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A: Looking at thefacts - Theltalian blackoutsin 2003:

Italy hed in fact two different types of blackouts over the last summer.

The firg being the blackout occurring during the day of June 26th due to missing
preparation to an extremely hot summer and the second being the blackout of September
28th 2003, at a low demand moment in themiddle of the night.

1. The blackout on June 26th

On June 26th during the day, without any pre-dert, parts of Itay (industry, offices, homes, lifts,
traffic lights) went off dectricity. This blackout was due to extreme raises in electricity demand
combined with a reduction of the production capacity of large-scale power plants because of
scarce water resources and thus insufficient water capacity for cooling heated water from large-
scale power plants.

1. Extremerise in dectricity demand

Electricity consumption in Ity has risen sharply these last years, above dl, but not excusvey
during the summer months:

Risesin summer peak in Italy:

48.634 MW on 12 July 2001

50.974 MW on 21 June 2002 (+ 4, 81 % compared to July 2001)

53.105 MW on 17 July 2003 (+ 4, 18 % compared to June 2002) * for the first time ever in Itay
the summer peak was higher than the winter peak from December 2002).

The rise in August 2003 compared to August 2002 was even 11,7%!!!! Even when adjusted for
higher temperature ("climatic effects’) and more working days, this ill amounts to an increase
of 8,3%.

But dso the winter consumption peak has increased from 42.985 MW in 1995 to 52.900 MW in
2002.

! Speech by Paolo Bertoldi, European Commission - DG JRC, a EEDAL Conference “Energy Efficiency in
Domestic Appliances and Lighting, EEDAL” October 2003, Torino, organised by the European Commission and
the International Energy Agency.




This steady increase in not just in pesk power (implying the need for more power dations and
lines), but dso in dectricity consumption: this means more CO2 emissons and is one of the
main reasons why Itay is completely off track concerning ther Kyoto commitment (see recent
reports by the European Environmental Agency).

Interestingly, other countries such as Germany had a more or less stable dectricity demand over
the same period of time, despite the hot summer it encountered. *

The rise in demand in Ity comes dong with is a lack of policy measures on demand sde
management: Contrary to countries like Japan or Ching, Italy and the rest of Europe have not yet
introduced minimum standards for ar conditioning. As a result, hundreds of thousands of very
ineffident ar-conditioners came to the grid the last summers, a development epitomised with an
ENEL marketing campaign hiding negetive effects of cooling equipment.

2. Reduction in supply due to missing cooling water resources

During this summer 2003, a new phenomena influencing Itay 's baance of demand and supply
could be observed: A limit of avalability no longer accruing from energy sources, but limits
imposed by the lack of cool fresh water needed to absorb the "hest waste' produced in large
centraised dectricity plants.

Situation on 15th July at noon for certain Itdian power plants

Power Station Water level | Where Ingtalled % power output as a
with respect to Power percentage of
zero level (MW) meximum output

Castel s.  Giovanni| -3,26/-0,67 ponte della| 1100 5%

(Piacenza) becca/piacenza

Isola serafini | -3,26/-0,67 ponte dellaj 145 5%

(Piacenza) depending on the | beccal/piacenza
river section

Edipower (Piacenza) -3,26/-0,67 ponte della| 660 91%

becca/piacenza

Ostiglia(Mantova) -3.31 borgoforte 400 0% (closed)
-6.89 ficarolo 1280 50%

Sermide(Mantova)

Porto Tolle (Rovigo) Sealevel 2460 50%

Total installed power 6045 MW, of which available at July 15" 3404,35 MW, that is 56%.

Source: Corriere della Sera 17" July 2003.

In fact, during summer 2003 there was a big battle around water resources between the
agriculture sector (and the miniser responsible) and the energy sector - both sectors usudly
being amongs the mogt - water intensve sectors of economies. Despite the Itdian minigter for
agricultures datement " Irrigation has priority:(...) It is now clear that climate change is
happening” agriculturd activity had to been reduced by 30 % this summer due to the lack of
water because the amounts avalable where not enough to both satisfy energy industry and
agriculture needs.

