- DANISH
ENERGY ASSOCIATION

Document officer: UBA
Secretary: ILA

Caseno..: s2013-057

Document no.: d2013-8054-18.0
02-07-2013

Green Paper "A 2030 framework for climate and energy policies"
[COM(2013) 169]

Thank you for the opportunity to comment on the views reflected in
the Green Paper "A 2030 framework for climate and energy policies".

General comments to the green paper
The Danish Energy Association welcomes the green paper on a 2030
framework for climate and energy policies from the perspective that
investors need a long-term political framework in order to plan their
investments. Power plants across Europe will to a large extend be
Decarbonisation re- decommissioned within the next decade and it is therefore essential
quires action to provide investors with a long needed long-term energy and climate
policy framework, including concrete targets. Just as important are
legislative proposals to strengthen the EU ETS, for investors to con-
sider when planning investments in new energy infrastructure. A long-
term energy and climate policy framework is furthermore a necessity
if the EU is to decarbonise the energy sector before 2050 in a cost ef-
fective way.

A large part of Europe’s power stations have been built during the
70’s and 80’s. Thus, decommissioning or large reinvestments to con-
tinue the production towards 2030 can be anticipated in the coming
years, and therefore the European energy policy towards 2030 is of
crucial importance for the guidance of investments in the whole value
chain of the energy system. The Danish Energy Association calls on
the Commission to make the modernisation of the energy system the
overall goal for the energy policy towards 2030, including a target for
CO2 in line with the European 2050 objective. Investing in the wrong
technologies today, locking in new carbon emissions, will make the
path to the EU decarbonisation goal of 80-95% in 2050 more difficult
and expensive

EU must act uncondi- Itis of outmost importance for a modernisation of the energy system
tionally of internal that the EU decides on an ambitious binding CO2 target for 2030.
negotiations Just as important is a significantly strengthened and adjusted EU ETS



Two aspects to
consider

The effects of a
strong ETS may
come too late to
support investments
in carbon neutral
technologies

RES targets and
support systems

that can stimulate investment in clean technologies in the energy sec-
tor. This must be a high priority for the EU unconditionally of an in-
ternational climate agreement in 2015.

The framework for negotiations of a long-term energy and climate pol-
icy is significantly different than in 2007, when the 2020 targets were
adopted. Economic crisis, shale gas revolution and low emission
prices are just some of the factors that will make negotiations on an
ambitious 2030 framework more difficult.

The competitiveness of the industry will be a key issue in the negotia-
tions on the 2030 framework. In this regard, the Danish Energy Asso-
ciation will emphasize two aspects.

First of all, the intra-EU competitiveness of companies will be greatly
benefitted if a significantly larger part of the RE-expansion was to be
financed by the EU ETS as opposed to today where it is largely fi-
nanced through national subsidy systems.

However, even with a firm decision on a strong ETS and an ambitious
and binding CO2-target for 2030 investments in RES may not occur
at the scale wanted and necessary in the short and medium term in
line with the 2050 goals of decarbonisation of the EU energy system.
The function and impact of a strong ETS may come later than ex-
pected or wanted and therefore abolishment of RES-support systems
and/or new EU RES-targets will put new investments in carbon-
neutral technologies at risk in the short run making it more difficult to
reach the CO2-targets for 2030 and 2050.

Therefore, in order to send a continuous clear signal to RES investors
and developers, enabling long term investment planning, CO2-targets
for 2030 can be supplemented with targets for RES, where member
states together are revealing trustworthy commitments to RES. It is
recommended that RES-support systems are in place at least until
the ETS are self-sustained with price-signals strong enough to drive
the investments in RES. Thus, specific support for new RES invest-
ments should be phased out parallel with the strengthening of the
ETS and the power prices on the market. However, it should also be
recognized that promising technologies or next-generation RES tech-
nologies may need further market support beyond the pure market
price in order to ensure industrialisation and cost reduction to market
parity. Promising technologies at different stages of development are
at risk of being lost if this is not acknowledged. Lastly, for the most
immature technologies EU and national support for R&D have to be
given high priority.

