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EU Cohesion Policy and energy — where do we go fronere?

The EU needs money. The ongoing debate about egsiis proper budgetary resources
(through some kind of Europe-wide taxation) is astmversial as it is crucial for the future
of the European project.

Skeptics might do what they do the best — be ska&lpti and say that the EU already spends
too much of taxpayers’ money on its own functionitigat in times of economic troubles and
budgetary hurdles Member States should rather tlahkut reducing their respective
contributions to the EU budgets, that the EU moskeguld, in the end, only go to those
countries and regions that need it the most (ieav,npoorer Member States). But those
connoisseurs of EU affairs miss the essential ptiet EU needs money to finance, among
other, basic infrastructure that will enable alr&peans to have access to good quality public
services and fund measures that will effectivetkkathe challenge of climate change.

Energy has its needs

In recent weeks and months the EU has been pantigldusy on its “energy” front: on 10
November 2010, the European Commission has addipte@ommunication "Energy 2020 -
A strategy for competitive, sustainable and seamergy?, on 17 November 2010 the
Communication "Energy infrastructure priorities #2020 and beyond - A Blueprint for an
integrated European energy netwdrldn 26 January 2011 the Communication “A resource-
efficient Europe — Flagship initiative under ther&pe 2020 Strategy”. Not to mention, fresh
from the oven “Roadmap for moving to a competitise-carbon economy in 205b"and
“Energy Efficiency Plan 201%"both published on 8 March 2011. The abovementioned
documents set the EU energy priorities for the desd@o come, and define actions to be taken
in order to tackle challenges of saving energyjeachg a market with competitive prizes and
secure supplies, boosting technological leadersimg effectively negotiate with international
partners.

On 4 February 2011, European Union leaders held fir& ever energy summit in Brussels.
Heads of state and government adopted a final conwation to confirm that safe,
sustainable and affordable energy, contributesumie’s competitiveness, and is a priority
for the EU. In coming months, some more commuroeati plans and legislative initiatives in
the field of energy will be také&n
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Throughout all these documents, one message isadlime grabber the EU total
investment needs in the electricity and gas sectdrvetween 2010 and 2020 can be
estimated at about €1 trillion. Additional power generation will need some €500idnil,
construction and upgrade of transmission and Higion networks will have to attract €600
billion.

Renewables sectoalone will require between €310 and €370 billidnnvestment that is
key to guarantee the EU reaches its 3x20 objedtieesl to ensure reliable and affordable
energy supplies to all EU citizens.

Who will pay for it? It would be handy if the priteasector could simply take care of it. Such
an option would definitely reassure hard-core Beas the market would finally solve all the
vital problems that the EU is facing as regardegiitsrgy dependence on external suppliers.
Unfortunately, things are a bit more complicated &uropean decision-makers seem to be
getting more and more aware that market will neauies little extra help from the EU to
provide incentives for both large and small scalestment in energy infrastructure.

Cohesion policy steps in

If one looks at the current EU financing schemés, EU energy policy provides meager
financial direct support to energy projects. Tr&nseopean energy networks initiative defines
a list of projects that will contribute towards éthinterconnection, interoperability and
development of trans-European networks for trarisgprelectricity and gas”. Projects of
common interest, priority projects and projectsEofopean interest are eligible for the EU
assistance — sontdJR 20 million per year, mainly intended for finamg feasibility studies.

