report needs to
consider the fact that such auctions may
not necessarily be effective in reducing the
support to renewable energy sources. This
is particularly relevant in a situation where
the share of renewables in the electricity
generation mix is expected to grow
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contracts, which are a frequent concern of
consumer groups.

The impacts of the measures in Problem
Area IV (Retail Markets) on different
groups of consumers have been addressed
in a text box in Section 6.4.3.2 of the
Impact Assessment Report (Box 8) and text
boxes in Sections 7.1.5, 7.2.5, 7.3.5, 7.4.6,
7.5.5, and 7.6.6 of the Annexes to the
Impact Assessment.

To improve clarity, the new Box 9 includes
further explanations. Please also see new
footnotes 345 and 384

It has been made clearer that market based
support schemes, such as premium schemes
combined with auctions, are an underlying
premise of the impacts of the present
initiative. (See section 1.1.1, 1.2.1, Box 7
under section 6.2.6.3, Box 9 underneath
section 6.4.6 and Annex IV)

The phase-out of non-market based support
schemes has already commenced under the
EEAG adopted in 2014 and is further
reinforced by the measures proposed by
RED II. It is therefore assumed that non-
market based support schemes are fully
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Comments made by RSB in second
Opinion on 7 November 2016

Modifications made in reaction to
comments RSB

substantially and the wholesale prices will
be depressed at least until the current
support schemes for RES-E are reviewed
in 2024.

phased out by 2024, whereas the impact
assessment looks at the situation in 2030.
For more detail see Annex IV.

The cost effectiveness of the RES E
support schemes as such is the subject of
the RED II impact assessment.

Procedure an

d presentation

While the report is still very long, the
inclusion of the abstract has improved the
presentation of relevant information,
though the issue of policy trade-offs
(market vs. government interventions)
should be emphasized more explicitly

References to policy trade-offs (market
versus government intervention) have been
further emphasised. See for instance the
abstract, page 10 and 13 and Sections
6.2.2.1,6.2.6.3 and 7.5.1. Furthermore,
Options 2 and 3 under problem area II
expressly seek to address the compatibility
of government intervention in a market
context.

An overview of evidence and external expertise used is provided in a separate annex.
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Annex II: Stakeholder consultations

Public consultations

In preparation of the present initiative, the Commission has conducted several public
consultations, in particular:

- public consultation on generation adequacy, capacity mechanisms, and the internal
market in electricity, conducted in 2013;

- consultation on the retail energy market, conducted in 2014;

- public consultation on a new energy market design, conducted in 2015;

- public consultation on risk preparedness in the area of security of electricity supply,
conducted in 2015.

These public consultation and their results are describe in more detail below.

Stakeholder opinions are also summarised in boxes for each main policy option in section
5 and, if appropariate, elsewhere of the present impact assessment. Even more detailed
representations of stakeholder opinions are contained in Section 7 of each the annexes
assessing the options for detailed measures.

Public consultation on generation adequacy, capacity mechanisms, and the internal
market in electricity

Resource adequacy related issues were the subject of a public consultation! conducted from
15 November 2012 to 7 February 2013 through the "Consultation on generation adequacy,
capacity mechanisms, and the internal market in electricity”. It was open to EU and
Member States' authorities, energy market participants and their associations, and any
other relevant stakeholders, including SMEs and energy consumers, and citizens. It aimed
at obtaining stakeholder's views on ensuring resource adequacy and security of electricity
supply in the internal market.

As regards the quality and representativeness of the consultation, the consultation received
148 individual responses from public bodies, industry (both energy producing and
consuming) and academia. Most responses (72%) came from industry. Responses were of
a high standard, not only engaging with the questions posed and the challenges being
addressed, but bringing valuable insights to the Commission's reflections of this important
topic. The consultation appears representative in comparison with similar consultations.

https://ec.europa.eu/energy/sites/ener/files/documents/20130207_generation_adequacy_consultation_d
ocument.pdf
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The following paragraphs provide a summary of the responses available on the
Commission's website?. The responses and a summary thereof are also available on the
Commission's website>.

