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1. Context and objectives of Royal Decree-law 
10/2022

 Since June 2021, the Spanish government has 
been adopting various measures to try to halt 
the unstoppable rise in the price of electricity. 
However, in a marginalist pricing system, in 
which the price of power is determined by the 
price of gas on the wholesale market, all these 
measures have been unsuccessful, as they did 
not act on the source of the problem, but on 
its outcomes. In this context, Spain and Por-
tugal have managed to obtain the European 
Commission’s recognition as “energy islands” 
due to their low interconnection (less than 
3%) with the rest of the EU. There has been 

talk of the “Iberian exception or singularity” 
that will allow the two states to limit electric-
ity prices in the wholesale market, with the 
expectation that this limitation will also be 
transferred to retail market prices with a triple 
objective: to protect consumers, particularly 
the most vulnerable; to improve the competi-
tiveness of companies; and to reduce soaring  
inflation. 

 With these optimistic expectations, last Friday, 
13 May, the Cabinet approved in an extraor-
dinary meeting Royal Decree-law 10/2022, of 
13 May, temporarily establishing a production 
cost adjustment mechanism to reduce the price 
of electricity in the wholesale market.
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2. Dynamics of the production cost adjustment 
mechanism for the reduction of electricity 
prices in the wholesale market and other 
developments in the electricity sector

 Although there has been talk of “limiting” 
or “capping” the price of gas, in reality, the 
Spanish government does not limit (nor can 
it do so insofar as it is determined by the in-
ternational market) the price of gas. What the 
Royal Decree-law does is establish a mechanism 
for adjusting the costs incurred by the thermal 
facilities included in its scope of application 
(which use fossil fuels), in an amount propor-
tional to the internalisation of the higher cost 
of supplying the fossil fuels used by these facil-
ities in electricity production. In other words, 
these facilities are granted a right to collect 
for the additional costs they incur due to high 
gas prices on the international market. The 
Royal Decree-law speaks of “adjustment” which 
would imply an eventual right to payment for 
the difference between the price of the gas 
consumed and the reference price. However, 
given the current situation and the trajectory 
of the markets in recent months, it is unlikely 
that the cost of gas will be lower than the 
maximum provided as the reference price at 
the end of the system’s period of validity (70 €/
MWh). The Royal Decree-law itself establishes 
that, if the price of natural gas on the market 
in a given scheduling horizon is lower than the 
reference price of natural gas, no adjustment 
will be applied in that scheduling horizon.

 To determine the daily unit amount of the 
adjustment for each production facility con-
cerned, a mathematical formula is used to 
limit the price of the gas consumed by the 
thermal power plants that is passed on in the 
bids that set the wholesale electricity market 
price. This formula for calculating the amount 
of the adjustment expressed in €/MWh is based 
on two elements:

— The price of the natural gas used, in €/
MWh, which is determined as the weight-
ed average price of all transactions in 
daily products (D+1 onwards) and week-
end (if applicable) with next day delivery 
of natural gas at the virtual balancing 
point registered in the Iberian Gas Market 
(MIBGAS). The methodology for obtaining 
this price may be modified by decision 
of the State Secretariat for Energy.

— The reference price for natural gas, in €/
MWh, which will initially take the value of 
40 €/MWh. After six months have elapsed 
from the start of application of the meas-
ure, from the first day of the following 
calendar month, the reference price of 
natural gas shall be increased monthly 
by €5/MWh with respect to the reference 
value of the previous calendar month 
until the end of the regulated adjustment 
mechanism. 

 For this purpose, MIBGAS shall provide the 
electricity market operator and the sys-
tem operators with the natural gas price to  
be applied on the day in question before 9:45 
a.m. the previous day. Before 10:00 a.m. on 
that day, the gas price applicable to calculate 
the adjustment for the following day shall be 
published in the electricity market operator’s 
information system. 