The European Energy Programme for Recovery (EER#h a budget of almost €4 billion
allocates them to energy projects such as gas lanttieity interconnections, offshore wind
energy generation and CO2 capture and storageh¥etcheme is rather an exception than a
rule. Furthermore, the decision to channel €1 drilltowards carbon capture and storage
projects might be questionable, given how littles ttechnology is developed and how costly
its deployment will be in the futute

It turns out that at present the main instrumendupgh which the EU injects money into
energy infrastructure is via its regional policyhig is quite a novelty: if some investments in
energy projects were possible during 2000-2006qaragning period, only since 2007 Energy
became an explicit objective followed by OperatloReogramme¥. In March 2009, the
European Commission announced it would invest goragedented €105 billion in green
projects under the EU's Cohesion Policy. The 'dreerding takes up more than 30% of the
regional policy budget for 2007-2013, almost thtieees as much as in the last budgetary
period. The lion's share of the money is being sparhelping Member States to comply with
EU environmental legislation. A further €48 billias going on achieving Europe's climate
objectives, including€4.8 billion for renewable energiesand €4.2 billion for energy
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efficiency'’. A stronger emphasis is also placed on energgstiicture (EUR 1.8 billion)
and on improving the management of energy resoufAdss on @ March 2009 MEPs voted
to extend EU regional development funding to en@ffigiency and investment in renewable
energy for housing to all Member Stdfe$ot to mention JESSICA, (Joint European Support
for Sustainable Investment in City Areas), an atitie of the Commission in cooperation with
the European Investment Bank, and the Council abjgss Development Bank, that allows
Member States to use some of their Structural Futalsnake repayable investments in
projects forming part of an integrated plan fortaumable urban development. An integrated
plan for urban development often includes meastoesenovation and increasing energy
efficiency in public buildings and social housing.

Undoubtedly, regional policy plays a major roleekpanding energy infrastructure, especially
in new Member Staté$ In Poland (the greatest recipient of the EU regigolicy in the
current programming period — €67 billion, almos#20f the entire EU cohesion policy for
the period), structural and cohesion funds enablesli public and private stakeholders to
fund energy projectd Operational programme “Infrastructure and Enwinent” has
earmarked some € 1.7 billion to various types ofeuts, including:
= Construction or modernization of entities prodgcin

o Electricity using biomass, biogas, energy of wind avater;

0 Heat, with the use of geothermal and solar energy.

o Combined heat and power from renewable energy esurc
= Enhancing of energy efficiency in industrial segsrand public buildings;
= Development of transmission systems of electricggnenatural gas and crude oil and

the construction and redevelopment of natural taage facilities.

Some additional funding opportunities exist in eaefgion, under 16 regional operational
programmes. This is particularly important for auctsy where basic infrastructure is still
dramatically lacking and where current energy $itunais forcing Polish authorities to look
for alternatives to fossil-fuel power generationitMiut the EU legislative framework and
subsidies, massive investment in renewables andyerefficiency could not take up as
energ3g5 although crucial for economy, is clearlyt oo the top of the national political
agenda’.

Given its importance in securing financial inceavfor investment in energy infrastructure,
one can wonder what will happen with “energy obyextin the future programming period
2014-2020.

What's in store for the future of energy in cohagolicy?

1 Compared to the previous period, the figure of ithestment in energy efficiency and renewable gyer
projects for 2007-2013 period represents an amuadmth is five times higher than under the Conveogen
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2000 and 2006)
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The answer will depend on multiple factors. Theufatof energy, and support to
renewables and energy efficiency in particularhimitregional policy is directly linked with
the financial envelope this policy will be giventime future programming period, which will
result from negotiations of the EU long-term 'Fioiah Perspectives'. Bargaining on the latter
kick-started already by the end of 2010 and petspecfor the EU cohesion policy don't
seem particularly bright. UK Prime Minister, Dav@hmeron, has been building an alliance
with Nicolas Sarkozy and Angela Merkel (the biggesttributors to the EU budget) in favor
of a real-term EU budget freeze. With a constarget for the next seven years, the main
guestion is which policies undergo some radicalgetary adjustments: regional policy or the
Common Agricultural Policy? And judging by Franceésent declaration the latter might
come first. Poland took a leading position in thecess of negotiation and is coordinating its
stance with other nations from Central Europe wofaof a robust regional funding. At this
stage, the outcome of negotiations remains uncksadt, one can only hope that Poland’s
presidency, that starts in July 2011, will be aparfunity to put the future of cohesion policy
budget (and the need to maintain its current epedlat the top of political agenda. Let’s all
keep our fingers crossed that Poland will be stemiyugh to convince the EU heavy-weights
that all European regions need a hand from Brussels

