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When considering bioenergy policy and implementaiiothe European Union it is
important to remember that, while member statesraecto set their own renewable
energy policies, put in place support systemsritiees etc, these will inevitably be
influenced, to some degree by European legislafiolicy and activities. For
example: member state policies must be consistihtBuropean legislative
restrictions including. state aid restrictions &aopean procurement laws; research
or demonstration funding may be provided for atithéiin a member state under an
EU-funded programme; national policies may be #ficed by requirements to meet
targets in European directives and there may lesaednot to duplicate, but too
appropriately support activities at the Europearlle It is therefore important, when
looking at activity in the bioenergy sector, to smer not only national policies and
support mechanisms, but also European energy policy

This brief report for Thermalnet members therefexamines European bioenergy
policy so as to get a better understanding of havopgean and member state policies
fit together in determining overall priorities aadtions, any restrictions European
policy may place on national policies and how Eemppolicy has developed and is
developing.

1996 White Paper on Energy
An EU White Paper on energy was published in 198t 3 major priority policy
objectives:
» Security of supply
* Improving the competitiveness of European business
» Taking environmental aspects into account, witlelephasis on the “energy
dimension of climate change”

It concluded that the role of the European Commyunirelation to renewable energy
policy was to:

e Support research

» Stimulate cooperation

» Introduce appropriate equipments standard

» Establish a Community framework for national fisaal other incentives
Notably, the European Community is taking no diret in fiscal or other
incentives. However, the white paper notes thaing to the size of investments
needed, these actions will only substantially cleathig contribution of renewables if
both national and community authorities adopt pedi¢hat are able to effectively
mobilise significant resources.



1997 White Paper on Renewable Energy
Subsequently in 1997 a white paper on renewableygmneas published by the
Commission: “Energy for the Future: Renewable sesiaf energy” (COM(97) 599).
This reviewed the background to renewable enerdyurmope, considered potential
technical contributions sector by sector and defiastrategy and action plan to
promote the market penetration of renewable ensogyces, with an overall target of
doubling their use by 2010 (from 6% in 1996 to 1i?2010). The plans and actions
being carried out by members states are reviewedrenshare of renewable energy
sources (RES) in their current energy budgets stimated, as well as projected RES
contributions by 2010. Costs, benefits and styaseg detailed by sector and a
number of targets or key actions are includedyuiticlg the establishment of 10,000
MW of biomass installations.
The need to improve coordination of both Europe@hraember state programmes
and policies is noted and a working group was éistaa to monitor the measures
undertaken and evaluate the impact of energy pdixysions at all levels with regard
to the use of renewable energy sources. Membigssigere exhorted to adopt
national goals and strategies, which will be coragalongside European wide
action. The specific action plan included thedwling items relevant to biomass:

* Member states to set individual objectives andesiias for 2005 and 2010

* Member states to progressively increase the mahaee of liquid biofuels

» Promotion of biofuels via a directive, which is igitransposed into member

states legislation
e Support for EU programes to promote RES, such &nAf
* 10,000 MWth of biomass installations via EU prorontand financial
contribution and member state co-funding

2001 Renewable Energy Sources Directive

In 2001 the first ever piece of European legistanamed at promoting the production
of energy from renewable sources was introducdds European Renewable Energy
Sources directive aimed to increase the shareeafngelectricity from 14 to 22% of
consumption by 2010 and to double the share ofwabke energy from 6% to 12% of
gross energy consumption in the same period. Treetitve required all member
states to set indicative targets for the consumgpiicelectricity from renewable
sources by 2010. The Commission will monitor pesgrtowards these targets and
will, if necessary, propose mandatory targets fates failing to achieve their targets.
The Directive does not propose a harmonised Contsnaapport system for green
electricity, but does undertake to assess the stipgasures implemented by
member states, with a view to possibly proposiegramunity support framework if
that were considered necessary in the future. Mesthees are required to review
their existing regulatory and legislative framewsvkith the aim of reducing
obstacles to renewable energy production.

2003 Directive on Promotion of Biofuels

This directive required member states to set natitargets for the minimum level of
bio or other renewable transport fuels on theirkets. The reference levels
recommended in the Directive were 2% by 2005 aii8%. by 2010.