(i)

(i)

Government interventions. Respondents to the consultation responses repeatedly
highlighted the policy uncertainty and national uncoordinated interventions of
various kinds, in particular support for renewables, as being critical elements in
discouraging investment. This was highlighted frequently by industry and also by
academics and think tanks. The related issue of fixing the flaws of ETS was also
raised repeatedly by industry. For example Energy UK states that "national
measures often response to a lack of coherence in EU energy policy itself — in
particular there is a conflict between the market driven approach to liberalisation
and to EU ETS and the various sectoral targets in renewables, energy efficiency
etc.”" The Netherlands (Ministry of Economic Affairs) responded "the absence of a
credible carbon policy and a lack of proper market functioning cannot be
underestimated'",

Market functioning. In the context of a weak demand and economic crisis, Europe's
energy markets today area was deemed characterised by two developments: the
integration of large amounts of renewables and the implementation of the EU target
model. This was clearly reflected in the responses to this consultation. Overall
respondents' opinions were split as to whether energy-only markets could deliver
investments needed to ensure generation adequacy and security of supply.
However, there is near unanimous support from respondents for the importance of
the completion of the integration of day-ahead, and close to real time markets as a
an important contributor to security of supply although, some respondents caution
that this will not address fundamental problems with whether energy-only markets
can deliver resource adequacy Similarly, there are strong calls facilitating demand
side response and the development of grids in line with the ten year network
development plan. Almost all responses to the consultation raised the impact of
RES E on the market. For example the UK response discusses the impact that more
low marginal cost pricing will have on the market, and the issue is discussed in
detail in the Clingendael paper submitted in response to the consultation. Industry
in particular raised the issue about the impact that RES E support schemes had on
the market. While many raise the issue of any out-of-market support creating
distortions, the position set out in the response of Eneco, a Dutch company is worth
quoting "In general, support for specific energy sources does not undermine
investments to ensure generation adequacy, it just changes the merit order. But
details of support mechanisms can, specifically if a support mechanism lowers the
value of flexibility". This consideration can be seen in the numbers of respondents
who cite priority dispatch or lack of balancing responsibility for RES E producers
as posing particular problems on the market, an issue which is separate from the
level of support for RES producers, as indeed recognised by Germany who stat in

(8]

3
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https://ec.europa.cu/energy/sites/ener/files/documents/Charts Public%20Consultation%20Retail%20E

nergy%?20Market.pdf

https://ec.europa.eu/energy/en/consultations/consultation-generation-adequacy-capacity-mechanisms-
and-internal-market-electricity
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(iii)

(iv)
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their response "Allerdigs ist ein Umstieg von der Festvergutuetung unter der
garantierten Abnahme des EE-Stroms auf ein System der Marktintergration
notwendig, in dem die Erneueuerbaren ihre Einspeisung an dem Marktpreissignal
orientieren...".

Assessing security of supply. There is widespread recognition of a need for
improved assessment of generation and security of supply in the internal market
given the impact of both RES E and market integration. Proposal have been made
suggesting a need for more scenario analysis based on different weather conditions,
different timespans for the assessment (long-term, short-term), more detailed
assessment of flexibility and more coordination between TSOs and more sensitivity
analysis. In this regard the existing ENTSO-E generation adequacy assessment is
not felt to meet future needs, without suggesting that ENTSO-E is not carrying out
its current role properly. There is particularly strong support for more regional
generation adequacy assessments combined with a common methodology for
undertaking such assessments. For example France in its response states "Il
pourrait notamment étre utile de renforcer la cohérence a l’échelle régionale des
différentes méthodes d’analyse et des scénarios produits au niveau national,
souvent interdépendants. Ces analyses régionales viendraient ensuite alimenter un
exercice réalisé a l’échelle de [’Union". Support for binding standards is less strong
among respondents. Many of those who, in principle, would welcome common
standards point to the difficulties in establishing such standards while MS retain
responsibility for Security of Supply (and hence determining standards). Others
(such as the Oeko institute) consider that more harmonised activities of Member
states are essential in the internal market. There was limited support for a revision
of the Security of Supply directive, which was perceived to fulfil its limited role.
Again France states that "I/ apparait préférable de privilégier |’élaboration rapide
de ces codes et achever ainsi la mise en oeuvre des dispositions du 3°™ paquet
avant d’envisager des mesures nouvelles au travers de la refonte de cette
directive.” However some stated that since the Directive was adopted before the
Third Package, the situation after the Third Package is different and therefore the
level of cooperation prescribed by the Directive does not correspond to today's
situation. Summarising, there was widespread support for a reassessment of how
generation adequacy and security of supply are assessed, and a recognition for the
need for actions to be coordinated. The question which stands out is what are the
best tools to do this. Here the electricity coordination group ('ECG') (explicitly
mentioned by several respondents) can play a critical role. The Commission will
continue to examine what are the best tools available to achieve the widely
supported aim of improved generation adequacy assessment.

