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Executive summary

Europe's energy transition is taking place against a challenging global backdrop. The
accelerating penetration of renewables creates a need for long-term price certainty, flexible risk
management, and large-scale private investment. Long-term contracts for electricity are a central
tool for meeting this need, but only if they are designed as part of a coherent, market-based
architecture.

The European Commission has recently issued two documents that together shape a part of this
architecture: the Recommendation (EU) 2026/917 on removing barriers to Power Purchase
Agreements (PPAs) and the Guidance on the design of two-way Contracts for Difference (CfDs).
EEX welcomes both initiatives but stresses that potential will only be realised if they are
implemented as components of a single, integrated framework, one built on a clear hierarchy of
instruments.

Forward markets (such as futures), bilateral PPAs and state-backed CfDs will all be part of the
equation to some extent and serve diverging purposes. Exchange-traded forward markets are
the foundation of the long-term contracting ecosystem. PPAs are an additional preferred
instrument for bilateral bespoke contracting between producers and offtakers. CfDs are a tool of
last resort, appropriate for technologies that cannot yet achieve bankability through market-
based instruments alone. When this hierarchy is respected, public funds are used efficiently,
market signals are preserved, and private investment is mobilised at lowest cost.

When poorly designed, CfDs undermine the market infrastructure they depend upon. In addition,
the significant financial exposure that CfDs create for public finances is rarely managed
effectively, leaving government budgets vulnerable to volatility and creating a long-term political
risk for clean energy support itself.

To mitigate these risks, EEX proposes four actionable measures:

1. Prioritize the full suite of market tools. Policy should focus on strengthening the entire
market ecosystem. Regulatory impact assessments should systematically consider effects
on price transparency, hedging opportunities, long-term market liquidity and the integration
of renewable generation into wholesale markets.

2. Support PPAs through market access and barrier removal. Targeted guarantee
schemes, harmonised GO rules, reduced national fragmentation and stronger support for
flexibility can further improve access to PPAs while preserving market-based risk
management and investment signals.

3. Design CfDs to coexist with markets and PPAs. To counteract market distortions, active
links with the market are necessary for CfD-contracting parties. This could be done by opting
amongst others for cap-and-floor mechanism, and by using long-term, market-based
reference prices such as a yearly futures price or a ‘basket’ approach that combines long-
term and short-term references. This design would better align a generator’s revenue with its
actual market value and support system integrity.

4. Manage the state risk created by CfDs. As two-way CfDs transfer substantial price risk
from generators to governments and public budget, part of this exposure could be actively
hedged in forward markets. This would improve budget certainty while restoring some of the
long-term market liquidity CfDs would otherwise drain from long-term markets. Any such
mandate should carefully consider market implications.

Ultimately, when state support is designed, distortion of the existing market mechanisms should
be minimised rather than attempt to replace them. This paper sets out how to achieve this in
practice.
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1. A complete strategic toolbox for long-term stability

Europe continues to face a challenging energy context. Although prices have eased from the
2022-2023 crisis, recent geopolitical developments again expose Europe’s vulnerability to
imported fossil fuel prices. In this context, the European Commission is right to focus on both
structural and more short-term solutions. In addition, the increasing cost-competitiveness and
penetration of renewable energy has reshaped market needs, creating an unprecedented
demand for flexibility and intermittency as well long-term hedging to mitigate intermittent supply
and more volatile prices. A part of this are long-term contracts for electricity, as also highlighted
in the Affordable Energy Action Plan'. Long-term contracts can mitigate the risk of short-term
price volatility, support investment and improve planning certainty for producers and consumers.

The European Commission recently issued two documents: the Recommendation on removing
barriers to Power Purchase Agreements? and the Guidance on the design of two-way Contracts
for Difference3. Both documents address how to mobilise scarce capital into clean energy, and
highlight the necessity of preserving the market signals that drive efficiency, competition, and
consumer welfare including market liquidity and avoidance of cross-subsidisation.

However, they risk being implemented in isolation from one another, and it has not been
specified how the long-term markets that underpin both should be preserved. Therefore, to make
that strategy fully effective, the policy discussion should reflect the full range of available
instruments. Forward markets (such as futures), bilateral PPAs and state-backed CfDs will all
be part of the equation to some extent and serve diverging purposes.