 The total cost or revenue associated with the 
settlement of the adjustment mechanism 
carried out by the market operator in each 
trading period shall represent a payment ob-
ligation or collection right, which shall be 
distributed by the market operator among 
all the purchasing units of the Iberian elec-
tricity market participants, in proportion to 
the power scheduled for that period in their 
final hourly schedule after the continuous  
market (Art. 7(4)). 
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3. Facilities to which the adjustment mechanism 
applies

 The new mechanism for adjusting electricity 
production costs will be applicable to the fol-
lowing production facilities on mainland Spain 
that are registered in the market on the day on 
which the daily market matching takes place:

a) Electricity production facilities associated 
to natural gas combined cycle plants.

b) Production facilities associated to con-
ventional power plants using coal as 
fuel. However, the third additional pro-
vision allows the Government to suspend 
the application of the adjustment to 
coal-fired plants in the event that the 
amount of the adjustment, measured in 
€/MWh, is greater than the difference 
between the production cost of coal-
fired plants, including the value of the 
fuel and the price of CO2 emission allow-
ances in accordance with international 
quotations, and the production cost of  
infra-marginal plants.

c) Electricity production facilities that in-
clude a cogeneration plant (group a.1. of 
Article 2 of Royal Decree 413/2014) and 
those covered by the first transitional 
provision of Royal Decree 413/2014 that 
had been covered by the second transi-
tional provision of Royal Decree 661/2007 
(including facilities that use slurry and 
oil sludge), provided that these do not 
have any of the remuneration frameworks 
regulated in Article 14 of the Electricity 
Sector Act (which means that the vast 
majority of cogeneration will not receive 
compensation), as well as cogeneration 
facilities that use natural gas as prima-
ry energy and that are covered by the 

general remuneration scheme, under the 
terms set out in Article 4.B of Portuguese 
Decree-Law no. 23/2010 of 25 March 
2010 (Diário da República, no. 59/2010,  
Série I, 25 March 2010). 

 The adjustment mechanism will only be 
applicable to power traded in power 
sales bid units with the market operator 
(not to power declared in bilateral con-
tracts), without prejudice to the criteria 
that apply to intraday markets and that 
are applied in Spain’s adjustment ser-
vices in accordance with the provisions  
of the Royal Decree-law analysed.

4. Adjustment implementation procedure: set-
tlement of the adjustment and distribution 
of the payment among Iberian market par-
ticipants 

 In order to receive the adjustment, the mar-
ket participant must request the market op-
erator and the relevant system operator to 
register and, where appropriate, modify the 
affected bidding units and scheduling units. 
The participants responsible for the facilities 
included in the scope of application of the 
Royal Decree-law shall identify the bidding 
units and scheduling units benefiting from 
the adjustment mechanism to the market op-
erator and the relevant system operator. The 
adjustment mechanism shall be applied to the 
said facility as from the following daily market 
matching and shall never be applied to dates 
for which the daily market matching or the 
provision of the system adjustment service  
has already taken place.

 The owners of purchasing units that are not 
market participants must register as such with 
the market operator in order to be able to 
declare bilateral agreements. However, this 
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requirement shall not apply when all the de-
mand power declared in the said bilateral 
agreements with physical delivery, for the en-
tire period of application of the adjustment 
mechanism, is exempt from payment of the 
adjustment in accordance with the provisions  
of Article 8.

 The entities responsible for the settlement of 
the adjustment are the market operator and 
the system operators (Arts. 6 and 7).

 As mentioned above, the total cost or revenue 
associated with the settlement of the adjust-
ment mechanism carried out by the market 
operator in each trading period will represent 
a payment obligation or collection right, which 
will be distributed by the market operator 
among all the purchasing units of the Iberian 
market participants in its respective zone, in 
proportion to the power scheduled for that 
period in its final hourly schedule after the 
continuous market. 

 The Royal Decree-law excludes from the ob-
ligation to pay the adjustment cost the stor-
age supply units, both batteries and pumped 
storage units, as well as the supply units of 
ancillary generation services and the power 
associated with the purchasing units that have 
certain power purchase agreements (“PPAs”)  
(Art. 8).