Interventions to ensure security of supply. As already noted opinion is divided on
whether energy only markets can deliver the investments which will be needed to
ensure generation adequacy and security of supply in the future. However, there
were even more varied opinions on the effectiveness of different capacity
remuneration mechanisms. Given this divergence of opinion therefore there is only
limited support for a European blueprint, many respondents pointing to divergent
local circumstances and the need to address specific problems as militating against
such an approach. Against this there was very strong support, particularly among
industry and academica, for EU wide criteria, governing capacity mechanisms
extending also to the high level criteria which proposed in the consultation paper.
Among Member States the UK specifically called for criteria to be linked to State
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aid assessments, and notwithstanding caution about overly detailed assessment at
EU level its detailed comments on the individual criteria in the consultation paper
were broadly supportive. FR states "Il est toutefois utile et légitime que la
Commission européenne suive de pres ['impact des choix des Etats membres sur le
marché intérieur” but also cautions that "Il semble prématuré a ce stade de définir
des criteres détaillés de compatibilité avec le marché intérieur". DE states that the
Commission "im Bedarfsfall eintreten, der die Koordinierung zwischen den MS zu
einer stirker gemeinsamen ...Gewdhrleistung der Versorgungssicherheit
erleichtert.".

Consultation on the retail energy market

A public consultation dedicated to electricity retail markets and end-consumers* was

conducted from 22 January 2014 to 17 April 2014. It was open to all EU citizens and
organizations including public authorities, as well as relevant actors from outside the EU.
This public consultation aimed at obtaining stakeholder's views on the functioning of retail
energy markets.

As regards representativeness and quality, the Commission received 237 responses to the
consultation. About 20% of submissions came from energy suppliers, 14% from DSOs,
7% from consumer organisations, and 4% from NRAs. A significant number of individual
citizens also participated in the consultation.

The following paragraphs provide a summary of the responses, which are also available
on the Commission's website>.

(v)  Retail competition. Respondents to this public consultation felt that market-based
customer prices are an important factor in helping residential customers and SMEs
better control their energy consumption and costs (129 out of 237 respondents
considered that it was a very important factor while other 66 qualified it as
important for the achievement of the said objective). Moreover, out of 121
respondents who considered that the level of competition in retail energy markets
is too little, 45 recognised regulation of customer prices as one of the underlying
drivers.

81% of the respondents agreed that allowing other parties to have access to
consumption data in an appropriate and secure manner, subject to the consumer's
explicit agreement, is a key enabler for the development of new energy services for
consumers.

As regards whether it is sufficiently easy without facing disproportionate
permitting and grid connection procedures for a consumer to install and connect
renewable energy generation and micro-CHP pursuant to the provisions of the RES
and Energy performance in buildings Directives the views are split.

4
5

https://ec.europa.cu/energy/en/consultations/consultation-retail-energy-market

https://ec.europa.cu/energy/sites/ener/files/documents/Charts Public%20Consultation%20Retail%20E

nergy%?20Market.pdf
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(vi)

(vii)

(viii)
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Consumer issues. 222 out of 237 respondents to the retail market public
consultation believed that transparent contracts and bills were either important or
very important for helping residential consumers and SME:s to better control their
energy consumption and costs.

When asked to identify key factors influencing switching rates, 89 respondents out
of 237 stated that consumers were not aware of their switching rights, 110 stated
that prices and tariffs were too difficult to compare due to a lack of tools and/or due
to contractual conditions, and 128 cited insufficient benefits from switching.

178 out of 237 agreed that ensuring the availability of web-based price comparison
tools would increase consumers' interest in comparing offers and switching to a
different energy supplier. 40 were neutral and 4 disagreed.

Only 32 out of 237 respondents agreed with the statement: "There is no need to
encourage switching". 98 disagreed and 90 were neutral.