The EU commissioner in charge of regional polihahnes Hahn, has called at the
beginning of February on regional and national goreents to make sure they use up all the
money that is available from the EU structural iy speeding up the implementation of
projects on the ground. He pointed out that “if &pe's regions fail to spend all of the money
that has been allocated to them in the currentrsgear period, then it will be difficult for
him to stop the Council from cutting the budget fegional policy *’. There’s is no doubt
Mr Hahn has a point. In reference to energy inipadr, Member States seem to be
particularly slow in selecting and implementing jprts. The European Commission issued
on 26 January 2011 a Communication entitled “EU i®sg Policy- key for achieving
Union's 2020 sustainable growth godfsin which the EU executive points to the
disappointingly low level of subsidies absorptiomards projects contributing to achieve “a
low carbon, resource efficient, climate resilientlacompetitive economy”. According to the
EC “by the end of 2009, 22% of the EU funding fastainable growth had been allocated to
specific projects compared to 27% for the totaRefjional funding”. Figures for energy are
even more depressing : only 4% of ressources @iéatdo electricity projects have been
channeled to concrete projects and 15% to susiainabergy (renewables & energy
efficiency). In Poland, named earlier as a “labongt of the EU cohesion Policy, by the end
of 2009 only 0.5% of funds in the field of energgvk been allocated to selected projécts
Bulgaria and Romania, energy-related actions isteg Operationnal Programmes have just
been defined and calls for projects barely launciextording to the EC the main reasons
behind this delay lays in the fact that “energyicgfhcy and renewable energy were not
recognised as the priorities they are today fe)ftnancial crisis, restricted public budgets,
administrative bottlenecks and insufficient teclahiexpertise in what are relatively new areas
of activity for managing authorities have all camited to delays in these fields”. It is now up
to national and regional managing authorities tovprthey are capable of a) gauging the

'® France pushes for cuts in EU regional fundihtp://www.euractiv.com/en/regional-policy/francashes-
cuts-eu-regional-funding-news-502518
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importance of energy issue, b) pulling all necessaiministrative and financial ressources to
quickly select best and viable projects in thisaarn the end, it will determine the EC
decision to keep on directing ressources to engegtor through regional schemes.

The fifth cohesion report — a crystal ball for pretthg the future of grants for energy
projects?

The Fifth Report on Economic, Social and Territoi@hesion published on 10
November 2010 was awaited with impatience by alld@Hesion stakeholders and academic
afficionados of the subject. The 268 page-long dwent (English version) provides a detailed
analysis of regional disparities, describes thetrdmution of the EU, national and regional
governments to reinforcing cohesion with the EUJ aets directions for the reform of the
Cohesion Policy after 2013. A glimpse on the plagergy is given in this report could tell us
a lot of where this issue is heading in the neggpmming period. And here again, things do
not look good. One thing is certain, energy, altffopresent, is not fully acknowledged as a
key component of the European strategy towardsra ouwhesive space and economy.

Admittedly, the report emphasizes the imperative“r&fducing green house gas
emissions and therefore increasing the renewaldegegr(...) through setting and abiding to
national renewable energy targets set by each ithdiV Member States as well as
development of wind and solar power throughout Hi¢ (...) and investment towards
increased energy efficiency in transport and hayisiMet the impact of energy on the EU
economy is only regarded as an indirect one. Inseléke the EU can boost its growth rates
through targeted investment in education and intimvaHowever, these two elements can
only reap benefits if accompanied by adequate strinature “for 23 century” that includes
transport, telecommunications and energy.

