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The Toolbox for innovative business models for investors, municipalities and energy communities
developed under the EXCITE project of the Horizon 2020 programme of the EU, is a collection of
various financial mechanisms suitable for financing energy efficiency and investments in renewable
energy sources. It is specifically designed to serve the needs of the pilot municipalities participating in
the project, which main goal is to support the implementation of the European Energy Award (eea) in
5 selected countries in Eastern and Central Europe (Bulgaria, North Macedonia, Slovenia, Romania and
Ukraine), but given its comprehensive nature and broad source base, it could also be applicable in
much wider context, especially as regards countries in transition and new and future EU member
states.

The development of this publication is a part of the multi-component approach of the EXCITE project,
which is based on three main pillars, which are defined as crucial for the implementation of sustainable
energy strategies and dedicated energy management systems: awareness raising and capacity
building for the public administration and local professional communities, civil engagement, and of
course, application of innovative financing models. Within the application of this concept, it is
conceived that the introduction of proven municipal energy management practices as the eea would
be equally successful in Eastern and Central Europe as in the already established eea localities, given
the comparatively limited experience in this region in these three areas. The specific need for the
existence of the current Toolbox for innovative business models is driven by the complexity of
innovative financial instruments, which often makes them unattractive for decision-makers or at least
puts them as second option for project financing. In other cases, there is some negative connotation,
especially with ESCO schemes, Public-private partnerships and cooperatives — either as a consequence
from unsuccessful previous experience (e.g. ESCO practices in Bulgaria) or even as purely as linguistic
expression bearing the heritage of the former communist past, as with “cooperatives” in Eastern
European countries. With this publication, it is expected that the local political leaders, decision-
makers and experts will improve their awareness and understanding about the various ways to finance
their sustainable energy projects and will establish a common knowledge base which will strengthen
their cooperation with external stakeholders and potential investors, which will intensify and increase
the quality of the implementation of the projects at operational level.

The basis for this document are outputs from projects funded by various EU programs, such as Horizon
2020, Interreg and others, which have already processed different financing methods and developed
various roadmaps, guidelines, educational programs and other documents. Additionally, readers can
find the list of projects and professional literature where one can find more information about the
selected financial mechanisms.

Energy efficiency and renewable energy projects usually embed different interventions with varying
financial feasibility features:

¢ Interventions with high market attractiveness, which can be appealing for banks and private
investors (district heating, public lighting, PVs, ...)

e Partially market-attractive interventions, which can be financed through “hybrid”
mechanisms combining public funds, grants, etc. (i.e. solar thermal, building renovation)



e Interventions with no market attractiveness, which can only be funded through subsidies (i.e.
structural works).

One of the purposes of the European Green Deal is to mobilize public investments and to help unlock
private funds with innovative EU financial instruments and alternative financing models rarely used in
most of EXCITE implementing countries. Energy sector developers still rely too much on the availability
of traditional instruments, such as one-off European Structural and Investment Funds (ESIF) / National
Grants, while the offer for such financing is not enough to achieve the expected renovation and
renewable investment goals. Of course, grants are more attractive than other sources of financing, as
they represent non-repayment instruments, and public authorities are more experienced in using and
implementing projects in this traditional form.

National renewable energy and energy savings programs that have turned grants into financial
instruments (loans, guarantees) or incentives for financing technical assistance and preparatory
activities have shown much better performance and mass effects. Financial instruments have many
benefits compared to means based on grants, which mix public and private funds to promote
investment. Financial instruments use public money to use investments in the private sector by
removing investments and offering long -term orientation, while the rotating nature of the
instruments ensures that the means and interest are returned to the refund instrument. As the funds
need to be repaid, there is also an incentive for better performance than donations based on
donations. Financial instruments are constantly available for project developers, require better quality
and banking skills (cost efficiency) and deal with special market gaps (deficiencies) by providing impact
financial resources that can be used for a large number of projects. National policy designers
implement and recognize their obligation to develop financial instruments in the next multi-year
financial framework 2021-2027 (MFF), which should allow greater involvement of private investors in
energy renovation projects. Despite numerous benefits, the intake of financial instruments was slow.

In this Toolbox, we focus on selected financing models: Traditional financing, Public-Private
Partnership (PPP), Energy Performance Agreement (EPC) and various models for citizens' involvement.
These models are usually used with traditional grants and financial instruments. Examples of
successful implementation of all three models are available, but a broader implementation is needed,
as they have many advantages over traditional financing schemes. These examples are based on
findings, outputs, deliverables, and tools from previous and ongoing EU projects, and are intended to
clarify key financial instruments to municipalities and other institutions dealing with energy and low
carbon solutions in eaa countries. The main sources for the development of the Toolbox are presented
in the following table:

Project | Link Useful elements
PV Financing | http://www.pv-financing.eu/wp- Best Practice

Project | content/uploads/2015/09/17-IT-Public-Building-
Retenergie.pdf

RESCoop https://www.rescoop-mecise.eu/renewable-energy- Best Practice
MECISE, 2020. | projects/amel-bullingen
CO2mmunity | http://co2mmunity.eu/wp- Best Practice
content/uploads/2020/08/Policy Paper EN.pdf
Compile project. | https://www.compile-project.eu/wp- Best Practice, Tools

content/uploads/COMPILE_Collective_self-
consumption_EU_review_june_2019 FINAL-1.pdf
Bridge Project. | https://www.h2020-bridge.eu/wp- Best Practice
content/uploads/2020/01/D3.12.d_BRIDGE_Energy-
Communities-in-the-EU-2.pdf



http://co2mmunity.eu/wp-content/uploads/2020/08/Policy_Paper_EN.pdf
http://co2mmunity.eu/wp-content/uploads/2020/08/Policy_Paper_EN.pdf

REScoop 20-20- https://www.rescoop.eu/uploads/rescoop/downloads/REScoop- Best Practice
20 project Best-Practices-Report-1.pdf
Energy https://ec.europa.eu/jrc/en/publication/eur-scientific-and- Guidelines
Communities:. technical-research-reports/energy-communities-overview-
energy-and-social-innovation
An Overview of Energy and Social Innovation. JRC Science
for Policy Report. Joint Research Centre EUR 30083 EN.
European Commission
CitizEE | https://www.citizee.eu/ Guidelines, Tools, Best
Practice
ENPC INTRANS | https://cordis.europa.eu/project/id/649639 Guidelines, Tools
NewFinance | https://new-finance.interreg-med.eu/ Guidelines, Best Practice
eCentral | https://www.interreg-central.eu/Content.Node/eCentral.html Guidelines, Tools, Best
Practice
Stepping | https://stepping.interreg-med.eu/ Guidelines, Tools, Best
Practice
AmBIENCe | https://ambience-project.eu/ Guidelines, Tools
https://cordis.europa.eu/project/id/847054
QUANTUM | https://cordis.europa.eu/project/id/680529 Guidelines
MOEEBIUS | https://www.moeebius.eu/ Guidelines
https://cordis.europa.eu/project/id/680517
EPC_PLUS Guidelines, Market
https://cordis.europa.eu/project/id/649666 reports
QualitEE | https://qualitee.eu/ Guidelines, Market
https://cordis.europa.eu/project/id/754017 reports
EnPC-INTRANS | https://cordis.europa.eu/project/id/649639 Guidelines, Tools, Best
Practice
TRUST-EPC- | https://cordis.europa.eu/project/id/649772 Guidelines, Tools, Best
SOUTH Practice
guarantEE https://cordis.europa.eu/project/id/696040 Guidelines, Market
reports
SEFIPA | https://cordis.europa.eu/project/id/696008 Market reports
EERAdata; | https://eeradata-project.eu/ Tools

Table 1: List of investigated EU projects

To finance energy efficiency projects, local authorities can engage either their own funds (budget) or
combine them with several EU and national incentives. Traditional financing is nowadays combined
with innovative financial mechanisms, so having basic information about available EU funds and
programmes is important for local authorities. The ones with more ambition can finance pilot projects
or innovative actions through various Interreg, Horizon Europe and Life programs.

Among the other investigated financing methods, Energy Performance contracting (EPC) stands out
“a contractual arrangement between the beneficiary and the provider of an energy efficiency
improvement measure, verified and monitored during the whole term of the contract, where
investments (work, supply or service) in that measure are paid for in relation to a contractually agreed
level of energy efficiency improvement or other agreed energy performance criterion, such as financial
savings” (Directive 2012/27/EU). The difference between other types of energy services contracts is
that the EPC usually involves the transfer of technical and financial risks to a private partner. At EPC,
the payment provider is directly related to the success of the project, which makes it similar to the
PPP models. The service provider is therefore motivated to maximize the energy savings. Provision of
performance creates obligations on the provider's side, but the need to verify and monitor usually
increases the cost. Monitoring and Verification protocols are key elements of the contractual
agreement.
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Engagement of citizens with different financial models is an alternative way of financing, completely
different from a common typical business process. The main goal is to raise capital with small collective
efforts (amount of money, or in-kind contributions) of a large number of people, friends, family
members, customers and individuals and fund the project. There are currently different financing
schemes used to identify different approaches relating to the citizens' engagements, most common
are energy communities and crowdfunding/sourcing which can be further divided into mass financing
(donations and rewards) and mass investment (loans, equity and profit sharing, in-kind contribution).
In general, the benefits of this financing model include transparency, openness to citizens, the
democratization of the entire development of projects and the promotion of sustainable
development. Mass investment as an alternative financing method is especially interesting for the
energy sector, as it creates cash flows and can therefore be used for more investment approaches
such as energy renovation of buildings. The citizens engagements, brings together citizens and
communities to embark on local concerns and allows citizens to invest in projects owned by their local
authorities. These partnerships between the platforms, citizens and public administrations can unlock
private capital and have benefits for regional economic and social development.

The multiple instruments stimulating investments in renewable energy sources and energy can be
divided between (i) financial instruments such as loans, grants and subsidies and private investments,
(ii) fiscal instruments such as tax reliefs or tax policies (e.g. reduction of VAT), and (iii) market
instruments, such as energy-saving liabilities or white certificates. The table below summarizes
advantages, challenges, and barriers for each innovative financing scheme (eCENTRAL Project).

Equity- Loans Subsidies Public Private | Energy Citizens
financing Partnership Performance engagement
Contracting
Advantages Low Low Increase of Different PPP | Guaranteed Campaign
implementatio | interest equity types energy can be set
n risk rates available; risk | savings; risk up quite
sharing sharing easy;
possibility
for citizen
participation
Disadvantages | Commitment Increase of | Know-how Intensive Relatively Poor legal
of resources; public debt | for preparation unknown framework
full financial (Maastrich | application phase and model in in some
risk t process internal some countries;
definition); | necessary; know-how countries; low
financial implementat | necessary; know-how experiences
know full ion poor public needed with public
financial perception projects
risk

Table 2: Advantages, challenges for each innovative financing scheme (eCENTRAL Project)




Subsidies (e.g. grants that must not be reimbursed) are normally used to fund projects that are not
considered “bankable”, e.g. likely to be lucrative and thus to be financed through bank loans.

Public Authorities often use them to finance EE and RES projects that are not attractive for private
investors. The main available EU financing channels subsidizing renewables, mobility, waste
management, energy retrofit, building works, design, technical assistance, and communication are the
following:

European Local Energy Assistance (ELENA)!, managed by the European Investment Bank (EIB),
provides EU regional and local authorities (either single or associated) with financial support for
energy efficiency programmes, covering up to the 90% of technical assistance costs for their
preparation and implementation, including feasibility studies, market analysis, programme
structuring, energy audits, preparation of tender procedures.

Cohesion Fund, https://ec.europa.eu/regional policy/en/funding/cohesion-fund/

The Cohesion Fund is aimed at Member States whose Gross National Income (GNI) per inhabitant is
less than 90 % of the EU average. It aims to reduce economic and social disparities and to promote
sustainable development. It is now subject to the same rules of programming, management and
monitoring as the European Regional Development Fund (ERDF) and European Social Fund (ESF)
through the Common Provisions Regulation. The Cohesion Fund will continue to provide financial
support mainly for environmental and transport infrastructure projects in the cohesion countries.
Thus, it will support only PO2 (environment) and parts of PO3 (TEN-T and transport mobility). The
focus on these two areas (environment and transport) is the same as in the previous period, and as in
the previous period the scope of CF also includes technical assistance.

Connecting Europe Facility (CEF), https://ec.europa.eu/inea/en/connecting-europe-facility

The Connecting Europe Facility (CEF) aims to support the achievement of the EU policy objectives in
the transport, energy and digital sector, as regards the trans-European networks, by enabling or
accelerating investments into projects of common interest, and to support cross-border cooperation
on renewable energy generation. It will aim at maximising synergies among the sectors covered by
CEF and with the other EU programmes.

On digital, the priorities include providing gigabit connectivity to socioeconomic drivers such as
hospitals, schools and research centres, but also wireless connectivity to local communities and very
high-capacity networks to households or digital operational platforms associated with energy or
transport structures.

On transport, the new focus will be decarbonization and making transport connected, sustainable,
inclusive, safe and secures. Cohesion funds will also be dedicated to transport and channelled through
the CEF transport. The completion of the core network corridors will be the main focus of the
Programme.

CEF technical trialogues are ongoing. Eurocities shall engage its members in advocating towards their
national administration (responsible ministry) to ensure a greater transparency. In the transport

1 http://www.eib.org/attachments/thematic/elena_en.pdf
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sector, CEF is dedicated to the implementation of the TEN-T and aims at supporting investments in
cross-border connections, missing links as well as promoting sustainability and digitalisation.

Finally, the energy part of the budget should be dedicated to transition towards clean energy and a
more interconnected, smarter and digitalized EU energy system. Most funding should be allocated to
cross-border projects.

Digital Europe, https://digital-strategy.ec.europa.eu/en/activities/digital-programme

Digital Europe is the new EU programme focused on building the strategic digital capacities of the EU
and facilitating the wide deployment of digital technologies. It will fund investment in technologies
but also in their deployment among citizens, businesses and public administration including through
developing digital skills.

Key areas for the Work Programme 2021-2022 include artificial intelligence (Al), cybersecurity,
advanced computing, data infrastructure, governance and processing, and their deployment and best
use for critical sectors like energy and environment, manufacturing, agriculture and health. The
programme also targets upskilling to provide a workforce for these advanced digital technologies. It
supports industry, SME’s, and public administration in their digital transformation with a reinforced
network of European Digital Innovation Hubs.

