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Q1. What are your views on the PSO proposed decision for 2024/2025?

Introduction

Energia welcomes the opportunity to respond to this consultation. In recent years we have consistently called for a
review of the means by which the annual PSO levy is set and settled. Many of the comments raised within this

response are therefore in line with prior Energia responses to:

1. CRU/21/17 (Managing Volatility of the Public Service Obligation Levy), and

2. CRU/23/65 (PSO Levy 23/24 Proposed Decision Paper)

As this response will outline, the volatility observed within the energy market in recent years and its influence on
both the final PSO levy amount and future R-factors, illustrates once again the need to amend the current
mechanism by which the PSO levy is forecast and settled. For clarity, whilst Energia acknowledges the CRU’s efforts
to implement legislation that permits the CRU to administratively set the final PSO Levy amount appropriate
circumstances, Energia remains of the view these believes these amendments remain necessary. The ability to set
the final PSO levy, whilst useful addresses the symptom, and not the underlying cause of the issues besetting the
annual levy calculation process. With these new tools sufficiently in place, efforts should be focused on amending

the current process to address the root cause of the issues associated with the annual forecasting process.
Overarching Comments

Over the past few years outturn prices have varied significantly from those forecasted. In our response to
CRU/21/17 we supported both the proposal to introduce mid-year PSO reviews (Option 4) and the use of actual
rather than forecast output and prices (Option 2) as the basis of calculating PSO support payments. In light of the
wholesale market developments in recent years, we believe both of these options continue to represent the best
means of avoiding the significant volatility in the R-factor and the resultant working capital implications for

suppliers.



An additional point we want to reiterate in this response, is that RESS supported generation volumes are expected
to increase markedly up to 2030 and beyond. If a condition of RESS participation is that suppliers will be obliged to
manage sizeable working capital outflows it will not only limit supplier participation in RESS to the detriment of the
PPA market, but risks filtering through to higher RESS prices clearing in auctions (As generators react to suppliers
pricing in working capital costs in RESS PPA negotiations). It is therefore vital to the success of RESS and by
association the achievement of climate targets that efforts to address this issue are adopted soon and certainly

before volumes of RESS supported generators increase.

Commentary on Prior Forecast Accuracies

As per Appendix 2 of CRU202455 the time-weighted Benchmark Price for the 2022/23 PSO Levy was €341.25/MWh.
The actual outturn average market price was €140.40/MWh, which is approximately 59% lower than forecasted.
While the benchmark increase in 2022 was due to the unprecedented and sustained volatility of commodity prices
in 2022, it has resulted in a significant R-factor this year. The 2022/23 Benchmark Price was calculated using the
CRU’s SEM PLEXOS model (SEM-21-086) and this model was used again to calculate the prices for the proposed PSO
Levy indicative benchmark prices for PSO Year 2024/25. We believe the current benchmark prices are
overestimated and should be at least 10% lower for some reference prices, we urge CRU to review these proposed

prices.

Energia is supportive of the SEM-24-004 SEM PLEXOS Model Back Cast and Validation Project currently being
progressed. Nonetheless we outline our specific concerns relating to the proposed forecasted benchmark prices in
section 3 below. While there is a new forecasting methodology being implemented, it is important to note that the
methodology alone and the accuracy of the forecast is not the answer, but rather how to manage a change in

wholesale prices that could not have been forecast.

Working Capital Requirements of Suppliers under the PSO Framework

Under the present PSO levy arrangements, suppliers are invoiced for the PSO each month, customers are then
billed bi-monthly in arrears. This means suppliers are typically covering the cost of the PSO via working capital for a

period of two months on an ongoing basis.

On the generation side, suppliers that have entered into PPA agreements with PSO supported generators will,
depending on the terms of that agreement, pay generators on the basis of their outturn generation (calculated a
week in arrears). In the case of REFIT generators, top up payments are provided to suppliers for periods when the
market reference price is less than the REFIT price. In circumstances where there is a divergence between
forecasted reference prices, suppliers will either owe or be due payments from the PSO. While this discrepancy is
captured by the R-factor and reconciled the following PSO year, under certain circumstances (i.e. high forecast
prices, followed by low outturn price), the timespan between when a supplier pays their PPA generator and is made

entirely whole via PSO payments can be up to 25 months.