 The market operator shall require from partic-
ipants who own purchasing units to formalise 
guarantees to cover the financial obligations 
that may arise from the settlement of the ad-
justment mechanism (Art. 10). Failure to pro-
vide these guarantees will prevent these units 
from participating in the different electricity 
production markets.

 The application of the adjustment system 
will require the immediate adaptation of 

the market operator’s and system operator’s 
systems (first transitional provision), as well 
as the adaptation of the market operating 
rules. For these purposes, while the Spanish 
Markets and Competition Authority carries 
out the adaptation of the operating rules of 
the daily and intraday electricity markets, the 
adaptation of the bid limits to the European 
matching limits approved by Decision of 6 May 
2021, as amended by Decision of 11 November 
2021 (modifying the market operating rules 
for the introduction of an advance payment 
mechanism prior to the issue of the weekly 
debit note), with the special features set out 
in Schedule I to Royal Decree-law 10/2022,  
will apply.

5. Exemption from the obligation to pay the cost 
of the power adjustment linked to purchasing 
units with PPAs: a lapse of the regulator or 
urgency for the adjustment mechanism to 
enter into force?

 The power associated with PPAs signed prior 
to 26 April 2022 is exempt from the obligation 
to pay the cost of the adjustment. Those signed 
after that date, as well as renewals, price re-
visions or extensions of PPAs prior to 26 April 
2022 that occur after that date, may not be 
used as a means for the power associated with 
them to be exempt from the payment of the 
adjustment cost.

 In order to declare that part of the power 
that is subject to PPAs, Article 8(3) gives the 
purchasing market participants a maximum 
period of five business days to submit the re-
quired information to the market operator. 
Surprisingly, according to the aforementioned 
Article 8(3), the period of five business days 
is counted “from the entry into force of this 
Royal Decree-law”. Interpreted literally, this 
period ended on 23 May 2022, since the Royal 
Decree-law came into force the day after its 
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publication, i.e. Sunday 15 May (eleventh final 
provision), and Monday 16 May was a bank 
holiday in Madrid. Such literal interpretation 
does not fit in well with either the planned date 
for the start of the adjustment mechanism, 
when a ministerial order will be issued to re-
cord the European Commission’s approval (first 
additional provision), or with the necessary 
adaptation of the market operator’s and system 
operator’s systems, which will be carried out 
once these five business days have elapsed (first 
transitory provision). (Does it make sense to 
carry out such an update without the approval  
of the European Commission?)

 However, this does not seem to be a slip, but a 
decision by the regulator. This can be deduced 
from the document produced by OMIE (Iberian 
electricity market operator) with questions and 
answers about the system, accessible via the 
market platform [published by The Objective, 
FAQ_1652978623-1.pdf (theobjective.com)]. 
According to this document, the deadline for 
the Article 8(3) time limit is Monday 23 May 
2022. On 19 May, OMIE notified its market par-
ticipants that the electronic format for sending 
information relating to Article 8(4) of Royal 
Decree-law 10/2022, of 13 May, temporarily 
establishing a production cost adjustment 
mechanism to reduce the price of electricity 
in the wholesale market, is now available.

 In addition, market participants wishing to 
avail themselves of this exemption must sub-
mit a stamen of compliance signed by the 
managing director or officer with a similar 
authority and periodically provide information 
in the format set out in Schedule II to Royal 
Decree-law 10/2022. 

6. Impact (expected) 

 Perhaps over-optimistically, the Government 
expects the adjustment mechanism to benefit 

all consumers, starting with households on the 
regulated tariff (PVPC), which will experience 
an immediate reduction in bills, and progres-
sively also consumers on the free market (house-
holds and industry), as fixed-rate contracts are 
renewed, although the reduction will depend 
on the degree to which their power supplies 
are indexed to the wholesale market (“pool”).

a) Impact on the electricity market as a 
whole  

 According to the Government, the result-
ing electricity price after applying the 
mechanism will depend mainly on the 
price of gas on the Iberian Gas Market 
(MibGas) and the price of CO2. The Gov-
ernment itself, in its press release on the 
mechanism, makes a forecast that has 
had great media impact but which lacks 
transposition in the Royal Decree-law: 
“considering 96 €/MWh for gas and 80 
€/t for CO2, the mechanism will leave 
the average pool price at less than 130 
€/MWh during the 12 months, compared 
to the more than 210 €/MWh that would 
be recorded in its absence”. 