The area most relevant for cities include:

- Artificial intelligence (€ 2.061b): opening up the use of artificial intelligence by businesses and public
administrations

- Advanced digital skills (€577m): including by upskilling the existing workforce

- Implementation of European Digital Innovation Hubs network (€750m)

- Ensuring the wide use of digital technologies across the economy and society (€1.072b): supporting
high impact development in areas such as health, green deal, smart communities and the cultural
sector. It will also support European public administrations to deploy and access state of the art digital
technologies and build public trust in the digital transformation.

EUROPEAN REGIONAL DEVELOPMENT FUND (ERDF),
https://ec.europa.eu/regional policy/en/funding/erdf/

The ERDF aims to strengthen economic and social cohesion in the European Union by correcting
imbalances between its regions. The ERDF will focus its investments on five key policy objectives.

1. A more competitive and smarter Europe

2. A greener, low-carbon transitioning towards a net zero carbon economy and resilient Europe
3. More connected Europe

4. More social and inclusive Europe

5. A Europe closer to citizens

8% of the funding allocations are reserved for sustainable urban development to be managed by urban
authorities. This means that in the next programming period urban authorities will decide over at least
EUR 17.4 billion (current prices), compared to a minimum of EUR 10.8 billion (current prices) of the
previous programming period. In the same period around 30% of the overall cohesion policy funds
was invested in urban areas.

As in the previous programming period, the partnership principle remains a key stone and it will be
fully applicable for the first time already during programming. A political agreement has been achieved
on the regulation, and minor discussions over the annexes are about to end, with a final approval
expected before the beginning of spring. In the meantime, the roadmap for the development and the
approval of operational programmes is ongoing, albeit on an informal level.


https://digital-strategy.ec.europa.eu/en/activities/digital-programme
https://ec.europa.eu/regional_policy/en/funding/erdf/

The Commission expects mature drafts in the first quarter of 2021, on which Commission will consult
internally and submit feedback to Member States improved documents for smoother adoption
process in the formal stage. Formal submissions are expected from the second quarter of 2021.

EEA AND NORWAY GRANTS, https://eeagrants.org/apply-for-funding

The EEA Grants and Norway Grants represent the contribution of Iceland, Liechtenstein and Norway
to reducing economic and social disparities and to strengthening bilateral relations with 15 EU
countries in Central and Southern Europe and the Baltics. Grants are available for national and local
authorities, NGOs and civil society organisations, private and public enterprises, educational and
research institutions, students and teaching staff and social partners. In particular, the grants for
regional cooperation support the exchange of best practice among local authorities on a variety of
themes.

The EEA and Norway grants are targeted at specific countries and subjects such as education, social
inclusion, youth employment, poverty reduction, environment, energy and climate, culture and good
governance, fundamental rights and justice.

Bulgaria, Cyprus, Czech Republic, Estonia, Latvia, Lithuania, Poland, Romania, Slovakia, Slovenia are
eligible to EEA and Norway grants.

EUROPEAN ENERGY EFFICIENCY FUND, https://www.eeef.lu/home.html

The European Energy Efficiency Fund (EEEF) is an innovative public-private partnership dedicated to
mitigating climate change, achieving economic sustainability of the Fund and attracting private, and
public capital into climate financing.

The EEEF aims to provide market-based financing for commercially viable public energy efficiency and
renewable energy projects within the 28 EU Member States. It contributes with a layered risk/return
structure to enhance energy efficiency and foster renewable energy by unlocking the substantial
potential in the European public sector in the form of a targeted public private partnership.

EUROPEAN URBAN INITIATIVE,
https://ec.europa.eu/regional policy/sources/docgener/brochure/explanatory memo eui post 20
20 en.pdf

The European Urban Initiative combines the Urban Innovative Actions (UIA) and Urban Development
Networks into a new initiative. The EUI will seek to better connect cities with relevant initiatives at EU
level and will provide a platform to further develop sustainable urban development via cohesion policy
and other EU programmes. It is the main tool for urban policies and covers all urban areas and
priorities of the Urban Agenda. Under the European Urban Initiative, the Commission plans to
establish a secretariat for urban matters to support the activities of post-2020 urban agenda as well
as intergovernmental cooperation on urban matters.
The European Urban Initiative remains under ERDF and will be implemented in two strands:

e Support for innovative actions (previously under UIA)

e Support for knowledge, policy development and communication (aiming at having evidence-

based demonstration for better policy as well as supporting the urban agenda)

The European Urban Initiative will seek a strong link with URBACT IV to further support capacity
building activities.
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HORIZON EUROPE, https://ec.europa.eu/info/research-and-innovation/funding/funding-
opportunities/funding-programmes-and-open-calls/horizon-europe en

Horizon Europe is the world's largest single funding programme for research and innovation. Horizon
Europe replaces Horizon 2020 as the EU Research and Innovation programme. New features in
Horizon Europe 2020, as compared to its predecessor programme, include: the institutionalisation of
the European Innovation Council (EIC), as well as the introduction of strategic planning processes and
topic-driven missions. The purpose of the revised programme is to foster and protect a knowledge-
driven, innovation-friendly society, and to develop a globally competitive and environmentally
sustainable economy.

Horizon Europe is composed of 3 pillars: excellent science; global challenges and European industrial
competitiveness; innovative Europe. A cross cutting element also aims at widening participation and
strengthening the European Research Area.

The second pillar on global challenges is the most relevant to cities. It replaces the societal challenges
under Horizon 2020. It will focus on a set of policy areas: health; culture, creativity and inclusive
society; civil security for society; digital, industry and space; climate energy and mobility; food
bioeconomy; natural resources, agriculture and environment).

To highlight the impact of EU funding on citizen’s lives and focus efforts around measurable, time-
specific goals, 5 missions with defined targets were also created. Besides more general missions on
climate change, cancer, oceans coasts and water or soil and food), one mission is explicitly dedicated
to innovation in cities. EUROCITIES was strongly involved in the definition of the objectives of the
mission “climate neutral and smart cities” as rapporteur of the board of experts.

The third pillar is also relevant to cities for including, for the first time, a section on the European
Innovation Ecosystems aiming at streamlining international, national and local innovation
programmes to stimulate innovation in public service areas and to provide market opportunities to
European innovators. Particularly instruments on Public Procurement on Innovation (PPI) and
Observatory of Public Sector Innovation could be of relevance to local authorities.

Horizon Europe is expected to be launched on February even if details on significant parts of Horizon
Europe even if some of the details are yet to be settled, and representatives of research associations
doubt that the timelines put forward by the Commission are realistic.

While the legal text has been already approved, the European Parliament is expected vote only in April
the specific goals that the programme aims to achieve through its various components. The final work
programmes, including detailed documents with the calls planned for the first years of Horizon
Europe, and the first calls for research missions, including the ambitious plan to boost public
participation in tackling scientific and technological challenges, will be published after the vote.
Research partnerships co-funded with research agencies are expected to be launched in member
states at the end of 2021. The first grant agreements, on the other hand, are not expected to be signed
earlier than 2022.

INTERREG — EUROPEAN TERRITORIAL COOPERATION, https://www.interregeurope.eu/

Interreg will support the following types of actions (referred to as “strands”):

e Cross-border cooperation between adjacent regions to promote integrated and harmonious
regional development between neighbouring land and maritime border regions (Interreg A;
(€5.713 billion 72,2% of total resources);

e Transnational cooperation over larger transnational territories or around sea-basins (Interreg
B; (€1.466 billion’ 18,2%);

o Interregional cooperation to reinforce the effectiveness of cohesion policy (Interreg C; €500
million 6,1%);

e Outermost regions’ cooperation to facilitate their integration and harmonious development
in their region (Interreg D; (€271 million, 3,5%).

11


https://ec.europa.eu/info/research-and-innovation/funding/funding-opportunities/funding-programmes-and-open-calls/horizon-europe_en
https://ec.europa.eu/info/research-and-innovation/funding/funding-opportunities/funding-programmes-and-open-calls/horizon-europe_en
https://www.interregeurope.eu/

A new co-financing rate from ERDF of 80% is being set up with higher rates for cooperation at the EU
external borders. Specific provision will also allow for more flexibility for small project funds.
e More resources are expected to be spent on climate action and social programmes, including
public health;
e Increased support for small projects and people-to-people projects: up to 20% within an
Interreg programme may be allocated to small project funds;
e Pre-financing levels (funds made available to member states following the approval of the
Interreg programmes) are set at 1% for the years 2021 and 2022, and at 3% for the years 2023
to 2026, resulting in more liquidity for programmes.

INVESTEU, https://europa.eu/investeu/home _en

InvestEU is the EU's proposed flagship investment programme to kick-start the European economy. It
is well-placed to provide long-term funding and to support Union policies in the recovery from a deep
economic and social crisis. The InvestEU Programme will bring together under one roof the multitude
of EU financial instruments currently available to support investment in the EU, making EU funding for
investment projects in Europe simpler, more efficient and more flexible. The InvestEU Programme
consists of the InvestEU Fund, the InvestEU Advisory Hub and the InvestEU Portal.

InvestEU provides an EU budgetary guarantee of EUR 26.2 billion that is expected to mobilise more
than EUR 650 billion on of additional investment across Europe) indicatively distributed across the
four policy windows as follows:

1. Sustainable Infrastructure window: EUR 9.9 billion

2. Research, Innovation and Digitisation window: EUR 6.6 billion

3. SME window: EUR 6.9 billion

4. Social Investment and Skills window: EUR 2.8 billion

At least 30% of the investments under InvestEU will contribute to meeting Union objectives on climate
action, confirming InvestEU as one of the main EU programmes contributing to the European Green
Deal Investment Plan. Member States will be able, on a voluntary basis, to implement part of their
plans under the RRF via the InvestEU programme and the InvestEU Advisory Hub. To ensure rapid
deployment and local outreach, InvestEU will be implemented in partnership with the EIB and the EIF
and multiple other implementing partners, including international financial institutions and national
promotional banks and institutions.

JASPERS (JOINT ASSISTANCE TO SUPPORT PROJECTS IN EUROPEAN REGIONS),
https://jaspers.eib.org/

JASPERS is a technical assistance partnership. It helps cities and regions absorb European funds
through top-quality projects. The aim is to speed up the absorption of ESIF funds intended to achieve
greater cohesion in Europe.

JASPERS’ main focus is on five sectors: energy and solid waste; rail, air and maritime; roads; smart
development; water and wastewater.

As of 2021, JASPERS will be embedded in the InvestEU Advisory Hub and will expand its activities, also
covering implementation issues, financial closure of projects, etc. It is expected to play a key role in
ensuring a swift start of investments for cohesion policy in 2021-2027.

LIFE+ PROGRAMMIE, https://cinea.ec.europa.eu/life en

LIFE is the EU’s financial instrument supporting environmental, nature conservation and climate action
projects throughout the EU. It finances local authorities for implementing best practices, pilot and
demonstration projects. New type of projects (strategic nature projects) will also be accepted to
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support the mainstreaming of nature and biodiversity policy objectives into other EU policies like
agriculture. The new LIFE instrument will be composed of 4 sub-programmes:

In the field of Environment (€3.488 billion):
- Nature and biodiversity (€2.143 billion)
- Circular economy and quality of life (€1.345 billion)

In the field of Climate (€1.944 billion):

- Climate change mitigation and adaptation (€0.947 billion)

- Clean energy transition (€0.997 billion). This new sub-programme will address in particular regions
less advanced in the energy transition and support projects on energy efficiency and small-scale
renewables.

The agreement establishes the following maximum co-financing rates:

(1) up to 60% for (i) strategic nature projects under the sub-programme Nature and Biodiversity, (ii)
strategic integrated projects under the sub-programmes Circular Economy and Quality of Life, Climate
Change Mitigation and Adaptation, and Clean Energy Transition, (iii) technical assistance projects, and
(iv) standard action projects;

(2) up to 75% for projects funded under the sub-programme Nature and Biodiversity in particular
those that concern priority habitats or species for the implementation of Council Directive 92/43/EEC
or the species of birds considered as a priority for funding when necessary to achieve the conservation
objective;

(3) up to 70% for non-profit making entities that are involved in the development, implementation
and enforcement of EU legislation and policy and which are primarily active in the field of environment
or climate action;

(4) up to 75-95% for technical assistance projects for capacity building to support activities of those
Member States with low effective participation in the LIFE programme;

Specific co-financing rates will be further specified in the multiannual work programme to be adopted
by the Commission.

The award criteria must be set out by the Commission in the multiannual work programmes as well as
in the calls for proposals. But the Parliament and Council agreed that projects with the highest
potential contribution for the achievement of the Programme’s objectives would be given priority,
while projects that provide co-benefits and promote synergies between the subprogrammes and
projects with the highest potential of being replicated and taken-up by the public or private sector
or of mobilising the largest investments or financial resources would benefit from a bonus in their
evaluation.

NEIGHBOURHOOD, DEVELOPMENT, AND INTERNATIONAL COOPERATION INSTRUMENT (NDICI),
https://ec.europa.eu/commission/presscorner/detail/en/qanda 20 988

The Neighbourhood, Development, and International Cooperation Instrument (NDICI) will contribute
to eradicating poverty and promoting sustainable development, prosperity, peace and stability. It is
based on three pillars:
e Geographic Pillar (€53.6 billion* of which at least €17.2 billion* for neighbourhood and €26
for sub-Saharan Africa): foster dialogue and cooperation with third countries
e Thematic Pillar (€5.6 billion*): fund support to human right and democracy, civil society,
stability and peace.
e Rapid-Response Pillar (€2.8 billion*): allow the EU to rapidly and effectively intervene for
conflict prevention and to respond to situations of crisis or instability.

An additional flexibility cushion (€8.5 billion*), will allow the EU to account for emerging challenges
and priorities.
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The EU’s new financing instrument for international development includes mandatory consultations
of towns, regions and their associations in the elaboration of EU development programmes. It also
dedicates a minimum of €500 million for towns and regions in partner countries.

