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The ENSPOL Progct at a glance

Directive 2012/27/EU (commonly referred to as Energy
E N S P “"L Efficiency Directive d EED) requires each Member State (MS

Ena,gysaving\z-{o.,-c-,es to apply an Energy Efficiency Obligation scheme (EEOs) or
alternative policy measures that would deliver a certain
amount of end-use energy savings over the 20142020
obligation period. The ENSPOL (Energy Saving Policieand
Energy Efficiency Obligation scheme$ project has identified
two main barriers to the introduction of new EEOs and
alternative policy measures:

i1 the complexity of setting them up; and

1 the range of different approaches already
implemented in different EU MS (and beyond). MS
must fully understand them before they can make
informed decisions about how to design/optimize
their own solutions or schemes.

In the above framework, ENS P OL 6 s msito suppert

MS that intend to set up new EEO schemes (Austria, Bulgaric
and Greece) or route alternative measures (Netherlands) that
could create synergies with a future EEO, according to the
requirements of the Article 7 of the EED. It also plans to
inform the on-going development of existing schemes

(Belgium, Denmark, France, Italy, Poland, UK), and suppor
MS with an existing EEO scheme to improve it, learning from
and building on existing experiences.

This reportprovides a summary of key outcomes and findings of EMSPOIlproject,
highlighting key results and/or main conclusions drawn from the assessments undertaken
within this project all related to the different optionavailable for implementation oArticle

7 (EBs and alternative measures)
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Main ENSPOL findings and achievements

ENSPOL Dissemination

ENSPOLG6Gs work programme <concl uded dtrategyaThe ompr e h
programme complemented the stakeholder consultation and served to assure a successil
dissemination of the ENSPOL project outcomes and results to the targeted audience.

Stakeholder engagement and Dissemination Achievements

4 ENSPOLNewsletters and 17 Press Releasessent to more than 2,000 recipients

Subscription and promotion through Energy-L and Climate -L mailing lists

15 ENSPOLpartners newsletters  promoting ENSPOL
dissemination activities and outcomes

ENSP@L

6 Papers citing Pofﬁ:;;”*
ENSPOLdeliverables

PALICY RRIEF foprvestes 1015
i of e 1w Eapens Enogy Effcwecy
Obigacion b

ENSPOL

5 ENSPOL
Publications/ Articles Energy Saving Policies
and Energy Effidency
Obligation Scheme
ENSPOL deliverables, wor kshops o ag i
presentations on Energypedia
Social Media Capacity4dev account:
Linkedin 153 Members 27 posts, more than 3,423 views

Facebook 118 Likes

Twitter 163 Followers
MyEuropa platform 243 views
Youtube 441 Views

More than 900 brochures were
distributed in ENSPOL internal
and external events
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1,000 pageviews of the ENSPOL

OResol webpage ENSP@L ooos

More than ninty -five (95)

announcements regarding ENSPOL in &‘ “ i

severalwebpages A /"’
ey @

4,300 visitors, 8,104 sessions and —

23,700 page views on the ENSPOL
website

Enevgy Sawig Fodowes and Enengy
onmycummsoms EUREL |t | SV

T T— . Synergies with twelve (12) IEE, FP7 projects anc

O3nyia ya mv EGowavdpnon Evipyek A 4 S . R .

Aodpo - Emasirmon mE v | - * LT relative initiatives
@ Npavapitve 305C domonigen); - Kolorirg.

i D14, V150 Fot TR OEAAER § oot ermdiean
Evepyng, 1640 0k 301 & Tuaperoqt nav e rpu enl 160 curakezd o1egEy L. ) . )
st s + Semypss o Participation in sixty -two (62 ) external events/
-] [ .| m | workshops/conferences

73  participants in the ENSPOL
Workshop on Article 7 of the EED: Energy
Efficiency Obligation Schemes (EEOs
and alternative measures

44 participants  in the 1% ENSPOL EL
Observatory Workshop in Brussels

87 participants in the 2" ENSPOL EL
Observatory Workshop in the Hague

60 participants in the 3 ENSPOL EL
Observatory Workshop and Final
Conference

More than 300 participants in the
National Observatories meetings

More than 65 0 participants in the
training courses.