 The matching process and determina-
tion of the price on the daily market will 
be carried out in accordance with the 
daily market operating rules in force at 
any given time. The facilities eligible to 
receive the adjustment will bid on the 
daily market with their best production 
forecast, internalising the unit amount of 
the adjustment in their bids on the market 
(in other words, discounting the payment 
entitlement calculated in accordance with 
Article 3 of the Royal Decree-law in ques-
tion). Likewise, the bids submitted by the 
affected facilities in the intraday markets 
and in the process of solving technical 
restrictions in the daily horizon and in 

https://media.theobjective.com/app/uploads/2022/05/074635/FAQ_1652978623-1.pdf
http://theobjective.com
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real time and those sent to the balancing 
power services markets will also take into 
account the adjustment mechanism.  

 The market operator shall define the price 
applicable to the purchasing units (Art. 
9). Thus, the purchase price shall be for 
each scheduling period the sum of the 
price expressed in €/MWh resulting from 
the matching in accordance with Arti-
cle 5, plus the proportional part for the 
adjustment to the consumers defined in 
Article 7.

 The Royal Decree-law establishes a mech-
anism for the progressive incorporation 
of the adjustment cost for power subject 
to PPAs (Art. 8). As mentioned above, 
holders of purchasing units may be ex-
empted from paying the adjustment cost 
for that part of their power that is subject 
to PPAs, but only those signed prior to 26 
April 2022. 

 For those market participants that do not 
declare PPAs, it shall be understood that 
all power associated with their purchasing 
units shall be subject to the payment of 
the adjustment.

 Article 13 determines the final price of 
the mainland and non-mainland market, 
considering the cost of the adjustment set 
out in Article 7 of the Royal Decree-law 
as a component of the final hourly price 
of both the mainland and island mar-
kets. In this way, the only electricity that 
consumers will pay for at gas cost will be 
that produced by gas-fired plants.

 The gas-fired thermal power plants, the 
combined cycle plants, will continue to 
collect what is necessary to guarantee 
electricity supply. This cost will only be 

passed on to the consumers benefiting 
from the measure at any given time and 
will always be lower than the final savings 
provided by the measure.

 The measure supplements the mechanism 
for reducing the surplus remuneration 
of the electricity market caused by the 
high price of natural gas on international 
markets, approved in September 2021 
(Royal Decree-law 17/2021) to pass on 
part of the extraordinary profits obtained 
by generating companies to consumers. 
This mechanism was reinforced in March 
2022 to extend its application also to 
power contracted at a fixed price with a 
hedging price of more than 67 €/MWh. 
In addition, the reduction in pool prices 
will cut the extraordinary profits that 
electricity generating companies are 
obtaining in the current situation.

b) Impact on the PVPC

 Exceptionally, while the production cost 
adjustment mechanism for the reduction 
of the electricity price in the wholesale 
market is applicable, the adjustment set-
tlement limit will be included in the PVPC 
calculation methodology under the terms 
of the third transitory provision of Royal 
Decree-law 10/2022. 