NEFCO - The Nordic Environment Finance Corporation (NEFCO) is an international financial institution
(IF1) established in 1990 through an intergovernmental treaty between sovereign states, the Nordic
countries Denmark, Finland, Iceland, Norway and Sweden. Their objective is to generate positive
environmental impact of interest to the Nordic countries. They do this by facilitating investments
related to green growth and climate mitigation and adaptation globally, with a particular focus on
Eastern Europe, as well as the Baltic Sea, Arctic and Barents regions. The organization finance and
implement small and medium-sized environmental projects through loans, grants, buyer credits and
equity-type instruments. NEFCO have financing options for both the private and the public sector.
Their operations include projects to improve energy-efficiency, clean energy production, and
wastewater treatment, among others. Over the years, NEFCO have gained practical experience and
expertise of financing projects mainly in Eastern Europe and emerging markets in other parts of the
world, including the least developed countries (LDCs). Today, the organization have a significant
network within the green community and a proven ability to connect stakeholders and various
financiers to relevant projects. Therefore, NEFCO can arrange financing to green projects both through
our own funds and the trust funds that we manage. NEFCO works in close cooperation with donors,
other financial institutions and customers to create blended finance opportunities, catalyse funds and
projects, and enable projects to be implemented utilising best practices from the Nordic countries.
The Nordic financing initiatives, Energy Saving Credits (ESC) and Nordic Initiative for Energy
Efficiency and Humanitarian Support (NIU), have so far enabled the public sector to implement
energy-efficiency measures in more than 400 schools, day-care centres and hospitals, as well as
in municipal street lighting in southeast Ukraine. The aim is to strengthen the demonstration value
and provide leverage of donor funds with credit financing. During 2018, 29 projects were under
implementation. The programmes have proven highly relevant and effective. Not only have the
municipalities been able to save energy and costs and reduce their carbon footprint but over 170,000
children and staff have also benefitted from better comfort. Building on the experience and positive
impact of these projects, the Nordic countries have further developed additional initiatives to support
climate action in Ukraine. In 2018, Sweden decided to scale up its support for the development of
district heating, and Finland launched its funding programme for renewable energy development in
Ukraine. Norway aims to increase its support for municipal energy-efficiency projects, and Denmark
is financing private sector pro-jects, in particular, related to renewable energy.

Europen Bank for Reconstruction and Development (EBRD).? In September 2018 the EBRD Board of
Directors has approved a new strategy for Ukraine which sets out the Bank’s priorities in the country
for the next five years. The EBRD will pay special attention to projects that will integrate investment
and policy engagement in areas such as privatisation, energy security and efficiency, the financial
sector, trade and infrastructure. The EBRD’s operational and strategic priorities in Ukraine will rest on
the following five pillars:

e Promoting privatisation and commercialisation in the public sector to increase
competitiveness and good governance: The EBRD will help stimulate private sector
participation across sectors and further commercialisation of public sector firms. The Bank will

2 https://www.ebrd.com/where-we-are/ukraine/overview.html
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continue to support the implementation of modern public sector procurement as well as the
introduction of proper public governance.

e Promoting the rule of law, fair competition in the private sector and support of companies
that use best practice: The EBRD will foster competition and support anti-corruption efforts.
Special attention will be paid to improved skills and to the employability of disadvantaged
groups.

e Strengthening energy security through effective regulation, market liberalisation, diversified
and increased production and energy efficiency: The EBRD will pledge more resources to
create a market structure for sustainable energy and improved energy connectivity. The Bank
will assist in the creation of increased resource efficiency and will help promote renewable
energy.

e Enhancing the resilience of the financial system by strengthening Ukraine’s banking sector,
and by developing capital markets and non-bank finance: The EBRD will promote a stable and
efficient banking sector, a greater variety of non-banking financial channels and the use
thereof.

e Improving integration by facilitating trade and investment, expanding infrastructure links, and
supporting convergence with EU standards: The Bank will invest in improvements to
connectivity through better infrastructure. It will also help facilitate increased trade and
investment flows.

As well as being a country where the EBRD works, Ukraine is also a donor and a beneficiary of the
Eastern Europe Energy Efficiency and Environment Partnership Fund (E5P) with total contributions of
EUR 10 million.

World Bank3. Ukraine joined the World Bank in 1992, Over the 27 years of cooperation, the Bank’s
commitments to the country have totalled close to US$12 billion in about 70 projects and programs.
In March 2014, after receiving a request from the Ukrainian Government, the World Bank Group
(WBG) announced its support for a reform agenda aiming to put the Ukrainian economy on a path to
sustainability. The current International Bank for Reconstruction and Development (IBRD) portfolio
consists of eight investment operations of roughly US$2.4 billion and two guarantees of US$1.25
billion. The World Bank and the authorities are implementing a Country Partnership Framework (CPF)
for Ukraine for FY2017-21 that supports the country’s efforts to achieve a lasting economic recovery
benefiting the entire population. The new CPF focuses on ensuring that markets work more
effectively, establishing the necessary conditions for fiscal and financial stability, and improving
service delivery for all Ukrainians.

Key Engagement

Responding to the crisis in Ukraine, in March 2014, the WBG announced that it would provide
additional financial and technical support to the country. Since then, the Bank has supported the
people of Ukraine through two series of Development Policy Loans (DPLs), seven new investment
operations, and a guarantee amounting to approximately USS$5.5 billion aimed at improving critical
public services, supporting reforms, and bolstering the private sector. The World Bank has also
supported high-priority reform measures to address key structural bottlenecks to inclusive and
sustainable growth through two series of budget support operations: the multi-sector and the

3 https://www.worldbank.org/en/country/ukraine
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Financial Sector. A multi-sectoral Policy Based-Guarantee (PBG) of US$750 million was approved in
2018.

Reform measures aided by these four budget support operations have promoted good governance,
transparency, and accountability in the public sector, as well as stability in the banking sector; a
reduction in the cost of doing business; and the effective use of scarce public resources to provide
quality public services at a crucial time. These operations also support the authorities in continuing to
reform an inefficient and inequitable housing subsidy system while protecting the poor from tariff
increases by strengthening social assistance.

World Bank investment projects focus on improving basic public services, such as district heating,
water and sanitation, health, and social protection, as well as public infrastructure, such as the power
transmission networks and roads. The Bank is also supporting Ukraine through policy advice and
technical assistance on formulating and implementing comprehensive structural reforms. In addition
to financing several ongoing private sector projects, the International Finance Corporation (IFC) is
implementing a large advisory program in the country, working to simplify regulations, improve the
investment climate and energy efficiency, boost the completeness of local food producers, help open
new markets, and increase access to finance.

Public funding and EU co-financing are often insufficient to ensure the implementation of
decentralized energy efficiency actions, due to the scarcity of available resources. Moreover, strict
budget constraints often prevent Municipalities from committing resources to the energy retrofit of
public buildings. Therefore, a good option is to establish a Public-Private Partnership*, in the form of
an EPC — Energy Performance Contract, so that the private actor (usually an ESCO) covers investment
costs, recovering them through energy savings, while the Municipality gets immediate benefits from
energy refurbishment actions and from the related reduction of energy consumptions.

However, results achieved so far shows that projects are in some cases sustainable under normal
market conditions and not attractive for private investors unless they are financially supported by
public funds and/or by incentives. This is the reason why governments and financial institutions at
European and national/regional level, offer diverse programmes and funds, including:

e Subsidies, e.g. free grants covering a percentage of total costs. They can help overcome the
project’s financial convenience threshold, in order to fund deep renovation projects with very
long return periods, such as NZEB projects; therefore, they should be combined with other
financial mechanisms such as soft loans, bank loans, or some form of PPP

e Soft Loans, e.g. financial instruments with below-market interest rates and longer repaying
periods, useful to activate co-financing and private investment. Their rotation mechanism
allows funding new projects through financial flows deriving from the repayment of other
loans.

e Fiscal Incentives, e.g. tax reductions applied by governments against the implementation of
energy efficiency and RES projects. They vary from country to country and can include
reduction of investment taxes, incentives to energy saving (“white certificates”) and feed-in
tariffs.

4 PPP — Public-Private Partnership is a contract (usually a long-term one) and/or a legal person involving a public body and a private entity,
which cooperate to implement a project/service. It is useful to optimize the value for money of public projects and services.
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e Equity and Debt (where “debt” means regular loans or bonds bearing interest rates
consistent with market standards). In case of activation of a Public-Private Partnership with
Third Party Financing, the ESCO commits to provide the project with debt and own resources
(equity). In PPP projects, ESCOs may obtain limited-recourse financing, or, for large projects,
they may issue Project Bonds.

There is no optimal financing scheme for energy efficiency projects involving public buildings: every
intervention has a different economic return period, and the return is often unsustainable for an ESCO
without a specific financial support. There is therefore the need to mix different funding sources
(Fund Matching) and to activate Public-Private Partnerships (PPP). Given a specific project, a
Municipality should identify the best solution for that project among the available financial
instruments. For instance, stock investments and third-party investments can be preferable in terms
of fewer costs and risks for the Municipality, however a NZEB project often requires a soft loan or a
subsidy to be really attractive for an ESCO.

Adequate technical assistance, covering administrative, technical, economic and financial aspects,
is also crucial since it can help minimize the use of public funds and maximize private co-financing,
while efficiently distributing risks and setting realistic energy efficiency targets.

Monitoring is another key activity, to be performed before, during and after the intervention:
effective monitoring, as well as dissemination of ex-post energy performance and assessment of ex-
ante estimates, can positively influence both public bodies and potential private investors. Monitoring
is also essential to correctly prepare and implement the contract among the ESCO and the
Municipality, since the return of the investment depends on the energy performance achieved.

The most common Energy performance contracting (EPC) business model aims at the facilitation of
investments in technical energy conservation measures (ECM) and is financed, usually in whole, from
guaranteed energy savings over a contracting period of typically 5-15 years. In line with the definition
of the European Energy Service Initiative (EESI), this standard model is called “EPC basic” (EESI 2012:
19). The EESI defines two additional business models

e EPC light: Improvements of EE are mainly achieved by means of energy management
measures with little or no investment in technical facilities.

e EPC plus: Services of the ESCO are extended to comprehensive structural measures on the
building shell like insulation or window replacement, but also necessary constructional
measures without energy saving potentials. A schematic overview of the major differences
between the three complementary EPC business models is given in the chart below (EnPC
INTRANS).
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Figure 1: Different EPC models (EnPC INTRANS)

Sound assessment of national framework conditions shows that all three business models may be
transferred to all partner countries of the project without any major alterations. In order to achieve
climate protection targets, EPC plus projects should be mostly applied, but public building owners
have to start either with the less challenging EPC light or EPC basic approach.

The EPC procedure is usually time-consuming from preliminary negotiations to handing over of the
energy saving equipment, trial operation and final balancing of the energy saving results of the project.
The timing of the procedure will vary among the projects depending the particular circumstances. On
the figure below an example of a typical EPC process can be seen.
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Figure 2: Energy performance contracting process (EnPC INTRANS)

Preliminary analysis — pre-feasibility study —is EPC suitable for the project?
When preparing a project on energy savings in buildings and facilities, it is necessary to begin with
determination of the initial situation of the facility. Based on such analysis, energy saving measures
(ESM) to improve the energy efficiency of the facility are then proposed.
The final combination of ESM that will be implemented depends mainly on the economic analysis of
the available options. Based on the primary information or possibly inspection of buildings, the initial
draft solution is prepared. The solution includes list of the measures to be taken into account together
with volume of necessary investments and energy consumption cost reduction potential (calculated
based on the reference energy consumption scenario). On the basis of this information the customer
makes a decision as to whether further procedures are acceptable for him. The initial draft solution is
usually prepared by the ESCO or EPC process facilitator.
Energy audit and feasibility study
Conducting of an energy audit is one possible way to carry out preliminary analysis, but it is not a
necessary step. The concrete list of the proposed ESM is prepared by ESCOs as a part of proposals
within the procurement procedure. When the energy audit is already completed, it would be usable
source of information for preliminary analysis preparation.
Business or investment plan — decision-confirming document
In general, it is most suitable to use the EPC method in the facilities where the following conditions
are observed:

e High energy saving potential exists.

e Thereis a need for qualified implementation and operation of energy saving technologies and

measures.
e The payback time of the energy saving measures is lower than expected contract duration.
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e The owner of the facility is lacking a team of experts specialised and specifically qualified in
energy saving technologies, in the financing of the energy saving technologies and their
optimal operation (this is typically the case in public facilities).

For the customer the essential prerequisite is that the total cost savings achieved through the contract
are larger than the payments to ESCO together with the transaction costs incurred. Transaction costs
can constitute a considerable cost item. They include labour/staff costs, lawyers and other legal costs,
consulting costs, and all costs associated with looking for an ESCO, negotiations, and preparing the
contract, monitoring contract performance, resolving disputes, etc. For the ESCO, the essential
condition is that the contract revenues are larger than the total costs incurred by the ESCO.

Based on the investment plan the responsible management on the customer side decides whether to
use EPC to finance the identified energy saving measures. It is essential to secure the support of key
decision makers who must approve the final EPC contract. This should be done before any effort is
made to progress beyond the initial stage.

Procurement procedure

Once the responsible management decides on using the EPC for the given project, procurement for
EPC provider is a subsequent key step within the EPC process. The public procurement procedure is
often prepared in cooperation with an EPC process facilitator, who is able to define the appropriate
procurement criteria and prepare the contract specification documentation and who will help to
evaluate the tenders received.

The EPC procurement procedure in the private sector is less demanding and time consuming.
However, some essential parts of the public procurement procedure may be used to obtain the best
tender (e.g. tender evaluation, demand definition, etc.) also for private companies.

Contract conclusion and project lifetime

After the decision on the winner of the public procurement is announced, a specific period of time is
left for possible objections by the other applicants in the procurement. Once this time has passed, the
contract between the winning ESCO and the client is signed.

Installation of energy saving measures

On completion of the EPC contract on providing energy services with the guaranteed result steps
leading to the installation of the agreed measures are commenced. Based on the prepared project
background documents, the comprehensive project documentation is prepared by ESCO and all
contractually agreed measures are installed shortly afterwards. Duration of implementation of the
measures depends on size and complexity of the project.