DSOs and network tariffs. The majority of the respondents consider that DSOs
should carry out tasks such as data management, balancing of the local grid,
including distributed generation and demand response, and connection of new
generation/capacity (e.g. solar panels). The majority of stakeholders thought these
activities should be carried out under good regulatory oversight, with sufficient
independence from supply activities, while a clear definition of the role of DSOs
(and TSOs), but also of the relationship with suppliers and consumers, is required.

Regarding distribution network tariffs, 34% of the respondents consider that
European wide principles for setting distribution network tariffs are needed, while
another 34% is neutral and 26% disagree. Time-differentiated tariffs are supported
by ca 61% of the respondents, while the majority of stakeholders consider that cost
breakdown (78%) and methodology (84%) of distribution network tariffs should
be transparent.

The majority of stakeholders also consider that self-generators/auto-consumers
should contribute to the network costs even if they use the network in a limited
way. To this end, ca. 50% of the respondents consider that the further deployment
of self-generation with auto-consumption requires a common approach as far as the
contribution to network costs is concerned.

Regarding self- consumption, self- consumers should contribute to network costs
even if they use the network in a limited way and further deployment would require
a common approach. Moreover, however the responders think that to this end a
common approach with simplified related administrative procedures is required.
Granting of financial incentives by Member States to promote self-generation and
auto-consumption splits views evenly.

Demand response. Over 50% of the responders think that residential consumers
lack sufficient information to use energy efficiently and make use of advances in
innovation that have enabled a broad range of distributed generation and demand
response for industrial and commercial consumers. While the views are split in
respect to the ESCOs role to facilitate the favourable contractual arrangements and
other related services and as regards the access to respective choices of energy
efficiency services consumers have. Similarly, responders' views diverge when
assessing whether there should be done more to support the establishment of
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ESCOs that are active in the field of energy efficiency. In particular, 44% of the
answers indicate that indeed there is more room to support ESCOs establishment
and 28% of the answers received point out that are satisfied with the related service.

Moving on, the overwhelming majority industrial consumers are satisfied by their
access to demand response and balancing services while on the same question the
views coming from SMEs and commercial suppliers are split. Further, 24 of the
residential consumers have access to demand response and balancing services
while this percentage is 35% for the commercial sector and SMES and reached the
66% for industrial customers. As to the entity of the demand response service
provider, over than 70% of the responders believe that this service should be
provided by the suppliers, though 50% thinks that aggregators are also fit to provide
the service while a minority would allocate this task to the DSOs.

Most responders view that they should be able to be participating in aggregation
programmes irrespective of their load size in primary balance markets. The best
way of making this happen is through aggregators and developing products taken
into account consumers flexibility characteristics and size. In addition, responders'
tend to agree that related demand response products should be hassle-free,
applicable to all consumers' profiles. People also disagree with the claim that very
specific data management tasks with regards to various distribution network actors
should be defined at European level.

Suppliers are perceived as having the most access to dynamic pricing and/or time
differentiated tariffs. They should first and aggregators, as a second choice, offer
demand response services and dynamic pricing to residential consumers, SME:s.
Unclear benefits, regulatory barriers and then unclear legal framework are
identified as the greatest barriers to limited dynamic pricing in a country. Some
respondents indicated that strengthening of infrastructure will allow greater retail
market competition

Responses agree that consumers should have a right to a smart meter installed at
their own request and at their expense also in regions without general rollout.
However, there is a slight tendency against having the choice of a smart meter with
functionalities of their own choice even if a different type is rolled out in their area.
In respect to smart appliances and energy management systems, responders
consider them as important to make the field of demand response accessible to a
broad range of consumers and that they can work as facilitators to this end. The
views also favour the display of consumption and consumption patterns by the
smart appliances and do not consider this as a detriment to the consumers' comfort.

Public consultation on a new energy market design

A wide public consultation® on a new energy market design (COM(2015)340 was
conducted from 15 July 2015 to 9 October 2015. It was open to EU and Member States'
authorities, energy market participants and their associations, SMEs, energy consumers,
NGOs, other relevant stakeholders and citizens. This public consultation aimed at

6
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obtaining stakeholder's views on the issues that may need to be addressed in a redesign of
the European electricity market.

As regards representativeness and quality, the Commission received 320 replies to the
consultation. About 50 % of submissions come from national or EU-wide industry
associations. 26% of answers stem from undertakings active in the energy sector (suppliers,
intermediaries, customers), 9% from network operators. 17 national governments and
several national regulatory authorities submitted also a reply. A significant number of
individual citizens and academic institutes participated in the consultation.

