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Position Paper
on the Commission Draft Comitology Text on the

New Entrants Reserve 300 million allowances (NER300)

Brussels, 28" September 2009 - EREC recently came across a revised draft for the NER300 comitology
process. We welcome some of the advances made, i.e. with regard to the new eligibility of grid systems
as well as the involvement of the EIB as a potentially useful partner for selecting and accompanying
projects.

However, we must again raise some concerns, which we feel have not been addressed since the ‘Non-
paper’ from June. EREC asks Member States and Commission officials to consider these concerns, and
stands available to discuss them at anytime.

Summary:
1. Ensuring a fair split between CCS and innovative Renewable Energy

1. Upfront financing — a necessary but missing element of NER300

1ll. The project selection process penalises the most innovative and expensive
technologies

IV. Additional issues

V. Further improvements can be made to Renewable Energy Sub-categories

1. Ensuring a fair split between CCS and innovative Renewable Energy

In the current draft, Annex L.A lists technologies for both fields, without mentioning how much of the
allowances will go to which technologies. EREC still considers a 50/50 split of the allowances between
CCS and next-generation RES as the best way to ensure that the NER300 provides for an adequate and
fair promotion of zero-carbon and low carbon technologies.

While all solutions have to be looked into, energy efficiency and emission avoidance should clearly be
favoured over end-of-pipe, damage management solutions. Public support has always been high for
renewables, while CO2-storage already faced local opposition (at Schwarze Pumpe). The success of
current commercial stage renewables calls for support for the next generation.



In the context of the NER300, innovative renewables enable a better geographical spread of projects,
enabling more Member States to benefit from the funding and the technologies. European money
invested in RES stays in Europe (most renewables are produced and installed in the EU, while 41% of
EU’s coal is imported).

NER300 RES projects will demonstrate a wide range of technologies across different energy sources,
making it very likely that many of these will develop further in the future, thus avoiding putting all EU
eggs in one coal basket.

In comparison to big CCS projects, many of the RES technologies proposed use smaller multiple single
units, for which production costs will cascade down the cost curve after the demonstration stage.
Furthermore, building times are also typically shorter for RES than for conventional plants, meaning that
they have a better chance of reducing our CO2 emissions quickly, before 2020, in the window of
opportunity identified by the IPCC to avoid dangerous climate change®.

In addition, RES have additional environmental benefits aside from avoiding CO2: they avoid SO2 (acid
rain), NOx (a precursor of tropospheric ozone, a greenhouse gas and pollutant), PM particles (causing
cancer) and are in essence ‘zero emission’ technologies.

A pre-defined split of the NER300 allowance pot will also solve a practical problem created by the need
to give CCS projects time to complete detailed feasibility studies (sometimes known as Front-End
Engineering Designs, FEEDs). Without such a split, it might be impossible for the Commission to sign
grant agreements with any project until the last FEED has been completed. “RES group” projects, which
are very likely to be smaller individually than CCS projects and therefore to require less time to complete
feasibility studies would be delayed. The deployment of innovative renewable energy technology, which
is an urgent task, should not be held up because of constraints posed by CCS project planning.

For all these reasons, EREC calls on CCC Members to set up a pre-defined 50/50 split of the fund. This
can be easily done and does not further impact the rest of the selection process. Member States have
showed their support for renewables in setting targets for 2020 RES production. The NER300 is has the
potential to be a very useful instrument for funding the next-generation of renewable energy
technologies to help meet that target and further lower emissions.

1. Upfront financing — a necessary but missing element of NER300

In our previous position paper on NER300, in the statements we made at the “stakeholders meeting” on
June 29" and on other occasions, we have explained why it is important for the investment costs of
innovative technology to be supported with grants and, where appropriate, loan guarantees and other
financing arrangements.