The Commission should follow and evaluate this development and
come up with recommendations to member states on the phasing out



EU ETS should be
strengthened

The industry is over-
allocated

of RES support systems. Nevertheless, for the 2030 framework it is
important that there is coherence between targets and policies.

Secondly, is the aspect of how CO2 and/or energy intensive indus-
tries are being protected from carbon leakage — i.e. relocation from
the EU due to higher costs because of the EU ETS. Costs of the EU
ETS can be experienced either directly through the company’s own
CO2 emissions or indirectly through increased electricity prices as a
result of the price on CO2 allowances.

Experiences from the existing management of carbon leakage are,
according to the Danish Energy Association, not positive and there is
a need for a rethink on several parameters:

Firstly, the industries covered by the EU ETS are heavily overcom-
pensated with free allowances. As shown in the figure below on data
from the EU Commission. There has been an over-allocation to the
industry of nearly 1 billion allowances in the period 2008-2012, with a
market value of more than 11 billion €, which has been provided as
direct subsidies or profit for the EU-ETS covered industries excluding
the power sector.

Figure 1: Over-allocation of CO2 allowances to industry 2008-2012

Mill. Euros
15,000
+ 937 mill. units
All stationary sectors
10,000 . .
Other activity opted-in
Pulp, paper and board
5,000 Ceramic products by firing
+ ill. .
369 mill. units Glass including glass fibre
0 1 T 1 m Cement clinker or lime
Individual industry Sum of all sectors o
sectors M Pig iron or steel
-5,000 - B Metal ore roasting or sintering
m Coke ovens
-10,000 - B Mineral oil refineries
- 568 mill. units B Combustion installations
-15,000

Source: Verified and freely allocated allowances from European Environment Agency. CO2 price information from

PointCarbon.

Note: Each sector's yearly allocation has been subtracted from its verified emissions. The yearly average carbon
price has been used for calculating the economic surplus for each sector.




Secondly, there is no direct compensation of the power intensive
companies following increasing electricity prices due to the EU ETS.
Member states are allowed to compensate nationally for the in-
creased electricity prices under specific criteria (state aid guidelines).
However, this does not create a level playing field among the power

Power intensive intensive industries since member states with very tight national
companies should be budgets will have difficulties finding the resources on the state budget
compensated for this kind of compensation, due to their financial situation. The situ-

ation is therefore characterized by power intensive companies whose

competitiveness suffers to protect companies who have direct CO2
emissions.

Considering these aspects, it is the opinion of the Danish Energy As-
sociation that the EU ETS should be reviewed, also in relation to how
industries exposed to competition are being treated, where industries
with direct emissions are overcompensated at the expense of power
intensive companies. This imbalance will in addition to the distortion
of competition between EU industries also be counterproductive to
the needed electrification in order to integrate more intermittent re-
newable energy production.

In addition, the EU ETS has failed on the political object of promoting
innovation and investments in low-carbon technology. As is shown by
figure 2, the CO2 price is almost collapsed and is now significantly
lower than the CO2 price in California, even below the Californian
price floor of CO2-allowances. The EU ETS is not driving any low
carbon innovation or investments with the current price level and not
least extreme volatility.

Figure 2. Development of CO2 prices in EU and California
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Note: The Californian CO2 price is converted on the basis of the daily exchange rate of the Danish National Bank.
Note2: The price floor in the Californian ETS is 10 $/ton in 2012 og is regulated yearly with 5% plus inflation.

EU ETS must be
structurally reformed

Streamline the ener-
gy policy

The Danish Energy Association is therefore convinced that a
structural reform of the EU ETS is necessary. First and foremost a re-
form must secure that the EU ETS is being transformed in a way to
promote investments in the power sector and secondary, a fair and
effective protection of industrial companies against carbon leakage,
especially with regard to the over-allocation and subsidization of in-
dustries with direct emissions at the expense of power intensive com-
panies. The Danish Energy association therefore calls on the com-
mission to put forward legislative proposals in 2013 for a structural
ETS reform as a follow-up on the Carbon Market report issued in No-
vember 2012.