The first assessment of the submissions confirmed broad support of a number of key ideas
of the planned market design initiative, while views on other issues vary. The following
paragraphs provide a summary of the responses, also available on the Commission's
website’.

(i)  Electricity market adaptations. A large majority of stakeholders agreed that
scarcity pricing, i.e. price formation better reflecting actual demand and supply, is
an important element in the future market design. It is perceived, along with current
development of hedging products, as a way to enhance competitiveness. While
single answers point at risks of more volatile pricing and price peaks (e.g. political
acceptance, abuse of market power), others stress that those respective risks can be
avoided (e.g. by hedging against volatility). Regulated prices are perceived as one
of the most important obstacles to efficient scarcity pricing.

A large number of stakeholders agreed that scarcity pricing should not only relate
to time, but also to locational differences in scarcity (e.g. by meaningful price zones
or locational transmission pricing). While some stakeholders criticised the current
price zone practice for not reflecting actual scarcity and congestions within bidding
zones, leading to missing investment signals for generation, new grid connections
and to limitations of cross-border flows, others recalled the complexity of prices
zone changes and argued that large price zones would increase liquidity.

Many submissions highlight the link between scarcity pricing and incentives for
investments/capacity remuneration mechanisms, as well as the crucial role of
scarcity pricing for kick-starting demand response at industrial and household
level.

Most stakeholders agree with the need to speed up the development of integrated
short-term (balancing and intraday) markets. A significant number of stakeholders
argue that there is a need for legal measures, in addition to the technical network
codes under development, to speed up the development of cross-border balancing
markets, and provide for clear legal principles on non-discriminatory participation
in these markets.

Most stakeholders support the full integration of Renewable energy sources (RES)
into the market, e.g. through full balancing obligations for renewables, phasing-out
priority dispatch and removing subsidies during negative price periods. Many
stakeholders note that the regulatory framework should enable RES to participate

7
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in the market, e.g. by adapting gate closure times and aligning product
specifications. A number of respondents also underline the need to support the
development of aggregators by removing obstacles for their activity to allow full
market participation of renewables.

As concerns phasing out of public support schemes for RES, stakeholders take
different positions. While some argue for phasing out support schemes as soon as
possible, others argue that they will remain an important tool until technologies
have fully matured. They point at existing fossil fuel subsidies and the need to
continue subsidizing RES and maintaining other market corrections as long as
subsidies for traditional fuels and nuclear are not removed. Certain stakeholders
underline that support could progressively take more and more the form of
investment aid (as opposed to operating aid). A large majority of stakeholders is in
favour of some form of coordination of regional support schemes. The need for an
ETS reform to allow full market integration of RES was mentioned very often.
Most stakeholders agree that diversified charges and levies are a source of market
distortions.

Resource adequacy. A majority of answering stakeholders is in favour an "energy-
only" market, possibly augmented with a strategic reserve. Many generators and
some governments disagree and are in favour of capacity remuneration
mechanisms. Many stakeholders share the view that properly designed energy
markets would make capacity mechanisms redundant.

There is almost a consensus amongst stakeholders on the need for a more aligned
method for resource adequacy assessment. A majority of answering stakeholders
supports the idea that any legitimate claim to introduce capacity remuneration
mechanisms should be based on a common methodology. When it comes to the
geographical scope of the harmonized assessment, a vast majority stakeholders call
for regional or EU-wide adequacy assessment, while only a minority favour a
national approach. There is also support for the idea to align adequacy standards
across Member States. Stakeholders clearly support a common EU framework for
cross-border participation in capacity mechanisms.

Retail issues. Many stakeholders identified a lack of dynamic pricing (more
flexible consumer prices, reflecting the actual supply and demand of electricity) as
one of the main obstacles to kick-starting demand side response, along with the
distortion of retail prices by taxes/levies and price regulation. Other factors include
market rules that discriminate consumers or aggregators who want to offer demand
response, network tariff structures that are not adapted to demand response and the
slow roll-out of smart metering. Some stakeholders underline that demand response
should be purely market driven, where the potential is greater for industrial
customers than for residential customers. Many replies point at specific regulatory
barriers to demand response, primarily with regards to the lack of a standardised
and harmonised framework for demand response (e.g. operation and settlement).