More than 200 participants in the
seven ENSPOL webinars

More than 800 participants in the
seven ENSPOL capacity building
workshops
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Platform

Live sinceMarch 2016
12,500 visitors since it went live

User satisfaction 67% satisfied or
highly satisfied

Country level information  were the
most commonly visited page

Users thought the most useful aspect of
the platform was to provide a platform
for discussion and knowledge sharing

Knowledge sharing platform
Article 7 Energy Efficiency Directive

This pheaformie part of & Europesn furied project,caed ENSPOL that focuses on
jng knowledge: ad experierce between stakeholders across Europe onthe

‘Wewoukd ke that afl visitorsand usess o the “Knowledge Sharing Platform:

Energy Effciency Directve” have a saf, pleasant and friendly xperience on the website.
Al users of e piatfonmanc sy Kind of contitions they ke to the plsformace.
therefore boure by i Code of Corduct.

The overall objective of ENSPOL is to help MSmplement article 7 of the EE Directive by setting
up, revising and implementing robust EEOs schemes or alternative policy measures while

providing appropriate information and too

Is.

Specific objectives (during the action)

The ENSPOL initiative aims at thdollowing specific objectives.

o Primarily, it aimed to support the |
energy efficiency through providing
Article 7.

mplementation of the 2012/27/EU directive on
inputs directly relevant to the implementation of

An important specific objective wasto assessthe relative strengths and weaknesses of
EEOs and alternative measures (such as energy efficiency feedin tariffs) based on the
existing experiences and plans of MS, and subsequently, to make recommendations for
the most appropriate approaches against diff erent criteria and under different conditions.
To this end, ENSPOL also examirg similar schemes outside the EU, based on the
arguments that they offer good basis for comparisons (e.g. US and Australian schemes).

o Secondly, ENSPOltried to improve the knowl edge and capabilities of MS  (both within

and outside of th
for the implementation of Article 7

e projectd partner countries)
(EEOs and alternative measures). To strengthen this

policy objective, ENSPOL also ases®d and exchanged information on how best to
combine obligations and innovative alternatives with more traditional, but still important,
policies, including tax mechanisms and product and building standards. ENSPOL

supported the implementation of
monitoring and verification guidelines

EEOs and alternative measures by developing
in line with the requirements of the EED.

ENSPOL Publishable Report September 2016 7
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A third objective was to ensure the effective engagement of the broad range of
stakeholders with an interest in the implementation of Art icle 7 and promote a wide
consultation and knowledge exchange among policy makers and key stakeholders. Thus
ENSPOL ensurd the opinions and views of all interested parties are taken into account
and the pros and cons of the different options available are reflected in an objective
manner. Through the wider stakeholder consultation process, ENSPOL inforred and
assised different stakeholders in the participating MS to maximize the benefits to them of
such schemes.

Strategic objectives (for the longer term  to 2020)

The ENSPOL initiative aims at the following strategic objectives:

o

To improve the knowledge and capabilities of MS (both within and outside of the
project) with regards to the different options a vailable for implementation of Article 7
(EECOsandht ernati ve measures) towards the EUS
incoming targets.

To ensure that energy efficiency policies make a major, long term contribution to the
energy, environmental, economic and security goals of the EU and MS .

To strengthen cooperation and improve the dialogue between key stakeholders across
the EU at all levels and across all relevant target groups with regards to policy development
and implementation relating to Article 7 EED.

To disseminate the results among the EUMS and create and sustain (beyond the project
period) an active platform for knowl edge
Observatoryd), which wil!/ be .supported by

To facilitate Article 7 compliance in participating MS.

To support the implementation of effective EEO schemesor alternative measures in MS
or adaptation of the schemes in order to increase their effectiveness.