Trial operation

After implementation of the measures, they are tested during the trial operation and any deviations
from the expected performance of the equipment are fixed by ESCO. Typically, all the installed
equipment is formally handed over to the client after the trial period. However, there may be
regulative and legislative reasons for an alternative approach, where the equipment is handed over
to the customer at the end of the contractual period. In both variants, the trial period is a necessary
part of the EPC process. After trial operation the ESCO transfers the ownership of the installed
equipment to client by certificate of completion. After signature of the certificate ESCO can draw up
the invoice for total value of the work including financial costs (interest expenses), which will be paid
by payments according to the repayment schedule as stated in the contract.

Operation and measurement & verification

After a trial operation a long-term professional supervision and check of the running and functionality
of the measures takes place with a view to achieving at least the agreed level of energy savings.
Subsequently, usually after each year, the attained energy savings are evaluated and if the declared
level is not reached, the ESCO is obliged to reimburse the relevant amount to the customer. The
checking process is often delegated to a specialised consulting firm, usually the EPC process facilitator
who originally assisted with organisation of the procurement. The transparency of the savings

20



achieved depends on the quality of measurement & verification (M&V) provided. In general, the more
independent M&YV on the ESCO, the more transparent are the energy savings. In some cases, the
evaluation of actual achieved savings may also be carried out only at the end of the contract.

The guarantee of savings is set in the contract and the energy service company usually guarantees the
annual volume of energy savings in physical units (such as MWh). If the savings are smaller than the
guaranteed volume of savings, the corresponding amount is usually fully reimbursed by the ESCO to
the client according to the contract. If the savings are higher than the guaranteed volume, excess
savings are to be divided between ESCO and client according to the methodology defined by the
contract. During the contract period ESCO continuously supervises energy system functioning. It
monitors energy consumption and intervenes in the case of undesirable action. Once the contract is
terminated, the client is fully responsible for operation.

The International Performance Measurement and Verification Protocol (IPMVP) can provide an
overview of current best practice techniques available for verifying results of energy efficiency
projects. The IPMVP is not intended to prescribe contractual terms between the customer and ESCO,
although it provides guidance on some of these issues. Once other contractual issues are decided, this
document can help in the selection of the measurement & verification (M&V) approach that best
matches: i) the project costs and savings magnitude, ii) technology-specific requirements, and iii) risk
allocation between the client and ESCO.

If the achieved savings are lower than the guaranteed savings (after re-calculation for average climate
conditions), the missing revenues/cost savings must be paid by the ESCO to the client.

At the end of the contractual period ESCO completes the project and fulfils all the contractual
obligations. According to the contract ESCO submits the final report, which declares fulfilment of
duties resulting from the contract and then leaves the site.
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The definition of Public private partnership by Organisation for Economic Co-operation and
Development (OECD, 2018) is: “PPP is an agreement between the government and one or more
private partners (which may include the operators and the financers). The private partners deliver the
service in such a manner that the service delivery objectives of the government are aligned with the
profit objectives of the private partners. The effectiveness of the alignment depends on the sufficient
transfer of risk to the private partners”. The duration off PPP is usually longer than 3 years in most
cases more than 10 years, large infrastructure projects usually take more than 30 years. w, PPP is
based on a long-term relationship (at least three years).

Specifically, (EUROSTAT, 2013) argues that PPPs involve significant capital expenditure for the
implementation of a project by a private partner who then manages and manages the project to
produce or provide services to the public. At the end of the contract, the public partner usually
acquires legal ownership of the project (e.g. infrastructure or other fixed assets such as public
services).

Public-private partnership have basic structure as presented in the following figure. In contrast to
classic public procurement, the government commissions a private partner, who is then responsible
for all subsequent actions. In classic public procurement, the public contracting authority must fully
ensure the implementation of the project.

Traditional Public Procurement Public Private Partnership

Government Government
Operating contract Finance contract Long-term service
contract
PPP-- Special
Operating firm ‘ Purpose Vehicle

Construction contract Operating contract Finance contract

‘Constructionfirm ‘ l Operating firm ] Banks

Construction contract

[ Construction firm

Figure 3: Scheme of PPP (Hui Jin, Isabel Rial, 2018)

PPP have different manifestations, depending on type of PPP. When building a PPP the public partner
defines the required quality and quantity and allows the private partner to implement actions
according to this framework (Corner, 2006). The picture below shows the different shapes of these
partnerships and the risk allocation. The higher the degree of privatization, the more is the risk
reduced for the public party.
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Figure 4: Different combinations of public and private partnerships, classified according to risk and type (OECD, 2018)

As shown in the picture above, the types of partnerships can basically be divided into:
e Complete government production and service
o All actions are completely carried out by governmental institutions
e Traditional public procurement
o Private partners, chosen by tender processes, deliver certain services, etc.
e Public Private Partnerships PPPs (as well as EPCs as form of PPP)

o The private company finances, maintains and operates the project and is paid
for it. The project e.g. building reverts to the control/ownership of the public
sector at the end of the contract term

e Concessions
o Can be considered as type of PPP
e Privatization

o Full responsibility for service/project is given from public to private partner

The main difference or advantage of PPP versus traditional public procurement is the lack of needed
initial investment. The major investment in the beginning is done by the private partner, whereas the
public contractor pays a certain fee on a regular basis over the contracting time. This allows public
institutions to distribute expenses over a longer period, which may have positive influence on public
accounts. The basic principle is shown in the next figure. PPP’s usually require a lower initial capital
contribution by the public party, which may result in higher operating costs (additional costs for
service fee for private partner, etc.). The detailed cost allocation depends on the contractual
arrangement between the involved parties.
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In literature it is recommended to already have sufficient or major public monetary resources before
commencing PPP models for keeping the financial part of the project in public responsibility. Although
the financial liabilities can be outsourced and considered as off-balance sheet in certain cases, they
are still present and affect the public budget for a long-term. In addition, public parties usually get
cheaper financing from banks, since they usually have a better rating (creditworthiness) than private

companies.
Conventional procurement Public private partnership
Public
payments
Public
payments
Overruns
CAPEX
commreetenpeed _
I N

Time Time

Figure 5 Conventional public procurement vs. PPP, (eCentral 2021)

In public accounts, assets constructed under PPP contracts can be recorded on or off government
balance sheet. In the case that the asset is recorded on government balance sheet, initial investment
in the beginning is recorded for government during the period of construction, with a negative impact
on government deficit/surplus. An increase in government debt is also recorded for the same amount.

In the case that the asset is recorded off government balance sheet, the impact on government deficit
will be limited to the regular service fees paid to the partner, which are spread over the long-term
contract and no debt impact will be recorded.

The possibility of off-balance sheet recording makes the use of PPPs very attractive for undertaking
investments while complying with the deficit threshold established in the Maastricht Treaty
(EUROSTAT, n/a).

When apply the rules of the Maastricht Treaty? The assets as well as the initial investment is allocated
to the partner, which bears the majority of the risks. PPPs are classified as off balance sheet for the
public sector, if:

construction risk is born by the private partner and

either the availability risk or the demand risk is born by the private partner.

A construction risk is considered as “risk of delay in construction, cost overruns, failure to obtain
permits...”, availability risk can mean that “assets are not provided according to the agreed standards”
and a demand risk includes that the provided service may not be accepted by end users (e.g. few users
on highways...). (EUROSTAT, 2013)

These risks must be analysed beforehand to be able to decide, which partner has to allocate the asset.
The “European system of accounts — ESA 2010” provides obligatory rules for the correct asset
allocation and implementation of PPP contracts. The national statistical institutes of each member
states (list of national institutes available at Eurostat) analyse PPP contracts and decide on their sector
classification following the statistical rules of ESA 2010. If the national institutes are in need of
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clarification for PPP contracts, Eurostat can provide advices in terms of “pre-implementation” and
statistical treatment of an already implemented contract. (EUROSTAT, n/a)

Public-private partnerships can take many forms. The precise definition of a public-private partnership
agreement depends on the extent of involvement of the various parties and the distribution of risk

between private and public partners. A public-private partnership is usually defined in an agreement

or contract between the public and private partners, where responsibilities and requirements are

precisely defined and risks are allocated.

World Bank define main forms of PPP into four different types:

e Management and operating agreements (World Bank Group, 2018):

O

O

Public party contracts a private company for implementing certain services or
actions; private party is paid by a fixed fee

Generally short term (2-5 years)
Public party bears risk of asset condition

Agreements can be performance-based, oblige the private party to maintain the
assets and to take over some operation risks

Commonly used in Europe for waste water management, waste disposal etc.

e Leases contracts (Worl Bank Group, 2016):

O

Public party as owner of the assets contracts a private company as operator. A part
of the incomes out of the operation is paid back by the private company to the
public contractor, the remains are retained by the operator.

Usually the fee for lease is fixed, the private operator takes risk on income collection
(e.g. charging of customers...)

Public contractor remains responsible for financing and managing investments in the
assets

Usual contracting durations of 8-15 years

Commonly used in Middle Eastern Countries and Africa for water and sanitation
services

e Concessions (World Bank Group, 2018):

O

Public party gives a private “concessionaire” the long term right to use all utility
assets conferred on the concessionaire, including responsibility for operations,
maintenance and some investments

Concessions can be given for existing assets, an existing utility, or for extensive
rehabilitation and extension of an existing asset

Concessionaire takes risk of condition of asset and risk on income collection
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Usual contracting durations of 25-30 years (possibility to amortize major initial
investments)

Concessions are usually given for infrastructure services e.g. operating a road, a
railway network, etc.

e Contracting models such as Energy Performance Contracting

e Build Operate Transfer (BOT) — type of concession (World Bank Group, 2018):

O

@)

Private contractor receives a concession from the public entity to finance and
construct the utility or system and operate it commercially until the end of the
project period. Afterwards the public contractor takes over the facility

Private operator obtains its revenues usually by charging the public contractor
Private entity bears a substantial part of the risk

Long-term contracting durations of 25-30 years (possibility to amortize major initial
investments)

Typically used to develop a generally new (greenfield) discrete asset

Further variations of concessions: the following forms can be advantageous forms of financing

projects, depending on the external circumstances. These forms provide possibilities to lower political

risks (e.g. in developing countries), technical risks (e.g. unforeseen construction conditions) and

financing risks (e.g. foreign currencies, market risks, etc.) There are several more forms available, the

most commonly known ones are listed below.

O

DBO (design-build-operate): public contractor owns and finances construction of
new assets, private contractor designs, builds and operates it (World Bank Group,
2018)

BOOT (build-own-operate-transfer): private contractor additionally owns the asset
during the concession period and the ownership is transferred back to the public
authority (Marquard & Bahls AG, n/a)

BOO (build-own-operate): ownership remains at the private company (TechTarget,
2009)

BLT (build-lease-transfer): private company builds the project and leases it to public
entities. After the end of the leasing period, ownership is transferred to the
government (Business Dictionary, n/a)

DBFO (design-build-finance-operate): similar to BOOT, but no ownership transfer
(public entity is owner over the project period). (Thomson Reuters, 2018)

The above-mentioned matters are graphically summarized in the figure below. The extent of private

sector participation rises with different financing schemes from left to right.

26



Public owns and operates Public Private Partnership

l I

Private sector owns and

operates

[ 1

Utility

Management
Leases

Affermage

Civil works

restructuring
Decentralization

and Operating
Contracts

Service contracts

Concessions

BOT Joint Venture Full Divestiture
DBOs

Low share of private participation

Figure 6: Basic variations of agreements, (eCentral 2021; World Bank Group, 2016)

High

The table below gives an overview on the base models. Usually, these base models never occur in
their pure form on the market. More common are mixed variations. Basically, the table shows the

share of private participation in different project phases:

private/public
private/public
private

private/public

private

Table 3: Overview on PPP standard models (Jedelhauser & Kaufmann, n.y.)

1.1.2. Advantages

private

private/public

private/public

private

private/public

private

private/public

private/public

private

private/public

PPP can offer several advantages for participating parties (Wilfried & Weingartler, 2008), (World Bank

Group, 2016)

e Use of private know-how

o Extent of needed private know-how depends on public body, e.g. if a small
municipality needs to carry out a one-time project (building of a new school or
sewage treatment plant...), private partners such as construction companies

may have superior knowledge

o PPP can be used to gradually expose state owned enterprises and government
to increasing levels of private sector participation (transfer of skills...)

o Governments can abstract from concrete management and focus on results

e Use of innovation potential
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o Traditional public tenders usually consider the actual state-of-the-art.
Requirements of tenders must be fulfilled quite strict during the implementation
phase. This can be an advantage of PPP: if potential efficiency increase
possibilities occur during the planning and implementation phase of a project,
private partners can take these possibilities easier.

o Private sector technology and innovation are introduced to public infrastructure,
which may result in better operational efficiency

e Lifecycle-oriented project development and budgetary certainty

o In PPP projects it is state of the art to consider lifecycle-costs of a project. This
guarantees to find the cost-optimal solution

o Improved budgetary certainty for present and future project costs
e Renegotiation in public tenders

o In public tenders it is very difficult or even inadmissible to renegotiate contracts
and costs. Private partners don’t underline these rules and can try to achieve
cost advantages through negotiations

e PPPis an incentive for private sector to deliver in time and within budget

e PPP can be seen as way for developing local private sector capabilities through joint
ventures with large international firms, as well as sub-contracting opportunities for local
firms in areas such as civil works, electrical works, etc.

e Risk transfer to the private sector over the life of the project — from design/ construction
to operations/ maintenance

e Supplemented limited public sector capacities, increased and earlier provision of
infrastructure (expectations of public services haven risen steadily)

e Lower initial capital contribution by the government (deferring spending, without
deferring the benefit, lower immediate impact on government borrowing)

e Short-term public fiscal targets can be reached (tempting for cash-strapped
governments)

e Accounting framework (ESA 2010)° allows public involvement in PPPs, under certain
conditions, to be registered as off-balance sheet items. This incentivises their use for
enhanced compliance with the Euro Convergence Criteria, also known as the Maastricht
criteria®

The most common disadvantages and risks of PPPs are mentioned and described below. (World
Bank Group, 2016)

5 Regulation (EU) No 549/2013 of the European Parliament and of the Council of 21 May 2013 on the European system of national and regional accounts in
the European Union (ESA 2010) (OJ L 174, 26.6.2013, p. 1), applicable to all Member States as of September 2014.