! http://www.bmwi.de,



The scarcity of cooling water was not only an Itdian, but dso a French problem. France had to
reduce and to shut down cod and nuclear power plants this summer and even abridge existing
laws on environment and safety. Therefore, the Itdian June 26th Backout was dso partly due to
the scarcity in EDF production that of course reduced eectricity exportsto Italy.

Conclusions:
Summer day blackouts occurring during days with extremdy high temperatures and a
smultaneous extreme rise in energy demand are a chronic weakness of Itdian (South European)

eectricity sysems Span had smilar problems during the last years Athens risks mgor
blackouts during 2004 Olympic Games.

2. The huge blackout on September 28th - Europ€e's lar gest blackout since WWI |

L ooking at the facts:

This blackout happened during low peak time (Saturday night at 3 o'cdlock when most industry
does not work and most people are adeep). The demand a that time was only 24 GW
(compared to summer pesk of 53 GW). Hence, the problem was not a lack of capacity of power
production but rather an extremey bad systemic management of the Italian eectricity system.

For purdy economic reasons, Itdy usudly cuts off its own (ENEL) production plants (bascdly
ol fueled and therefore extremey expensve) during the night and relies on chegper dectricity
imports. This means that for purdy commercid reasons the dability of Itdy’'s dectricity
depended on three or four high voltage grid lines that night!

What happened on September 28 th 2003?

03:01 h: Tripping of the 400kV Mettlen-Lavorgo line in Switzerland

There are even indications that the origind incident (an dectric arc on the Swiss line Mettlen
Lavorgo) was due to the fact that that night Itay asked higher imports. The line overheated
because of high amount of eectricity trangported, consecutively expanded and touched a tree
creeted an dectric arc which than triggered a domino effect and a series of blackouts.

03:15 h: GRTN reduces the import from abroad by 200 MW, reaching the tota import level of
6,400 MW

03:25 h: Tripping of the 380 kV Sils-Soazza line in Switzerland

03:28 h: The frequency on the Itdian grid drops to 47,5 Hz, preceded by automatic load
shedding and the loss of some power plants. Except for the power grid of Sardinia and for
limited load idands, the entire power system reaches a state of black-out

13:00 h: Theimport leve reaches again its normd vaue

only late evening: last regions in Southern Italy re-connected!

The incidents are currently under invedigation and it will have to be cleared where the
respongbilities lied but without anticipeting the results of this invedtigation it should be noticed
that experts have been derting for years that the choice of Ity (ENEL) to rely for purdy
commercid reasons on such huge amounts of imports was dangerous. See for example UCTE 's
press rel ease from 29th September 2003:




"The UCTE system adequacy reports have repeatedly warned over the especially tense
situation in Italy with a structural dependency on bulk electricity imports"
Itdian authorities have thus ignored the warnings by UCTE and others during years and dlowed

for arisky policy.

B: What has the Berlusconi government proposed in order to solve this
problem?

In generd there was little differentiation in commenting the "high pesk” and the "low pesk”
blackout.

1) New nuclear or coal power plants

Firg of dl, this decison contradicts today's Itdian public opinion that is in mgority aganst
nuclear power.

Apart from democratic concerns, it is aso not convincing from atechnica point of view:

It would amply take years to build such facilities and, because nuclear power is the energy
source with the highest need for cooling water - a resource Italy no longer has abundantly has an
inherent long-term risk. Furthermore, Italy and Greece face the fact that due to geographica and
climatic reasons not only their rivers, but aso the Mediterranean sedls temperatures are far too
hot in Summer to provide with large amounts of cooling weter.

Cod is not an dternative for Itay partidly because of water scarcity, but dso because of Kyoto
commitments. CO2 sequedration which could in theory mitigate this effect will - if ever
avallable at indudtria scale at competitive prices - only be ready around 2025.