The reform of the EU ETS should in order to stimulate low carbon in-
vestment and innovation:

1. Ensure a higher short-term CO2 price, i.e. before 2020 at the
level of what was expected according to the impact assessment
supporting the decision of the EU ETS around 20-40€ with a
30€ average.

2. Ensure the long-term price by agreeing upon binding 2030
goals and a structural reform of the EU ETS as soon as possi-
ble.

3. Ensure a stable price either by imposing a price floor or by a
volume control that can provide price stability.

The Danish Energy Association urges the Commission to learn from
the experiences from the 2020 framework. It is important to create a
better link between objectives and resources and to make them more
investor friendly, to have an effect.

Cost-effective policies to decarbonise the EU economy are essential
to European growth. 28 national energy and climate change policies
risk fragmenting the internal energy market and lead to higher prices
than necessary. Today, energy and climate policy is half European
and half national. This is not optimal for investors who are having a
hard time predicting future scenarios and conditions for investments.
A streamlining of the energy and climate policies across all EU coun-
tries is therefore necessary.

Specific comments to the green paper
The questions put forward in the green paper will be answered in a
chronological order in the following.




40 % CO2 cut

A strong and stable
CO2 price is needed

Targets

Which lessons from the 2020 framework and the present state of the
EU energy system are most important when designing policies for
20307?

The main lesson learnt from the 2020 Climate and energy package is
that the ETS was poorly designed as a policy instrument to ensure a
stable investment signal during the economic crises. This lesson has
already been learnt in other carbon markets following the EU ETS
where a carbon price floor has been introduced like in California or
national like in the UK.

Furthermore, it is of outmost importance that the design and ac-
ceptance of targets for 2030 take into account the learning from the
period up to 2020 where the 20-20-20 targets have obviously been in
conflict with each other.

Finally, the 2030 framework should facilitate the transformation and
modernisation to a low carbon energy system and therefore the policy
mix should facilitate an overall electrification of heating/cooling and
the transport system.

CO2 target

The Danish Energy Association shares the ambition of the Commis-
sion for an ambitious CO2 target and is positive of a target of at least
40% reduction compared to 1990 level. Such a target will have to be
in accordance with the long-term objective of the EU to cut CO2
emissions by 85-90% in 2050 and should facilitate the realisation of
the No-regret options of the 2050 Energy Roadmap.

The Danish Energy Association supports market based instruments
and encourages a phasing out of subsidies to the energy sector and
market distorting instruments for mature technologies.

EU ETS is the primary measure to promote European energy and
climate specific targets. A strong EU ETS with a more stable CO2
price that promotes investments in low-carbon technologies and
thereby reduces CO2 emission is therefore attractive and preferable.

The goal of the EU ETS should be innovation and investments in the
modernisation of the energy system and cost-effective CO2 reduc-
tions within the power sector. This is also reflected in the conclusions
of the European Council of 22 May 2013.

CO2 reductions outside the power sector should also be addressed,
but with consideration to the competitiveness. The sector specific
challenges should therefore be handled in a different way than today
especially regarding carbon leakage.



EU ETS will promote
RES if strengthened

EU is losing com-
petitiveness

The use of international credits should eventually be phased out,
since these compete with investments in the EU. An attractive CO2
price must be ensured for the power sector before 2020 on the level
of what was initially the ambition with the 2020 targets. At the same
time carbon leakage should be considered for the companies at risk
and especially the prior experiences of the over-allocation and subsi-
disation of industries with direct emissions at the expense of power
intensive companies should be taken into account.

A collapse of the EU ETS will eventually lead to 28 national policies
and reduce the possibilities for an internal energy market to be im-
plemented in 2014.

Renewable target

The price signal to RE expansion should primarily come from a strong
and stable EU ETS. In order to ensure the development and industri-
alization of promising RE technologies, such as offshore wind, there
will be a need for targeted interventions to ensure this, as the EU ETS
does not necessarily ensure the needed incentives. A separate target
for renewable energy could be the way forward, taking into account
that the overall system is designed so that instruments and other
measures do not work against each other's primary purpose.