It is disappointing that the proposal excludes the use of NER300 funds for “upfront financing”, instead
putting forward a scheme that will see renewable energy projects funded per MWh produced. The
Community Guidelines for State Aid on Environmental Protection, which apply to NER300, would have
allowed for this option: after due account is made of the expected operating aid a project will receive

1 |PCC 4th Assessment Report (2007)


http://www.erec.org/fileadmin/erec_docs/Documents/Position_Papers/EREC%20Position%20Paper%20Modalities%20for%20Co-financing%20of%20CCS%20and%20Innovative%20Renewable%20Energy%20Projects_June%202009.pdf

(meaning receipts from market support schemes like feed-in tariffs or tradable certificates under a
guota-based scheme) a percentage of the remaining costs of a project can be covered with investment
aid.

Another constraint imposed on the NER300 instrument — that the award of NER300 funds to a project
be “dependent on avoided CO2” — can also be reconciled with upfront financing, but with the proviso
that a project developer pays back the NER300 grant received if the project does not “avoid CO2”. The
chances of this unfortunate situation arising can be minimised if it is acceptable for the project to avoid
only a token amount of CO2. The fact that renewable energy technologies must be “innovative” to be
eligible for NER300 funding underlines the need to interpret the relevant passage in Art. 10a (8) of the
revised Emissions Trading Directive pragmatically.

For the first call, we suggest that the allowances are awarded as early as first semester 2011, so as to
avoid delays in projects and/or the loss of potential investors.

Ill. The project selection process penalises the most innovative and expensive technologies.

a) Re-introduce “value for money ” for drawing up the list of winning projects

Selection of winning projects (Art. 10) within one sub-category for RES is made by least cost. However,
there is an inherent contradiction in requesting highly innovative sub-categories in the Annex, and
selecting the cheapest project in a first stage. It can be assumed that with a given size of project, the
least innovative idea/technology will also be the cheapest.

b) Scrap the proposed scheme of deleting from the list of winning projects according to relevant
cost per unit “performance”
Given the number of RES subcategories, and the size and cost of the CCS projects, it is safe to assume
that Art. 10 (4) and (5) will apply in the first call for proposals, that is, that some winning projects will
have to be deleted.

Deleting projects with the lowest cost-effectiveness in €/MWh (or €/Mtoe) within each group (“CCS
portfolio” and “RES-group”), as proposed in the draft decision, will penalise technologies that are
currently expensive irrespective of their future potential. Combined with no possibility for pre-financing
their projects, proposers bringing forward projects in highly innovative, high cost technologies will be
especially damaged by this policy. EREC suggests exploring alternative ways to rank the projects, fully
taking into account the level of innovation of the project, its quality and feasibility and not only based on
lowest cost per MWh (or Mtoe).

In any case and to offset this, the second call should run with a different selection process, in order to
take account for technical and geographical underrepresentation.



IV. Additional issues

a) Precisions are needed regarding the benchmark technology to determine eligible costs

Art. 2(d) mentions only “compared to a conventional power plant or heating system”. Given the
impact of the choice on the eligible cost, the draft Decision must be explicit about how the
comparison plant will be chosen for the calculation.

b) Number of projects per sub-category

In the case that winning projects have not been selected in all sub-categories within one category,
Art. 9 should include the possibility to fund more than one project per RES sub-category, to account
for the missing sub-category (i.e. in the Wind category, it should be made possible to fund 2 projects
in the “floating turbine” sub-category, if no projects are selected in the “wind system of 10MW” sub-
category). Furthermore, Art. 9 should allow for more than one project per sub-category to be funded,
should the parity between funds for CCS and funds for RES projects not be respected.

¢) Calculation of the disbursed amount of revenues

Art. 12 (2) states that “the disbursed amount shall be (...) for RES the amount of electricity produced
multiplied by the funding rate”. However, this neglects the fact that bioenergy is not only used to
produce electricity, but as well heat and transport fuels. Indeed, the projects in the annex are
concerned largely with the production of liquid fuels. Thus, EREC suggests replacing “the amount of
electricity produced” by “the amount of energy produced”.

d) Knowledge-sharing requirements

The requirements set out in Annex Ill are welcome. Additional information on storage should be
included: how much of the captured CO2 is stored, behaviour of the reservoir, leakage monitoring.
An addition should be made to point D of Annex Ill to require that data on the residual CO2 emissions
of NER300 CCS project should be made public (not only data on stored emissions).

e) 100% of captured CO2 should be stored for CCS if we are to reduce emissions at all

