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RENEWABLE ENERGY POLICY REVIEW
ESTONIA

Estonian economy is highly dependent on fossil fuels. Approximatelyz 2 F 9a G2y Al Q&
produced through the combustion of fossil fuels. The remaididg comes from renewables, such

as biomass, hydmower and wind. The main domestnergy source is the combustion of oil shale,

which puts high pressure on the environmeapproximately 70% of atmospheric pollution, 80% of
effluents and 80% of generation sélid waste are connected with the oil shalewer industry.

Estonia is less dependent energy imports than most EU Member States. Imports are mainly oil and

gas (the latter exclusively from Russi@gcurity of energy supply is seen as an important issue and
increased energy links with other Baltand EU states are seen as key to enhancing security of

supply.
9ailiz2yAl Qa I NB Sheioundid the didhasSsédiok, but podsikilities Also exist in the
areas of wind power, biogasdectricity and small hydro power.
KEY FIGURES
e Theshare of RES in total primary energy production was12.46% in 2005
e Theshare of RES in the gross final energy consumption was1.91% in 2006
e Theshare of RES in the gross electricity production was1.6% in 2006

e Theshare of all biofuels in the transprt sector in 2006 wab.124

e Dependence on external energy supplies is of al3@®oin 2005



Technology specific figures
e In 2005, electricity production from RES amounted to 81.8 GWh: with wind accounting for
55,1 GWIland 76.3 GWh in 2006 hydro for 21,5 GW(13.5 GWh in 2006black liquor for
4,1 GWh and landfill gas for 1,1 GWh. This represents 1,9% of total electricity.

e Biofuel production in Estonia amounts to 6 ktoe in 2005. No bioethanol is currently being
produced so this refers to bilbesel only.

e District heating covers ca 70% of total heat need in buildings.

RES POLICY

RES TARGETS
Mandatory targets set by the newly proposed RES Framework Directive from 2008*
e 25% share of RES on the final consumption of energy in 2020.

e At least 10% share of biofuels of final consumption of energy in transport in that Member
State in 2020.

Indicative Target set by the RES- electricity European Directive from 20017
e 5.1%share ofRES®n gross electricity consumptiaoy 2010.
Indicative Target set by the European Biofuels Directive from 20033
e Biofuels consumption of 5.75% of petrol and diesel use for transport in 2010.
National Commitments
The "Longerm national development plan for the fuel and energy sector until 2015" adopted
througha decision of the Parliament on 15 December 2004 set a target for biofuel of 2% by 2006 and

5.75% by 2011, calculated on the basis of energy value.

0 12 % of gross national energy consumption by 2010 The target is already achieved due to
high share of woo@nd wood waste for heat production

0 5,1% of gross national electricity consumption by 2010 and 8 % by 2015

! Proposal for a Directive of the European Parliament and the Camtile promotion of the use of energy from renewable sourdesn
Januay 200&the targets agreed but the directive is on legislative process)

Directive 2007/71/E@n the promotion of electricity produced from renewable energy sources in the internal electricity market.
Currently in force, sets targets up to 2010.

® Directive 2003/30/EGon the promotion of the use of biofuels or other renewable fuels for transport Currently in force, sets targets up to
2010, with indicative targets by 2005.



Progress towards the target

The production of electricity fronrenewable sources imeased in the period 20052006. At the

same time consumptioalso increased (6 022 GWh in 2005 and 7 904 GWh in 2006), and therefore
the share of renewable energy sources in total consumption even fell, from 1.8% in 2005 to 1.6% in
2006.

Support for RES Electricity
Feedin tariff

The Feedn Tariffs are regulad by the Electricity Market Act which entered into force on July 1st,
2003.TheElectricity Market Actvas last amended in 2007Tte version of the Act applyingntil 30

April 2007, required network operators to purchase in a trading period faice of EEK 0.81/kWh)

all the electricity generated by a producer of renewable energy to$he i Sy & 2F G(KS 2LJ
network losses. The main problem with this scheme was that a netejpekator who did not have a

licence to sell electricity could not buy moréeetricity than theamount equivalent to his network

losses in the trading period. This support scheme walagve all a source of uncertainty for wind

farms connected to the grid, since at times of leectricity consumption (for example summer

nights) netvork losses are small and so therchase obligation was also small.

For this reasonin 2005amendments were made tthe EnergyMarket Actto introducea new aid
scheme, and this process was concluded on 15 February 20@h Parliament passed the Attiat
came into force on 1 May 2007.

The new aid scheme f@roducers of renewable energyllavs them to use the purchase
obligation as before, but adds the possibility for a producer to sell the electricity produced
itself and be given aid for the eledtity sent to the grid and sold.

e The mandatory purchase price fetectricity produced from renewable energy sources has
been raised by 42% (to EEK 1.15/kVéiny the possibility of using the purchase obligation is
no longer restricted to the network Igss.

e In addition to making use of the purchase obligation, proets of renewable energy can
now receive aid of EEK 0.84/kWh for electricity sent to the grid and sold, which offers the
possibilityif sales are good of earning considerably more than filoenpurchase obligation.

e The duration of the aid scheme has also been extended: 12 years from the start of
production (theprevious Act allowed the aid scheme to be used for between 7 and 12 years,
but no longer tharuntil the end of 2015).

e The generalid scheme also includes one restriction on producers using wind as a source of
energy from 2009, in that aid will be paid to them or they will be able to use the purchase
obligation until such time as the production in Estonia in a calendar year reaatits of
400 GWh and 200 GWh respectively (producers must selirieiec produced above these
limits at market price without using the purchase obligation or aid). Separate records will be
kept foreach calendar year.