ENSPOL Publishable Report September 2016 8
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Organisation of the ENSPOL work

STATUS QUO OF ALTERNATIVES TO
EXISTING EEO EEOS

ENGAGEMENT SYNERGIES PLATFORM

o OPTIMAL S0 NATIONAL - EU
{\

MANAGEMENT

‘ ¢ ! ,
 poucyMix  CUPRMS 1 opseruaory  OpservaToRY
PoLicYy EVALUATION & GUIDELINES IN = PoLICY IMPLEMENTATION &
NATIONAL CONTEXT -~ OBSERVATORIES
g v

y
- & v

INFORMATION POLICY EVENTS

COMMUNICATION ACTIVITIES

Figure 1: ENSPOLMethodological Frame

Legislation (background on Article 7)

Directive 2012/27/EU, commonly referred to as the Energy Efficiency Directive - EED,
requires each Member States (MS) to applyenergy efficiency measures and sets several
ambitious objectives for 2020.

As prescribed in Articl es 7 and 20 of the Directive, each MS must adopt policy measures in
order to set up an Energy Efficiency Obligation scheme (EEQOSs), or alternative policy
measures that would deliver a certain amount of end-use energy savings over the2014 - 2020

obligation period.

According to Article 7:

0That target shall be at | east equival en
2014 to 31 December 2020 of 1,5 % of the annual energy sales to final customers of all ener
distributors or all retail energy saks companies by volume, averaged over the most recer
threey ear period prior to 1 January 2013.6

ENSPOL Publishable Report September 2016 9
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ENSPOL Target Groups

Within ENSPOL promotional and informative material has been produced and published from
ENSPOL partners, in order to communicate and itteract with the wider public, to promote the
main targets of ENSPOL and to give a comprehensive review of the activities that have been
completed. The feedback received from both the interested stakeholders and the public is very
positive, while a significant number of experts from different fields contribute to the ENSPOL
main targets and initial results. Based on the ENSPOL outputs and the knowledge obtained,

specific communication actions have taken place for each of the different target groups
engaged to the programme.

Associations of
Consumers/
General Public
Policy Makers Professionals
(EU and and their
National Level) associations

Regulatory
authorities

Financial
Institutions

Stakeholder

networks

Transmission
System
Operators &
Distribution
System
Operators

Industry
Associations

Energy Supply Regional and
(energy sales Local
companies) Authorities

Figure 2: ENSPOL Target Groups
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Key findings

The EU Member States (MS) have opted for various policiesand measures to achieve energy
savings in order to comply with the Article 7 EED requirements. Most MS make use of a

combined approach through Energy Efficiency Obligation (EEO) schemes and alternative
measures (such as financing policies, regulations, information campaigns and others), while
very few have relied only on EEOs or only on alternative measures. Té figure below

demonstrates the current situation in the EU, although there are advanced discussions in few
MS for policy modifications (such as the Netherlands and Czech Republic)

eV o

. . Alternative measu

D EEO schemes

RIBELN

I:l Combination
(EEO schemes
& Alternatives
Measures)

I:l Not specified yet

EPAM

RORDCOT ALGERIA

Figure 3:Status of EEOs and alternative policies in the EU

Throughout ENSPOL it was remarked that there is a growing tendency from MS towards
selecting EEOs The main reasons are:

1 Uncertainty in achieving energy savings targets with existing policies

1 New realities in energy markets, which are difficult to be captured by existing policies

1 Lack of public finances, which leaves more power to the market to see alternative
financing tools

ENSPOL Publishahle Report September 2016 11
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Existing Energy Efficiency Obligation (EEO) schemes in the EU

ENSPOL analyzexisting EEOs within theEU; i.e. those of Belgium (Flanders, endedn 2012),
Denmark, France, Italy, Poland and the United Kingdom. Some of these EEOs are already well

documented in the peer reviewed literature and in national evaluation reports; some others
not, such as the scheme of Flanders and Poland. The informationregarding the existing
schemes isupdated based on national stakeholder consultation in order to present an actual
updated shapshot of the existing EEOs. The next table summarizes important characteristics
of the current schemes.