What is missing in the report is a correct gaugedokct impact energy, in particular
investments in renewable and energy efficiencyepts] has and will increasingly have on
economic, social and territorial cohesion of the.EU

Investing in energy has a thorough and immediate &fct on economic growthand thus on
economic convergence of European regions. Renewaklgies employ currently 400,000 in
the EU alone, while 900,000 people are employedeiergy-efficiency sectofS. A
Greenpeace stuffyestimates the global job potential of the renewasstergy and energy
efficiency sector at over 8 million. In Germany radgg 250 000 new jobs were created on the
basis of the Renewable Energy Act (2001) and fateca reckon that there will be 400 000
more employees by 2020 Jobs can be created not only in solar and wimtiggnsectors, but
also in biomass secfdr noticeably overlooked by the chapter dealing wifie need for
increasing renewable energy generation. Againpgoitant omission of the authors: the EC

20« ow carbon Jobs for Europe: Current Opportunities Future Prospects”. WWF Report (2009)

2 Greenpeace and European Renewable Energy ColEREQ) report entitled 'Working for the climate:
renewable energy and the green job revolution06B2

22 Draft report on developing the job potential ofi@w sustainable economy (2010/2010(INI)) Commitiae
Employment and Social Affairs Rapporteur: Elisab@tihroedter

% “Harvesting agricultural and turning them into heeneration biofuels and biomass could generatéoup
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as a group contribute about a quarter of the totalpotential” -
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Communication from January 20fistates that in the heating and cooling sectambis
will remain the dominant technology, with 50% oétgrowth up to 2020 occurring in energy
produced from this source growth of technologieshi@ next decade. Given the fact that
biomass is recognized as “a key contributor witdirenergy sectors® in the EU by the DG
Energy, one can only wonder why DG Regio that elaies the successive cohesion reports
doesn’t consult its colleagues responsible fortorgfthe EU energy policy...

In reference to energy efficiency, hitting the EOQ%R target by 2020 would cut Europe’s
energy bill by about € 200 billion, boost R&D anckate markets where EU can become a
global leader. That's pretty impressive, and itimédly wouldn’t hurt European economy in
the coming years to earn some extra cash. Not tdiome all of those visionaries who see in
low-carbon economy the future for the EU.

In regards tosocial cohesion the report focuses on various objectives and estiip
measures in regards to the overall living standards well-being of the European citizens.
None of them however takes into consideration 8sie ofenergy poverty that is the
incapacity of people to heat their own homes dumvigter months. Material deprivation
defined in the Fifth Cohesion RepGrtloesn’t include any notion linked to energy orlfue
poverty, the latter being identified in househdlisvhich energy costs are greater than 10%
of their disposable income. This is often the aafseountries in South East Europe (Bulgaria
and Romania), to have households that turn to wssdvior heating with a serious risks for
health and environment. “Energy poor” cannot affoadic energy services as a result of their
low incomes and poor housing. Energy prices aehflito soar more and more in the future as
a result of rising global demand for fossil fudleavy burden that the EU ETS imposes on the
European power sector as well as still (too) highestment costs in alternatives energy
sourcesMore expensive energy is therefore directly threat@ng the objective of social
cohesion Investment towards achieving the EU 20% enerfjgiefcy target by 2020 alone
could lower households’ bills by an estimated €10@0 household per year. Financing of
projects that foster power and heat generation flocally available sources, could help
populations who are settled in remote and isolaezhs to have access to reliable and
affordable energy.

Last but not least, there is tteritorial cohesion aspect. This fairly convoluted, is all “about
ensuring the harmonious development of diversitedopean regions and about making sure
that their citizens are able to make the most béiant features of these territories ¢’..)n

the 8" Report, territorial cohesion reinforces “the impmice of access to services of general
economic interest (...), sustainable development (fupctional geographies, and better
territorial analysis of the European policies imp@c.)”. In relation to energy, pursuing the
goal of territorial cohesion means not only to gudee equal access to viable electricity and
heating even in the most remote and secludeddeest of the EU, but also, and above all, to
make of local energy supplies a genuine vehiclerdgional development. This is precisely
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what happens with cities turning to locally availalsenewables to fuel district heating
networks, when they invest in thermal insulatiod amore energy efficient public buildings,
when villages invest in biomass-fuelled power p@aanid turn to local farmers for supply in
biomass. This is how “transforming diversity inta asset that contributes to sustainable
development of the entire EU” can oc€ur

