Briefing for Executive Vice-President Vestager
Meeting with ENEL
3 March 2023

SUMMARY
e The meeting is with _, ENEL-
e 03/03/2023 16:45-17:30.

e The purpose of the meeting is to address several key themes related to energy and
green transition that are of particular relevance for Enel.

OBJECTIVES
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TEMPORARY CRISIS AND TRANSITION FRAMEWORK

KEY MESSAGES

The competitiveness of European Industry is facing challenges, including high energy
prices, the need to re-skill and up-skill workers, and increasing subsidies by third
countries (e.g. the US Inflation Reduction Act), which risk luring some EU businesses
into moving investments away from the EU.

In response to these challenges, the EU has to accelerate the green and digital
transition, while eliminating barriers within the Single Market. For this purpose,
Member States should be allowed to provide quick and targeted support to
businesses in key sectors.

To the extent that public funding constitutes State aid, the Commission already has
tools in place to allow Member States to support the green and digital transition.
Under the General Block Exemption Regulation (GBER), Member States can grant
quickly State aid without prior notification to the Commission. Today this covers 91%
of all new aid measures. The GBER will be further amended shortly to give even more
flexibility for key sectors for the green transition, such as hydrogen and zero-emission
vehicles. Larger projects are assessed under the applicable State aid guidelines.

In parallel, the Commission has put in place a set of temporary rules to address the
effects of the current crisis induced by the military aggression of Russia on Ukraine.
The Temporary Crisis Framework (TCF) allows Member States to provide support to
their struggling economies.

However, the magnitude of the challenges require further measures. The
Commission proposed a further simplification of State aid rules by introducing a
Temporary Crisis and Transition Framework (TCTF), which is intended to both
accelerate support for renewable energy and to support green investments in
strategic sectors, including via tax breaks. These new provisions also aim to counter
the risk that investments might be unfairly diverted to third countries outside
Europe.
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State aid framework for renewable energy and storage

KEY MESSAGES

In December 2019, the European Commission adopted the Communication on
the Green Deal with the objective of becoming the first climate-neutral
continent in the world. The green transition is even more important in the
current context.

When it comes to fighting climate change and protecting the environment,
regulation, taxation and public funding are the primary tools to give the right
incentives to the necessary investments to achieve climate goals. Competition
policy, and in particular State aid control, can complement environmental
policies mobilising private and public funds in a cost-effective manner.

In this context, the Guidelines on State aid for climate, environmental
protection and energy (CEAAG), adopted in January 2022, create a flexible, fit-
for-purpose enabling framework for the Member States to reach the ambitious
objectives of the European Green Deal and reduce the EU’s dependence on
fossil fuel imports.

The CEEAG adopt a technology neutral approach to all the technologies that can
contribute deliver the European Green Deal, including renewable energy and
energy efficiency. However, technology specific tenders remain possible, for
example where Union law establishes specific sectoral or technology based
targets, e.g. for renewable energy under the Renewable Energy Directive.

The revised rules generally allow for aid amounts up to 100% of the funding gap
and introduce new aid instruments, such as Carbon Contracts for Difference to
help Member States respond to the greening needs of industry.

The CEEAG is not the only set of guidelines that contribute to the green
transition; almost all State aid fields have a role to play in facilitating the green
transition. This is why different State aid rules have either already been revised
or are also currently undergoing a revision process to ensure coherence with the
objectives of the twin transition to a green and digital economy. In particular:

(%]

Basis Cab Vestager/1367



Briefing for Executive Vice-President Vestager
Meeting with ENEL
3 March 2023

o The Framework for State aid for Research, Development and
Innovation (R&D&I Framework), which was revised last October. The
revised Framework further facilitates the development and uptake of
innovative technologies addressing current societal challenges like
climate change and the urgent shift towards digitalisation, in line with
the European Green Deal and our digital agenda;

o The revised IPCEI Communication, which applies as from 1st January
2022, also can contribute to the achievement of EU strategies such as
the European Green Deal by fostering highly ambitious and innovative
cross-border projects generating significant spillover effects across
Europe;

o The General Block Exemption Regulation (GBER) is currently
undergoing a targeted revision that will allow Member States to
mobilise more aid for green projects without the need for prior approval
from the Commission. In particular, the GBER acknowledges the
importance of storage for the integration of renewable energy sources
in the energy system and provide additional facilitations for support to
renewable energy sources.