1.1 The roles of forward markets, PPAs, and CfDs

A well-functioning long-term contracting framework should recognise the distinct but
complementary role of each instrument.

> Forward markets. Standardised long-term contracts operating from days and weeks up to
a decade ahead of the delivery period, designed for risk management. These can be traded
on transparent regulated exchanges, or bilaterally, through a high diversity of standardised
liquid instruments.

y Power Purchase Agreements. Bilateral bespoke long-term contracts between an offtaker
and renewable producer, typically up to a decade ahead or longer. Different contractual
forms exist, including financial or virtual PPAs where physical electricity is transacted via the
market.

) Contracts for difference. Subsidies offering a guaranteed electricity price for renewable
producers through a strike price mechanism. Typically covers a large part of the project
lifetime up to 15-20 years ahead.

Seen together, these instruments do not have to contradict each other albeit contain a clear
policy hierarchy. A successful long-term framework requires all three instruments to work hand
in hand: markets to provide price discovery and hedging, PPAs to channel private capital
efficiently, and CfDs to address targeted residual risks. Public funds are scarce; they should not
be used to socialise risks that the market can already manage efficiently.

' Action Plan for Affordable Energy (February 2025) (LINK)

2 Commission Recommendation on removing barriers to the development of power purchase agreements and other
energy purchase agreements (April 2026) (LINK)

3 Commission guidance on the design of two-way contracts for difference (December 2025) (LINK)
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1.2  Why forward markets are the foundation

The increasing cost-competitiveness and penetration of intermittent renewable energy already
reshapes market needs, and innovative solutions continue to be developed. Ultimately,
renewables should be integrated into Europe’s internal wholesale markets. This supports a
common and affordable price reference as well as most cost-efficient deployment. In particular,
exchange-traded long-term markets make the wider long-term contracting framework more
transparent, accessible, and resilient. When fully utilised, this directly benefices the
implementation of PPAs and CfDs. Specifically:

y Price discovery. Exchange-traded futures provide publicly observable, continuous price
signals from the short term out to ten or more years ahead. These signals are essential for
investment decisions, PPA valuation, and CfD strike price calibration.

y» Risk management. Central clearing through a Central Counterparty (CCP) replaces
bilateral counterparty risk with a standardised, transparent margining framework. This can
reduce complexity of managing long-term price exposure in PPAs, for example.

y» Comparability. Transparent benchmark prices allow all market participants (producers,
offtakers, intermediaries, ...) to value long-term exposures consistently. This is a prerequisite
for liquid PPA markets and well-calibrated CfD auctions.

y Liquidity aggregation. By bundling volumes from all participants into a single market,
exchanges create the liquidity depth that makes hedging possible at scale and with low
transaction cost, supporting affordability.

The design and implementation of CfDs and PPAs should use the above benefits, rather than
undermine this foundation. The opposite would mean a transition that is more dependent on
state support, less transparent, and more expensive for consumers and taxpayers.

2. Removing barriers for Power Purchase Agreements

2.1 De-risking PPAs through long-term markets

PPAs are simultaneously procurement tools and long-term risk management instruments.
Depending on their design, they can guarantee the developer of a stable income stream over a
long period, and the off taker of a certain supply or price level. However, due to the long-term
nature of PPAs and the inherent uncertainty of electricity market prices and production volumes
of renewables throughout time, counterparties are taking on substantial risks. The choice of PPA
structure results in increased need for counterparty, volume or financial risk management.

Already today, parties to PPAs therefore register the volumes and prices voluntarily with
regulated exchanges — such as EEX — for execution of the trade in contracts that go up to 10
years, in highly liquid as well as less liquid markets. This transforms a PPA from a high-risk
bilateral contract into a bankable, hedged, investment. As explained above, exchange-traded
futures can remove some of the identified barriers by providing long-term price benchmarks,
guaranteeing financial settlement should one party default and managing remaining price and
volume risks.