2004 Communication on share of renewable energy the European

Union

In 2004 the Commission issued a communication ewizg progress towards the
targets set in the 2001 RES directive. It noted #ith existing national policies and
measures the EU would achieve only 18-19% of rebéan@nergies as share of toal
electricity consumption instead of the 2010 tafe22%. Only 4 member staes
(Germany, Denmark, Spain and Finland) are on traeichieve their national targets.
Regarding the target of 12% share of renewable/énadl energy consumption by
2010 the Commission believed that, even with fpplacation of the biofuels
directive (above) and other existing legislatiotyar0% would be achieved. Extra
actions were identified as being needed in the $metbr. As well as encouraging
nation states to maintain investment and suppberees and enhance research
efforts other specific proposals were for a bionagson plan (see below).

2005 Communication from the Commission on “The Supmrt of

Electricity from Renewable Energy Sources”

In 2005 the Commission completed its review of mendtate’s systems for
implementation of renewable energy systems andlgded that due to widely
varying potentials and developments in differentmher states a harmonisation
seems to be very difficult to achieve in the shemn. Furthermore competition
between different national schemes was perceivéaalshy over this transitional
period. It was also noted that it was too earlgdmpare the advantages and
disadvantages of well-established support mechanigith systems with a shorter
history. Therefore it was not considered appraeria introduce a harmonised
European system at present. Instead the Commikamnalled for intensified co-
ordination between member states

With regard to the biomass sector this EC reviemchaled that the effectiveness of
policy mechanisms being deployed in the membeestar solid biomass electricity
was significantly lower than for wind, confirminggvious suspicions that the
development of biomass is lagging behind expectatai EU level. The following
conclusions were drawn:

» Even in countries where the level of support wassatered enough it
appeared that the biomass sector was not yet teamype with the risk of the
green certificate schemes.

» The success of feed-in tarrif schemes varied depgroh the actual overall
level of support. For example, Denmark, Finland Bietherlands show the
best effectiveness nad the smallest gap betwegrodgnd generation costs.
However in France, Greece, Ireland, Luxembourgtugal and Spain the
feed-in tariff support is not enough to bring abaueal take-off in the
biomass sector.

» Secondary instruments especially small investménttgupport and tax relief
are good catalysts for kicking off biomass. Thispdave the advantage of
less interference with the wood market

* In many cases infrastructure barriers are signitie. Good management of
agriculture and forest residues provides a firmtisig base.

It was noted that the analysis of the biomass séctmmplex, with big variations in
generation cost, depending on different feedstamsyersion processes and sizes of



plants. The complexity of the sector and regimaaiations mean that other factors
play a strong role, as well as support mechanisms.

2005 Biomass Action Plan
Stakeholder consultation on a proposed EU biomassnaplan was carried out in the
first quarter of 2005, followed by publication dietfinal biomass action plan at the
same time as the review into support of renewatdegy sources (above) was carried
out. The proposals that received most supporsaded) respondents are listed
below:
» Fiscal measures that consider the external costssil fuels and benefits of
bioenergy
» Harmonising quality standards for bioenergy proguct
* Promoting renewable heat eg. By a directive
» Raising awareness
* Amending ~CAP regulations
* Increasing R&D funding
* Mandatory levels of co-firing for coal-fire plant
* Harmonise trade regulations to create an EU biggnmarket
* Harmonise policy goals and support schemes tatieillong term policy
stability
* Promote the energy, environmental and cost efficiese fohte available bio-
resource
» Integrate waste and renewable energy policies
» Set mandatory targets for transport biofuels
» Define targets for biogas
» Limite bioenergy imports toth e EU, especially thaf biofuels
* Speed up national implementation fo EU regulatatg ¢hat promote
bioenergy

The actual action plan was published in Decemb8520t aims to set out measures
to increase the development of biomass energy Wood wastes and agricultural
crops by creating market-based incentives forsesand removing barriers toe the
development of the market. It is seen as a fostdinating step, setting out measures
to promote biomass in heating, electricity andgpanmt, followed by cross-cutting
measures affecting biomass supply, financing aseareh. As a second step,
individual measures will be brought forward subjecspecific impact assessment in
line with Commission rules. Over 30 proposals waesgle in the document. The key
ones with relevance to policy/support mechanisras ar
» Proposed EC legislation in 2006 or renewable enkegfing
* Encourage member states that apply a reduced VidTtaaggas and electricity
to apply such a rate to district heating too
* Encourage member states to harness all cost-e@keictims of biomass
electricity generation
» Encourage member states to take into accountgingbpport systems, the
fact that, in CHP plants, biomass can provide hedtelectricity at the same
time
* Areport in 2006 on possible revision of the bidéugirective to set national
targets, use obligations and certify minimum susthility criteria



» Promote public procurement of clean vehicles, idiclg those using high
levels of biofuels

* Monitor possible discrimination against biofuelsndustry

» Bring forward a communication on biofuels earl\2006

» Assess the implementation of the energy crop scheme

» Consider how the3 waste and animal by-productslion could be
amended to facilitate use for fuel

* Encourage member states to establish national ls®@aetion plans

2006 Energy Green Paper

A green paper on energy was published early in 200@bis open for consultation
until 24 September. The main aim of the green pep® develop a common,
coherent European energy policy, which would alEwvope to speak with a common
voice, taking the lead in the global energy delbatay the foundations for secure,
competitive and sustainable energy. This approahagreed by heads of state nad
government in 2005.