6 https://www.eca.europa.eu/Lists/ECADocuments/SR18_09/SR_PPP_EN.pdf
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High transaction costs boost project volume (Development, procurement (bidding
process), contract management, termination management). Additionally, private
partner has to make a profit, so projects are more likely to be expensive. The public
partner must determine if the greater costs involved are justified

Off-balance sheet debt creates contingent and future liabilities — reduces budget
flexibility in the long term

Private sector will do what it is paid to do and no more than that — therefore incentives
and performance requirements need to be clearly set out in the contract. Focus should
be on performance requirements that are out-put based and relatively easy to monitor

Government responsibility continues — citizens will continue to hold government
accountable for quality of utility services. Government will also need to retain sufficient
expertise, whether the implementing agency and/ or via a regulatory body, to be able to
understand the PPP arrangements, to carry out its own obligations under the PPP
agreement and to monitor performance of the private sector and enforce its obligations

A clear legal and regulatory framework is crucial to achieve a sustainable solution

The private sector is likely to have more expertise and after a short time have an
advantage in the data relating to the project. It is important to ensure that there are
clear and detailed reporting requirements imposed on the private operator to reduce
this potential imbalance

Renegotiation is common and tend to favour private partners (55% of all PPPs are
renegotiated, in average every 2 years (tariff increase, concession fee decrease,
decrease of the private company’s obligations...)

Legal frameworks, which must be considered when implementing PPP depends on the country of

implementation. Below a list consisting of possibly relevant legal matters for infrastructure PPP
projects. The list was created by the World Bank (World Bank Group, 2016):

General Legislation

o PPP Laws/Concessions Laws

o Privatization Laws

o Legal Frameworks for Project Companies under Civil Law
o Insolvency Laws

o Anti-Corruption/Freedom of Information Laws

Procurement Laws

o Theft and Non-technical Losses
o Sector specific legislation

o Energy Law and Regulation

o Telecoms Law, Regulations and Licenses
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o Water Laws and Regulation
o Regulatory Framework for PPPs in Roads

o Railway Laws and Regulations

The Public-Private-Partnership model (PPP) is a well-known alternative financing schemes and means
that a public party and a private organisation arrange to deliver a public infrastructure project and
service under a long-term contract. Already in 2008, the European PPP Expertise Centre (EPEC) was
founded in order to support member states and others in using this financing scheme. EPEC is based
in the Advisory Services Department of the European Investment Bank and currently serves 42
member organisations. EPEC shares good practices, assists policy developments and supports the PPP
project preparation.

Online-services provided by EPEC are publications, market data and tools, which aim at sharing
experiences and providing guidance. The EPEC PPP Guide as webtool offers users access to regularly
updated PPP guidance and allow them to interact with the EPEC team (e.g. propose new guidance,
rate the EPEC PPP Guide). It can be used freely.

The European Union provided several directives, which apply to different forms of public private
partnerships, such as setting up public-private entities, public procurement, awarding of concession
contracts, etc. The directives are widely implemented in the member states.

e Directive 2014/24/EU on public procurement

e Directive 2014/25/EU on procurement by entities operating in the water, energy,
transport and postal service sector

e Directive 2014/23/EU on the award of concession contract

Additionally, the EU distributes other important materials related to this topic, such as the Green
Paper on Public procurement or provides funding for PPP research in different areas (buildings,
digitalisation, infrastructure). PPP have been an important instrument under Horizon 2020 and the EU
provided € 7,1 billion for “research public private partnerships” with industry.

The European PPP market is quite well document. EPEC provides annual market statistics, divided by
country and sector and regular European wide publications are dealing with the market development.
The following maps in Figure 7 and Figure 8 show the total market volumes achieved by countries
from 1990 to 2019. (EIB, 2020)
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Figure 7: Number of PPP projects carried out in European member states - 1990-2019, based on data from (EIB, 2020)
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Figure 8: Market volume of PPP projects carried out in European member states - 1990-2019, based on data from (EIB, 2020)

Nevertheless, in recent years the aggregate value of PPP transactions in EU (EU27 + UK plus countries
of Western Balkan and Turkey), which reached final close is decreasing. In 2019, 29 PPP transactions
were closed, which is a decrease of 9 projects compared to 2018 and the lowest number since 1996.
The average transaction size in 2019 was approx. € 388 million. (EIB, 2020)

(g) Energy Performance Contracting in Europe

Legislation

The Energy Performance Contracting Market in Europe is mainly influenced by the Directive on Energy
Efficiency. This Directive establishes a set of binding measures to help the EU to reach its 20 % energy
efficiency targets. Under the directive, all EU countries are required to use energy more efficiently at
all stages of the energy chain, including energy generation, transmission, distribution and end-use
consumption. This Directive was adapted in 2018 as part of the Clean Energy for all Europeans
package. (EC - European Commission, 2020)
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Article 18 requires, that member states shall promote the energy service market and access for
SMEs to this market. Additionally, the public sector shall be supported in taking up energy service
offers, in particular by building refurbishments, by:

e (a) disseminating clear and easily accessible information on:

o (i) available energy service contracts and clauses that should be included in such
contracts to guarantee energy savings and final customers’ rights;

o (ii) financial instruments, incentives, grants and loans to support energy efficiency
service projects;

e (b) encouraging the development of quality labels, inter alia, by trade associations;

e (c) making publicly available and regularly updating a list of available energy service providers
who are qualified and/or certified and their qualifications and/or certifications in accordance
with Article 16, or providing an interface where energy service providers can provide
information;

e (d) supporting the public sector in taking up energy service offers, in particular for building
refurbishment, by:

o (i) providing model contracts for energy performance contracting which include at
least the items listed in Annex XIII;

o (ii) providing information on best practices for energy performance contracting,
including, if available, cost-benefit analysis using a life-cycle approach. (Directive
2021/27/EU, 2019)

Other relevant legislation, such as procurement directives were already mentioned under section
Public-Private-Partnership-models in Europe.

Crowdfunding is the practice of obtaining needed funding (as for a new business) by soliciting
contributions from a large number of people especially from the online community’. The approach is
completely different to the common typical business process, used to raise capital through small
collective efforts (amounts of money) of a large number of people, friends, family members,
customers and individual investors, and finance a project.

The action steps to develop a Crowdfunding project are (Figure 9):
e Set target amount and define rewards;
e Elaborate a story and prepare the project;
e Build a community even before the campaign starts;
e Define the campaign’s duration;

e Chose a platform.

7 https://www.merriam-webster.com/dictionary/crowdfunding
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Figure 9: Crowdfunding project preparation (Source: G. Paoletti Eurac Research)

In several projects in different fields like scientific, research, medical, travel, renovation, art, social,
etc., Crowdfunding has been the main financial mechanism. The Crowdfunding campaign usually takes
place through internet channels and social media platforms that allow to share project ideas and keep
in touch with investors.

Crowdfunding has been used to fund several projects in different fields: art, scientific research,
medical, travel, renovation, social, civic projects, etc. This alternative financing scheme takes place
through internet channels and social-media platforms that allow to share project ideas and keep in
touch with project developments.

According to different authors, there are different financing scheme typologies used to define
different CF approaches in relation to the reward, benefits and service developed (Figure 10):

e Donation based

e Reward based crowdfunding

e Pre-Sales crowdfunding

e Equity crowdfunding — crowd investing

e Loan-based crowdfunding - crowdlending
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e Mixed approach

*no rewards expected

e donators have principle interest in development of project (e.g. building an
animal shelter)

e continous update of progress and transparency important

Donation-based (philantrophy)

¢ Organisation of events (free tickets)

Reward-based (non-monetary rewards) estart ups (get cheaper products, free products)
¢ pre-sales crowdfunding

¢"Crowdinvesting"

. . . e Start ups
Equity-based (for financial return) Micro investments
e profit sharing
*P2P, P2B
Leneding-based (for financial return) e Start ups

¢ Social lending (e.g. micro credits)

Figure 10: Overview of different form of crowdfunding (Winkler, 2017) and its characteristics.
Donation based

This is basically a money donation, where we talk about donors and not so much about investors. This
model attracts a donation for particular project and donors know their money will be spent on this
project. The founder will update the donors on the progress of the project through social channels or
other media. The main interest in donors is the development and completion of the project that has
some non-economic value for them (Morri & Ravetta, 2017).

Reward based (or pre-sales) crowdfunding

The reward-based crowdfunding model is similar to a donation-based one except, in this case, the
project facilitator can offer a reward to the financier, such as a pre-sale of the final product (or service),
before it is produced without incurring debt. If the target is not met, the amount collected will be
given back to the donors and the project will not be funded (Morri & Ravetta, 2017).

Equity crowdfunding — “crowd investing”

Equity crowdfunding permits to collect money to invest in start-ups or small and medium companies
with an economic return. It is an online investment where it is possible to buy a participation in a
company. In the equity crowdfunding approach, investors bear risks. They may lose all or a portion of
their investment but can earn high returns on investment.

Loan or debt based crowdfunding — “crowd lending”

Lending-based models are similar to a bank loan, with the difference that money come from a wider
group of people. The role of the platforms can be diverse. Some platforms act as middle-man and
make the repayments to the lenders, whereas other platforms act as match-makers and the borrower
and lenders will be connected when the deal is closed (European Crowdfunding network, 2012).

e Social Lending: some platforms give the possibility to lend to social projects with no
interest being offered, for example where businesses in developing countries can receive
micro-financing without any interest from the lending party.

e Peer-to-Peer Lending (P2P): it gives an economic return to the funder by receiving interest

on their principal investment into the venture. The sponsor will then give back the amount
he has received plus interest over the period. This model mainly matches people with
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excessive cash with people looking (through the web) for loans with a lower interest rate
than the one they can get from a bank (Morri & Ravetta, 2017).

Peer-to-Business Lending: similar to P2P lending, some platforms provide loans to small
and medium-sized businesses. So far, this form of crowdfunding has attracted the
attention of government funds as co-investment, for example in the UK (European
Crowdfunding network, 2012).

Usually, crowdfunding platforms can apply fees to cover costs of maintenance of the platform and to
get their revenues. There are different fee typologies that can be required by crowdfunding platforms
(eCentral Project).

Signup Fee is usually is zero;

Fundraiser Fee may be a percentage:

O

@)

O

up to 5% when the funding goal is reached;

0% when funding goal is not reached, because the money will be refunded to

backers;

Donor Fee: can be a percentage or a fixed cost;

Variable fees/costs:

O

O

Donor fee;

Processor fee;

Profit sharing fee;

Pledge fee;

Copywriter fee;

Web developer fee;
Hosting costs (website...);

SSL (Secure Sockets Layer) Certificates;
Discounts;

Payment processing fee.

There are advantages and disadvantages of CF projects. In the table below, the perspective of
founders and investors is presented. (sources for table (sources for table: (Nickel, 2017), (Wiener
Borse AG, n/a), (Gasser, n/a)).

Founder
(receives CF)

Several investors —no dependency on one main
investor (founder keeps control)

Raise finance with no upfront fees

Financing possibility for very risky projects

Risk may be carried by investors

Relatively cheap financing form

no guarantees to achieve the pre-defined
budget

In case the funding goal is not reached,
money will be refunded to backers (if
possible)
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Support through crowd during implementation
process possible and immediate feedback on CF idea
(honest feedback, improvement of product)

Easy access to crowdfunding platforms

Good CF campaign is valuable marketing

Get experiences, guidance and support through
crowdfunding platform

Crowdfunding campaign is very time-
consuming and can last for several
weeks/months

Protect the project proposal with a
patent or copyright, in order to reduce
the risk of steal of project proposal.

Investors

Possibility to invest in highly innovative, young
companies

High rates of return possible

Philanthropically satisfaction (donation-based)
Small investments possible — increased flexibility

Highly risky investment form — possibility
to lose all money

Relies on information of founder
Previous know how necessary (CF,
market, product...)

Easy access to new financing forms

Access to exclusive new products/services possible
e  Transparent financing form

Table 4: Summary of advantages/disadvantages of crowdfunding projects (eCentral Project, 2021)

Within the H2020 CrowdFundRES project were investigated the RES crowdfunding in EU member
countries. The results show that:

e all member states have crowdfunding platforms

e ten member states (Germany, UK, France, Italy, Spain, Belgium, Austria, the
Netherlands, Finland and Lithuania) have implemented a specific crowdfunding
regulation

e RES CF is more developed in Western Europe than Easter Europe where the
donations and rewards model prevail

e 17 of 28 member states have crowdfunding platforms which include RES projects
as potential investment, 9 of this 17 countries (Germany, UK, France, Italy, Austria,
Portugal, Spain, the Netherlands, Finland) have crowdfunding platforms focused
exclusively on RES projects. (Kohl, 2017)

Within the report “Practical experience of RES project financing using crowdfunding” the platforms
regulation, technology, and strategies used in some platforms located in Netherlands
(Oneplanetcrowd), Germany (BetterVest / GreenCrowding), France (Lumo) and United Kingdom
(Abundance) are analysed. For each platform it is presented at least one case study, complete of all
project information:

e Bettervest: Hotel Magnetberg CHP Plants

e Lumo: SERGIES SAEML

e Abundance: Upper Pitforthie Windgen PLC, BNRG Gorse Plc, REG WindPower
e CONDA Project Case Study: Clean Capital, Solar power plant Larchenholz

In conclusion:
e Platform regulation as defined at national level, should give to the platform space
to grow in order to develop robust business off the back of the regulation.
e |oan or debt crowdfunding model was the most used: debt significantly larger than
equity market
e the responsible of management and assets of the project are the owners and the
renewable professionals.

For further information, see the “Report on the practical experience of RES project financing using
crowdfunding”. (K. Harder, R. Van Maaren, 2018).
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In recent years, some mass funding projects have been carried out in the field of renewable energy
sources. We present two successful examples from Austria.

Wien Energie, the energy supplier of the city of Vienna, allows citizen participation in power plants
that the company plans, builds and operates (solar PV since 2012 and wind power since 2015).

There are two models for participation:®

e Sale-and-lease-back model: Citizens are allowed to purchase a share of a power
plant (for example solar PV panels). Once they invest, participants receive a contract
with a minimum duration of five years through which they become co-owners of the
power plant. Wien Energie leases the PV panels back from the citizens. The citizens
receive a yearly return on their investment. The returns are transferred directly to
the bank account of the citizens involved. At the end of the lifetime of the PV panels,
Wien Energie buys them back from the participants.

e Shopping voucher model: Participants buy a voucher package and have a contract
for five years. Participants receive shopping vouchers every year by way of
remuneration that include a return on the initial investment. They can choose
between vouchers from a supermarket chain and so-called “energy” vouchers,
which they can use to pay energy bills.