DEFENSIVES

Why is electricity storage as stand-alone project excluded from the scope of energy
infrastructure under the CEEAG from 1 January 2024?

e The Commission has amended the definition of energy infrastructure, in line with
the Clean Energy Package. It considers that storage infrastructure would normally be
subject to market rules as other forms of generation or demand response.
Nevertheless, this section provides for a transitional period which allows stand-
alone electricity storage projects to be compatible with the State aid rules, as under
the current EEAG. After that transitional period, storage projects with cross-border
relevance may still be eligible as projects of common interest (PCl). They are subject
to specific conditions and thus qualify as energy infrastructure. Conversely, the new
guidelines clarify that storage equipment linked to RES generation - normally
behind-the-meter - is subject to the rules for decarbonisation activity, as RES
projects. Moreover, other types of stand-alone storage projects can also be
compatible either under the decarbonisation section (section 4.1 CEEAG) or
following a security of supply objective under the section 4.8 of the CEEAG.

Do contracts for difference qualify as State aid?

e Where contracts for difference guarantee a minimum revenue for the beneficiary
(for example providing a support payment per unit of electricity generated) they
would generally constitute State aid and therefore this aid may need to be approved
before it can legally be granted.

The Commission is inconsistent: supporting hydrogen, but at the same time placing
strict criteria on the ‘additionality’ of renewable hydrogen production.

e We must ensure that green hydrogen is truly produced from renewable energy
sources and does not indirectly cause an increase in the use of fossil energy.

e Allowing production of hydrogen from fossil-based electricity would not only
undermine the environmental integrity of hydrogen production but also the
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geopolitical interests of the EU as it would cause an increase in fossil energy
consumption including natural gas. This is because the production of hydrogen from
electricity is less energy efficient than the production of hydrogen from natural gas.

e The commission delegated acts for renewable hydrogen establish strict rules on
additionality and temporal and geographic correlation in countries where electricity
generation still relies to a significant degree on fossil fuels while foresees lighter
rules during a phase—in period and in areas where the transition to renewable
electricity generation is largely completed.

e Hydrogen that meets these requirements will be eligible for support under the State
aid framework as a renewable fuel or industrial feedstock.

Why do IPCEI rules not allow support after first industrial deployment?

e |PCEl rules allow Member States coming together to support highly ambitious cross-
border projects generating significant spillover effects across Europe. Thanks to
IPCEI rules, important investments aiming at delivering breakthrough innovations in
the areas such as batteries and or hydrogen have been launched in recent years.
Public support under IPCEI rules is focused on the riskiest and most technologically
challenging phases that may be affected by market failures, namely the R&D and
first industrial deployment phases of a project. Providing continued operating
support to projects that have entered their mass production and commercial stages
is both unnecessary and extremely distortive. For this reason, IPCEI rules explicitly
exclude public support for mass production.

BACKGROUND

On 27/01/2022, the College of Commissioners adopted the new Guidelines on State aid
for climate, environmental protection and energy (CEEAG). The new guidelines are a
result of an evaluation of the existing rules, the Energy and Environmental State aid
guidelines (EEAG), conducted as part of the State aid Fitness Check and a study carried
out by external consultants. The Commission also carried out an extensive consultation
of all interested parties on the proposed revised rules, involving Member States,
business associations, interest groups, individual companies, NGOs and citizens. The
review also reflects the Commission's experience stemming from its case practice.

The General Block Exemption Regulation (GBER), which lays down ex ante compatibility
conditions on which basis Member States can implement State aid measures without
prior notification to the Commission, is undergoing a targeted revision with the aim to
further facilitate green investments by widening its scope to cover aid for investments in
new technologies, such as hydrogen and carbon capture and storage or usage, and for
areas that are key to achieve the objectives of the Green Deal, like resource efficiency
and biodiversity. Moreover, the GBER revision will further refine the provisions, already
introduced in the revision in July 2021, on aid for investments in flagship areas, such as
energy performance of buildings and recharging and refuelling infrastructure for clean
mobility.