Table 1: Important characteristics d the current schemes

Design EEO UK France Italy Poland Flanders Denmark
(since 1995)  (since 2006) (since (since (2003 - (since
2005) 2005) 2012) 1990)
Mt COzsavings k Wh o Cu m 2005-2013: TWh yearly, Firstyear, First year,
Target over lifetime final energy Mtoe yearly ,  final energy primary final energy
setting Heat cost savings over primary savings energy savings
reduction for lifetime taking energy savings
vulnerable an in-use factor  savings
households (4%) into Since 2013:
account million of
white
certificates,
incl. lifetime
Mainly Energy Saving White Energy Financial Mainly
Type of subsidies Certificates; Certificates Efficiency support advice and
measures incentives to Certificates  (premiums)  subsidies
consumers as and
low interest information
loans or primes campaigns
Households All final All final Households, All final All final
Scope consumers, but  consumers, commercial ~ consumers, consumers,
sector mainly except and industry  but mainly , but mainly
households. electricity households  industry
generation. and
Mainly households
industry.
Gas and Suppliers of gas, Electricity and Energy Electricity Grid and
Obligated Electricity electricity, LPG, natural gas companies distributors distribution
parties suppliers heating oil and  distributors selling gas, companies
district electricity for
heating/cooling. and heat electricity,
Also wholesalers gas, district

September 2016 12
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of autogas and heating and
gasoline/diesel oil

o Ofgem, DGEC GSE MoE VEA Technical

Administra regulatory (Directorate operating (Ministry (Flemish Working

tor body electricity General for WhC scheme, Economy): Energy Group

and gas Energy and GME general Agency)
market Climate) and providing supervision,

PNCEE (National WhC market ERO (Energy

Authority for platform Regulation

Energy Saving Office):

Certificates) operational

role
Transfer Fungibility; Trading, Trading, Transfer Transfer
Flexibili ty between eligible parties; bankability substitution between between

suppliers or trading; fees years years and
between bankability between
scheme phases between parties

periods; transfer
between parties

ENSPOLdetected the following strong characteristics and areas for improvement of EEO
schemesdrawing on the performance of the existing schemes.

First of all, EE@® have delivered in general very substantial improvements in energy efficiency
within MS. They have demonstrably been a factor in a large fraction of the energy efficiency
improvement achieved. Placing obligations on energy suppliers in a competitive market has
been successful in that targets have, with rare exceptions, been delivered. Inaddition, EEOs
have developed incrementally and grown steadily in scale, resulting in growing targets over
the years (higher savings realized) Many of the existing schemes started with low targets, but
were increased over time, allowing a "learning" period for subject under the obligation. In the
UK and Denmark, EEOs have been in place for around 20 years, and became an important
component of the national policy mix.

Overall, the majority of savings have originated from relatively low cost energy measures in
the buildings sector. This means that EEOsdeliver predominantly very cost effective savings,
which have reached large numbers of households and organizations. The approach has been
different in Denmark and Italy, where most savings originated from the industrial sector. This
illustrates the flexibility of EEO as a policy instrument, and its adaptability to national
circumstances andpolicy priorities. The challenge for EEOs is adapting to continue to deliver
savings, as the lowcost mass market techrological savings opportunities reduce. It is difficult,
for example, to see how EEOs could support deep and complex refurbishment.A key question
for the dynamic efficiency of EEOs is they cansupport technical innovation or behavioural
change, or are EEOsunsuited to this?

September 2016 13
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One option for moving towards innovation is to move focus from the buildings sector towards
industry and transport. Denmark and Italy haverealized strong savings in the industrial sector,
while France is one of the few that obliges suppliers of automotive fuel to achieve energy
savings. Including such sectors in the scope of the EEO, allows targeting a much more
ambitious objective, while increasing the competition between obligated parties and the
diversity of offers and business models developed to reach final consumers.