2.2 Solutions to PPA barriers

The Commission’s guidance rightly highlights regulatory and non-regulatory barriers. Many of
those should and can be urgently addressed, for example grid access, permitting or lack of
knowledge amongst consumers. From a market perspective, we highlight several targeted
solutions to specific barriers:
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) Greater comparability. Contract complexity is rightly identified as challenge. However, the
value of PPAs lies in their ability to reflect project- and counterparty-specific features and
imposing rigid standardisation is unlikely to meaningfully lower barriers. Voluntary market
templates and transparent benchmark prices can improve comparability. This is consistent
with ACER's conclusion? that existing industry templates are sufficient, and that removing
market barriers would have greater impact than developing new standard contracts.

) Lowering barriers to counterparty risk management and market liquidity. Rather than
socialising risks, guarantee schemes can play a complementary role through supporting
access to central clearing for participants who cannot otherwise meet collateral
requirements. This would allow counterparty risk to be managed centrally, and integrate PPA
volumes into long-ter markets, thereby enhancing liquidity of the internal European market.

> Limit interference of public support schemes. The Commission rightly concludes that
public support schemes can have a strong influence on growth in the PPA market. Two-way
CfDs decrease the attractiveness for sellers as the state socialises certain risks, and the
share of output covered by a CfD should therefore be encouraged to be as low as possible.
Below, we further detail how to minimise negative implications from CfDs on PPAs and long-
term markets.

> The importance of green attributes. Aligning national registry rules across jurisdictions can
harmonise the transfer, issuance and use of Guarantees of Origin (GOs) and facilitate cross-
border PPA development. Increased granularity and tradability across bidding zones are
further improvements to consider.

) Targeted reduction of national fragmentation. National fragmentation remains a barrier
to PPAs which spans across policies and tools. Differences in support-scheme design and
how these interact with private contracts, uneven permitting timelines, grid charges and
taxation treatment are examples of this.

y Prioritise flexibility. PPAs increasingly include provisions addressing zero and negative
price periods or directly support flexibility investments. This aligns production decisions with
system conditions and preserving incentives to curtail or shift generation according to market
prices. They cannot, however, by themselves deliver the level of flexibility required in a power
system with a high share of variable renewable energy. Economic and regulatory
frameworks therefore should prioritise demand response, storage and flexible generation,
supported by technical enablers such as smart metering and system-oriented incentives
within network tariff design.

3. Designing two-way Contracts for Difference

3.1 The core challenge: balancing investor certainty and market responsiveness

CfD design choices can have profound implications for market functioning of spot, derivatives,
Guarantees of Origin (GOs), and PPA markets. For this paper, EEX highlights two core risks?®:

> Undermining long-term markets. Generally, generators have an economic incentive to sell
produced energy in the market that sets the reference price. Relying on short-term reference
periods thus incentivises ‘produce and forget’, where generators focus solely on short-term

4 Assessment on the need of ACER’s voluntary Power Purchase Agreement contract template(s) (October 2024) (LINK)
5 More detailed considerations can be found in EEX’ Discussion Paper on Designing two-way CfDs (LINK)
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output and are discouraged to perform any price/volume risk managing in the long-term
through markets or PPAs.

This undermining of forward liquidity leads to two critical problems. First, it undermines the
market's ability to perform long-term price discovery. Second, by concentrating unhedged
volumes into the short term, it increases systemic risk. The result is a greater dependence
on state-backed support rather than a move to competitive, market-based financing.

> Muting long-term investment signals for system-friendly assets. When revenue is
guaranteed, the market signals that typically guide investment decisions is muted or lost
altogether. Investors are no longer financially rewarded for building assets where they are
most valuable, such as in locations with less grid congestion or with generation profiles that
match system demand. This distortion leads to less efficient use of capital and a higher
overall cost for the energy transition. This is not, however, an unavoidable flaw. Specific
design choices regarding the reference price and contract duration can re-establish the link
between an asset's profitability and its long-term market value.

3.2 Proposals for market-compatible CfD parameters

The design of CfD parameters directly shapes investor behaviour and market impact. Three
general design considerations apply regardless of the specific architecture chosen:

> Limiting output share. Developers should be able to choose and limit the share of output
covered by a CfD and thereby be rewarded for enabling coexistence with PPAs and forward
markets. This should explicitly include the option to exit a scheme when market conditions
allow full integration.