Alternatives such as amdl-scale steam and gas turbines run on gas or biomass and/or combined-
hest-and-power dations do not depend on water-cooling but are smply cooled by air.
Renewables like solar or wind produce eectricity without any cooling needs a dl. All these
technologies combined with demand sde management would dso bring back Itdy on its Kyoto
track.

2) Additional imports

It is difficult because in Summer capacity of high voltage grid is smdler due to higher
temperatures and reliance on France has aso problems in summer because of problems of
cooling down French nuclear resctors during summer time. What is more important, religbility
of large-scde eectricity imports is dangerous as this year's second Itdian blackout shows (see
later).

What would be possible real solutions?

Short-term solutions (before next summer):



Even if you want you cannot build new additiond power plants or new high voltage grid in a
years time. On very short term and to bring Itay through next summers new crises the only
"regligic measures' are:

1. Radical energy efficiency measures (see proposds by International Energy Agency: "Saving
eectricity in a hurry") based on practicd experience from Cdifornia, Brazil, New Zedand
where up to 20% of the electricity demand could be saved.

Examplesfor policy measures:

& =Search for quick reductionsin industry appliances

e eEdablih temperature limits for thermostats controlling ar conditioning (ar temperaure
shal not be lower than 28 degrees or dternatively, shdl indoor not be more than five
degrees below outdoor temperature (which is o beneficid to human wellbeing)

& entroduction of minimum sandard for severd eectric appliances (on power supplies, mobile
ar conditioners)

&l aunch of promotiona campaigns to anticipate the replacement of light bulbs (which would
reduce not only direct dectricity consumption, but aso "heat" input in office buildings, as
well as the replacement of old refrigerators and freezers (Itdy has the oldest "refrigerator
and freezers flet in Europe’)® (this is could adso be a mean to help low income households
to save a lot of ther dectricity costs) and could benefit European (Itdian) appliance
industry)

& & Information campaigns on "good and hedthy cooling” practice (shade during day, use fans
during night to evacuate hest.

All these measures have the advantage to help dso Itay to fulfil its Kyoto targets

2. Speeding up some power plantsalready under construction

For the mid term Italy has to develop an "intdligent” energy policy mix with ambitious policies
on end use dectricity efficiency. A reduction of cooling needs could be achieved by a repid
goplication of the new EU hbuilding directive. The promotion of combined power, heat and
cooling generation also congtitutes a good possibility to reduce the pesk load demand in summer
months,

New power plants have to bein line with Kyoto long-term commitments.

C: What are Commissioner de Palacio's proposals to prevent future
blackouts:

Quote:

! sales of A classrefrigerators in Italy make up 42 % of total sales but more than 80 % in the Netherlands. Italy also
has fewer sales in new domestic appliances than other EU countries. Finally energy labelling requirements were
introduced years later than in other EU countries.
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" It (the blackout) results from a combination of the decision to close down lItaly 's three
nuclear reactors following a referendum in the 1980ies and very strict environmental
planning laws" *

This gatement gives a rough summary of De Pdacio's intern communication to her services, but
a so the messages send to the outside world.

This completely ignoresthe factsthat:

#&The blackout did NOT occur during a high pesk demand ? missng capacity argument is
mideading!

& e Speculation instead of secure provison: Ingtead of securing energy supply (the base load)
with own capacities, ENEL It is taking the risk of importing 1/4 of its dectricity needs for
purely speculétive reasons.

& &tay is not the only country in the world that decided to phase out or not even launch nuclear
energy: How could countries like Denmark, Audria, Portugd manage to survive without
nuclear power? Also in the US the last nuclear plant was built in 1978! The fact tha Itdy
did not build a lot of new power plants since 1980 is not a problem of planning procedures
but the problem is that ENEL was in a monopoly dtuaion - contralling both most of
invesment in Ity and the grid and for purdy short term income reasons decided not to
invex in new generdion with a triple benefit. saving money for invesment, driving
eectricity prices in Ity up through this scarcity to one of the highest in Europe and than
earning money through chegp imports.