It is written against the backdrop of a number®f koncerns in the European and
global energy market. These include increasinballenergy demand, European
import dependency, rising prices, climate changetha needs to substantially renew
European energy infrastructure and develop fullygetitive energy markets. From
this changing energy landscape the Green Papdifidersix key areas that must be
addressed:
» Energy for growth and jobs in Europe: completing ititernal European
electricity and gas markets
* Aninternal energy market that guarantees secafigupply: solidarity
between member states
» Tackling security and competitiveness of energypsupgowards a more
sustainable, efficient and diverse energy mixis #uggested the first step to
addressing this could be a strategic EU EnergyéRewvivhich would analyse
all the advantages and drawbacks of different ssuie energy (including
renewables and biomass) to facilitate transpamhbdjective debate. It is
postulated that it might be appropriate to agreevamall strategic objective,
balancing the goals of sustainable energy use, ettiveness and security of
supply
* Anintegrated approach to tackling climate changige-EU Emissions
Trading Scheme is seen as a good starting poinhigrbut more needs to be
done on energy efficiency (for which an action ptemnenergy efficiency is to
be proposed by the Commission in 2006, whichlioiged might catalyse
global activity and agreement), renewables andoradapture and storage.
On renewables the importance of long term commitrigerecognised and
there is a recommendation that the EU Energy Reweuld bring forward a
Renewable Energy Road Map, which would consideapgmopriate
programme to ensure existing targets are met, aag for further targets, a
Community directive on heating and cooling, a glareduce dependence on
imported oil, building on the biomass action plawl diofuels strategy and
R&D initiatives.
» A strategic European energy technology plan to erage innovation, with
industry-led European technology platforms on kat§uhydrogen and other



areas to strengthen European research effort aveproverlaps in national
programmes.
» Development of a coherent external energy policyEarope

2006 EU Strategy for Biofuels

Reducing the EU’s dependence on imported oil is ssea key objective of any new
European energy policy. The strategy for biofletks at the role biofuels could
play in the context of reducing greenhouse gassarnis and diversifying fuel supply.
It resolves to stimulate demand by reviewing thadu®ls directive in 2006,
encouraging member states to give favourable texatho second generation biofuels
and promoting clean vehicles in public procureminesolves to look at the
sustainability of feedstock cultivation and expléugther optimisation of greenhouse
gas benefits. The Commission will look at the widentext of implementation and
encourage Member States to take biofuels in towattda other areas, such as rural
development as well as examining industrial prastithat act as barriers. Steps will
be taken to attempt to expand the current feedsiask and market and trade issues
will be considered, including amendments to fuahdards. R&D support is promised
and a biofuels assistance package is to be dewketogeelp developing countries that
have a potential for biofuels.

Commentary

European policy pronouncements with regard to redd®e generally and biomass,
specifically has become increasingly more freqaewt more interventionist over the
last 10 years. The 1996 energy white paper langsricted the role of the European
Commission to supporting research and stimulat;xgmeration, with small moves
towards facilitating members states fiscal polmsgtiuemtns.

The 1997 whie paper on renewables was more expasking member states to set
targets for renewable electricity and increaser thee of biofuels, but the main thrust
is still providing background support for reseaacitl other programmes.

However, moving on form that we see an increasibgrést in renewables and
biomass and increasingly direct involvement in mengtate’s policies and support
mechanisms. This starts with the 2001 directivealtt requiring specific renewables
targets to be set by member states. Then in 20@8jaally “hands-on” approach is
apparent with respect to targets for biofuels -wshg a much more technology-
specific, interventionist stance.

This is followed up with active monitoring of theustion with regard to renewables
in the 2004 communication.