At present, no indication of the level of storage required for CCS projects is indicated. Depending on
the technology CCS requires 10% to 40% more coal to produce the same amount. If only 75% of it is
to be captured (as per current proposal) and say 50% of that stored (not set in current proposal), the
plant will still emit 69% to 88% of its original output... All captured CO2 must be stored (even so, the
plant will still emit 28% to 35% of its original emissions).

f) 45 million allowances upper limit to co-financing should be lowered to 15-20 million/project
The maximum amount of allowances to co-finance a project should be lower than the 45 million
upper threshold laid down in Art 10a (8) of the revised Emissions Trading Directive. EREC suggests
lowering the threshold to 15-20 million allowances, to allow more projects to be co-financed and
ensure that medium-size companies and SMEs (which are usually involved in the development of
innovative technologies) are able to co-finance the projects.

g) Misprints?

e Asper Art 9 (a) and (b), we believe Art 10.3 should read "The two highest ranked projects in
each of the 4 categories in Part A. I. of Annex | ("the CCS portfolio") and the highest ranked
project in each of the sub-categories referred to in Part A. Il. of Annex | ("the RES group") will
be selected as winning projects."



e Art 11.2 states that “Award decisions will cease to have legal effect if the conditions referred
to in Article 10(8) are not met.” There is no article 10.8 in the draft decision...

e Art 12.6 states that “Revenues thatarenotd i sbur sed to projects
Member States in accordance with Article 11a (7) of Directive 2003/87/EC.” This ETS-
Directive Article 11a (7) deals with use of CDM not with revenues or NER...

V. Further improvements can be made to Renewable Energy Categories

Please find below the modifications that EREC members feel should be made to the present draft list of
categories in ANNEX IAIl. The Commission should include new ones and/or modify existing ones in the
list and then close it for the first call (amendment of Annex 1Alll needed).

a) Wind issues (EWEA)

The future of wind energy is offshore. As EU Energy Commissioner Andris Piebalgs said on Monday 14
September at the opening session of the Offshore conference in Stockholm:“ T h e E WCommigsiena n
is committed to doing everything it can to support offshore wind developers and make sure their planned
projects ¢ o.nTeendure thif, weubelitvé 2new sub-categories should be added to the
existing list:

e “Offshore-specific turbines”

o “Offshore wind system with innovative substructures (jackets, tripods, gravity-based)”
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The annex in its current drafted form only allows for offshore systems of size equal to or greater 6MW.
Size is not the only thing that matters offshore: a number of constraints exist, such as combined wind
and wave loads, wake effects, humidity, salinity, reliability and availability requirements, all of which call
for specific products for the offshore market. Different innovative solutions exist to address each of
these constraints so that different products can be developed within the technical boundaries set by
these constraints.

Not all of these innovative solutions will be tested/implemented on high-capacity turbines (6MW or
more) and since they are the only eligible, we might miss out on innovation tested on smaller turbines
(the current offshore market is installing turbines of 3-4MW capacity, going on 5MW). Another final
point is that only 3 manufacturers are currently working on prototypes for high capacity (6MW+)
offshore turbines, meaning that such a requirement excludes all others and reduces competition.

For example, a turbine with the following technical aspects combined:

e 2-blader,

e Direct drive,

e Low-speed generator,

e Permanent magnet,
would be very innovative but could be build with the typical market capacity of 3-4MW, and potentially
not the 6 or 8MW in the Annex’s list of categories.



“Offshore-specific”’-turbines are generally clearly marketed as “offshore products”, hence easily
differentiated from their onshore counterparts; they are generally more expensive, and the number of
innovative components included (like the ones listed above) could be a selection factor amongst
projects for this category in the Annex.

Offshore wind systems with innovative substructures (jackets, tripods, gravity based)

The 3 high capacity categories in the Annex allow for innovative substructures to be fitted with
innovative turbines. This increases considerably both the technical risk — putting one innovation on top
of another— and the financial risk of a project — innovations are more costly, so finding finances for the
project will be more difficult. As reported by the Wind Technology Platform secretariat, innovative
offshore substructures account for about 50% of the total price of the turbine, which means they cost
about as much as the turbine placed on top of them).