Regarding the role of DSOs, the respondents consider active system operation,
neutral market facilitation and data hub management as possible functions for
DSOs. Some stakeholders point at a potential conflict of interests for DSOs in their
new role in case they are also active in the supply business and emphasized that the
neutrality of DSOs should be ensured. A large number of the stakeholders stressed
the importance of data protection and privacy, and consumer's ownership of data.
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Furthermore, a high number of respondents stressed the need of specific rules
regarding access to data. As concerns a European approach on distribution tariffs,
the views are mixed; the usefulness of some general principles is acknowledged by
many stakeholders, while others stress that the concrete design should generally
considered to be subject to national regulation.

(iv)  Regulatory framework/electricity market governance. Stakeholders' opinions with
regard to strengthening ACER’s powers are divided. There is clear support for
increasing ACER's legal powers by many stakeholders (e.g. oversight of ENTSO-
E activities or decision powers for swifter alignment of NRA positions). However,
the option to keep the status quo is also visibly present, notably in the submissions
from Member States and national energy regulators. While some stakeholders
mentioned a need for making ACER'S decisions more independent from national
interests, others highlighted rather the need for appropriate financial and human
resources for ACER to fulfil its tasks.

Stakeholders' positions with regard to strengthening ENTSO-E remain divided.
Some stakeholders mention a possible conflict of interest in ENTSO-E’s role —
being at the same time an association called to represent the public interest,
involved e.g. in network code drafting, and a lobby organisation with own
commercial interests — and ask for measures to address this conflict. Some
stakeholders have suggested in this context that the process for developing network
codes should be revisited in order to provide a greater a balance of in interests.
Some submissions advocate for including DSOs and stakeholders in the network
code drafting process.

A majority of stakeholders support governance and regulatory oversight of power
exchanges, particularly in relation to their role in market capacity. Other
stakeholders are skeptical whether additional rules are needed given the existing
rules in legislation on market coupling (CACM Guideline).

Stakeholders mention also that the role of DSOs and their governance should be
clarified in an update to the 3™ Package.

(v)  Regionalisation of System Operation. As concerns the proposal to foster regional
cooperation of TSOs, a clear majority of stakeholders is in favour of closer
cooperation between TSOs. Stakeholders mentioned different functions which
could be better operated by TSOs in a regional set-up and called for less
fragmentation in some important of the work of TSOs. Around half of those who
want stronger TSO cooperation are also in favour of regional decision-making
responsibilities (e.g. for Regional Security Coordination Centres). Views were split
on whether national security of supply responsibility is an obstacle to cross-border
cooperation and whether regional responsibility would be an option.

Public consultation on risk preparedness in the area of security of electricity supply

A public consultation on risk preparedness in the area of security of electricity supply was
organized between July 15th and October 9th 2015. This public consultation aimed at
obtaining stakeholder's views in particular on how Member States should prepare
themselves and co-operate with others, with a view to identify and manage risks relating
to security of electricity supply.
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The consulation resulted in 75 responses including public authorities (e.g. Ministries,
NRAs), international organizations (e.g. IEA), European bodies (ACER, ENTSO-E) and
most relevant stakeholders, including SMEs, industry and consumers associations,
companies and citizens. The following paragraphs provide a summary of the responses.

The responses themselves as well as a summary thereof are also available on the
Commission's website®,

(@)

Obligation to draw up risk preparedness plans. A large majority of respondents
(75 %) is in favour of requiring Member States to draw up risk preparedness plans,
covering results of risk assessments, preventive measures as well as measures to be
taken in crisis situations.

There is also a large support for having common templates, which should ensure
that a common approach is followed throughout Europe. Many respondents stress
the need for common definitions, common assessment methods, and common rules
on how to ensure security of supply.

In fact, most respondents acknowledge that in an increasingly interconnected
electricity market, characterised by an increasing amount of variable supply,
security of supply should be considered a matter of common concern (countries are
increasingly dependent on one another and measures taken in one country can have
a profound effect on what happens in neighbouring states and in electricity markets
in general). They also acknowledge that the current legal framework (Directive
89/2005) does not offer the right framework for addressing this inter-dependence.
Therefore, they take the view that risk preparedness plans based on common
templates can help ensure that each Member State takes the measures needed to
ensure security of supply whilst co-operating with and taking account of the needs
of others. Stakeholders, in particular from the industry, also stress that risk
preparedness plans should help ensure more transparency and reduce the scope for
measures that unnecessarily distort markets.