» Limiting timeframes. Auction design should favour shorter support periods, incentivising
developers to rely on private contracts where possible and reducing the burden on public
budgets.

y Tradable GOs. Where CfDs are combined with PPAs, Guarantees of Origin should be made
available by the CfD counterparty and transparently brought to market, ensuring they retain
their value as traceable attributes of renewable origin.

Beyond these general principles, four technical design choices of the CfD itself are particularly
relevant for market compatibility: type, choice of reference price, contract duration, and whether
the CfD is linked to actual generation or to a reference generator.

3.2.1 CfD type: favouring cap-and-floor designs

Among the two main design options for two-way CfDs (a single strike price or a cap-and-floor),
EEX sees clear advantages in the latter. CfDs with a single strike price eliminate any price
exposure, weakening incentives for efficient dispatch and hedging. Cap-and-floor CfDs, by
contrast, preserve at least partial market signals by exposing generators to prices within a
defined corridor. This structure encourages operational optimisation and supports (partial)
market participation.

Cap-and-floor tenders comprise two parameters (the cap and floor), requiring the tender to
balance expected budget exposure with the preservation of market signals via the corridor width.
Without clear assessment rules, bidders may rationally set high caps, eroding clawback
revenues and, in effect, drifting towards one-sided support. To maintain transparency and
competition, authorities should set out in advance how these parameters will be evaluated. The
calibration of cap and floor levels should also consider their influence on auction bids and
potential dispatch distortions when prices fall outside the corridor.
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BOX 1: A recommendation for the tendering of Cap-and-Floor CfD

To address the added complexity of cap-and-floor CfD tenders, auction design should provide
guidance on how bids will be assessed, while leaving room for competition. Bidders would submit
two values: a cap price and a floor price. The evaluation should prioritise bids that combine (a) a
low implied support need, and (b) a sufficiently wide corridor between cap and floor, to preserve
market responsiveness.

At the same time, the framework should include safeguards that prevent gaming through
excessively high cap prices. A practical safeguard is to set an upper cap ceiling; either linked to
public budget constraints or anchored to a percentile of historical reference prices. Where bids
exceed a benchmark, a soft penalty in the scoring can discourage extreme values without reducing
competition. Finally, tender rules should clarify tie-breakers, for example favouring lower floors at
equal corridors.

Alternatively, tender design could require participants to bid on the mid-point and width of the price
collar, rather than its absolute levels. This approach would allow the auctioneer to steer outcomes
by setting minimum or maximum allowable values for these two parameters, thereby narrowing
the range of differing bids and aligning results with preferred options.

3.2.2 Reference price: the case for a long-term, market-based approach

The choice of reference price is one of the most consequential CfD design decisions in terms of
market impact. Relying solely on Day-Ahead (DA) prices encourages generators to focus on
short-term output without engaging in forward markets, undermining long-term price discovery
and draining liquidity from PPAs and long-term markets. The choice of reference period also
significantly influences the generator's risk profile. To mitigate these risks, EEX proposes two
approaches, in order of preference.

y Option 1: the longest possible period as reference price. A longer-term price, such as a
futures contract reference, smooths out short-term volatility and provides a more stable
revenue expectation. Crucially, it encourages market value optimisation and investment
decisions that prioritise system-friendly generation profiles (e.g., solar configurations that
capture late-day peaks or wind farms optimised for seasonal demand), thereby improving
overall system efficiency and reducing curtailment risks. Furthermore, it also supports partial
hedging strategies by allowing generators to manage risk over longer timeframes, thereby
reinforcing long-term market and PPA liquidity and enhancing the integration of CfD-backed
volumes into long-term markets.

