A capacity market for
Switzerland

Future electricity markets between liberalisation
and regulation
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Energy security in Switzerland
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Energy as a problem — not capacity
— Large share of hydro storage capacities

» Critical energy supply end of winter, when
hydro storage is exhausted

Increased (re-)investment requirements

— Reinvestment hydro, Phase out / end of
lifetime nuclear

> Does the energy-only-market design provide
adequate (re-) investment incentives?

Need for back-up

— Neighbouring countries (DE/FR): Fewer
steerable power plants vs. more renewables

» Continuing high relevance of imports, but
increased uncertainness
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Swiss market (re-)design — requirements

Long-term security of supply: Investment and reinvestment in new and
existing power plants

Re-investment

Power plant Short-term security of supply: Availability of power plant capacities and the
availability ability to generate energy (= availability of hydro storage, e.g. end of Winter)

Back-up power Insurance function: The market design is able to finance a power plant with
plant only few hours of operation

Adaptable / Adapts to changing market conditions: Minimizes windfall profits when prices
market based increase, and maintains investment incentives when prices fall

Compatible with Investment security: Market design can be continued under a bilateral
EU law agreement with the EU
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BKW-Model: A Swiss specific capacity market

Complementary segment: e.g.
Pay-for-Performance
Initiative New England

Primary segment:
e.g. GB or New England (USA)

Forward
capacity auction

-_—9

Availability auction

4 years in advance 6 months in advance
Incentives to (re-)invest Incentives to have energy available
— Preserve / extend ability to produce in winter — Energy / storage end of winter
Central auction for capacity (MW) Central auction for capacity and energy
— Regulator defines demand — (Capacity and energy during critical months
— Technology-neutral: Existing / new / renewed / end of winter®
extended power plants, demand-side measures — Only existing power plants participate
— «De-Rating» according to the average ability to — Incentives to reserve storage capacity until
produce during winter months end of winter

1) E.g. permanent generation capability for a period of e.g.
10 days in April



Strenghts of the model

Reinvestment

Power plant availability

Back up power plant

Adaptable / market based

Compatible with EU law

Capacity Availability
auction auction
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Swiss peculiarities

— Addresses «energy problem» in winter

— Reinvestment incentives hydro

— Financing back-up power plants is possible

— (Compatible with current partial and future full
market liberalization

Complement to the energy strategy

— Not a replacement, but a complement to the
support for new renewable energies

— Additional income for renewables with higher
value for security of supply

— All customers benefit— financed by network
surcharge