It is to be assumed that for demonstration projects (unlike pilot ones such as Alpha Ventus, where the
turbines are packed with captors and sensors), developers will prefer to put a technically proven, non-
innovative turbine on top of the innovative substructure, so that a specific category is needed to enable
this type of projects.

Other listed sub-categories are still being considered, especially regarding thresholds and MW size of
offshore turbines. Due to the financial crisis, some developments have been put on hold, which might
threaten the ability of the industry to come up with high-capacity turbines above 8MW and 10MW. It is
therefore even more important that the 2 above mentioned categories are included.

b) Photovoltaics (EPIA)
EPIA welcomes the fact that Photovoltaics (PV) is reflected in the draft regulation with 4 proposed sub-
categories corresponding to large PV power plants of thin film, concentrated PV and ultra thin crystalline

silicon technologies.

We believe however that the module efficiency level mentioned in the 4th project sub-category should
be reduced:

“Large scale ultra thin crystalline silicon photovoltaics power plant with nominal capacity between 40
and 100 MW. The module efficiency should be more than 15% and the thickness of the wafers should be
bel ow 100 pupm”

Indeed a reduction of the thickness of the wafers while increasing the module efficiency is already a
challenge. A too high module efficiency requirement may actually not be interesting from an economical
point of view.

The figure proposed, “more than 15%”, would allow for developments both in the ultra thin mono and multi-
crystalline technologies, which would not be possible with the “more than 20%” figure proposed in the draft
document.

In addition, EPIA proposes to complement the sub-categories with an additional sub-category, allowing
photovoltaic projects to be funded under the 2" call for proposals as well as under the 1°":



Large scale crystalline silicon demonstration power plants based on new cell architecture (e.q. back
contact cells and/or hetero-junction cells): 40 MW

EPIA very much welcomes the addition of a cross-sectoral sub-category dedicated to “Distributed
renewable generation”. This will stir the development of “solar cities/communities” powered by a large
amount of photovoltaic electricity in urban and rural environments.

This project sub-category will also make projects of virtual power plants possible, gathering any
interested renewable energy sector such as photovoltaics, wind, biomass or hydro, based on the idea of
linking and balancing out various cross-border renewable energy power plants by modern IT control,
precise weather forecast and storage technology.

c) Concentrated Solar Power (ESTELA)

In the scope of Concentrating Solar Power, the eligibility criteria should include, as an additional sub-
category:

“Stirling Parabolic Dish with storage or hybridization 1-5 MW”

The Dish Stirling Systems have been included in the Solar Thermo-Electric Industrial Initiative for the
SET-Plan as one of the most promising CSP technologies. One of the main advantages of this technology
is its flexibility in terms of size and scale of deployment. Owing to their modular design, they are capable
of both small-scale distributed power output, and suitable for large, utility-scale projects with thousands
of dishes arranged in a solar park. This technology uses no water in the power conversion process and
the only water need is for the washing of the mirrors, a key differentiator from other solar thermal
platforms. Dish Stirling technologies are furthermore attractive due to their high efficiency and modular
design. In addition, this technology could be combined with storage or hybridization.

d) Hydropower (ESHA)

With the fast increase in wind and photovoltaic generation in the EU, pumped-storage will be critically
needed to balance and to flatten out load variations of the power grid. This is why ESHA proposes the
following sub-categories to be included in the list:

Variable speed pump storage
The Variable Speed Technology: double fed asynchronous machines
The Adjustable Multi-Stage pump turbines

Pump Storage Plants (PSP) technology is of high importance to grid stability (due to the increase in
intermittent sources such as wind and solar) and is the most efficient and the only immediately available
technology to economically store large quantities of electrical energy. PSP achieves an unrivalled 80%
global efficiency with a unit power exceeding 400 MW and without any GHG emission making them also
the most sustainable energy storage solution. Additional advantage of hydroelectricity is the rapid
availability for producing electricity to supply high peak demands. PSP are able to adapt their production
power from zero to 100% within minutes to compensate wind farm production or to compensate any



grid incident (e.g.: the recent German blackout didn’t impact France, thanks to the 24 GW of the French
hydroelectric fleet).