Most significantly when this communication deterssrihat the EU is likely to miss
its target there is a relatively swift follow-up 2005, taking a critical look at what
each member state is doing in terms of renewatdeggrsector by sector. This does,
however, fall short of making specific active chesgconcluding that there are a
number of different schemes out there and thatatcivand see” brief is probably
best employed at present. The biomass sectortisydarly singled out in this
document as “complex” and this is reflected inghbsequent biomass action plan. It
is worth noting that this is not simply one of matifferent action plans, developed
for each of the renewable sectors; only bioenesgydroused sufficient
interest/concern at European level to warrant éiomplan. This is partly a
reflection of the complexity of the sector and eognition of the need for a broad
supportive framework across areas other thanlesenergy field and partly a
recognition of the unique potential to contributd just to the renewable electricity



share, but also to offer potential solutions tdoaremissions in the heat and
transport sectors. No other primary fuel is agp#aiale. The biomass action plan goes
further than previous communication actually prapgoncrete implementation
steps at a European level eg. A renewable heattidee the possibility of mandatory
targets for biofuels and direct engagement witligte industries perceived to be
presenting barriers to implementation. The leveligect European involvement in
the biomass sector has been increased, although ofitice really concrete steps are
still proposed or pending.
The 2006 Green Paper on energy revolves aroundeiee to make a previously
unprecedented, common European energy policy ligyred@here is a further increase
of resolve in respect of renewables, with promafess roadmap and an energy review
that would look directly at some of the implemeistatissues that are key to the
biomass sector eg. Analysis of pros and cons tdréifit fuels for different
applications, a community directive on heating aadling and a strategy to reduce
imported oil dependence.
This has already been followed by the biofuelststyg which is currently under
consultation. It proposes to review the biofueteative, attempt to create niche
markets via public procurement, pays attentionittiewenvironmental and
sustainability concerns and, at the same time nopt®gramme that would help
developing countries supplying biomass feedstock.
There is no doubt that the level of interest irebiergy at the Euroepan policy level is
increasing and the steps being taken and proposegktting bolder and more
technology specific, although they are still movingrementally and stopping short
of direct intervention. If a common European pplkan successfully be formulated,
negotiated and ratified it is likely that this mpgve the way for more direct
involvement at Euroepan level in the future.
Addressing the reduction of carbon emissions byemging renewables, including
increasing biomass implementation, involves a niask#t from a fossil-fuel based
economy to a more sustainably focused one. Thisires massive technological and
associated change, the implementation of whictahdswill continue to be complex
and slow. Economic studies of innovation and texdirchange generally recommend
action along at least 4 dimensions:

» Take measures to achieve emissions reduction ingaeterm

» Develop international institutions and rules neetdedddress the global

problem
» Develop new technologies needed to reach moregstuirfuture levels
» Strengthen networks of actors that recognise tled f more stringent
change

Traditionally European policies and involvement bascentrated on the activities
near to the latter 3 areas — actual policies reduio achieve the first have not been
part of its remit. However, there are signs thaé is changing. Increasing
involvement in setting explicity targets and moriitg member states support
mechanisms shows more direct hands-on policy imrmknt. Furthermore there si
more to achieving emission reductions than dirkssitacity price subsidies/taxes.
Policy instruments that adjust prices are one @fntlost common and effective tools
and the EU has not been involved with these. Howekiese generally favour near-
to-market or already available technologies. Imynaember states biomass does not
fall into that category. Therefore the other catézp of policy instruments become
more important for biomass. These include fundihB&D (a traditional EU
activity, funding for which is increasing at Eurgpelevel in contrast with decreases



at many national levels), demonstration (an adii\dearea), formation of networks
(another active area eg. Thermalnet) and marketdtion (a more recent EU level
foray via target setting for renewables and initeg such as the biofuels directive).

It is clear therefore that EU policy is becomingremsingly important as an adjunct to
member states own policies in relation to renewsablgeneral and biomass
particularly. Also the EU is becoming increasingiyolved in setting the agenda for
member states own policies. To date that has stbpport of direct intervention to
harmonise support mechanisms and other measutastification of a common
European energy policy could well pave the waytliis.

It is crucial for the biomass industry thereforatt&U policy continues to develop
that fosters the expansion of the industry, bt way that recognises that the
bioenergy world is diverse and one size will noafi. There are, of course, different
technologies, feedstocks and applications. Howexamn beyond that application of
the same system in two different member statesesurit in massively different
results because of different contexts, experieraes, bases, infrastructures etc. This
can result in the need for a range of measureidiatives to assist the bioenergy
industry develop in an optimal way. So far thensigre that this complexity is
recognised by the EC, although, if current reconaaéions are followed through, the
European energy review and bioenergy roadmap wittrisical in this respect.