Ternitz is part of the European Energy Award Programme in Austria (the so-called e5 programme).’ In
2013, the city started a citizen participation programme for solar PV panels (“Sonnenkraftwerk
Ternitz”) with the target of installing a solar PV capacity of 1 MW in the municipality.° This goal was
achieved in 2016. Citizens were offered an interest rate of 3.5% to get them involved in the financing
of the solar PV power plant. Since then, more than 4,500 modules have been funded with this
financing method and built on the roofs of municipal facilities in Ternitz.'* 1?

Other measures introduced by the municipality are energy bookkeeping and raising awareness raising
and educating users of the public buildings. Energy bookkeeping, for example, has contributed to
reduce energy consumption in municipal buildings substantially. During the period from 2013 to 2018,
energy savings of approx. 12% (1 GWh) were achieved.

In January 2020, the municipality of Ternitz was included in the state campaign for urban renewal in
Lower Austria. In this project, several urban renewal projects are to be developed over a period of
four years with intensive involvement of the population, which for example focus on local supply,

8 Wien Energie, 2017: Biirgerlnnen-Kraftwerke: Bereits 10.000 machten mit (In German)
https://jahrbuch.wienenergie.at/de/2017/a2NIKuDZ/buergerinnen-kraftwerke-bereits-10-000-machten-mit/

9 e5 Programm fir energieeffiziente Gemeinden, 2020: https://www.e5-gemeinden.at/

10 City of Ternitz, 2022: ENERGIE & UMWELTSCHUTZ (In German). https://www.ternitz.at/umweltschutz.php

11 e5 pProgramm fiir energieeffiziente Gemeinden, 2020 b: Ternitz (NO): Sonnenkraftwerk Ternitz (in German)
https://www.e5-gemeinden.at/e5-gemeinden/best-practice-beispiele/detail/ternitz-noe-sonnenkraftwerk-ternitz-201
12 Umwet GemeindeService NO, 2013: Sonnenkraftwerk Ternitz https://www.umweltgemeinde.at/sonnenkraftwerk-
ternitz
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ecologically sustainable settlement development, creation, preservation and use of natural spaces,
etc.1?

There are a few projects of mass financing on energy efficiency in Europe. Projects funded by the EU
Commission, such as CitizEE (https://www.citizee.eu/), provide tools, instructions and manuals for the
implementation of Crowdfunding, while associations, such as European Crowdfunding Network — ECN
(https://eurocrowd.org/), are working on promoting this financing scheme and linking appropriate
interested sides with the European Crowdfunding sector.

Crowdfunding is seen as another alternative and innovative form of finance. Crowdfunding, which

The European regulatory framework is quite diverse, due to the importance of alternative financing
schemes over the past years. Below existing crowdfunding regulation is described (EC & EIB, 2020)
and (eCentral Project).

e European Crowdfunding Service providers (ECSP) regulation:

o The ECSP was proposed in 2018 by the European Commission in order to harmonise
crowdfunding offerings across Europe. This draft legislation shall establish an
independent framework integrated into existing relevant financial services
regulations and allow crowdfunding actors, dealing with equity and lending based
crowdfunding, to operate under the supervision of national regulators in the EU. As
example, a uniform set of criteria will apply to all ECSP up to offers of EUR 5 million
across all EU Member States (period of 12 months per project owner). The
implementation of the ECSP is expected to take place in 2021 across the EU.

e Prospectus Regulation: Regulation (EU) 2017/1129

o This regulation deals with the prospectus to be published when securities are offered
to the public or admitted to trading on a regulated market. It was already amended
to harmonise crowdfunding within Securities law, specifically the possibility to raise
up to EUR 8 million per fundraising per year without a prospectus (minimum
threshold 1 Mio. €). The regulation is already widely adopted among the member
states.

e Payment service Directive: Directive 2015/2366/EU

o This Directive is related to payment services and includes Know Your Customer
requirements and Anti-Money Laundering requirements and already applied in all
member states.

e  MiFID Il: Directive 2014/65/EU

o Some regulators have applied MiFID I, at least partially, to equity-based and lending
-based crowdfunding. Some crowdfunding platforms have voluntarily adopted MiFID
Il rules to overcome regulatory fragmentation with a view to operating across
borders.

e AIFMD Regulation: Directive 2011/61/EU

o Designed for fund managers, especially hedge funds and private equity funds, it
affects crowdfunding to the extent that platforms manage funds on behalf of clients
(e.g. crowdfunding platforms manage separate funds for investors).

13 https://www.ternitz.at/news.php?news=1866

39


https://www.citizee.eu/
https://eurocrowd.org/
https://www.ternitz.at/news.php?news=1866

Energy community refers to people in a community cooperating on energy issues. Community energy
is a broad concept, it can refer to collective switching campaigns, collective investments in solar
panels, but also the ownership of an energy supply company, or even a distribution network. Some
people work together informally, while others set up legal entities. Depending on the activity,
community energy can take different forms. Legal forms for energy communities include cooperatives,
companies with a social interest, and non-profit organisations.’* The legal form you choose depends
on your needs, and the rules around cooperatives and organisations in your country.

There are also other options that combine the ideas below, linking activities related to the energy
community to an existing organisation. (Bolle & Giovannini, 2021)

The Directives have set definitions for energy communities. Two kind of energy communities are
existing by these Directives (see also the whole text in the Annex):

Citizens Energy communities (CECs): Electricity Directive (2009/72/EC), Article 16; https://eur-
lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32019L0944&from=EN

Renewable Energy communities (RECs): Renewable Energy Directive (2018/2001/EU), Article 22;
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32018L2001&from=EN

Energy Electricity (not only from Renewables) Renewable energy (electricity, heat & transport)

Membership Any entity (also energy suppliers) natural persons, SMEs or local authorities, including
municipalities

Control Decision-making powers within a citizen According to the considerations no. 71: ,To avoid abuse

energy community should be limited to those
members or shareholders that are not
engaged in large-scale commercial activity
and for which the energy sector does not
constitute a primary area of economic
activity

and to ensure broad participation, renewable energy
communities should be capable of remaining
autonomous from individual members and other
traditional market actors that participate in the
community as members or shareholders, or who
cooperate through other means such as investment.” 1>

Effective control by natural persons, local authorities,
SMEs located in the proximity of the projects -
according to Article 2 (16)

Transposition 1January 2021 30 June 2021
deadline - EU:
Purpose “has for its primary purpose to provide “the primary purpose of which is to provide

environmental, economic or social
community benefits to its members or
shareholders or to the local areas where it
operates rather than to generate financial

environmental, economic or social community benefits
for its shareholders or members or for the local areas
where it operates, rather than financial profits;” (Art.
2(16), definitions, Renewable Energy Directive
2018/2001/EU

¥ oannu, N., 2022: Creating renewable energy communities in Cyprus. Cyprus Mail. February 23 2022.
https://cyprus-mail.com/2022/02/23/creating-renewable-energy-communities-in-cyprus/

15 European Union, 2018: DIRECTIVE (EU) 2018/2001 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 11 December 2018 on the promotion of the use of energy from renewable sources (recast).

(Text with EEA relevance). https://eur-lex.europa.eu/legal-

content/EN/TXT/HTML/?uri=CELEX:32018L2001&from=DE
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profits;” Art. 2 (11b), definitions. Electricity
Directive 2019/944/EU16
Activities Generation, storage, selling, sharing, aggregation or other energy services, distribution

RECs and CECs must be legal entities. This means that a citizen initiative that does not have a legal
form would not be eligible to be recognized as a REC or CEC. Member States have discretion to choose
the form of legal entity that may be used to form a REC.

Regarding governance, RECs have to fulfil a ‘proximity’ requirement).’” According to article 22 of the
Renewable Energy Directive 2018/2001/EU, “renewable energy communities are entitled to:*®

(a)produce, consume, store and sell renewable energy, including through renewables power purchase
agreements;

(b)share, within the renewable energy community, renewable energy that is produced by the
production units owned by that renewable energy community, subject to the other requirements
laid down in this Article and to maintaining the rights and obligations of the renewable energy
community members as customers;

(c)access all suitable energy markets both directly or through aggregation in a non-discriminatory
manner.”

As to the relationship between RECs and CECs, the following applies:*®

* If RECs produce only RES electricity, REC are a subset of CEC, meeting more stringent criteria
* Anelectricity RECis a CEC
* ACECis NOT necessarily a REC

REC

(100% RES
electricity)

A new legal entity (CEC or REC) is independent, participation based and controlled by citizens, local
authorities and SMEs. The main objective of the communities is to supply economic, social or

16 European Union, 2019: DIRECTIVE (EU) 2019/944 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of
5 June 2019 on common rules for the internal market for electricity and amending Directive 2012/27/EU
(recast). https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32019L0944&from=EN

17 Roberts, J., Frieden, D., d’Herbemont, S., 2021: Energy Community Definitions. Explanatory note. COMPILE
project. https://www.compile-project.eu/wp-content/uploads/Explanatory-note-on-energy-community-
definitions.pdf

18 European Union, 2018: DIRECTIVE (EU) 2018/2001 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL
of 11 December 2018 on the promotion of the use of energy from renewable sources (recast).

(Text with EEA relevance). https://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:32018L2001&from=DE

1% Malfosse, M., 2021: New actors on the electricity market: aggregators and energy communities.
Presentation by Marion Malafosse, Policy Officer, Unit Retail markets, consumers and local initiatives,

DG ENERGY, European Commission. https://rekk.hu/downloads/events/Marion_Malafosse_REKK.pdf
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environmental benefits to its members or the local communities. Member States must insure that the
energy communities are entitled to generate, consume, store and sell renewable energy, also through
power purchase agreement; sharing renewable energy within the community and access all suitable
energy.

Addressing energy poverty within energy communities:

e Article 2 (16) of the Renewable Energy Directive (2018/2001/EU) makes clear that energy
communities are a social concept: “the primary purpose of which is to provide environmental,
economic or social community benefits for its shareholders or members or for the local areas
where it operates, rather than financial profits”. Social community benefits mean that the
benefits should stay in the community, e.g. municipality.

e Article 22 (f) of the Renewable Energy Directive (2018/2001/EU) states: “the participation in
the renewable energy communities is accessible to all consumers, including those in low-
income or vulnerable households”

e Energy poverty could be addressed within energy communities. Some energy communities
conduct measures to reduce energy poverty, for instance using the revenues from their
renewable energy plants.

Energy communities bring a number of benefits, including creating local jobs and preserving financial
resources in the region, thus contributing to local economic development. They also boost energy
citizenship and democratisation of decision-making in energy projects. Energy community projects
generate financial returns for the community, allowing members local control over financial resources
and profit sharing. Energy communities also contribute to empower local citizens towards to
participate actively in the energy transition and provide opportunities for education and training. In
addition, they promote social cohesion and foster trust building in local communities.?°

e Energy communities can be an effective tool to increase public acceptance of new
projects

e Energy communities are a tool to mobilise private capital for the energy transition

e Energy communities could be a tool to increase flexibility in the market

e Energy communities trigger the development of new, innovative business models

However, there are still a number of barriers to energy community development, including: 2% 2

e Lack of stable policy frameworks

e Regulatory frameworks that do not allow or restrict self-consumption in a way that
makes energy communities economically not feasible

e Lengthy and complex permitting procedures

e High grid connection costs

20 Caramizaru, A., Uihlein., A., 2020: Energy Communities: An Overview of Energy and Social Innovation. JRC Science for Policy
Report. Joint Research Centre EUR 30083 EN. European Commission. https://ec.europa.eu/jrc/en/publication/eur-scientific-
and-technical-research-reports/energy-communities-overview-energy-and-social-innovation

21 CO2mmunity, 2020: Clean energy together: Policy recommendations to seize the potential of community energy in the
Baltic region. INTERREG Project CO2mmunity. http://co2mmunity.eu/wp-content/uploads/2020/08/Policy Paper EN.pdf
22 EXCITE, 2021: D4.1. Guidelines for local authorities on stakeholder engagement. H2020 EXCITE project.
http://www.excite-
project.eu/uploads/9/8/8/4/9884716/d4.1_guidelines_for_local_authorities_on_stakeholder_engagement.pdf
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Lack of access to affordable financing
Lack of tailored support mechanisms or support mechanisms that do not allow
communities to compete on equal footing with other actors
Lack of capacities in local authorities and communities to set up and execute
renewable energy investment projects
Cultural barriers
“Not in my backyard” (NIMBY) attitude: Energy communities require the local
population to accept that energy production takes place close to their homes. This
makes energy production facilities visible to the local population. However, their

active involvement normally reduces potential resistance to the projects.