Next to EEOs, afinancial support system by means of subsidies, closely linked to extensive
information and awareness raising campaigns, is an effective way to save energy and raise
awareness of energy efficiency. h some MS, EEG scheme is still quite unknown or
misunderstood by end users (such as inDenmark and France).lt is thus key to improve the
communication around the scheme towards all its potential beneficiaries. Public campaigns
and giving advice do not necessarily trigger direct energy savings but are a prerequisite to
increase the awareness and undestanding of energy efficiency. Moreover, having a strong
focus on low income groups enables all income groups to benefit (such as in the UK, Ireland).
Allowing obligated parties to fully recover their costs (tariff reimbursement) has been crucial
in order to remove economic risk from the obligated parties.

An effective EEOscheme needs to achieve a balance between rules and procedures that are
simple enough for obliged parties to work with, while being complex enough to meet
requirements for additionality, flexibility, auditability and transparency. Having a catalogue of
standardized actions listing best practices in terms of energy efficiency measures and deened
savings that can be expected from these measures can be very effectiveThese deemed saving
projects can be fundamental during the first years of the scheme. Besides simple rules, it is
important to work with a continuous improvement approach (re -design) and to monitor the
evolution of the scheme and of the market. Increasing the transparency (such ascalculation
methods, detailed results per sector), in addition to a proper evaluation of the scheme (cost
effectiveness), can result in a highe effectiveness of the scheme.Most schemes, including
those in Flanders and France, have not undertaken quantitative expost evaluation.

MS which are later adopters of EEO schemes can benefit from otherMS6 e xper i ence. B
designing its own EEO, Poland studiedthe schemes in Italy, France and Denmark. However,

learning from experience does not necessarily ensure that the EEO will be problemfree. In
Polandds case, there has been a negative reactioc
it is currently being extensively re-designed. This practicallyillustrates that schemes also have

to reflect national context, asno two EEOs are the same. They differ in many respects, including

the number and type of obliged parties (distributors or retailers; type of energy supplied:

electricity, gas, heating oil, district heating, transport fuel), eligible sectors, eligible projects,

monitoring, the fund raising mechanism, and the metrics used for target setting.

Planned EEO schemes in the EU

Following the examples in MS with existing EEOs, ENSPOL has carried out an analysis in MS
that declared in their plans to adopt an EEO scheme (often linked to alternative measures)
namely in Austria, Bulgaria, Estonia, Hungary, Lithuania, Luxembourg, Malta, Ireland, Spain and
Slovenia. In contrast to the EEOs popularity as a policy instrument, the actual design of the

September 2016 14
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EEO scheme isonly briefly described in the MS notifications. In addition, the stakeholder
consultation within MS indicated that the actual implementation of EEO s can still change
compared to the original concept. The table below summarizes the key characteristics ofthese
planned EEOs

Table 2: Key characteristics ofthe planned EEOs.

Country Spain Malta Lithuania Estonia Slovenia
Target ktoe final 2014-2020: GWh 0 18rgets so 2014-2020:
. energy A far. General No targets ,
(savings) per . annual primary : ) GWh yearly final
car savings per eneray savingas compliance with set so far energy savings
y year. 9y 9 EED targets. 9y 9
All end-users
sectors,
. _— i
. Mainly buildings besides . Households and
Scope - Electricity transformati ;
and the commercial
sector All sectors consumers industrv. but on, sector. incl
related (households) W distribution ' ;
focus unclear transport
and
transformati
on sectors
1st period:
financial .
. Smart metering
equivalent to Investment
. . system & )
savings will be . support; Linked to
. behavioral L . .
paid by Contribution  financial
) change from .
obligated . s to the mechanism
- 2016; Progressive Not proposed B "
Type of parties to the . . . Energy Eco-Fund
. rising block tariff ~ at this - ) .
measures National Efficiency financing
system from stage ) . .
Energy 2014 National investments in
Efficiency discouradin Fund; energy
Fund. At a aing information efficiency
overuse; Free L
later stage: . activities
. audits
white
certificates
All traders of
. Energy
electricity, .
: : distributors :
gas, liquefied . Suppliers of
Enemalta : or retail ..
petroleum . Electric DSOs; electricity, heat,
: Corporation energy sales A
Obligated gases and Gas company; .. gas and liquid
: (monopoly L : companies in .
parties wholesalers eleciricity District heating as and solid fuels
operators of . companies gas, . to final
. distributor) electricity
oil products, o customers.
: ; and district
inclusive heatin
transport 9