It is true that the Fifth cohesion report gives safmought to the importance of investing in
alternative energy sources and energy efficienuog,racognizes the need for reinforcing local
energy generation. But it fails to recognize howtimmental these sectors will be for the
future of European regions. To bring into existeacenomic, social and territorial cohesion,
Europe should be able to provide solid support td&/ahis kind of projects, ideally through
the existing framework of a reformed cohesion polic

By way of conclusion

There are some signs that energy will not be foegoin the future programming period. The

most important is a manifest desire of virtually Buropean stakeholders to align the

objectives of the Cohesion Policy on the Europe 02@Rategy targets. The European

Commission is clearly determined to push the EUtlmn path towards a low-carbon and

innovative economy. Europe 2020 takes up again &éfEnergy Package targets so there is
hope Europe will be willing to apportion some stwral and cohesion funds towards these
goals in the future programming period.

Some question marks pertain: How much money widrgyn get and towards which type of
projects will the EU subsidies be channelled? Weéhewable and energy efficiency
enhancing initiatives receive the lion’s sharein&cial support, to the detriment of projects
based on fossil-fuels? Given the recent Fukushio@ear power plant disaster, is nuclear
energy likely to have its “green energy” statusijike France advocated it) ?

What type of support will be available to energlated projects? In the Fifth report
conclusion®’, the EC proposes to “extend financial engineeiirsjruments in scope and
scale”. The period 2007-2013 saw the introductibthese forms of finance, that allow for a
shift away from traditional grant-based financirayvards innovative ways of combining
grants and loans with the introduction of variomsficial engineering instruments. JESSICA
(Joint European Support for Sustainable InvestmanCity Areas) is currently being
deployed in some Member States. In the field ofgyi® in Lithuania the country’s Holding
Fund will mainly fund projects that deliver energificiency improvement in the housing
sector. Other countries are likely to follow sWthat is striking is that the EC proposes to
increase the part of financial engineering instrot®en cohesion policy while it does not
have at its disposal sufficient insight on theiieefiveness as JESSICA is only about to be
developed. At this stage it is hard to tell whetaecess to refundable forms of finance will
encourage or put off potential project bearerseegtly in comparison with traditional grant-
based system. One can also wonder whether the B@esvito replace little by little the
subsidy system by repayable forms of financingmy @ombine interest subsidies with loan
capital or other forms of more or less sophistiddieancial instruments.
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What about public-private partnerships? Projectsedaon a long-term cooperation
between a public authority and a private operasor loe crucial for development of energy
infrastructure, especially in cities (the exampferenovation of district heating networks)
where public funding is insufficient to follow thugh costly overhaul initiatives. Although
JESSICA is explicitly designed to foster publicvatie partnerships, PPPs in the energy sector
are scarce, if not inexistetitAlso the EU funds regulations regarding the attiin of EU
grants to revenue generating projects (in particaticles 55, 56 and 57)are nowadays a
serious obstacle to rapid development of publiggig ventures.

The conclusions of the report also put forward appsal for a more strategic
programming. Member States and regions would kedato concentrate EU and national
resources on a small number of priorities of Euampenportance, previously defined by the
EU executives. Depending on the amount of Commuiibgding involved, countries and
regions will have to focus on more or less priestiFor the moment it is uncertain whether
energy alone could be considered as such a priorityhether it would be included as a
component of larger, over-arching policy objective. competitiveness). But above all, there
is no guarantee that Member States will decide tkemenergy one of their priority
objectives. The EC can propose a list of themestlaoks like it will be up to MS to pick
their own mix of strategic orientations. There idyoso much the EC can do and we can only
hope the Member States will make the right choice.
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