Support systems should only be temporary and should be designed
so that the technologies are forced into a maturation process. Other-
wise, immature generations will not obtain this extra support that lies
beyond the support of the EU ETS.

As described above it is important that support for RES is not abol-
ished in the short term leaving all the trust and investment signals in
the hands of the ETS from day one.

Deciding upon a 2030 EU renewable target, burden-sharing must
happen in accordance with the principle that there is a separation be-
tween who should pay for the target (the financial burden) and where
the RE plants are built (the physical location). There should be an in-
centive to use the EU's cheapest renewable resources only in compe-
tition with each other.

Energy Efficiency target

Energy prices are at the moment at the top of the political agenda and
in that respect the Danish Energy Association has had an analysis
done of the significance of US shale gas for the American energy
sector and overall competitiveness. First of all, shale gas has revolu-
tionised the American energy sector and industry. The costs of their
industry have decreased while the costs of the European industry
have increased — see figure 3. Furthermore, the European industry is



No EU shale gas rev-
olution in sight

Energy efficiency
investmenst are fa-
vorable

much more energy intensive measured against the GDP than the
American industry.

As a consequence, the US has increased their export of coal signifi-
cantly which has resulted in decreasing coal prices on the world mar-
ket. Also in Europe there is a potential for shale gas extraction, but it
is far from certain that the geological conditions are as favourable as
in the US. Furthermore, the necessary framework conditions for a
similar shale gas revolution in Europe are not expected to be present.
For that reason, the declining energy related competitiveness towards
the US should therefore be addressed by other means.

The cost of the industry is made up from “price” times “consumed en-
ergy”. Meaning that the energy price can be decreased by tax reduc-
tions, subsidies, reduction of RE costs, etc. or the industry exposed to
competition could increase their competiveness by optimising their
use of energy thereby reducing the energy needed per unit of the
product produced (equal to increasing the energy productivity). The
difference in the two approaches can be illustrated by either a tax re-
duction or an investment in energy optimisation.

Figure 3. Value of investments in energy
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Source: Catalyst, April 2013, Effect of Shale Gas production on competitiveness of US Manu-
facturing Industry and Frauenhofer database of energy efficiency potential, WACC 8%, Baseline
vs. Low policy intensity scenario (LPI)™.

As indicated in figure 3 an investment of 36bn € in energy efficiency,
with a payback time in less than 3 years, have a value of 100bn € and
a profit of 65bn €. In comparison, a similar tax reduction of 1% would

! Low policy intensity scenario (LPI) is characterised by a low policy intensity, i.e. by considering an addi-
tional technology diffusion of BAT beyond autonomous diffusion only driven by increases in market ener-
gy prices and comparatively low level energy efficiency policy measures as in the past in many EU coun-
tries. In this case consumer decisions will be motivated by cost-effectiveness criteria based on usual mar-
ket conditions (high discount rate). Barriers to energy efficiency will continue to persist, including non-
economic barriers such as information deficits, administrative barriers (e.g. owner-user dilemma in the

building sector etc.).



A price floor should
be introduced

Phase out subsidy
schemes after 2020

only have a profit of 33bn. €. It is worth mentioning that investments
in energy efficiency are physical investments which have a derived ef-
fect on employment but are also investments in the European manu-
facturing base i.e. a long-term investment in European industry.

A tax reduction would have to be financed each year and does not
necessarily lead to investments in Europe in the same way as the in-
dustry’s 11 billion-net profit from the EU ETS has not led to any or
very limited investments. At the same time, a tax reduction would
have to be financed by either a reduction in welfare or increased tax
burdens in other areas, both having a negative impact on employ-
ment.

Energy efficiency policies must focus on correcting market failures
and be implemented through the market. It is still too soon to regulate
energy efficiency further since the energy efficiency directive has yet
to be implemented and we still need to see the result of the directive.
However, the Danish Energy Association is very positive about ex-
tending the instruments and rationale behind the directive into the pe-
riod from 2020 to 2030 building on the positive Danish experiences.