Whilst acknowledging the need for a common approach, a significant number of
stakeholders also state that there should be sufficient room for tailor-made, national
responses to security of supply concerns, as there are substantial differences
between national electricity systems.

Respondents further agree that plans should be drawn up on a regular basis,
proposals range from 2 to 5 years. The degree of transparency of the plans should
depend on its content and may vary in function of it (given the fact that plans
contain possibly sensitive information). Finally, respondents also warn against
creating new administrative burdens and on this basis argue that any obligation to
make risk preparedness plans should take account of already existing assessment
and reporting obligations.

The minority of stakeholders taking the view that there should be no new legal
obligation to draw up risk preparedness plans argue that such plans are already in

8
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place at the national level, that national electricity systems are profoundly different
from one another and that priority should be given to the process of adopting
network codes and guidelines.

Content of risk preparedness plans / substantive requirements plans should comply
with. Many stakeholders take the view that it is too early at this stage to decide on
the exact content of risk preparedness plans. They stress the need for more analysis,
as well as in-depth discussions on the issue, in particular within the Electricity
Coordination Group. In spite of this general caveat, consultation results already
contain many useful pointers about substantive requirements plans should comply
with:

Definition of risks. Various stakeholders stress the need to develop a common
definition of what security of supply means and the various risks that should be
covered. Risk preparedness plans should be comprehensive in nature, covering
generation adequacy and grid adequacy issues, as well as issues related to more
short-term security issues (such the risk of a sudden unavailability of the grid
or a power plant as a result of a terrorist attack);

Cybersecurity. Respondents generally acknowledge the importance of
preventing risks related to cyber-attacks but there is at this stage, no agreement
on the need for further specific EU measures;

Risk assessments and standards. Whilst the public consultation did not raise a
specific question on risk assessment methods and standards (since these
questions where covered by the market design consultation), various
stakeholders make the case for a common methodology for assessing risks, to
ensure a comparability of results, and a more common and transparent approach
to the standards that are used to assess risks and define an acceptable level of
reliability (this is also confirmed by replies to the market design consultation).
Various stakeholders also take the view that risk preparedness plans should
contain the results of various assessments made as well as the indicators used
to make the assessments;

Preventive measures. Stakeholders in favour of risk preparedness plans agree
that such plans should identify both demand-side and supply-side measures
taken to prevent security of supply issues, in particular situations of scarcity.
They also agree on the need to assess the impact of existing and future
interconnections and to take account of the import capacity when designing
preventive measures. Many stakeholders point in this context to the need to
ensure that markets function in an optimal way, thus allowing for flexibility in
demand and a mix of solutions to ensure that a sufficient level of supply is
guaranteed whilst keeping distortive measures at bay. Finally, stakeholders also
stress that any assessment of import capacity should take account of the
expected situation in neighbouring Member States;

Dealing with emergency situations. A large majority of stakeholders agrees that
plans should identify actions (market and non-market based) to be taken in
emergency situations and rules on cooperation with other Member States. A
majority also believes that plans should include provisions on the suspension
of market activities, “protected customers” and cost compensation.
Additionally, some stakeholders suggest lists of specific content for the
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emergency plans. As regards the development of new EU rules, many
stakeholders state that due account should be taken of the network code on
Emergency and Restoration, which is under preparation. Most say this draft
network code should be considered as the basis, whilst acknowledging a
possible need for additional common rules. A minority of stakeholders argues
that the network code on emergency and restoration should be considered
sufficient, leaving no need for additional EU-level rules, or consider that the
issues not covered by the network code should not be addressed at the EU level;

- Definition/clarification of roles and responsibilities and what operational
procedures to be followed (e.g., who to contact in times of crisis)

(iii))  Who should draw up risk preparedness plans, at what level, and with what kind of
'oversight'?