&t is raher the lack of investment in other production facilities for the last twenty years
illustrated very wdll:

&S

1. By the case of cogeneration plants: Once a legidative framework for CHP was st up in

1992, a hdt in CHP plants during the 80ies could be overcome - until a decree in 1997

temporarily cancdled it leaving legd uncertainty for potentia investors and thus leaving a

potential of 40 % savings in dectricity demand? unused.

"In general terms, Italy s relatively unstable political environment has tended to undermine

long -term planning for cogeneration™®

2. By the fact that new investors face enormous adminidrative and technical hurdles to get
connected to the grid, as well as by the fact that requests for about 600 new plants have noted
yet been authorised (source: GRTN October 31st, 2001) and

3. By the fact that an energy hill is pending in the Itdian adminidration for 21 months aready
and instead, on October 2nd 2003 the Marzano-decree dlowing for waste water abrogation was

! Source: Internal Communication note to the College des Commisaires, SEC (2003) 1079, Texte E: La Coupure
electrique en Italie, 30th September 2003 )

2 Energy for Sustainable Development (ESD) Ltd Overmoor: The future of CHP in the European market - The
European Cogeneration Study Country Report Italy, p. 7.
3 See above, p. 5.



pushed through parliament within days adding even more uncertainty for investors about the
legd environmen.

e eEnvironmental legidation as the reason for lacking investment is not convincing as Itdian
environmenta legidation derives as much as 95% from EU legidation. On the contrary,
there is a trend in Itay towards the de-pendisation of environmentd legidation in severd
respects (see amnesty for illega constructions recently)

De Pdacio is dealy abudng her pogtion and taking highly biased conclusons in the name of
the European interest.

Beyond Italy - large-scale bulk electricity flows - a chronic disease of the future internal
market?

The EU Commisson DG TREN headed by Commissoner De Pdacio and Director Generd
Lamoureux, as well as big energy companies and EURELECTRIC have a certain vison of what
a internd dectricity market should look like which can be described as a consolidated market
with only 5 to 7 big European players left that will dominate the market. These companies will
produce dectricity manly in large-scde centralised (nucler and cod) power plants. The
compstition between these large players will be organised through potentid big bulk imports
and exports over long distances.

But what ar e the weaknesses and implications of such a strategy:
1) Large scale bulk eectricity transfers over long distancesincrease the system instabilities

In fact, as an effect of liberdisation, the exchanges of dectricity in Europe have dready
incressed during the last years. *

" Pending greater integration, the possibility that network overload may trigger a wave of
power cuts or domino effect cannot be excluded" 2

" If national energy policies would continue to give wrong or even contradictory investment
signals and lead more countries to also rely on imports instead of own generation and
transmission infrastructure, thiswould lead to the concentration of generation in a few areas
and to long-distance bulk electricity transits (asin North America from Canada to the New
York area) which would be detrimental to the reliability of the European grids" 3

The Itdian crises shows that these priorities are inherently putting into danger the gtability of the
EU energy system; the actud exising grid system in Europe was not designed for large scde
exchanges of eectricity.

! See: http://www.ucte.org.

2 Andre Merlin, head of ETSO, Le Monde from 16th/17th August 2003.

% UCTE, Press release: UCTE investigation committee set for interim report on Italian black-out to be released on
20th October 2003 from 29th September 2003
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2) Upgrading of the existing grid system will cost enormous amounts of money and has no
public acceptance

Theoreticdly, through the congdruction of an enormous amount of new grid infrastructure, it
could be possible to lower somewhat the risk of system ingabilities. This seems to be the main
strategy of EU Commisson who is pushing through new obligaions for Member States to
interconnect - the famous target of a 10% minimum target of interconnection agreed by the
European Council in Barcelonain March 2002.

This target was randomly and abitrarily chosen and has no scientific, physca or technica
judtification. It is vague dnce it denies the fact tha there is a difference between capacity
(measured in MW) and actua energy output of a grid (messured in MWh) and it is not clear
what it is referring to.

