 Ofgem’s proposals:

Ofgem particularly emphasises the importance of developing a coherent package rather than implementing reform in a piecemeal fashion. Whilst some of the measures could be taken forward individually by Ofgem and industry, many would require Government action. The packages are broadly differentiated by the level of reform involved and are outlined in the table below. 
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Targeted Reforms 
This policy package seeks to promote low carbon investment by reducing carbon price uncertainty through a minimum carbon price while improving market signals and encouraging more demand-side response. Although a minimum carbon price would best work as part of a European wide scheme, if this did not happen it may be necessary to consider a minimum GB carbon price. By reducing uncertainty about the price of carbon it would encourage investment in low carbon technologies. 

Sharper signals in the gas and electricity wholesale markets would encourage suppliers to ensure that they had more access to back-up supplies, especially at times of high demand for energy. Better price signals would also encourage more demand-side response from energy users. 

Enhanced Obligations 
If Targeted Reforms did not provide sufficient confidence for security of supply the Enhanced Obligations package could be considered. This package would impose obligations on suppliers on top of the reforms outlined in the Targeted Reforms package. The obligations would seek to further improve security of supply by requiring suppliers to demonstrate they have sufficient plans in place to cope better with threats to security of supply and placing obligations on the system operator (National Grid) to take additional measures to help further improve security of supply. 

Enhanced Obligations and Renewables Tenders 
This option would include the reforms in the Enhanced Obligations package and in addition would replace the Renewables Obligation with tenders for renewable generation. The tenders would offer investors a guaranteed return, over say a 20 year period. This would again encourage investment in renewable energy by providing investors with increased certainty over the revenue they would earn. 

Capacity Tenders 
Capacity tenders for all forms of generation, including renewables, as well as gas storage and other gas infrastructure, would provide greater confidence for delivering security of supply. This is because it would provide clearer long-term investment signals. 

Central Energy Buyer 
If capacity tenders are deemed to be insufficient the most radical of the five packages would be a central energy buyer. This solution would involve co-ordinating all future investment through a single entity. While significant legal issues would need to be addressed it would see a central energy buyer determining the amount and type of new generation needed and enter into long-term energy contracts for power. It could also tender for new gas infrastructure.