- Who should be responsible for drawing up risk preparedness plans? Whilst
most stakeholders recall that national governments have the ultimate
responsibility for ensuring security of supply, many stakeholders consider that
TSOs should take a lead role in drawing up risk preparedness plans. Most
however consider that TSOs need to co-operate however with national
ministries and/or national regulatory authorities, with the latter assuming a
monitoring or supervisory role. There is a large support for a stronger DSO
involvement in the preparation of the plans as well, as well as a clarification of
the responsibilities of DSOs in crisis situations. Whilst most stakeholders see
the added value of designating one 'competent authority' per Member States,
there is no agreement on who that competent authority should be (and some
argue that this choice should be left with the Member States).

- At what level should risk preparedness plans be drawn up? A large majority of
respondents take the view that plans should be made at national level; however
a large majority also stresses the need for more cross-border co-operation, at
least in a regional context. A significant group of respondents argues that plans
should be made at the regional level (for instance, as a complement to cross-
border co-operation by TSOs in the frame of the regional security coordination
initiatives) or call for plans at national and regional levels (or even 'multi-level'
plans).” Those that argue in favour of national plans highlight the fact that
responsibilities (and liabilities) for security of supply issues are national.!?
There is no agreement on how to 'define' regions for planning / co-operation
purposes; most stakeholders suggest that synchronous areas and/or existing
(voluntary) systems of regional co-operation should be used as a starting point.
Finally, whilst only a minority calls for European plans, many see the need for
some degree of co-ordination / alignment of plans in a European context (in
particular via the development of common rules and peer reviews leading to
best practice).

9 The rather cautious reaction to the idea of regional plans contrasts with the overwhelming support for

regional assessments of generation adequacy under the market design consultation.

10 A similar concern is reflected in the market design consultation results.
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- What oversight should there be? Most stakeholders are in favour of a system of
peer reviews, to be conducted either in a regional context, or in the frame of the
Electricity Coordination Group. The latter should in any event be convened on
a regular basis to serve as a forum for exchanging best practice. Some
stakeholders are also in favour of a stronger role for ACER/ENTSO-E, in
particular as regards more technical aspects of cross-border co-operation. As
regards the Commission, stakeholders mainly see a facilitating role, but are
often not in favour of a review system where the Commission takes binding
decisions.

Aspects of the present initiative were also part of the consultation on the preparation of a
new Renewable Energy Directive for the period after 2020'! which was conducted from
18 November 2015 to 10 February 2016. It was open to EU and Member States' authorities,
energy market participants and their associations, SMEs, energy consumers, NGOs, other
relevant stakeholders and Citizens. The objective of this consultation was to consult
stakeholders and citizens on the new renewable energy directive (RED II) for the period
2020-2030, foreseen before the end of 2016. The bioenergy sustainability policy, which
will form part as well of the new renewable energy package, will be covered by a separate
public consultation. The stakeholder responses to this consultation are descibed in more
detail in the RED II impact assessment. A summary of the responses is however also
available on the Commission's website'?.

Targeted consultations

A High Level Conference on electricity market design took place on 8 October 2015 in
Florence.

The European Electricity Regulatory Forum convenes once or twice a year. The market
design initiative was discussed in this stakeholder forum at several occasions, notably the
Forum!? that took place on 4-5 June 2015, 9 October 2015, 3-4 March 2016 and 13-14
June 2016.

The consumer- and retail- related aspects of the market design initiative were also
discussed at the 8th Citizens' Energy Forum, which took place in London on 23 and 24
February 2016. The Commission established the London Forum to explore consumers'
perspective and role in a competitive, 'smart', energy-efficient and fair energy retail market.
It brings together representatives of consumer organisations, energy regulators, energy
ombudsmen, energy industries, and national energy ministries.

The Electricity Coordination Group provide a platform for strategic exchanges between
Member States, national regulators, ACER, ENTSOE and the Commission on electricity

https://ec.europa.eu/energy/en/consultations/preparation-new-renewable-energy-directive-period-after-
2020
https://ec.europa.eu/energy/en/consultations/public-consultation-new-energy-market-design
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policy. This group was used to discuss issues related to the present impact assessment on
16 November 2015 and 3 May 2016.

On demand response two specifc stakeholder workshops were organised by the
Commission: (i) Workshop on Status, Barriers and Incentives to Demand Response in EU
Member States, organised be the European Commission on 23 October 2015, and (ii)
Smart Grids Task Force, Expert Group 3 workshop on market design for demand response
and self-consumption, March 2, 2016; and Expert Group 3 workshop on smart homes a