Have there been inconsistences in the current 2020 targets and if so
how can the coherence of potential 2030 targets be better ensured?

The 2020 targets have a dynamic so that expansion of renewable en-
ergy and increased energy efficiency can be read directly from the
CO2 price. A way to ensure an even better coherence between the
instruments would be to create a price floor in the EU ETS. Hereby,
increased energy efficiency and renewable energy breakthroughs will
not undermine the EU ETS.

How can targets reflect better the economic viability and the changing
degree of maturity of technologies in the 2030 framework?

The Danish Energy Association argues that mature sustainable tech-
nologies should be introduced at the market through a phasing out of
the subsidy schemes after 2020. A stable and strong EU ETS will
contribute to implementing mature sustainable technologies. Promis-
ing technologies within the RES such as offshore wind should be giv-
en financial support in addition to the price signal from EU ETS to
bring down cost of energy and make the technologies competitive.
However, at a certain point in the future when the price of the power
market is reflecting a true price of CO2 and when the price of the
specific RES-technology has come down, subsidies for new invest-
ments should be phased out and abolished.



How should progress be assessed for other aspects of EU enerqgy
policy, such as security of supply, which may not be captured by the
headline targets?

Europe is increasingly dependent on imports of fossil fuels and secu-
rity of supply is still an important challenge. In 2012 85% of Europe’s
oil consumption and 65% of the gas consumption was imported from
mainly Russia and the Middle East.

Figure 4. Import ratio (EU27) of oil, natural gas and solid fuels
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There is no prospect of this picture changing - especially for oil. It is
possible that our gas production increases if we have a breakthrough
in extraction of shale gas in Europe. The dominant energy exporter,
Russia contributed with 27% of the coal export, 35% of the oil export
and 32% of the natural gas export to the EU in 2010. That is the larg-
est energy export within all fuels.

Since 2000 the energy production in Europe has been constantly de-
creasing, except the production of renewable energy which has in-
creased 75% since 2000, while the oil production has almost halved
and the gas production reduced by 25%.
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Figure 5. Energy production per fuel in EU-27, 2000-2010,
(2000=100, based on toe)
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The security of energy supply in the US has significantly improved
and the US is expected to be self-sufficient and net exporter of coal,
oil and gas within the coming years. Europe does not have the same
favourable starting-point when it comes to natural resources as the
US and we instead have to come up with alternative solutions to en-
sure our security of energy supply.

The Danish Energy Association encourages the EU to rely heavily on
the EU ETS as the primary driver for investments in renewable ener-
gy so that we become less resource dependent.

Furthermore, the implementation of the internal energy market will
prove beneficial from a security of supply perspective. By transporting

IEM will lower need- the energy to where it is needed we ensure that it is being consumed

ed energy production  most effectively thereby reducing our energy production. The condi-
tion for the internal energy market is a coherent European energy pol-
icy. For this reason it is of outmost importance to strengthen the EU
ETS if we do not want a situation of 28 different national energy poli-
cies.

Instruments
Are changes necessary for other policy instruments and how they in-

teract with one another, including between the EU and national lev-
els?

The Danish Energy Association supports a common European ener-

gy and climate policy. National policies fragment the market and cre-
EU policies ensure ate unfavourable conditions for companies and investors. A common
level playing field
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Interaction between
market prices of elec-
tricity, prices of CO2
and other support
schemes

EU ETS should pro-
mote investments

Attracting private
capital is pivotal

European policy creates a level playing field for companies and secu-
rity for the activities of the investors. An EU market with 500 million
people is much more interesting from a business perspective than a
single national market.

EU ETS and an implementation of the internal energy market are
both crucial instruments. At the same time, a well-functioning and in-
tegrated internal energy market with sufficient infrastructure, a cus-
tomized electricity market design with flexible backup capacity and an
intensified focus on energy efficiency are necessary conditions for a
sustainable modernisation of the energy market that also takes into
account sustainability, security of supply and competitiveness.