y Option 2: a basket reference price. As also referenced in the Commission’s
recommendation, a reference price can be constructed from two distinct market timeframes,
each applied to a separate portion of generation volumes. In this approach, a short term, e.g.
DA, price is combined with a futures price. The latter serves as a reference price for a yearly
average reference volume, a volume that can be placed on the market several years in
advance. The short-term price should then only serve as a reference price for the remaining,
variable production volume. Under this design, it is possible for the generator to partially
place energy on the long-term market whilst limiting price risk as it will be covered under the
reference price. This design offers the dual advantages of mitigating investor and budgetary risk
through price stability while incentivising generators to hedge a maximal share of their output
in the forward market whilst only a remaining variable portion of output should be referenced
to short-term price signals. Alternatively, a distinction could be made between variable
renewable production capacities and expected capacity, given that the volumes of the latter
are known in advance and should be referenced to the forward market.
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BOX 2: A recommendation for the use of a basket reference price

Figures 1 through 3 illustrate the operational logic of how a basket, including primarily a futures
reference price, can equally be applied to a renewable generation asset with volatile production.

Figure 1 presents the realised output of a renewable energy asset, juxtaposed with a range of
estimated production profiles corresponding to varying confidence levels. This reflects the inherent
intermittency of renewable generation, where higher output levels are associated with greater
uncertainty. Total output is decomposed into two layers: a reference volume that can be attained
with near certainty (green) and a variable volume (blue). These layers are remunerated at different
market prices. Specifically, the reference volume is against a futures market rate (e.g., Cal+3),
while the remaining variable portion should be minimised and settled against the DA market price.
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Figure 1 Remuneration under a CfD with a combined reference price for renewable generation capacities with highly volatile production.
The reference price is a combination of a Cal+3 reference for a predefined yearly load, and a DA reference for the residual, variable
volume. The realised and expected load levels in this graph are based on historic market data.

Figures 2 and 3 show how the basket reference price is derived from a weighted average of the
future and DA prices, each applied to its respective share of the total output.
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Figure 2 The strike price and the market prices influencing the combined (‘basket’) reference price. In this illustration, Dutch DA and
Cal+3 for 2024 were used. The basket is composed of 25% Cal+3 and 75% DA at full load.
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Figure 3 The government guarantees the RES developer a constant income at the level of the strike price. By using a reference price
that is composed of both DA and forward prices, the payout becomes more stable.
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3.2.3 Contract duration: ensuring a path to full market integration

To mitigate the risk of disconnecting generation from evolving market dynamics, CfD
frameworks should either include provisions that require or incentivise the resale of part of the
contracted volumes into long-term markets, or limit contract duration to a period sufficient to de-
risk investment, after which generators should transition to full market-based participation.

In addition, limiting contract duration by a maximum number of full load hours can also improve
locational steering of RES investments. Since the payout is tied to a fixed volume of MWh rather
than time, developers have less incentive to select high-capacity-factor sites purely to maximise
subsidy volumes. This helps avoid over-concentration of projects in wind-rich regions and
supports a more balanced spatial distribution of renewables.

3.2.4 Generation-independent CfDs: an innovative alternative

Generation-independent CfDs are a more novel approach where payments are decoupled from
the actual electricity output of the supported asset. The most concrete examples to date are the
Financial CfD®, and the Capability-based CfD by the Elia Group. These models aim to eliminate
dispatch distortions by basing remuneration on either a reference generator (Financial CfD) or
the asset’s potential output under normal conditions (Capability-based CfD), rather than actual
generation.

This enhances alignment with system and market signals, while also offering differentiated
trade-offs between investment risk coverage by providing predictable revenue streams that
lower investment risks, and incentives for system-friendly asset design by reducing the ‘produce
at any cost’ mindset, thereby reducing market distortions.

EEX sees particular merit in the Financial CfD model, as it retains a residual link to market-
based price formation through the use of a reference generator. While this model introduces
complexities in defining the reference generator, it can be promising design for two reasons: it
incentivises generators to participate in futures and spot markets, and it preserves the integrity
of market-based price formation without requiring generators to be fully exposed to price risk.