Delegated Acts for Renewable Hydrogen — Because electrolysers are energy inefficient
(30-50% of energy is lost in the production of hydrogen), producing hydrogen with them
using an electricity mix that includes fossil fuels could result in far greater emissions
compared with a scenario in which traditional fossil-based hydrogen is used. To address
this risk, the 2018 Renewable Energy Directive empowered the Commission to adopt
Delegated Acts to set out criteria under which ‘renewable hydrogen’ can be produced.
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These rules could become a global standard, as the US and others could adopt similar
rules to facilitate the hydrogen trade.

Following a 4-week consultation period that ran from 20 May - 17 June 2022, the
Delegated Acts technically defining renewable hydrogen were adopted by the
Commission on 14 February 2023. The Council and European Parliament will now have
two months to accept or to object to the Commission’s proposal before it enters into
force. At their request, the scrutiny period can be extended by 2 months. There is no
possibility for the Council or Parliament to amend the proposals.

Closely matching electrolyser demand to electricity production from new renewable
assets (‘additionality’) in terms of geography (‘geographical correlation’) and time
(‘temporal correlation’) for the hydrogen produced to be considered ‘renewable’:

e Avoid subsidies for electrolysers to consume fossil electricity (this would lead to
higher electricity prices, and higher CO2 emissions);

e Foster the development of flexible hydrogen projects that are able to complement
variable renewable generation;

e Foster the development of hydrogen projects that are directly-connected to
renewables, relieving pressure on the grid.

The text finally adopted by the Commission represents a compromise in which there is a
lengthy transition period that enables the additionality rules not to fully apply until
2028, and the temporal correlation rules not fully to apply until 2030. This is to help
ramp up investment in the sector.

(COMP.B2) ®
(COMP.B2) &
(COMP.B2) &
(COMP.H2) &
Updated on: 27/02/2023

Contact:

MARKET DESIGN

KEY MESSAGES
Short term

e The Commission is exploring every possibility to relieve pressure on energy bill
payers and adopted 4 emergency regulations for gas and electricity in 2022.
Alongside this, the Commission has increased the flexibility for using State aid to
support undertakings affected by the energy crisis by revising the temporary crisis
framework, the most recent version of which was adopted on 28 October 2022.

e We however need to balance carefully the clear need for short term action with the
permanent damage it could create to a competitive internal market (e.g.
overcompensation leading to windfall profits at the expense of taxpayers and to a
subsidy race between Member States).

Longer term
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e To ensure we are better prepared for any future such crisis, the Commission has
started preparing a longer-term and more structural reform to mitigate the effect of
high gas prices on power prices.

e The main objective is to reduce the share of consumer bills related to the price of
the marginal technology (which is still very often gas-fired power plants).

e |n addition, the faster deployment of renewables constitutes the most efficient and
sustainable way of addressing the current energy crisis. More renewables
structurally reduce the demand for fossil fuels for electricity generation. They also
have lower operating costs, and spur electrification which further reduces the use of
fossil fuels. The European Commission fully supports the acceleration of RES
permitting procedures.

e The Commission has set out questions for market reform in a consultation
document opened between 23 January and 13 February 2023. The Commission is
currently analysing the feedback received (about 1300 answers).

e Drawing on the results of the Ministerial discussions and the stakeholder
consultation, the Commission aims to present a legislative proposal before the
March 2023 European Council.

e It's important that we explore further measures to decouple our electricity bills from
volatile gas markets, including greater use of long-term contracts to encourage
investment in renewable energy production, greater market transparency and more
flexibility in short-term markets to increase the contribution of low-cost renewables.
But we need to do this in a way that retains all the good elements of a competitive
single market that have helped us share our energy resources and meet each other’s
needs over the years.

POSSIBLE QUESTIONS FOR DISCUSSION
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,COMP.H1 &
COMP.H1
COMP.H1
Updated on: 1/03/2023
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In case raised
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