Country Legal form Participation Geographical Purpose Activities
(actors) limitation
Greece Cooperative urban partnerships by at least 51% of the “promoting produce, store,
local individuals, members must be social and self-consume,
public and private related to the place solidarity-based distribute and
entities and where the economy and supply energy
municipal/regional headquarters of the innovation in produced by
authorities Energy Community is the energy RES or high
located sector, efficiency CHP,
addressing as well as
energy poverty improve
and promoting energy
energy efficiency
sustainability”23
Austria association, natural persons, The REC is effectively Its main generate
cooperative, municipalities, legal controlled by purpose is not energy from
partnership or entities of local shareholders or for financial renewable
corporation, authorities as well as members that are gain, but sources,
community of small and medium- located in the primarily to consume, store
owners sized enterprises proximity of the bring or sell self-
according to the | ("SMEs"). Large renewable energy ecological, generated
Residential companies such as projects that are economic or energy. RECs
Property Act established energy owned and developed | social benefit to can also be
2002 ("WEG supply companies by that legal entity. its members or active in the
2002") ora ("EVUs") and large the areas in area of
similar commercial and which it aggregation
association with | industrial companies operates and provide
legal are excluded from a other energy
personality. REC. Electricity services.

generators can be
part of a REC as long
as they are not under
the control of a
(electric or gas)
utility, electricity
supplier or electricity
trader. A REC should

2 Todorovic, |., 2021: Energy communities are strong factor in decarbonizing Greece’s coal regions. Balkan
Green Energy News. November 23, 2021. https://balkangreenenergynews.com/energy-communities-are-
strong-factor-in-decarbonizing-greeces-coal-regions

43



Country Legal form Participation Geographical Purpose Activities
(actors) limitation
have at least two
members
Italy The shareholders or to provide
members of energy benefits to
communities are provide
individuals, small and environmental,
medium-sized economic or
enterprises, local social benefits
authorities, including at the
municipal community
administrations, and level to its own
the participation in shareholders or
the renewable energy members or
community cannot local areas
constitute the main where the
commercial and community
industrial activity operates,
rather than
financial profits
France any Its shareholders or Those in effective to provide the production
members are natural control need to be environmental, | of renewable
persons, small and located in proximity of economic or energies, the
medium-sized the projects of the social benefits | supply,
enterprises or community toits consumption,
communities and shareholders or | aggregation,
their groups, members as storage of
including well as to the energy, the
municipalities, local territories | delivery of
located near the where it services related
renewable energy operates, to energy
projects that it has rather than efficiency,
developed or to seeking profit recharging
which it has services for
subscribed; electric
vehicles or

other energy
services to its
members or
shareholders,
with particular
attention paid
to the fight
against energy
poverty;
share within
the renewable
energy
community the
renewable
energy
produced by
the electricity
generation
plants the REC
owns 24

24 European Commission, 2021: Energy communities, energy cooperatives, energy clusters. REGULATORY
INFORMATION. Community energy policies. https://clean-energy-
islands.ec.europa.eu/countries/france/legal/community-energy-policies/energy-communities-energy-
cooperatives-energy
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Country Legal form Participation Geographical Purpose Activities
(actors) limitation
Slovenia There is no
specific
legislation
related to
energy
communities
but there is a
bylaw regulating
collective self-
consumption
that allows for
Collective Self-
Consumption in
“RES
communities”
formed by
customers in
several
buildings.
However, the
bylaw cannot be
considered
implementation
of the RES
Directive
Portugal a cooperative- may be individuals or Consumersinaclose | To provide its | produce,
type legal entity | legal entities, and neighborhood members or the | consume,
or a company they may be public or | relationship, thatis, in | places where | store and sell
with private in nature. a physical proximity the community | renewable
participation by | They can include relationship, can operates with | energy, as well
both self- small and medium- organize themselves environmental, as to share,
consumers and | sized enterprises or collectively and carry | economic and | the renewable
other entities local authorities, out collective self- social benefits, | energy
involved in the | which are consumption or rather than | produced by
self- independent of their establish an energy financial profits. | the production
consumption members or community. The units of which
project shareholders, but members or they own
effectively controlled | participants of the REC
by them. are located in close
proximity to the
renewable energy
projects or carry out
activities relating to
the renewable energy
projects of the energy
community
Greece

An example of the national legal and regulatory frameworks for energy communities is the Greek law
on energy communities: In 2018, Greece introduced a new law (Law 4513/2018) outlining the legal
framework for energy communities and granting them financial incentives. The law defines energy
communities as urban partnerships by local individuals, public and private entities and
municipal/regional authorities with the aim of promoting social and solidarity-based economy and
innovation in the energy sector, addressing energy poverty and promoting energy sustainability.
Energy communities can produce, store, self-consume, distribute and supply energy produced by
renewable energy installations or high efficiency combined heat and power up to 1 MW, as well as
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improve energy efficiency in end-use at local and regional level. They are also allowed to distribute
and supply electricity and natural gas within the region where its headquarters are located. In
addition, they can install and operate desalination plants using renewable energy, conduct demand
management and provide energy services. The Greek law further defines the cooperative model as
the legal organizational form of energy communities. The law distinguishes non-profit and for-profit
cooperatives. At least five energy communities, which have their headquarters in the same region,
may set up joint energy cooperatives for the purpose of coordination and the promotion of their
activities.?

Members of an energy community may be:

e natural persons with full legal capacity,
e |egal persons governed by public or private law,
e |ocal governments in the region of the energy community.

In order to ensure that energy community projects happen in the community, the law requires that at
least 51% of the members must be related to the place where the headquarters of the Energy
Community is located (locality criterion). Specifically, “the individuals must have full or minor
ownership or usufruct on a property located within the region of the Energy Community or to be
municipal residents of that region and the legal persons to have their headquarters in the region of
the Energy Community.”?6, 27

The new provisions for virtual power sharing investments enable consumption to occur in a different
location to where the energy is produced. This is critical in parts of Greece where residents live in
multi-apartment buildings and lack the space for micro-generation installations.

The law emphasises the use of local energy resources to respond to local needs and enhance energy
self-sufficiency in island municipalities, with special arrangements for very small islands. The law
encourages participation of local actors while contributing to address energy poverty. Using this legal
framework, cities have started to promote community participation in renewable energy projects. In
some cases, these initiatives build upon previous experience with participatory planning in designing
urban policies and community initiative programmes that helped integrating vulnerable groups into
the urban development process.

Some of the financial incentives and support measures for energy communities, as described by the
task force on energy communities EU of the BRIDGE project, are as follows:?

e If a municipality participates in the energy community, a conditional exemption from the
renewable energy source tax owed to local authorities is granted (1.7%)

e Exemption from the obligation to pay the annual fee for retaining an electricity production
license

25 Frieden, D., Tuerk, A., Neumann, C., d'Herbemont, S., Roberts, J., 2020: Collective self-consumption and energy
communities: Trends and challenges in the transposition of the EU framework. H2020 Compile project.
https://www.compile-project.eu/wp-content/uploads/Frieden-et-al.-2020-Current-state-of-CSC-and-EnC-1.pdf

26 PASSAGE, 2019: Info — Pack: establishment of an energy community. Interreg Europe. http://enercommunities.eu/wp-
content/uploads/2019/06/INFO-PACK_By_Innopolis_%CE%95%CE%9D.pdf

27 Kythira Wind Turbines, 2021: Establishment of an Energy Community. WIND TURBINES ON KYTHIRA

INFORMATION, BACKGROUND, ISSUES. https://kythira-windturbines.com/en/establishment-of-an-energy-community-2/
28 Hannoset, A., Peeters, L., Tuerk, A., et al. 2019: Energy Communities in the EU. Task Force Energy Communities. H2020
Bridge Project. December 2019. https://www.h2020-bridge.eu/wp-content/uploads/2020/01/D3.12.d_BRIDGE_Energy-
Communities-in-the-EU-2.pdf
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e Exemption of members of the energy community from compulsory insurance contributions to
the social insurance (EFKA)

e Priority in processing applications for connection to the grid and approval of the
environmental conditions for renewable energy sources and high-efficiency co-generation
units

e Possibility of specific conditions for energy communities operating as charging infrastructure
operators for electric vehicles

e Priority in consideration of application for production license for RES, CHP and hybrid power
plants from energy communities

e Possibility to install RES, CHP and hybrid stations in ownership of energy communities to cover
energy needs of their members and vulnerable consumers or citizens living below the poverty
line, within the Region where energy communities’ headquarters are located, with application
of virtual net metering®, with a maximum installed capacity of IMW.

In addition, the right to a customized support scheme in article 22.7 RED Il is given shape by exempting
energy communities with installed capacity of up to 18 MW from auctions.

Austria

Another example is the Austrian Law for Renewable Energy expansion (EAG) and the re-cast of
electricity sector organisation law (EIWOG). The EAG law enables the creation of renewable energy
communities. The EIWOG enables citizen energy communities.*

The EAG implements Art. 22 of Directive (EU) 2018/2001. A renewable energy community can
generate energy from renewable sources, consume, store or sell self-generated energy. It can also be
active in the area of aggregation and provide other energy services. Its main purpose is not for financial
gain, but primarily to bring ecological, economic or social benefit to its members or the areas in which
it operates. The REC is to be organized as an association, cooperative, partnership or corporation,
community of owners according to the Residential Property Act 2002 ("WEG 2002") or a similar
association with legal personality.

The EAG defines a REC as follows:

* Alegal person that enables the joint use of the energy produced inside of the community. Its
members or shareholders must be in the vicinity, according to article 16¢ §2 of the EAG as
follows:

— Local level: The generation facilities and the consumption facilities inside a REC must
be connected through the low voltage network (400 V) and low voltage side of a
transformer in the concession area of one DSO (Network levels 6 and 7)

— Regional level: The generation facilities and the consumption facilities inside a REC
must be connected through the medium voltage network (10/30 kV) and medium
voltage side of a transformer in the concession area of one DSO (i.e. also including
Network level 5 and only the bus bar of network level 4).

* higher network levels (1 to 4) cannot used for the local electricity exchange

29 virtual net metering (VNM) is a bill crediting system for community energy. It refers to when energy is not used on-site

but is instead externally installed and shared among subscribers. In this case, the community member receives credits on
his/her electric bill for excess energy produced by his/her share of a solar garden” https://news.energysage.com/virtual-
net-metering-what-is-it-how-does-it-work/

30 Austrian Federal Minister for Climate Action, Environment, Energy, Mobility, Innovation and Technology, 2020.
Erneuerbaren-Ausbau-Gesetzespaket (EAG-Paket); Entwurf; Begutachtungsverfahren. 16 September 2020.
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The law ensures that participation in Renewable Energy Communities is open and voluntary. The rights
and obligations of the participating network users, in particular the free choice of suppliers, remain
unaffected.

The REC is effectively controlled by shareholders or members that are located in the proximity of the
renewable energy projects that are owned and developed by that legal entity. This also implies the
requirement of the connection of electricity consumption installations and electricity generation
plants via a medium or low voltage distribution network.

Membership in a REC s limited to the following groups of people: natural persons, municipalities, legal
entities of local authorities as well as small and medium-sized enterprises ("SMEs"). Large companies
such as established energy supply companies (,EVU“) and large commercial and industrial companies
are excluded from a REC. However, they can be a contractual or cooperation partner of a REC. It is
possible, for example, for a power supply company to take on the tasks associated with the
administration / control of a REC by way of a service contract concluded with the REC.3!

The EAG foresees the possibility of subsidizing generation plants from the REC (including electricity
storage) through:
— Market premium for up to 50% of the electricity produced within the REC, if not
consumed internally
— investment grants
* For instance, solar PV plants up to 1000 kWp, with our without battery
storage (up to 50 kWh), are entitled to receive investment grants. Up to 30%
of the investment costs can be subsidized
— reduced network charges ("local tariff") for electricity exchanged between members
of the REC via the public grid

The One Stop Shop (Austrian Coordination Body for energy Communities)®? has the responsibility of
making administrative procedures more efficient, faster and transparent. The implementation of
energy communities should proceed in a unified manner at national level. Main tasks are as follows:

— Advice on legal form of the energy community

— Develop a catalogue of typical energy communities

— Development of a subsidy programme

— Coordination with the Ministry of Climate (BMK), national regulatory authority (e-
control) and regional governments (,,Bundeslander*)

— Development of standard contracts

— Guidelines for founding a community

— Hotline

— Information campaigns

— Dissemination of good-practice examples and know-how

— Training for different actors

31 schonherr, 2020: EAG-Entwurf: Energiegemeinschaften als neue Marktteilnehmer! 20 September 2020.

https://www.schoenherr.eu/publications/publication-detail/eag-entwurf-energiegemeinschaften-als-neue-
marktteilnehmer/

32 Hobarth, | (2021): Gebindelte Kompetenz fir Energiegemeinschaften ,Osterreichische Koordinationsstelle fiir
Energiegemeinschaften”. Klima- und Energiefonds, Austria.
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Figure 11: The One Stop Shop (Austrian Coordination Body for energy Communities). Source: Adapate from
Hébarth, 1 (2021): Gebiindelte Kompetenz fiir Energiegemeinschaften ,Osterreichische Koordinationsstelle fiir
Energiegemeinschaften”. Klima- und Energiefonds, Austria.

Italy

With the conversion of the Milleproroghe Decree into law, Italy introduced the concept of Renewable
Energy Communities to transpose the definition from the EU Directive RED Il (2018/2001/EU). The
new law has given Energy Communities legal status by defining the rights of their individual
participants, who will still be free to choose their electricity provider and can name a delegate,
including someone belonging to an external company, to manage flows with the GSE (Gestore dei
Servizi Energetici, the State-controlled Energy Services Operator).

The shareholders or members of energy communities are individuals, small and medium-sized
enterprises, local authorities, including municipal administrations, and the participation in the
renewable energy community cannot constitute the main commercial and industrial activity. The main
objective of the association is to provide environmental, economic or social benefits at the community
level to its own shareholders or members or local areas where the community operates, rather than
financial profits.33

Participation in renewable energy communities is open to all consumers, including those belonging to
low-income families or vulnerable. The points of electricity withdrawal by the consumers that use the
electricity of the energy community must be located within a certain perimeter of the MV/LV
transformer and must be connected to the low voltage grid. The renewable energy plant must
connected to the low-voltage network, through the same MV/LV transformer substation from which
the energy community receives power from the grid.

The participants must produce energy for their own consumption with RES plants not exceeding 200
kW, which came into operation after entry into force of the law. The participants are allowed to share

33 |talian Government, 2020: LEGGE 28 febbraio 2020, n. 8. Conversione in legge, con modificazioni, del decreto-legge 30
dicembre 2019, n. 162, recante disposizioni urgenti in materia di proroga di termini legislativi, di organizzazione delle
pubbliche amministrazioni, nonche' di innovazione tecnologica. (20G00021) (GU Serie Generale n.51 del 29-02-2020 - Suppl.
Ordinario n. 10). https://www.gazzettaufficiale.it/eli/id/2020/02/29/20G00021/sg
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the energy produced using the existing distribution network, either by consuming it immediately or
by storing it in storage systems for use when required.>*

France

The French Energy and Climate Law introduces a framework for “Communauté d’Energie
Renouvelable” (CER) or ‘Renewable Energy Communities’ in article 6 bis A.>* The law prescribes and
amendment of the Energy Code by including an article creating the statute of Energy Community
within Title 1 of Book Il ("Controlling energy demand and developing renewable energies"), given that
Energy communities refer to organizational arrangements between stakeholders and are not only
entitled to produce renewable energy, but also, among others, to provide energy services.

Following the approach of other Member States which have already transposed into domestic law
these provisions (example: Greece), the French law merges renewable energy communities and citizen
energy communities into a single definition by creating a single statute for both.