 In addition, the Royal Decree-law ana-
lysed imposes a mandate on the Govern-
ment to review, before 1 October 2022, 
the method for calculating the PVPC 
(provided for in Royal Decree 216/2014), 
which would start to be applied from 
the beginning of 2023. The new method 
shall incorporate price references based 
on a basket of forward, day-ahead and 
intraday market products. The basket 
of products shall include forward mar-
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ket products, including annual futures, 
quarterly futures and monthly futures, 
and shall include a daily and intraday 
market price component. Regulations will 
establish the weighting coefficients for 
each of the products in the basket to be 
considered in the calculation of the PVPC 
(5th additional provision). In this way, a 
certain exposure of these consumers to 
the short-term price signal is guaranteed, 
energy efficiency, storage and demand 
management are encouraged and the 
volatility of the PVPC in recent months 
is reduced. 

c) Impact on the free market

 As for the impact on the free market, the 
Government itself is aware that “the final 
reduction will depend on the conditions 
agreed with the electric utility compa-
ny”, keeping the hope that “lower prices 
will be obtained because the measure 
reduces the wholesale prices that serve 
as a reference”. 

 However, consumers with long-term fixed 
price contracts that expire after the year 
of application of the measure will not be 
affected by the measure.

 On the other hand, in a more leisurely 
analysis of the Royal Decree-law, it will 
have to be assessed whether the envis-
aged control mechanisms ensure that 
suppliers pass on to the retail market the 
price reduction in the wholesale market. 

7. Duration

 The mechanism is approved as an exceptional 
measure and is therefore limited to twelve 
months. In no case shall the adjustment mech-
anism apply beyond 31 May 2023.

 However, the second additional provision allows 
the Government, with the prior agreement of 
the Portuguese Government, to temporarily 
or definitively suspend the application of the 
adjustment mechanism described above, when 
justified by exceptional market circumstances 
or for reasons of public interest.

8. Financing of the adjustment mechanism

 The adjustment is covered by the purchasers 
of power in the market (retailers and direct 
consumers in the market), who in theory benefit 
from this adjustment. In other words, those who 
purchase power at the pool price, while those 
who purchase through fixed-price hedging 
instruments under the terms set out above are 
exempt from covering the adjustment. 

 The Royal Decree-law provides a specific 
scheme (Art. 8(6)) applicable when generators 
and suppliers belong to the same vertically 
integrated group.

 Furthermore, Article 14 of Royal Decree-law 
10/2022 provides for the use of congestion 
rents to pay the total cost of the adjustment 
mechanism. Thus, exceptionally, while the ad-
justment mechanism is in force, the additional 
value of the net congestion rents obtained in 
the monthly capacity allocation auctions at 
the interconnection with France will be used 
to reduce the total cost of the adjustment. To 
this end, the costs of current uses (costs asso-
ciated with guaranteeing the strength of the 
programmes, compensation for reductions 
of long-term transmission rights in the inter-
connection with France, resales of the annual 
products in the monthly auction, among oth-
ers) will be deducted from the gross monthly 
rents in the interconnection with France. The 
Spanish system operator will be responsible 
for calculating the additional congestion rents 
(the excess of the value of the net rents from 
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the monthly capacity allocation auctions at 
the border with France in each month with 
respect to the same month of the previous year) 
and may make the necessary adjustments to 
calculate the additional rents. 

9. Control and supervision of the adjustment 
mechanism

 The Spanish Market and Competition Authority 
is responsible for supervising the system (Art. 
12). The manipulation, alteration or unjusti-
fied deviation of the sales bids submitted by 
the Spanish parties included in the scope of 
application of the Royal Decree-law, which in-
ternalise a natural gas reference price different 
from that established in accordance with the 
calculation formula set, will be considered a 
very serious infringement of Article 64 of the 
Electricity Sector Act. 

 The market operator shall suspend from par-
ticipation those purchasing unit owners who 
fail to comply with their payment obligations, 
as well as those who do not provide or main-
tain the required payment guarantees. The 
suspension agreed by the market operator 
on the basis of these non-compliances shall 
be notified to the system operator so that it 
may proceed to suspend the participation of 
the relevant scheduling units as soon as it re-
ceives the notification. Likewise, in Spain, the 
system operator shall suspend the participation 
of those purchasing unit owners who fail to 
meet their obligation to pay the system oper-
ator’s settlement. In Spain, the suspension of a 
supplier will entail the provisional automatic 
transfer of its clients to the regulated electricity 
supplier, in accordance with the criteria set 
out in Article 4 of Royal Decree 216/2014, of 
28 March, setting out the methodology for 
calculating the regulated tariff and the legal 
regime for contracting, pending a decision on 
said supplier’s disqualification.

