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EREF - Theindependent RES
producers’ voice in Europe

EREF was founded in 1999

EREF is the umbrella organisation of national European
associations covering all renewable energy sources

EREF is the Renewable Energy Independent Producer’s Voice

EREF’s goal: to create a market environment in Europe which
actively encourages independent power production

At present EREF represents in electricity more than 18.000 MW
Installed capacity
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The setting for Climate and Security

The Pride of Europe to commit for 20 % RE In
total energy consumption by 2020 — Yes, but

A stepping stone towards the demand for
close to Zero Emission in Europe by 2050
(IPCC)

Security of Supply is a major drive towards
RE

Renewable Energies: from “nice to have” to
“necessary to push forward”
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The precondition for RES investment

New renewable energy capacity needs
Investment Security
Clear legal and political guidelines
National RE deployment programmes
A market access facilitating policy
Grid enforcement and ownership unbundling
A competition-vigilant Commission

Group exemption for RE State Aid
programmes
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Renewables as Climate supporter

a Emissions avoided through the use
of renewable energy sources in Germany in 2007

Electricity 34.0 million t 20.1 million t 2.4 million t

79.0
million t

Total: approx.114 million t
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50.7 from this approx. 57 million
L t through the EEG
milliont |
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million t
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Version: March 2008; all figures provisional
Source: BMU according to Working Group on Renew able Energies / Statistics (AGEE-Stat)
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The Climate threat from traditional
Energy production

RWE, Enel and E.ON were the three biggest CO2
emitters during the first phase of the EU emissions
trading scheme (EU ETS)

RWE, Enel and E.ON emitted in 2007 respectively
151 MtCO2, 97 MtCO2 and 91 MtCO2

Source: Carbon Market Data 13.05.2008

RWE emitted 30 Mt CO2 more than the whole
German reduction effort in the same year, E.ON
polluted just 21 Mt CO2 less than the overall German
reduction effort of 114 Mt CO2 achieved by RES
deployment
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Polluter Pays Principle and RES

If PPP would be observed, new Renewable
Technologies and Energy delivered to the
market from RES would not need any public
support mechanism at all

But there is no market yet installed enabling a
level playing field
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Where isthe market ?

Even though some RE technologies without any support are at cost
levels comparable with those of conventional sources of energy,
unsupported new renewable energy is still not commercially
competitive in the current distorted electricity market. This
deformation of the internal EU 27 electricity market is especially caused

by public direct and indirect subsidies.

Source: Fouquet, Johansson: European renewable energy policy at crossroads — focus on electricity
support mechanisms, 2008

“UNEP, the World Bank and the International Energy Agency put global
annual subsidies for fossil fuels in the range of US$100-200 billion,
representing “a substantial market distortion, discourage new entrants

Into the market, and undermine the pursuit of energy efficiency”

Source: Fred Beck, Eric Martinot ,Renewable Energy Policies and Barriers, in Encyclopaedia of Energy,
Cutler J. Cleveland, ed. (Academic Press/Elsevier Science, 2004)
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Downside of market concentration

TRUST, CARTEL and grid access
manipulation burden the development of a

market

Procedures by European Commission
and national authorities against
anticompetitive behaviour increase but
still an uphill struggle, without full
ownership unbundling of grids e.g. and
with highly concentrated key markets
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Thetip of an iceberg ?

The Commission runs a number of antitrust investigations into energy companies as
a consequence of the energy sector inquiry 2006/2007. Inter alia, the Commission
has been investigating two cases against E.ON in the electricity sector.

COMP/39.326 - E.On et al.
2 October 2006 Commission initiates proceedings in case COMP/39326

Currently discussion on structural remedies offered by E.ON to settle ongoing
antitrust cases in the electricity sector.

The Commission is vigilant concerning collusion between incumbents to share
markets, one of the “most serious threats to competition” This reflects the overall
priority of the Commission to fight attempts by undertakings to coordinate their
behaviour in the marketplace rather than to compete.

Vertical integration - creating unequal access to essential market information and
by enabling incumbents to engage in strategic behaviour.

Lack of access to infrastructure such as transmission and distribution networks
and/or storage facilities

Lack of, or delayed, investment by transmission companies with vertically
integrated supply companies, preventing market integration, is another serious
source of concern.