Improving energy efficiency is the main driver of the new EEO schemes, in contrast to existing
schemes like the UK where CO2 savings and limiting fuel poverty are also imporant. The main

September 2016
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obligated parties are energy suppliers, followed by energy distributors who will realize
efficiency improvement in different end-use sectors. Most MS allow obligated parties to
generate savings in all end-use sectors, but the residential sec¢or is often indicated as a
preferred sector. Concerning the flexibility mechanism, trading of certificates/credits is often
allowed, at least as an option, although the trading conditions are not yet described in detail.

Context profiles of MS with plan ned EEOs

ENSPOL further analyzed the context pofiles of MS aiming to adopt or adapt an EEO based
on secondary data from existing databases and stakeholder input for relevant indicators. The
profile is linked to the general preparedness/capacity of each MS assessed with the help of
contextual indicators. Challenges related to the different evaluation aspects, which call for
attention, were identified. The analysis undertaken thus aims to provide insights as to how the
general context of MS, from multiple pe rspectives (such aseconomic and market perspective,
institutional and others), can be enhanced to facilitate the implementation of EE measures in
general as well as EEOs. The rationale is that general external parameters (e.g. economic,
environmental, market structure, governance, socio-political) may enable or impede intended
policy impacts, which is al so r eceagnntiez eedv ablyu atth eo
released by the European Commission (EC 2018 which states that policy evaluators should
examine whether such contextual factors can be identified.

A composite ranking of MS was conducted to incorporate the importance of all criteria based

on a simple average across aM$3witktlong tradition iREEOT he 0 u s
schemes lke Denmark and the UK, as well advS with advanced energy intensive economies,

mature markets and institutional capacity that have opted for alternative measures (for
instanceGer many, Net herl ands and Sweden), whose cont
as more favorable for EEOs. In addition Slovakia, Lithuania and Slovenia are also comparatively

higher ranked, presenting a moderate economic capacity, elevated energy saving potential

and a positive social stance on their energy and gas market services. Itvould still not be clear

yet whether that stance reflects a whish or acceptance for an EEO scheme.

Table 3: Overall country ranking 0 all criteria with equal weights

Overall Ranking

Luxemburg
Germany
UK
Netherlands
Denmark
Sweden
Austria
Slovakia
Ireland

© 00 N O 0o~ WN P
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10 Lithuania
11 Slovenia
12 France
13 Estonia
14 Belgium
15 Malta

16 Poland
17 ltaly

18 Spain

19 Bulgaria
20 Portugal
21 Hungary
22 Greece

Finalizing the list of suitable MS, we find almost all Mediterranean MS in the list (Greece,
Portugal, Spain, Italy and Malta) as well as Bulgaria and Hungary poorly ranked mostly due to
their unfavourable economic climate still under recession; related market challenges such
difficulties in access to finance as wellas weak governance and administrative capacity. It is
worthy of note that Italy, with a long and successful tradition with an EEO scheme is also placed
comparatively lower in the list of MS. These issues highlightthe fact that the ranking is not

reflective of MSG (i ncity tocimpfement such a scheme, but it can be rather used for
emphasizing on background differences and similarities among MS and potentially guiding

them in exploring similar design practices adopted within comparable decisional contexts.