For suppliers with RESS generation PPAs, suppliers either fund or receive payments from the PSO depending on the
interaction between the reference price and RESS strike price. As per suppliers with REFIT PPAs, circumstances exist
whereby the supplier must wait up to 25 months to be made fully whole. Of greater concern to suppliers with RESS

PPAs, is the extent to which they can be owed payments via the R-factor due to changes in outturn prices.



Implications of RESS on the PSO

The nature of the two-way CfD in RESS, necessitates that suppliers make payments in advance to the PSO in
respect of any generation that is forecasted to receive a price above its strike price. The amount by which the
forecasted price exceeds the strike price is uncapped which means there is no limit to this required payment on
the part of RESS suppliers. This is especially problematic to RESS suppliers if the high prices forecast do not
materialise, as they are obliged to pay their RESS generator upfront (via the PPA) in addition to funding the PSO, in
spite of the fact the real value of the generation could by then be significantly less than the forecasted benchmark

price.

A notable difference between RESS and REFIT auctions is the two-way CfD mechanism, meaning suppliers pay or
receive the difference between the wholesale price and the strike price in RESS. Where market prices exceed a
project's RESS Strike Price, suppliers may owe money back to the PSO levy. The difference between forecast
benchmark prices and RESS strike prices presents a potentially significant cashflow issue for suppliers if wholesale

markets do not outturn as high as forecast.

This effect is compounded by the fact suppliers might be left out of pocket for up to 25 months due to the timings
of how PSO payments are made and returned. Energia believes that the potential cashflow constraints will limit the
number of market participants effectively able to engage with RESS auctions and could potentially give rise to
suppliers choosing not to participate at all in providing RESS PPAs. Only the largest suppliers will be able to fund
the discrepancy over an extended period, thereby reducing competition in the market, which will have price

implications ultimately borne by customers.

There is a serious risk that this proposal is unworkable and RESS generators may be unable to access supplier PPAs,
making RESS unworkable. There is also an invidious situation where a new RESS generator is projected to
commence generation and hence support from a forecast date, which would currently involve payments by a
supplier for projected generation levels which could turn out to be delayed potentially into a later year, with no

recovery for 25 months.

Lastly Energia wishes to draw attention to the fact that all of the above issues have the potential to be exacerbated

when the first ORESS units commence operations.
Specific concerns in relation to PSO year 2024/25

In CRU202455 Table 4, the CRU has published a breakdown of PSO support rates that generators will receive under
the 2024/25 PSO levy, by support scheme and technology type. Energia notes the following:

® ‘All Projects Strike Price’ available under RESS 1 as €74.08/MWh.

®  With a 2024/25 wind weighted Benchmark Price of €114.21/MWh, suppliers with Power Purchase Agreements
with RESS generators would be required to fund the PSO at a rate of €42.67/MWh (€114.21/MWh less
€74.08/MWh) for RESS 1 projects.

e  ‘Solar Strike Price’ available under RESS 1 as €72.08/MWh.

®  With a 2023/24 solar weighted Benchmark Price of €123.63/MWh, suppliers with PPAs with RESS generators
would be required to fund the PSO at a rate of €50.51/MWh (€123.63/MWHh less €72.92/MWh) for RESS 1
projects.

Many of these prices differ substantially from analysis Energia has attempted to replicate using what Energia
anticipates to be standard industry assumptions, with more than one instance of a CRU forecasted price exceeding

10% of those Energia modelled. The fact that there appears to be a propensity for the CRU's forecast to over-



estimate prices indicates that there may be merit in discussing the CRU’s assumptions and sharing information at a
future market forum. Absent a change in the CRU's approach, there is a material risk that suppliers increasingly

incur a working capital issue that ultimately represents a cost to the final consumer that is avoidable.