The only scentific facts are tha there are dear technicd limits for high voltage grid
transmisson that do not dlow for more than 12-15 % of cross-border exchange and that there
are loses rdated to long digtance transmission that can amount to up to 3 % of the produced
dectricity.

The 10 % target was aso never discussed and agreed upon by the European Parliament, nor by
discussed by EU energy minigers. It was attached as a document to the so-caled Barcdona
summit and endorsed by Heads of States without any technical background.

Finaly, snce Itay has, according to the latest edition of the Statistica Yearbook of the UCTE,
dready a net import percentage of 15 %, the dtrategy to focus soldly on interconnections cannot
present the only solution to the problem!

In addition EU Commission tries to earmark more money from EU budget to new grid
infrastructure (20% instead of 10% for studies for new projects) paid with European taxpayer's

money!

The Commission’ s drategy to build huge amount of new infrastructure has to be questioned on
cog terms, since theoreticdly the invisble hand of the market, as wdl as " the threat of entry,
via open access to robust European transmisson network should be sufficient to force even
nationd monopoly generating firms to behave as if they were in a competitive Sngle market"
(..) an dternative approach based on existing EC regulatory powers would be a quicker and
cheaper, solution with an identical impact on prices” *

Thus if invesment needs a doubled share of public subsidies to be materidised, there is a policy
and regulaion problem and the concluson would be that this public money would be better
spent on favouring access of new actors (producers) to the market who are located in those
places were the consumption is needed. This would enhance compstition and a the same time
dabilise the grid system.

1 John Bower, Senior Research Fellow at Oxford Institute for Energy Studies, in an article in Platts, Power in
Europe. Special Edition West. European Electricity Review 2002.



But even if we assumed that Commisson, Member States and the private sector would be ready
to spend hillions on bringing new grid, the question of public acceptance is Hill to be raised.

Citizens and paliticians both a nationd, regiond and local level have good reasons to oppose
new high voltage grid which spoil landscapes and pose serious hedth risks that have not yet
been tackled.

The drategy of ETSO and De Pdacio to creste EU legidation to undermine the legd rights of
citizens & nationd level concerning their choice of energy sources and energy systems is not
just arrogant, but represents a red threat to democracy in Europe If we want more citizens
opposing further European integration, this is exactly the type of declarations that would have to
be made

There is an dterndive to the internd market drategy of EU Commisson that minimise risks and
cods a the same time: Enhancing competition on the exiding eectricity markets by favouring
new entrance and focussng on regiond European markets ingead of nationd markets or
visonary markets from "Lisbon to Vladivostok”.

D: Can liberalisation be blamed for therecent black outsin Italy, Sweden/DK
and UK ?

A lot of the opponents to liberdisation of dectricity markets are usng the blackouts as an
argument againg further liberdisation efforts. Can this be judtified at this moment?

Given, that liberdisation in Italy is only gating with Itdy being one of the last countries to
transpose the 1996 eectricity liberdisation directive only in 2001, it is not congstent to blame
the dtructural issues such as under investment and lacking new investments in new capacity, as
well as and poor demand sde palicies on liberdisation, but rather on the implications of a badly
managed state monopoly.

Itay's decidon to divest ENEL in 2000 can dso not be used to explain lack of investment in
Italian power supply during late 1980 and 1990.

Contrarily to this, the DK/Sweden blackout is reated to a sudden shutdown of a Swedish
nuclear reactor which then degtabilised the whole system. As the fact that aso nuclear power
dations are a risk to eectricity supply systems does not fit De Pdacio's arguments in favour of
more nuclear power dations, it is not surprisng that their was no mgor communication done by
EU Commisson on this issue UCTE has repeatedly warned that rdiance on big centrdised
power plants threatens the stability of the system.