10. Entry into force 

 Although Royal Decree-law 10/2022 came 
into force the day after its official publication 
(11th additional provision), the mechanism to 
limit the price of gas will not be applied until 
the European Commission formally authorises 
it (1st additional provision). Electric utility 
companies will have to report on their fixed 
and variable contracts, in order to apply the 
measure initially only to the latter, within five 
business days of its entry into force (Art. 8(3)), 
and OMIE and REE (Spanish electricity system 
operator) will have to adapt their systems and 
pool operations (first transitory provision). A 
ministerial order of the Ministry of Ecological 
Transition and the Demographic Challenge 
will indicate the start of the application of 
the measure.

11. Other novelties of Royal Decree-law 10/2022

 With effect from its entry into force (last Sunday, 
15 May), Royal Decree-law 10/2022 amends 
various rules governing the electricity market. 
In summary, the amendments are as follows:

— Revision of the mechanism for reducing 
the remuneration of the electricity pro-
duction activity of non-greenhouse gas 
emitting technology production facilities 
provided for in Royal Decree-law 17/2021 
until 30 June 2022. Royal Decree-law 
10/2022 modifies the formula for calcu-
lating this reduction mechanism to require 
that, while the production cost adjust-
ment mechanism for reducing the price 
of electricity on the wholesale market is 
applicable, the reference value of the gas 
considered in the reduction mechanism 
must not be higher than the reference 
price of natural gas regulated in Article 
3 of Royal Decree-law 10/2022 (second 
final provision).
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— Novelties in the review of the subsidy 
payments scheme in the regulatory pe-
riod (six years). The new wording of the 
second paragraph of Article 14(4) of the 
Electricity Sector Act reads as follows: 
“These remuneration parameters may 
be reviewed for each regulatory period. 
If this review is not carried out before 
the start of the regulatory period, they 
shall be understood to be extended for 
the whole of the following regulatory 
period, except in the case of the sub-
sidy payments scheme, which may be 
reviewed until 28 February of the first 
year of each regulatory period“. In other 
words, the subsidy payments scheme may 
be reviewed until 28 February of the first 
year of each regulatory period. 

— Amendments to Article 22(3) and (4) of 
Royal Decree 413/2014, of 6 June, regulat-
ing the activity of electricity production 
from renewable energy sources, cogen-
eration and waste (final provision 6). For 
the years 2024 and 2025, the weighting 
of futures market prices in the price bas-
ket shall be equal to or greater than 50 
% and 75 %, respectively. The specific 
values of the coefficients for the years 
2024 and 2025 shall be set by Order of 
the Ministry for Ecological Transition and 
the Demographic Challenge, following 

resolution of the Government’s Economic 
Affairs Committee, before 1 July of the 
previous year.

— Consideration as a cost, for the purpose 
of calculating payments, of contributions 
to the financing of the public electricity 
service (social energy tariff and supplies 
not interruptible because of non-pay-
ment) made by parties that carry out 
activities with regulated payments. The 
regulatory adaptations necessary for 
this recognition to be effective must be 
made within a maximum period of six 
months from the entry into force of Royal 
Decree-law 6/2022 (final provision 3 of 
Royal Decree-law 10/2022). 

— Review of the method of distribution and 
calculation of the contributions to finance 
the public electricity service obligations 
(social energy tariff and supplies not inter-
ruptible because of non-payment) made 
by the different market participants and 
direct consumers. In this regard, Royal 
Decree 897/2017, of 6 October, regulating 
the category of the vulnerable consumer, 
the social energy tariff and other protec-
tion measures for domestic electricity 
consumers in the terms established by the 
fourth final provision of Royal Decree-law 
10/2022, is amended.