Focus on 3rd liberalisation package
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Winafall

Windfall profits or producer rents resulting from marginal cost pricing and earned
by electricity companies owning large depreciated nuclear and lignite fuelled
utilities (especially in Germany and France) —

Estimated for 2005 and 2006 together for the companies RWE, EnBW, E.On
and Vattenfall Europe with their German operations at the order of 8.2 bill Euros
and for EDF in France at 13 bill Euros

Source: Uwe Leprich, The Crisis of the Electricity Markets in Europe: Problems and Consequences, 2005

Windfall profit derived to passing on a large share of the not occurring
additional costs for Greenhouse gas (GHG) emissions allowances by electricity
producers to customers - in Germany at about 5 bill Euros per year

(Source: VIK Verband der Industriellen Energie- und Kraftwirtschaft e.V. (German Association of Industrial
Energy Users and Self-Generators )

-VIK-Opinion on the Preliminary Findings of the Energy Sector Inquiry
http://ec.europa.eu/comm/competition/sectors/energy/inquiry/vik_electricity.pdf

Free allocation or so-called grandfathering is rectified under current ETS
Directive just allowing 5 % allowances’ auctioning between 2005 and 2008 and
10 % between 2008 and 2012.

The European Commission proposal in January 2008 for an amended ETD
Directive now foresees the principle of full auctioning of emission allowances
for EU 27 for the period after 2012.
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| mbal ance

Policy of especially Germany to leave the
funds for the future dismantling of nuclear
power stations in the budget of the four
companies owing nuclear plants amounts to a
further considerable addition to market power
at the order of approximately 30 to 40 bill

Euros

See: Wuppertal Institute: Comparison among different decommissioning fund methodologies

for nuclear installations, Final Report , table page 30
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Life Cycle Shortcoming

Non reflection of full lifecycle costs of all energy sources in the _
respective market price per kWh, including e.g. also the inadequate risk
insurance for nuclear power as specific problem

Factors of non-internalisation:
Climate change damage costs associated with emissions of CO2;

Damage costs (such as impacts on health, crops etc) associated with
other air pollutants (NOx, SO2, NMVOCs, PM10, NH3),

Other non-environmental social costs for non-fossil electricity-
generating technologies.

The external costs from nuclear are still too unconsidered in modelling
tools such as ExternE. According to EEA they “have to be treated with
caution, as only parts of the externalities are included”. The costs
reflect to a large extent the small amount of emissions of CO2 and air
pollutants, and the low risk of accidents. New estimates of the damage
cost factors for nuclear energy are clearly needed in future ExternE
projects .”

Source: European Environment Agency,
http://themes.eea.europa.eu/Sectors_and_activities/energy/indicators/EN35%2C2007.04/figlb.gif/view
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10 years of conflict on the economic quality of existing RES support
mechanism should end

Rapid expansion of RE without support mechanism will not
happen in the energy market place, as it now exists

Most prominently overall RE support mechanisms may be
grouped into two major categories, tradable green certificates
(TGC) and feed-in-tariffs (FiT).

They are supported by specific state budget sponsored
programmes, such as the 100 000 Roof programme (DE)

With TGC system, a target for RE penetration is set by public
authorities seeking to minimise cost for achieving this target.
The certificate price is set by the market.

In a FIT system, public authorities set an effective price but are
not limiting the quantity installed.

Experiences from a number of countries in Europe suggest that
FIT deliver larger and faster penetration of RE than TGC, at
lower or comparable cost.
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State Aid for Renewable Energy
Sources under the new Guidelines

Main conditions

If costs of production are higher compared to
production from less environmental sources

And only as long as / if there is no EU 27
mandatory standard for a share or RES for
Individual undertakings

Biofuels and Hydropower have specific
sustainability attention attached
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Favouring of Bidding systems under
the new guidelines

Where Investment Aid is granted in a “genuinely
competitive bidding process on the basis of clear,
transparent and non discriminatory criteria”, ensuring
that aid is limited to minimum necessary for delivering
maximum renewable energy, aid intensity can go up
to 100 % of eligible investment costs (see No. 104 of
New Guidelines)

Questionable in view of above limited success of
such mechanisms
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The good news. Block Exemption
as an option

New Guidelines introduce for the first time the way
towards Block Exemption in the field of environment

But the Regulations for BE (BER) are still to come
from Commission during this year (“before summer
break”)

BE would mean that for all aid mechanisms under

such exemption there is no need to notify and
approve the single aid unless

a certain set threshold or condition in the future BER
would require notification of a specific aid individually
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You have an own roof and still you
don’t earn money with it?!”

Publicity in Germany for PV modules
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Thank you for your attention !

Dr. Doerte Fouquet
fouguet@kuhbier.com
+3226724367
+32474978710

WWW.eref-europe.orq
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