The blackout in L ondon has been thoroughly andysed by OFGEM:

“It is clear from our investigation that these powercuts were isolated incidents on the
National Grid. While they were very regrettable for those affected, customers should not see
them as signs that the network is suffering from lack of investment. (...) Total investment
since privatisation in the electricity network is over £16 billion a level which is much higher
than before privatisation. The national grid network in this country is 99.9999 per cent



reliable and powercuts on the low-voltage distribution networks have fallen by 11 per cent
since 1991/92."

Thus, one cannot blame the mere fact of liberdisation to be a the origin of security of supply
problems, but rather lacking grid management or wrong policy options.

One has to didinguish clearly between liberalisation, privatisation and (de/re-) regulation
and the redl risk to security of energy supply comes from deregulation of dectricity markets.

There are two inherent risks to security of supply resulting from bad or insufficient regulation:
1. Under-investment in grids within not yet unbundled markets

Ther is a red risk that integrated companies abuse the fact tha they own the grids - the
segment that conditutes a natural monopoly - divert money from this ssgment and cross
subgdise their own dectricity production and digtribution/retailing instead - the segments where
competition is introduced.

Thisis one of the reasons of under investment in US grid system.

In order to prevent this, a lot of experts propose to entirdly unbundle grid activities (above al
transmisson) from production, trading and retall activities. ("ownership unbundling”).

2. Under-investment in new production capacities even within unbundled markets

Even with unbundled companies, there is than ill a need for regulation due to mere speculaion
of big utilities that only look a short-term profitability and thus prefer chegp imports instead of
building up new capacities. (ENEL case)

In order for new capacities to be built in unbundled markets, one of the most important issues
will be market transparency and the opportunity to enter the market for independent power
producers, but aso for locd utilities or indudries invesing in cogeneraion units or by new
entrance through investors in renewables.

Reasonable end use efficiency policies both a national and European level can dso ease the
problem of lacking long-term investment since it helps to reduce the dectricity demand that has
to be met. Every kWh that will not be consumed will dso not have to be produced or imported.

The European Climate Change Programme has identified huge potential for such policies and
severd EU and nationd policy measures are dready in the pipdine.

E: What should be the real priorities on the EU agenda after the biggest
European blackout since World War 117?

1. Improveinformation exchange between network operators

The Itdian blackout shows tha there is much more a need to improve with some millions of
invesment in adequate information technologies the information flow between the network
operators than investing billionsin new trangmission lines.

! See: www://ofgem.gov.uk
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The liberdisation crestes much more complex physcd flows on the EU grid system. Nether
the UCTE rules and criterias nor interaction between relevant players are up to these new
chdlenges

2. Reregulate and strengthen control on the EU energy market by full and speedy
implementation of thenew Il directive on eectricity and gas package

Due to the input from the European Parliament the directives on dectricity and gas and the
regulation on cross-border trade was strengthened in relevant aress.

- Unbundling between grid activities and production, retail and trading of electricity

The recent events show cdearly that the demand of EP to ask for ownership unbundling of
transmisson networks is a pre-requidte for a functioning dectricity market. Scandinavian and
UK have not even better regulation of the grid investments but adso better market transparency
because they had the politica courage to separate "monopoly activities where heavy regulaion
is needed from the parts of the market where competition can make sense (production, retail,
trade).

Unbundling is dso important on digtribution. Because of the importance of having new market
actors in the field of decentralised power production and to ensure that the big incumbents who
control the centrdised power production assets are not continuing to use the control of the grid
agang potentid competitors, governments should use the trangpodtion of the directives into
nationd law to push re-regulation further on this aspect.

- Use new powers of the regulators

A maket cannot function without stringent application of the rules. The EP has been successful
in grengthening the powers of the nationa regulators.

These regulators have now to take up there new functions and above dl define clear criteria for
security of supply on two aspects aufficient investment above dl in digribution networks and
defining sufficient reserve capacities on ther relevant market.

A new Commisson proposa on security of supply is not necessary if dl the possbilities of the
eectricity directive (defining criteria, monitoring gpplication, use of cal for tenders) are used
consequently.