A smooth, well function and consistent interaction between the mar-
ket price of electricity, the market price of CO2 and support schemes
for immature low carbon technologies should be ensured in order to
support deployment, industrialization and fast maturing of low carbon
technologies.

How should specific measures at the EU and national level best be
defined to optimise cost-efficiency of meeting climate and energy ob-

jectives?

The EU ETS is the most cost-effective tool to meet European energy-
and climate targets. Trading allowances ensures that the CO2 emis-
sions are being cut in the sectors where it is most cost-effective. The
Danish Energy Association encourages the EU to strengthen the EU
ETS and come forward with a legislative proposal in 2013 so that it
again becomes capable of cutting CO2 emissions and promotes in-
novation and investments in low-carbon technologies.

How can fragmentation of the internal energy market best be avoided
particularly in relation to the need to encourage and mobilise invest-
ment?

A fragmentation of the internal energy market is best avoided by hav-
ing a uniform energy and climate policy across Europe. Besides build-
ing on a strong and stable ETS as the key driver for investment and
innovation, it is when individual member states create policy that fa-
vours or targets a specific sector that the market becomes fragment-
ed. This also means an increased harmonisation at regulator and
TSO level so that we avoid the existing practice with TSO’s blocking
interconnections putting the market out of force to promote national or
TSO interests.

The European Union has a declared goal of creating a low carbon
Economy in 2050. Attracting private capital to this transition is pivotal

since the green transition requires massive investments of a yearly
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Unbundling rules
creates barriers to
investments

More clarification
and exception on
unbundling rules
needed

Earmark subsidies

scale not seen before in both electricity generation and transmission
infrastructure.

In the coming years, vast sums of investments are required on a Eu-
ropean level ranging from 500 to 800 billion euros in electric genera-
tion and 300 to 350 billion euros in infrastructure. This cannot be
done without mobilising new sources of capital and capital is set to
become a critical factor determining the evolution of the energy sector
in the years to come.

In that respect the present rules on ownership unbundling require-
ments in the electricity directive (2009/72/EC) creates uncertainty to
new financial investors. The objective of ownership unbundling was to
avoid vertical integrated electricity companies to discriminate against
competitors. Institutional investors like pension funds are not vertical
integrated utilities, and more clarification or exception on the unbun-
dling rules for institutional investors are needed to attract enough in-
vestments in the transition of the European energy sector.

A simple note from the EU Commission with examples of when the
unbundling rules are not binding or are binding is not enough to at-
tract institutional investors on the scale needed. Allocation of funds
from pension funds or institutional investors will remain low, due to
regulatory disincentives originating from EU-legislation.

Which measures could be envisaged to make further energy savings
most cost-effectively?

An EU strategy for energy optimisation of the industry’s energy use
should be achieved through targeted actions and possibly earmarked
subsidies from the auctioning of CO2 allowances (as NER300), appli-
cation of systems with energy saving obligations as well as a re-
newed focus on ECO-design and energy labelling and other energy
efficiency measures.

How can EU research and innovation policies best support the
achievement of the 2030 framework?

Research and development is not covered thoroughly in the green
paper.

The Danish Energy Association encourages the Commission to allo-
cate more funds to research, development and demonstration project.
Furthermore, incentives must be created to increase private invest-
ments in research and development just as the European industry
policy must promote research and development activities.

13



RES and EE invest-
ments creates jobs

Prove carbon leaka-
ge

As described above is necessary to ensure a smooth, well function
and consistent interaction between the market price of electricity, the
market price of CO2 and support schemes for immature low carbon
technologies. R&D support is not enough to ensure that technologies
are developed and mature to enter the market where they obtain only
the market price (including CO2-price). There is a need for instru-
ments and support schemes to bridge the gap between R&D and the
market. Promising technologies that have been developed and
demonstrated typically cannot survive at the market price or differen-
tiate itself against a bulk market price on the electricity market.

Competitiveness and security of supply
Which elements of the framework for climate and energy policies

could be strengthened to better promote job creation, growth and
competitiveness?