The linking of the obligation to pchase electricity generated from wingower or the
payment of aid to the annual production quantit y is a result of the techipigelcularities of
the Estonian grid there are no power stations in the grid that can be rapidigulated.
Most of the gerrating capacity in the electricity grid (more than 90 %) has lusyeloped
in the Narva area (Nortkastern Estonia), but the centres of consumption havelved in
other parts of the country (the main load centres are in Tallinn, Tartu and Parnthand
surrounding areas).

In order to cover peak loads and extend the use of wind power, it will be necessary to construct
reserve capacity that can be rapidly regulated (mainly gas turbines) and modernise the grid along the
west coast of Estonia and in théaisds. The investment requirement for new power generation units

up to 2015 is estimated at a total of EEKI® billion, of which EEK;2 billion for generation from
renewable energy sources.

Support Duration [yeas
level that an investor is
we OSy i Start entitled to End year [of the
Resource kwh] year support] scheme] Comments
up to the annual
Wind TnoH € 2007 total - production
of all wind farms
200 GWh
other From .
Tnd®H € 2007 12 years beginning  of
renewables .
operation
up to the annual
Wind pndH € 2010 uptothe Mot production
of all wind farms
400 GWH
other From .
renwables. pnd®H € 2010 12 years beglnn.lng of
operation
Purchase
obligation  of
wind energy -
from 2009- up
to 200 GW;
from 2013- up
All RES 5.2-7.34 12 years 2015 to 400 GWh.
From 2009
balance
responsibility
for wind
energy
producers

1EURO: 15.64 EEK

Support for RES Heat

Biomass used for heating is the main sourceasfdvable energy90% of the production of firewood
is used in households. Wdohips are also widely used in households.



Duration
[years that

Support level an investor
(feedkin tariff) is entitled to
Resource = Technology [EUR/MWh_th] Start year support] Comments
feed-in 54.0 from the beginning of
wood CHP ekaz?2K 2007 12 years | operation
feed-in 54.0
any other CHP eKaz?2K 2007 12 years  if replacing a boilehous
support 33.3 from the beginning of
wood CHP eKaz?2K 2010 12 years  operation
support 33.3
any other CHP eKaz?2K 2010 12 years  if replacing a boilehous

Support for biofuels

Biofuel is exempt from excise duty withoamy conditions since July 2005 biofuel is added to fossil

fuels, the portion of biofuel contained in such fuel is exempt from excise duty until ¢nenip
expires. A biofuel permit granted for six years by the Tax and Customs Board gives the right to
produce biofuel, import it into Estonia and release it for consumption free of excise duty. It obliges
the beneficiary together with the application togsent specifications and a yearly report.

Total support level (= tax
exemption incl. reduction of

VAT to be paid) start
Resource we OSy G akft year Duration [years of support entitled]
biodiesel no excise tax 2006 6

Under the Alcohol, Tobacco anddriExcise Duty Act, biofuel is exempt from exdisy once the
European Commission has authorised it and until that authorisation exgiefsiel, for which the
first four digits of the CN code are 4401 or 4402insonditionally exempt from excise duty
Authorisation to exempt biofuel from exciskity was received from the European Commission in a
letter dated 27 July 2005.
Support for all RES
Tax relief

To promote the utilization and development of RES, some tax relieves from the usual 18% VAT have
been stated.

Project funding

Some funding is available at the Estonian Fund for Nature (ELF), which grants subsidies to several
environmental projects, among others, projects concerning sustainable development.

Development plan to promote Bioenergy §Z€013)



The government of the Republic drew up the Development plan to prontb&euse of biomass and

bio energy 2002013. The main objective of this plan is ¢oeate suitable conditions for the

development of domestic biofuel and bio energyoduction reduce Estonia's dependence on
imported resources and fossil fuel

The intention is to implement the development plan in two phases:

Phase | (2002008) will begin with studies to analyse the market, resourezdnologiesin phase Il
(20092013) allthe sound, weHustified market organisation measures fwomote the use of
biomass (subsidies, taxes, standards, knowledge acquisition, etdjevépplied on the basis of the
analyses and studies carried out in phase |I.

On 8 February 2007 the Goverant approved the Estonian Rural Development P2@072013
which provides support to:

- investments aimed at the production bfomass and biofuels in agricultural holdings.

- micro-companies producindorestry products to invest in tangible and intangilassets in
order to procure andntroduce new products, production methods and technologies,

- the productionof biofuels from noawvood agricultural products and from the production
waste from themanufacture of agricultural and nemood forestry products.

- toapplied researcland productinnovation with regard to bio energy crops and biofuels.

In 2007 around EEK 700/ha will be paid in subsidies for energy crops, EEK 863.%wawviog
agricultural crops and EEK 945/ha in standard agricultural subsidi2806 applications for energy
crop subsidies totalled 11 565.49 ha.



Sources

European Commission Factsheets by Country
http://ec.europa.eu/energy/energy_policy/facts_en.htm

Member Sates Reports in the framework of the Directive 2001/77/EC on renewable electricity
http://ec.europa.eu/energy/res/legislation/electricity member_states en.htm

Member States Reports in the framework of the Directive 2003/30/EC on biofuels
http://ec.europa.eu/energy/res/legislation/biofuels members states en.htm

Ministry of Ecommmics Affairs
www.mkm.ee

TallinUniversity of Technology
www.ttu.ee
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http://www .energiesrenouvelables.org/obserer/sig/eufores/sig.asp
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