Nationd regulaiors have dso to fully apply monitoring of market dominance and use of ther
power of intervening if necessary (divestment obligations,

3. New demand-sideinitiatives
"The cogt of saving off-pesk dectricity by demand management is often haf of the kwWh price

consumers pay to use eectricity. Reducing pesk consumption by saving energy can be 75%
chegper than buying it. In addition, implementing energy efficency meesures is normdly a
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fagter and eader process than increasing supply” (Information memo from Mrs De Pdacio to the
Commission after US blackout 14 August 2003)

Already during the debate on the liberdisation directives, that EU Parliament asked for new EU
initiatives on end-use efficiency being aware that in a liberdised energy market new dynamics
which favour energy consumption risk to be edablished when retalers of dectricity soldy
consider short-term benefits and try to sell/produce as much as possible.

- Strengthen the eco-design proposa to bring push ambitious minimum standards for energy use
of gppliances and office equipment

EU Commisson has tabled after months of interna druggles a week proposa for a new
directive on minimum gandards of energy-usng gopliances and office equipment (so cdled
eco-design directive). EP and EU Governments will have the occason to drengthen the actud
proposal and bring back Europe to an internationd leadership in thisimportant field.

- Force EU Commission to propose dter more than one year of empty promises the directive on
"energy services'

EU Commisson has promised EP such a directive for more than a year. The proposa is now on
the table of EU Commissioner De Palacio.

The new directive on "energy services' which will impose efficiency performance targets for
retailers of energy and thus help to st up a EU market for investments in energy efficiency.

Both issues should aso be priorities for the Italian EU Presidency.

4. Promotion of decentralised energy production

All experts agree, that it is the most efficient way to make production of eectricity happen as
close as possble to the points of consumption in order to minimise dability risks to the grid
management and thus insure security of supply. Most decentralised power productions - gas
driven gas and steam turbine up to 350 MW, large and smal scale heat and power productions,
micro cogeneration (as a pre-stage to fuel cels) and renewables (biomass, smal scde water,
wind, solar) will enhance not only security of the grid, but also bring Europe back on the Kyoto
track.

What should be done to favour decentralised electricity production

- The new CHP directive should be strengthened and adopted in short time

There is a new EU directive in discusson between EP and Council. In first reading EP had
drengthened the directive on a number of reevant points like security of supply as a priority

am of the directive, a concrete EU wide target going from 9% today to 18% in 2012, reduced
adminigrative burden on grid access, plug and play authorisations for micro-cogeneration.
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Unfortunately Council (EU government) rgected these points. The recent blackouts should be
used to bring more pressure on governments to accept Parliaments improvements.

- Promote locationd sgnasto favour production where consumption is

The new regulaion on cross-border dectricity trading (Mombaur report) contains important
provisons on locationd sgnds. These price sgnds should favour in the short-run the dispatch
of those power dations, located in areas where there is a lack of dectricity. Locationd dgnds
can aso be used to favour new invesments to be done where there is a need which is close to
the place of fina consumption. Sweden and UK have successfully implemented such policies in
the past years.

- Promote long term avoided cost principlesin caculating network charges

The dectricity liberdisation directive (Turmes report) dso contans an important  instrument
favouring decentralised production:  the "long term avoided cogt principle’. This implies cods
savings for decentraised power productions reflecting the fact that they do not need to be
tranamitted via high-voltage, but are only fed into lower and middle voltage grids.

5. Moratorium on EU funded new transmission lines

The idea of an EU interna market based on a comptition through large distance bulk dectricity
transportsis dead with the Italian blackout and the conclusion from the US blackout.

For reasons of dability of the grid sysem and for reasons of "good governance' eg. invesing
public money where it brings most bendfit, there should be a moratorium on new EC sponsored
transmisson lines until a cos-benefit analyses has identified those which are redly of economic
benefit and in the generd interest of EU tax payers (eg. favouring integration of off-shore wind
through cables between).

Michadla Holl
Claude Turmes

Brussals, October 8th 2003
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