For each of the selected criteriaindicators, ENPOLconducted a cluster analysis of MS based
on their rankings against selected indicators. Cluster analysis is a statistical technique that
allows us to generate groupings among observations (in our case MS under compliance with
Article 7 requirements), according to their proximity or similarity to each other in terms of a
series of variables.

Table 4: Cluster membership of MS regarding their economic status quo

Cluster ) )
_ MS in the groups (Wards algorithm)

Membership

Austria, Denmark, France, Germany, Ireland,
1%t Cluster

Sweden, The Netherlands, UK
2" Cluster Sovenia, Lithuania, Poland
3" Cluster Greece, Italy, Portugal, Spain

In average, MSin the first cluster are the in the top 10 MS in GDP per capita while half of the
MS in the group (Austria, Denmark, Sweden, The Netherlands) present a central government

September 2016 17



Cofunded by the IEE Programme of the EU E L
/ 2y GNY O0 bcY L99KkMOKYHRN Néﬂ;}g{m

debt below the EU-28 average. Regarding energy consumption trends,MS clustered together
in the first group are all particularly energy intensive yet with moderate EE gains (%) since 2000
and medium energy dependency (lreland, Austria and Germany present the highest
vulnerability to energy supply from MS in the group). For MS such as Denmark, with a long
tradition for focusing on energy ef ficiency, one explanation for their relatively lower rankings
in EE gains, maybe that ambitious measures, already implemented for two or three decades,
could have already utilized low hanging fruits. These MS also present improved market
capacity in terms o f el evated SMAF index SME®Ss, rel ati ve
electricity and gas supply and retail markets. Finally 5 out of 8 MS clustered in the first group
either rely solely or for the most part (with a contribution to target achievement of over 75%)
on EEO schemes to bring about their targeted savings until 2020 (except for Austria, Ireland
and the UK). Germany, Sweden and the Netherlands opt for alternative measures. Denmark,
France and the UK, allMS with long -experience with EEO schemes are art of this group, for
which reportedly, minimum or no challenges at all exist regarding administering, monitoring
or enforcing the scheme.

MS in Cluster 2 are somewhat in between presenting the highest energy intensities of all MS
combined with elevated EE gains in 2013 and somewhat favourable market indications in terms

of access to f i nanc énedrization iftheEedesgy mankdt. Yetgavdrnarce o f
capacity comprises a significant challenge for MS of the second group. Finally, MS in the last
cluster have the lowest values in almost all indicators. Luxembourg as an outlier is not included

in any of the clusters but due to its extremely favourable economic and market conditions and
improved institutional characteristics, it should be considered among the MS prepared for an
EEO scheme.

EEOs outside the EU

There is significant experience of EEOs in severalountries outside the EU. ENSPOL analysed
relevant non-EU experience, including both design and results of EEO policies, anddrew
relevant recommendations for MS considering EEOs as a means of implementing the Article 7
of the EED. The most likely norEU jurisdictions to provide useful information for EU and MS
stakeholders and policy makers have been identified, based on longevity of experience, scale
and good evaluation of EEOs. The basic lessons originate from the USA & California and
Massachusetts, one province of Canada Ontario, one state of Australia d Victoria, and India.
Using a combination of literature review and stakeholder interviews, experience in these
schemes has been described and analysed, and the lessons for the EU are presented below.

The diversity of designs and results of EEO policies outside Europe is very large. In all cases,
policy design is influenced by the specific economic and political context of the jurisdiction
and the design is strongly affected by the governance of energy industry. It would therefore
be unwise to draw universal conclusions that can be transferred to other jurisdictions.
However, there are some general conclusions that can be drawn, from which broad
recommendations can be deduced.