A strong and stable CO2 price will promote investments in renewable
technologies and other low-carbon technology. The EU has a lead
position when it comes to development of low-carbon technologies
but significant investments are necessary if we are to keep this posi-
tion in future. The Commission predicts that through investments in
energy efficiency and RES it is possible to create 5 million jobs in the
EU before 2020°,

In other words, investments in low-carbon technologies and energy
efficiency will create both jobs and growth and at the same time im-
prove competitiveness.

What evidence is there for carbon leakage under the current frame-
work and can this be quantified? How could this problem be ad-
dressed in the 2030 framework?

The Danish Energy Association has not yet seen any documentation
that carbon leakage has actually happened. Henceforth, policies tar-
geted carbon leakage should be designed on the basis of the experi-
ences from the 2020 framework where we have seen an over-
allocation and over-subsidisation of industries with direct emissions at
the expense of power intensive companies.

What are the specific drivers in observed trends in energy costs and
to what extent can the EU influence them?

CO2 reductions must be achieved as cost-effective as possible. For
this purpose we have already identified the EU ETS and this is why

2

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2012:0173:FIN:EN:PDF
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Implement the third
energy package

Regulated prices
keep the consumers
in the dark

we must overcome the challenges relating to competitiveness within
this system.

The Danish Energy Association makes clear that it is not the cost of
energy that increases the electricity bill but regulated prices and tax-
es. A way to increase the competitiveness is therefore to eliminate
regulated prices by implementing the third energy package fully.

To ensure a retail market that opens up the possibility for the con-
sumers to benefit from a broad range of competitive, innovative and
sustainable products and services, the DSO’s should act as market
facilitators through harmonised and interoperable data exchanges
(hub models), thereby taking on a new role as catalysts for integrating
renewable energy sources and delivering value-added services
through market actors to the consumers. This will also promote smart
grids.

Development of a well-functioning retail market like that would how-
ever demand a removal of distorting regulating prices. Regulated
prices are said to protect the consumers but in fact the consumers
are being prevented from getting the best deal and their role as active
consumers are being inhibited. Artificially low and regulated prices do
not help the consumers but instead increases the cost due to among
others, that the costumers cannot base their decisions on the true
costs; the lack of new suppliers and a competitive pressure equal a
less cost-effective sector; the true value of energy efficiency is hidden
to the consumer; and it excludes any chance of promoting a flexible
energy consumption through ordering based products.

How can the EU increase the innovation capacity of manufacturing
industry? Is there a role for the revenues from the auctioning of al-
lowances?

The Danish Energy Association suggests earmarking revenues from
the auctioning of CO2 allowances to research and development
through funds as NER300. Furthermore, Europe also needs a more
coherent innovation and research policy, where instruments and poli-
cy in each member states are more coordinated with EU policy and
instruments. Especially the EU needs much more focus on the phas-
es where new knowledge and technology are demonstrated and ap-
plied and more sources and infrastructure should be focused on
commercialisation of the energy knowledge and technologies.

How can the EU best improve security of energy supply internally by
ensuring the full and effective functioning of the internal energy mar-
ket (e.q. through the development of necessary interconnections),
and externally by diversifying energy supply routes?
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Integrate RE in grid

European climate and energy targets require an effective transmis-
sion and distribution system, including the development of intelligent
grids. The markets cannot function properly if necessary interconnec-
tion capacity is lacking. Existing high voltage grids are not sufficient
with regard to transporting the planned amounts of electricity from re-
newable energy sources all over Europe to the most important areas
of consumption. Similarly, the development of a more intelligent grid
on medium and low voltage distribution level is necessary to ensure
that renewable energy can be exploited to its fullest. RES influx hap-
pens at medium and low voltage and is an area that requires special
political attention.

Both transmissions and distributions grids are regulated businesses.
We encourage the national authorities to investigate how regulation

can promote intelligent investments in modernising and expanding
the grid rather than business as usual.

Yours sincerely
Danish Energy Association

hich Bans

Ulrich Bang, Director of International and EU affairs
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