4. Managing state risk created by CfD schemes

4.1 The fiscal challenge of CfDs

By guaranteeing a strike price against a reference market price, CfDs create direct financial
exposure of the government and, by extension, the taxpayer. When the reference price falls
below the strike price, the state pays the difference; when it rises above, the state receives a
clawback. The result is an inherently volatile stream of payments and receipts that poses a
challenge to public fiscal planning. In times of high prices, when governments receive large
clawback payments, pressure may rise to spend this inframarginal rent on immediate consumer
relief. This leaves public finances exposed when prices inevitably fall, creating a future funding
gap for top-up payments. Over the long term, this ‘spend now, pay later’ approach could become
a risk for developers, too. If CfD schemes become a drain on the public purse, future support
for renewables could erode, jeopardising the very stability the CfD was designed to create.

The challenge, therefore, is to establish a robust framework for actively managing these financial
risks. However, hedging the state’s exposure to spot prices through ex-post hedging on the
forward market should be seen as a pragmatic, but ultimately second-best solution. A significant

6 See EconStor (2023): Financial Contracts for Differences (LINK)
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portion of this risk should primarily be mitigated from the outset through intelligent design,
particularly through the adoption of a long-term reference price or a mixed reference price as
described in the previous section.

4.2 The case for active risk management

Managing CfD cash flows requires a dedicated administrative mandate to collect clawbacks,
make top-up payments, and hold reserves. The UK's Low Carbon Contracts Company (LCCC)
provides a working example of this approach, demonstrating a centralised CfD administration.
However, a purely passive cash management model leaves the state's underlying price
exposure unmanaged. Therefore, an entity can be empowered to actively hedge a portion of the
government's residual price exposure on regulated forward markets.

This approach could both create greater budget certainty and restore some of the liquidity that
CfDs drain from long-term markets, making it easier for industrial consumers and PPA
participants to find counterparties and manage their own price exposure. Realising these
benefits requires, however, a clear and robust governance framework to prioritise the avoidance
of negative implications on overall market functioning.

> Commercial discipline. A clear mandate must include commercial discipline, adhering to
good market practice and transparent reporting standards.

> Smart incentive structure. The framework should include a performance incentive
structure, such as a bonus-malus mechanism, under which the entity shares in the gains
from effective risk management while bearing accountability for losses arising from poor
decisions. This ensures prudent behaviour without removing the commercial incentive to
manage risk actively.

> Wholesale market participation. Hedging operations shall be carried out directly on
wholesale markets, whether on organised exchanges or OTC. This ensures that the volumes
concerned are integrated into established wholesale market frameworks, thereby supporting
liquidity and orderly price formation. Exchange trading offers the additional benefit of
transparency, standardisation and price visibility, and relies on central clearing mechanisms
that substantially reduce counterparty credit risk. The ability for service providers to choose
the most appropriate execution channel helps ensure both efficiency and liquidity.

> Volume impact. Due note should be given to potential interference with market functioning,
including to, for example, appropriate volumes and the liquidity of underlying markets.

The precise institutional form is in principle secondary to the mandate itself. The state could, for
example, appoint one or several service providers through a competitive public tender. This
constitutes a model consistent with established trading practices in the energy sector.

4.3 Looking ahead: an offshore bidding zone dilemma

Active risk management becomes especially valuable in the context of cross-border hybrid
offshore developments marketed in offshore bidding zones (OBZs). An OBZ places clean
generation assets in a new bidding zone whose price is defined by matching offered production
with the combined demand curves of the connected bidding zones. Even though the benefits
are shared across markets, one Member State is often left to bear the full cost of CfD support.
For cross-border developments of this kind, transparent contract administration and clear
financial reporting are essential prerequisites for any efficient cost-sharing mechanism between
participating countries. EEX encourages the Commission to address this governance gap as
part of its broader offshore energy policy framework.
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5. Conclusion: Concrete actionable measures

The full potential of long-term energy contracting policies can be realised if they are understood
as parts of a single, integrated framework, one in which exchange-traded forward markets
actively support the integration of renewables in a most cost-efficient way. There, PPAs can
provide a longer-term contracting layer, built on the market, and CfDs provide targeted support
where market-based instruments are insufficient. When these principles are applied
consistently, negative interference of state support and markets can be minimised.

The following measures consolidate the specific recommendations set out in the preceding
sections. EEX stands ready to support policymakers in building a market-based architecture for
a cost-efficient and secure European energy transition.