While the PSP concept is not new, the technology has never stopped evolving since the first installation
in 1882 in Switzerland. Innovative methods are needed to reach a constant increase of the global
performance of the machines -efficiency, reliability, environment friendliness- and a sharp reduction of
the investment cost.

Variable Speed technology for PSP is the latest major innovation on which major hydroelectric machines
manufacturers are currently working. The advantages of such machines is that they have a better overall
efficiency (up 1%, which for a 260MW unit would represent about 8GWh/year), provides with the
possibility to adjust the pumping power —that is not possible with fixed speed machines- and last but not
least have a much shorter adaptation time to a power variation than fixed speed machines. Besides
increasing the pump turbine global efficiency by several percents the major advantage of this innovation
is that these PSP are able to match their energy production with the grid needs and therefore can be
used as a complement to other renewable energies production without the need to use thermal power
plants.

e) Geothermal energy (EGEC)

EGEC welcomes the presence of geothermal energy (with Enhanced geothermal Systems (EGS)) in the
document sent to the members of the Climate Change Committee, showing that it is a really promising
technology.

However, we wish to include another sub-category with low temperature power plants. These
innovative geothermal power plants generate electricity from geothermal fluids at the lowest possible
temperature, including hybrid solutions:

e Low temperature geothermal electricity:
a. Organic Rankine Cycle
b. Kalina Cycle

Indeed, two weeks ago, the Low Bin project (supported by the EC-FP6) inaugurated a research
geothermal electricity plant in Simbach-Braunau in Austria. A pilot binary Geothermal ORC system has
been developed enabling the exploitation of one of the world lowest temperature geothermal reservoirs
(80°C) for power generation at the warm weather conditions encountered in Austria during the summer.

Excluding a few early experimental units constructed in Russia and the USA (Alaska), the majority of the
geothermal binary plants operate with a supply temperature above 110 °C, and no units with a
geothermal source temperature below 86 °C are in commercial operation at this stage.

One effort will be the utilization of lower temperature resources (80°C) with a binary plant, in order to
increase the overall exploitable potential of geothermal energy.



f) Bioenergy (EBB)

The Commission only included one single category for ‘bioenergy’ and no specific category for biofuels.
Consequently, EBB suggests the creation of a separate category for biofuels. EBB would like to point out
that biodiesel technologies, and in particular algae for fuel production, are under-represented in the list
of technologies streams identified as eligible in Annex | of the draft Decision.

Along various highly valuable by-products (animal protein feed, bio-plastics, green chemicals, polymers
and pharmaceuticals), algae can produce vegetable oil for biodiesel production and products similar to
fossil fuels such as bio-crude and high-quality fuels.

The figures requested for algae fuel production are three to four times higher than for lignocellusic
ethanol and correspond to the production volume currently produced by biodiesel plants regarded as
large ones. As the purpose of the draft Commission Decision is to fund demonstration projects (article
1), the Commission would be consistent in requesting demonstration scale to be achieved (10-50 Ml/y)
instead of large commercial scale.

Therefore, EBB recommends that the sub-category in Annex A Il related to algae biodiesel is modified to
request 10 to 50 Ml/y and that the following sub-categories are added:

e Algae and/or micro-organisms to vegetable oil for biodiesel production via biological and/or
chemical processes with capacity between 10 and 50 Ml/y (million litres per year)

e Algae and/or micro-organisms to bio-crude for biodiesel production via biological and/or
chemical processes with capacity between 10 and 50 Ml/y (million litres per year)

e Algae and/or micro-organisms to liquid fuels or vegetable oil for biodiesel production via
cultivation in photobioreactors with capacity between 10 and 50 Ml/y (million litres per year)

¢ Animal waste to liquid fuels with capacity between 10 and 50 Ml/y (million litres per year)

e Jatropha to liquid fuels with capacity between 10 and 50 Ml/y (million litres per year)

e Used cooking oils to liquid fuels with capacity between 10 and 50 Ml/y (million litres per year)

Please find the final position paper as well on EREC’s website.
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