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The recent energy crisis shone the spotlight on both the level
and stability of end-user electricity prices

Ofgem’s Default Tariff Cap (DTC) ensures electricity Suppliers manage wholesale electricity price risk by
price stability for customers' trading in the forward market for electricity
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(1) Breakdown of the previous and current Energy Price Cap components, direct debit, dual fuel, Ofgem (25
August 2023), Energy price cap (default tariff) update from 1 October 2023

In this presentation, | will explain our modelling approach and highlight areas where it can be a useful tool
for evaluating the impact of changes in electricity market conditions or design on electricity forward markets
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Our modelling framework consist of three main steps
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Value at Risk Framework

Revenues
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Our Value at Risk framework enables us to estimate willingness
to provide hedges for different generator types

Our VaR model estimates generator cash balances in 4,000 states of the world (per year)
Summary of Monthly Cashflows
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The final step in our framework involves aggregating individual supply
curves to create a market wide supply curve for hedges

Individual Supply Curves for Hedges by Tech Type
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The intersection between our assumed demand curves and the supply curve for hedges identifies the
market risk premium (i.e., the market price for hedges)

www.nera.com



We find that the risk premia (as a % of the expected wholesale electricity
price) increases gradually from 2023 to 2030 before spiking in 2035

Evolution of the Weighted Average Risk Premia
Key Assumptions
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+ We assume that both suppliers and generators
20% hedge according to the current DTC hedging profile

» We assume that the current CfD framework and
wider wholesale market design remain in place until
2035
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o forecast!, the average risk premia will rise
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QUALIFICATIONS, ASSUMPTIONS, AND LIMITING CONDITIONS

This report is for the exclusive use of the NERA Economic Consulting client named herein. This report is not intended for general circulation or publication,
nor is it to be reproduced, quoted, or distributed for any purpose without the prior written permission of NERA Economic Consulting. There are no
third-party beneficiaries with respect to this report, and NERA Economic Consulting does not accept any liability to any third party.

Information furnished by others, upon which all or portions of this report are based, is believed to be reliable but has not been independently verified, unless
otherwise expressly indicated. Public information and industry and statistical data are from sources we deem to be reliable; however, we make no
representation as to the accuracy or completeness of such information. The findings contained in this report may contain predictions based on current data
and historical trends. Any such predictions are subject to inherent risks and uncertainties. NERA Economic Consulting accepts no responsibility for actual
results or future events.

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of this report. No obligation is assumed to revise this
report to reflect changes, events, or conditions, which occur subsequent to the date hereof.

All decisions in connection with the implementation or use of advice or recommendations contained in this report are the sole responsibility of the client.
This report does not represent investment advice nor does it provide an opinion regarding the fairness of any transaction to any and all parties. In addition,
this report does not represent legal, medical, accounting, safety, or other specialized advice. For any such advice, NERA Economic Consulting
recommends seeking and obtaining advice from a qualified professional.
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