Energia would like to reemphasise our belief that improved forecasting alone cannot sufficiently mitigate the
volatility in the PSO Levy. Cash flow concerns would be improved, but not eliminated, by adoption of either Options
2 or 4, by reducing the length of time where suppliers were obligated to fund the PSO based on potentially

misrepresentative market and strike prices, arising due to market volatility.

Efforts to reduce Forecast Error and the R-factor

In Decision paper CRU/21/076, “Managing Volatility of the Public Service Obligation (PSO)", the CRU announced its
choice of Option 1: Amendment to Forecasting Methodologies. Energia supported the adoption of this option,
particularly the entitlement of suppliers to provide their own benchmark prices for future PSO forecasts. Energia
would however welcome further information in relation to what the approvals process is for supplier submitted
forecasts. As per our response to the original consultation paper, consideration needs to be given for
configurations wherein a supported generator incorporates a storage component into their project to allow for the
capture of otherwise curtailed or constrained energy. Such a configuration would likely result in a higher captured

price and thus may require a separate technology specific Benchmark Price.

As per Energia's original response to the CRU consultation CRU/21/076, we believed that option 1 alone i.e. the
more accurate forecasting of generated volumes will not sufficiently mitigate the risk of large R-factors reoccurring
in the future. For this reason we favoured either mid-year PSO reviews (Option 4) or the use of actual rather than
forecast output and prices (Option 2) as the most effective means of reducing R-factor volatility in future PSO

years. We discuss the individual merits of these options in the following sections.
Option 2: the use of ex-post output and prices as the basis of calculating support payments.

Under CRU'’s proposed Option 2, support payments to suppliers would be paid based on outturn metered
quantities and outturn prices. The use of actual prices would mitigate the risk of a change in wholesale prices
compared to what was forecast, removing the issues associated with the R-factor and supplier working capital
concerns by association. Energia’s understanding was that the process by which the CRU forecast the PSO levy
would remain, but that some form of measure might be necessary to address any mismatch between the PSO levy
revenue recovered from final customers and the total of support payments to PSO suppliers. This option was
therefore considered in combination with a “Smoothing Mechanism” (Option 3), which Energia had no specific
objection to provided it did entail additional IT work on the part of the TSO. We note that in addition to the
smoothing mechanism there are alternative means by which any forecast discrepancy could be recovered such as
an existing network company funding the difference and then made whole via use of system charges the following
year, or by maintaining a buffer amount in the PSO pot. If the CRU decide to implement this option in the future, it
would be important that the final process is appropriately scoped to reduce the effort required by the TSO in
calculating future support payments under this option. Consideration should therefore be given to how best to
minimise the time and cost involved in developing the necessary systems to support this calculation. Energia are
conscious that SEMO are currently under pressure to continue to deliver current and future market functions and

would therefore consider it important that SEMO is also appropriately resourced if this option is pursued.

3.2.2 Option 4: mid-year PSO reviews and transparency measures



Energia emphasize the value that option 4 would provide to suppliers, generators and consequently consumers (as
previously discussed) and believe this mechanism could be implemented with relative ease. Under this proposed
mechanism, the Benchmark Price for the full PSO year would be recalculated at the midpoint of that PSO year. If
the updated Benchmark Price is found to be higher than the initial Benchmark price, by a predetermined threshold,
the CRU would recalculate ex-ante PSO payments owed to each supplier in that year based on the recalculated
Benchmark Price and would adjust the ex-ante payments being made to suppliers accordingly. Suppliers have
demonstrated, their systems are equipped to manage a mid-year review as was demonstrated for the current PSO
year 2022/23 where the PSO was set to zero in advance of the PSO payment being applied to customer bills from
March.

In the context of the current prices, Energia believe there would be merit in simply re-forecasting the PSO
benchmark price every 6 months and adjusting PSO payments accordingly, regardless of whether any material
change to forecast prices occurs or not. If such an option had been deployed during the energy crisis, it would
likely have captured the significant change in wholesale prices that occurred following the Russian invasion of
Ukraine, returning revenue to customers earlier. In addition, suppliers would only have to pay into the PSO pot for

a maximum of 6 months before a new forecast captures the change in wholesale prices.
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