5.1 Measure 1: Explicitly recognise the full long-term contracting toolbox

Future policy choices should explicitly recognise existing markets as a central component of the
long-term contracting framework, prioritised alongside PPAs and CfDs. The recent Commission
publications have rightly highlighted the role of long-term markets and the necessity to avoid
negative interference. Ultimately, renewables should be integrated into Europe’s internal
wholesale markets to ensure those reflect the benefits of a resilient and affordable energy
supply. Impact assessments should therefore include the role of price transparency and hedging
opportunities, and the inevitable influence of regulatory decisions on existing long-term markets
and PPAs.

5.2 Measure 2. Support PPAs through market access and barrier removal

PPAs can be strengthened as market-based risk management instruments by making full use
of existing solutions. Exchange-traded futures can support bankability by providing long-term
price benchmarks, central counterparties for settlement and tools to manage residual price and
volume risks. Rather than imposing rigid standardisation, policymakers should promote
voluntary market templates and transparent prices to improve comparability while preserving
the flexibility needed to reflect project- and counterparty-specific characteristics.

In addition, EEX highlights five targeted measures to support PPA uptake. First, barriers to
counterparty risk management can be reduced by facilitating access to central clearing through
targeted guarantee schemes, allowing risks to be managed centrally rather than be socialised,
and supporting liquidity in long-term markets. Second, the interaction between public support
schemes and PPAs should be carefully managed, with the share of output covered by two-way
CfDs kept as low as possible to preserve incentives for private contracting. Third, harmonisation
of national rules governing Guarantees of Origin should be pursued to facilitate cross-border
PPAs and improve the tradability of green attributes. Fourth, national fragmentation linked to
support schemes, permitting regimes, grid charges and taxation should be reduced to create a
more consistent framework for long-term contracting. Fifth, regulatory and market frameworks
should prioritise flexibility by enabling demand response, storage and flexible generation, while
ensuring PPAs continue to support efficient production decisions through exposure to market
signals, including during zero and negative price periods.

5.3 Measure 3: Design CfDs to maximise coexistence with markets and PPAs

The negative impact of two-way CfDs should be limited through a design that preserves market
integration and encourages coexistence with PPAs. Limiting output shares and timeframes and
availability of GOs should be encouraged in the auction architecture of CfD schemes regardless
of the final technical design of the CfD itself. Auction design should reward models that maximise
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market-based contracting, including arrangements in which projects combine public support with
PPAs or retain incentives to hedge part of their output in the forward market.

In addition, EEX points to four design elements to maximise market compatibility. First, cap-and-
floor structures are preferable to single strike price designs, as they preserve partial market
signals by exposing generators to prices within a defined corridor, encouraging operational
optimisation and market participation. Second, reference prices should maintain a meaningful
link to long-term market signals, for example by incorporating a forward-market component,
such as a yearly futures price or a basket approach combining long-term and short-term
references. Third, contract duration should be limited to a period sufficient to de-risk investment,
after which generators are expected to transition to full market-based participation, with
provisions that incentivise the resale of contracted volumes into long-term markets. Fourth,
consideration can be given to link a CfD to a reference generator, rather than actual output.

5.4 Measure 4. Manage the residual state risk created by CfDs

CfDs inherently transfer a substantial part of the project’s price risk to the state. This can be
partly managed through CfD design and, as second-best option, can be actively managed on
the market. A mandate can be awarded to actively hedge a portion of the state's price exposure
on forward markets. This approach could both create greater budget certainty and restore some
of the liquidity that CfDs drain from long-term markets, making it easier for industrial consumers
and PPA participants to find counterparties and manage their own price exposure. A carefully
designed mandate must include commercial discipline, adhering to good market practice to
avoid negative implications on overall market functioning.

About EEX

The European Energy Exchange (EEX) is a leading energy exchange which builds secure,
successful and sustainable commodity markets worldwide — together with its customers and
partners. As part of EEX Group, it serves international power, natural gas, environmental, freight
and agricultural markets, and provides data, reporting and registry services. EEX is an enabler
of the energy transition and decarbonisation, advancing renewables integration through
dedicated products and services, including those related to guarantees of origin. More
information: www.eex.com
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