A Renewable Energy Community is an entity that meets the following criteria:

e Itis based on open and voluntary participation;

e Its shareholders or members are natural persons, small and medium-sized enterprises or
communities and their groups, including municipalities, located near the renewable energy
projects that it has developed or to which it has subscribed;

e Its primary objective is to provide environmental, economic or social benefits to its
shareholders or members as well as to the local territories where it operates, rather than
seeking profit.

Those in effective control need to be located in proximity of the projects of the community.

An Energy Community is authorized to:

e take part in the production of renewable energies, the supply, consumption, aggregation,
storage of energy, the delivery of services related to energy efficiency, recharging services
for electric vehicles or other energy services to its members or shareholders, with particular
attention paid to the fight against energy poverty;

e share within it the renewable energy produced by the production units it owns, subject to
compliance with the provisions of common law in this area and the maintenance of the
rights and obligations of its members as customers;

e access all electricity markets, either directly or by aggregation, in a non-discriminatory
manner;

e benefit from non-discriminatory and proportionate treatment with regard to its activities,
rights and obligations as end customer, producer, supplier or market player practicing
aggregation;

e be treated as an active customer with regard to the consumption of self-produced electricity

34 ENEL X, 2020: Renewable Energy Communities: clean energy for self-consumption. 21 May 2020.
https://www.enelx.com/it/en/resources/stories/2020/05/what-are-energy-communities

35 Assemblée nationale, 2019: Texte visé: Texte n2 2063, adopté par la commission, sur le projet de loi relatif & I'énergie et
au climat, (n°1908 et lettre rectificative n°, 2032). http://www.assemblee-
nationale.fr/dyn/15/amendements/2063/AN/445
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Energy produced by renewable facilities in the community can also be shared among members or
shareholders. On the other hand, a community cannot own a distribution network. However, the
amendment specifies that the operators of public distribution networks must cooperate with the

renewable energy communities "to facilitate energy transfers within said communities".3®

Slovenia

Slovenia has adopted a Regulation on self-supply with electricity from renewable energy sources that
entered into force on May 1st 2019.37 The Regulation, applicable from 1 May 2019, makes several
amendments to the net-metering model, and three types of self-consumption are now possible:
individual self-consumption and two forms of collective self-consumption (CSC) as follows:®

e Collective Self-Consumption in multi-apartment buildings, where the inhabitants can share
electricity from a RES-generation unit located on a building and connected to the low-
voltage network of the building. The electricity is shared between consumers also connected
to the low voltage network of the building.

e Collective Self-Consumption in “RES communities” formed by customers in several buildings.
The RES production unit can be located at a separate building and is connected to the low-
voltage distribution grid and should not have benefited from any RES support scheme.
Electricity from a single RES production unit cannot be used in more than one collective
scheme. Electricity can be consumed through two or more consumption metering points that
are connected to the low-voltage distribution grid of the same low-voltage transformer
station as the metering point of the RES production unit. No legal entity needs to be created.
It is sufficient to have a contract signed between the members of the CSC scheme, defining
how the RES electricity production is divided between them. Thus, the bylaw cannot be
considered implementation of the RES Directive 2018/2001.

In contrast to the requirements of the RED Il, no legal entity needs to be formed; in the ,RES
community” only a contract must be signed between the members of the CSC scheme, defining how
the RES production is divided internally. The decree cannot be regarded as a transposition of the RED
1.

By allowing “RES communities” to be supplied by renewable energies, the net-metering model can be
used by end-users whose buildings do not allow the construction of a power plant due, for instance,
to low solar irradiation in their particular location.®

36 Fabrégat, Sophie, 2020: Communautés énergétiques et autoconsommation: définition et précisions juridiques. Actu-
Environnement.com. 1 July 2019. https://www.actu-environnement.com/ae/news/Communaute-energetique-enr-
autoconsommation-individuelle-collective-33706.php4

37 Government of the Republic of Slovenia, 2019: Regulation on self-supply with electricity from renewable energy sources.
The official gazette of Republic of Slovenia, No. 17/2019, 22.3.2019. Collective self-consumption and energy communities:
Trends and challenges 48 https://www.uradni-list.si/glasilo-uradni-list-rs/vsebina/2019-01-0700/uredba-o-samooskrbi-
zelektricno-energijo-iz-obnovljivih-virov-energije

38 Frieden, D., Tuerk, A., Roberts, J., d'Herbemont, S., Gubina, A., 2019: Collective self-consumption and energy
communities: Overview of emerging regulatory approaches in Europe. H2020 Compile project. Working paper, June 2019.
https://www.compile-project.eu/wp-content/uploads/COMPILE_Collective_self-
consumption_EU_review_june_2019_FINAL-1.pdf

39 Jandl, D., Jozelj, R., 2021: Photovoltaic Power Plants in Slovenia. Institute of Energy for South-East Europe.
https://www.iene.eu/photovoltaic-power-plants-in-slovenia-p5077.html
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The Slovenian government plans to prepare a new support scheme (2021-2023) that will introduce
new forms of incentives including for RES communities.*®

In this section, some examples of energy cooperatives are briefly described. These examples do not
necessarily correspond to the legal definition of renewable energy communities according to the
Renewable Energy Directive (EU) 2018/2001, given that these cooperatives where created before
the RES directive entered into force.

Retenergie, an energy cooperative, developed a PV project in the roof of a local school. The PV plant
was installed as a direct investment of the cooperative and the school gave Retenergie the right to use
the roof. Retenergie is the owner of the plant for 21 years and is also responsible for the specific roof
portion (about 450 m?), located on top of the school gym. At the end of this period, the Province has
the option of acquiring the property of the plant without any additional investment needed. As an
alternative, Retenergie should decommission the plant or the two parties could agree on extending
the current contract.

The Province, together with the school, played a key role in spreading the word about the new PV
initiative and, therefore, in allowing the cooperative to find new members for this project. The equity
share provided by the equity reached about 60% of the total investment. The remaining 40% was a
low interest loan provided by a commercial bank to the cooperative. Given the fact that the project
developer is a cooperative, soft loans are typically granted by the banks.

As a benefit to the province, Retenergie installed a smaller PV plant (about 4.5 kWp) in a different
building also owned by the Province, the agricultural school in Verzuolo. The income of this second
plant is allocated to the province.*

The energy cooperative COOPEM was created in 2017 in the city of Mouscron by citizens, two
entrepreneurs, ENERGIRIS (a Brussels-based cooperative) and Aralia (an investor in PV), with the
support of the municipality of Mouscron. The aim of the cooperative is to make solar power available
to both households and companies.

COOPEM offers products for citizens and local businesses. With administrative support from the
cooperative citizens can purchase PV installations through a collective purchase at a reduced cost. The
company pays a 10% fee as a contribution to the costs of the installation. After ten years, it becomes
the owner of the solar panels.

In Mouscron, houses are terraced houses with narrow facades and small roof surfaces that are not
suitable for installing PV panels. Therefore, as part of the COLECO project, Mouscron has started an
initiative to install PV panels on large roof structures and has chosen a school as a pilot site. The school
roof allows 100 kWp of solar PV. The citizen cooperative pays for the panels. A Renewable Energy
Community (REC) has been created and the school, as the energy producer, is the primary beneficiary.

40 Repubic of Slovenia, 2019: Integrated national energy and climate plan of the republic of Slovenia.
https://ec.europa.eu/energy/sites/ener/files/documents/si_final_necp_main_en.pdf

41 PV Financing Best Practice: Retenergie — Public Building (Italy). H2020 PV Financing Project. http://www.pv-
financing.eu/wp-content/uploads/2015/09/17-IT-Public-Building-Retenergie.pdf
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However, as the school uses little energy, particularly during the summer, part of the energy is sold at
a low price and fed into the grid. Two hundred houses, which are connected to the same low voltage
sub-station as the school, have joined the energy community. Currently, only three of these 200
households have their own PV installation due to their narrow facades, but they are able to use the
solar PV electricity produced at the school.*?

A collective software tool for managing self-consumption has been made available to connected
households. The financial savings on the electricity bill due to the management tool are expected to
be of 10 to 15%. These self-consumers receive two invoices: one from the electricity supplier (as the
system requires maintaining the conventional energy supply as a backup) and one from the energy
community.

COOPEM also participates in the BE REEL project (Belgium renovates for energy efficient living),
launched and led by the city of Mouscron. The project supports the Walloon 2050 renovation strategy
for residential buildings. The strategy sets a priority on an average decline in energy consumption of
75% and a strong increase in the production of renewable energy. The objective is to bring together
entrepreneurs and tradesmen from the Mouscron area to create a cluster of businesses covering all
relevant trades (heating, insulation, roofing, etc.) and to facilitate retrofitting by offering its members
a one-stop-shop that supports them in the administrative steps to retrofit their houses.*

LochemEnergie is a renewable energy cooperative initiated in consultation with the local government.
The local government’s new policy focussed on the production of renewable energy. The local
government found a business partner to set up a large solar power project. City councillors wanted to
involve citizens in the project. As a result, a local renewable energy cooperative was created by citizens
and included as a partner in the project. In this way, business, citizens and government are partners
in the project.*

LochemEnergie is organised as a consumer cooperative to buy renewable energy and sell it to its
members. The cooperative also bought solar PV panels together with its members.

There is a clear separation between the local government and the cooperative; the local government
has no influence on its organisation or policy. Although the local government sees the cooperative as
helpful in reaching their goals in renewable energy, it did not subsidize the start of the cooperative or
provide substantial funding. However, it is in the interest of the local government that the knowledge
developed in a community project remains in the community. The cooperative serves as the means of
maintaining the knowledge within the community. This can spark new local entrepreneurship and
business.

The cooperative has participated in several innovative projects in the region. An example is the new
policy for wind power, which was development through a partnership between different cities in the
region. This partnership involved the cooperative in the project to ensure citizen participation in the
process. The cooperative’s members developed knowledge about wind projects promoted by citizens

42 Eiserman, M., 2020: Combining collective self-consumption and energy-based tourism

Mouscron’s latest projects (Belgium).Energy Cities. January 28, 2020. https://energy-cities.eu/combining-collective-self-
consumption-and-energy-based-tourism/

43 BE REEL. 2021: Belgium Renovates for Energy Efficient Living.
https://webgate.ec.europa.eu/life/publicWebsite/index.cfm?fuseaction=search.dspPage&n_proj_id=6558

44 RESCoop, 2018: REScoop 20-20-20. Best practices Report I.
https://www.rescoop.eu/uploads/rescoop/downloads/REScoop-Best-Practices-Report-1.pdf
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and learned to execute the development process themselves. In this way, the money and knowledge
that would have otherwise been given to external consultants was transferred to the community.

LochemEnergy also participated in the development of a smart grid pilot project that was led by the
grid company. In the Netherlands, large publicly owned companies own the electricity grid. Citizens
cannot develop and own an electricity grid. The grid company intended to develop a smart grid as a
research project to improve its knowledge. The Dutch government paid for the development of the
smart grid. %

The renewable energy cooperative wanted to place solar panels on the roof of the municipal building.
Members would rent the solar panels from the RES cooperative at a price related to the cost of the
energy production.

The cooperative and the electricity grid company agreed that the knowledge would be shared with
the cooperative and a part of the project’s budget could be used to buy solar PV panels. In this way,
the business case for the cooperative improved.

Cooperativa de Energie is a cooperative established in Romania under Regulation 14535/2003 with
the status of a European cooperative society. The cooperative produces and supplies only green
electricity and has about 300 members.*®

The purpose of the cooperative society is to encourage the production and consumption of renewable
energy by creating and developing a community of members who, through association in the form of
a cooperative, can participate directly in the decision-making process. The company's main activity is
the production, supply and marketing of electricity within this community.

Members can be natural or legal persons through a contribution to the share capital of the
cooperative, amounting to at least 100 lei. Participation in the cooperative is based on the democratic
principle of "one member, one vote". Customers become “shareholders” of the cooperative, i.e.
cooperative members. As a long-term goal, every cooperative member should be able to produce their
own electricity, either by installing photovoltaic panels, becoming a prosumer, or by investing in
production capacities with other cooperating members. The Energy Cooperative will buy the energy
produced from renewable sources from the prosumers, having at the same time a supply contract
with them.

The Energy Cooperative aims to provide renewable energy at a price similar to that charged by
traditional energy suppliers and has implemented a simplified contractual and billing procedure.

For the actual power supply, the cooperative uses the existing infrastructure. In case of a power
failure, the obligation to intervene lies with the energy distributor, not with the energy cooperative.

For members, the Energy Cooperative will launch an investment programme in the field of renewable
energy, especially in the field of solar energy. With money invested by members, it will either be
possible to generate new production capacities or to buy existing capacities.

4> RESCoop, 2018: REScoop 20-20-20. Best practices Report |.
https://www.rescoop.eu/uploads/rescoop/downloads/REScoop-Best-Practices-Report-1.pdf

46 Cooperativa de Energie, 2021: Cooperativa de Energie. https://cooperativadeenergie.ro/
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The municipalities Amel and Billingen in Belgium intended to develop a wind park consisting of 4
wind turbines. They understood the importance of involving local citizens as investors to make the
project successful. They also had learned about the successful experience of Courant d'Air, an energy
cooperative founded in 2009 to give citizens the opportunity to participate in the wind energy plant
at Waismes (Belgium). The cooperative pursues projects in the field of renewable energy and energy
efficiency measures and has the legal and fiscal status of a social enterprise (cooperative company
with limited liability). This means that members only seek limited personal profit, and the company
pursues specific social objectives set out in the statutes, distributing only a moderate dividend while
devoting the rest of its financial gains to projects in different domains.

The local authorities of both municipalities organised a call for tenders for the development,
construction and operation of a wind park. Citizen’s engagement was one of the key evaluation
criteria.?’

The public tender was launched in June 2015 and explicitly requested the participation of both local
citizens and the municipalities. Courant d'Air and Ecopower, two energy cooperatives, submitted a
joint proposal offering up to 60% of the project to the municipalities and 40% to local citizens
through the cooperatives. In addition, Courant d'Air and Ecopower included energy efficiency
measures for residential and public buildings in their offer. The two cooperatives were awarded the
project and developed it in cooperation with both citizens and municipalities. The wind park began
operating at the end of 2020 and is a good example of a cooperative business model where both
municipalities and local citizens take part as investors.
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