The stated immediate policy objective of EEOs is invariably the reduction of energy demand,
either absolutely or below the business as usual trend. There is a range 6 broader policy
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objectives that can underpin this objective, including economic, environmental, energy

security goal, industrial policy goals and a combination of all of these. The metric of energy

saving (final energy, primary energy, peak demand, carbonand others) provides some insight

into the main driver, but is also influenced by history and evaluation issues, so is not necessarily
a reliable indicator of all policy goals. There is evidence that the breadth of benefits of energy

efficiency allows policy stability even when the primary goal changes. In some cases in the
USA, the is an explicit comparison between energy efficiency and supply, with the targets
determined with respect to cost effectiveness of energy efficiency and the concept of energy

eff i ciency as a 6preferred resourcedd.

The design of EEOs reflects both the stated policy goals and the institutional and market
framework of the jurisdiction. In most cases, their use has been in privately owned, regulated
utilities, but with a variety of le vels of competition and types of market. In the USA, there is
partial (Massachusetts) or no (California) retail competition and a mixed system of energy
utilities dominated by large privately owned utilities. Regulation incentivizes utilities to
undertake energy efficiency programmes through design of price controls rather than
guantitatively specified obligations. In Victoria, there is a fully competitive retail market with
the EEOs placed on retail companies that are not price regulated. Ontario is in anintermediate
position, with a competitive retail market and EEOs on the distribution utilities.

These jurisdictions design, deliver and evaluate EEOs through electricity and gas utilities
(distribution, retail or bundled companies). EEOs are therefore limted to the regulated energy
markets of gas and electricity rather than being more broadly based across a wider group of
fuels. Design is intended to incentivise delivery that is cost effective. In the case of the US states
examined this includes explicit consideration of the cost effectiveness of EEO programmes in
comparison to new supply, with price regulati on
utility profits are consistent with this goal. In Ontario, the distribution companies have a
performance incentive with a similar aim. In competitive retail markets in Victoria, where as in
Europe fixed quantity EEOs are used, it is assumed that retail competition incentivizes efficient
delivery. Only in Victoria is cost effectiveness in doubt. We conclude that EEOs are a viable
policy instrument across a range of ownership and regulatory structures, including all those
compliant with EU electricity and gas regulation.

In these jurisdictions, EEOs are notestricted to specific sectors and in all casesthere is either
no restriction on the range of technologies or a wide scope of prescribed technologies.
However, the use of other policies and cost effectiveness drivers tend to focus the use of EEOs
to specific areas. In practice, in all cases the predominantfocus is on energy use in existing
buildings (residential and non-residential), in particular fabric and heating system
improvement for gas, and HVAC, lighting, appliance and standby power control for electricity.

India has a very different approach with EEOslaced on industrial energy consumers, of which

electricity generation companies form the largest, but far from only, sector. Smaller energy

users are outside the system. This very differer
a newly industrializing country. Its relevance to the EU may therefore be limited, but it does

show the feasibility of extending EEOs far beyond regulated network utilities.
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In all these examined cases, the energy savings are significant. Still, his should not be
interpreted as a universal conclusion or even the norm, as we have deliberately selected
examples seen to be successful; there clearly are cases of less wellesigned and less ambitious
EEOs. The different metrics used across different jurisdictions (gas and eledity; energy and
carbon; annual and cumulative; annual and lifetime) make comparison of scale very difficult.
However, is all case we estimate that the scale of the obligations across the regulated sectors
is ~1% demand reduction annually, i.e. of the same order of magnitude of the requirements
of Article 7 of the EU Directive. Overseas experience is therefore consistent with the view that
EEOs can, as intended, play a significant or dominant role in the scale of energy efficiency
improvement mandated by Atrticle 7.

As with any policy instrument, EEOs raise other issues for policy makers. In the jurisdictions
where EEOs are placed on gas and electricity utilities, the energy efficiency measures benefit
some end users and lead to increased retail costs for he utilities, which can be expected to
fall on the broader group of utility customers, whether through explicit price regulation or
market forces. In other words, EEOs raise energy prices to some extent and redistribute
resources from the whole customer base to programme beneficiaries. The extent to which
these impacts are problematic depends on the social and political context as well as specific
design issues. In many cases, there are programmes focused on low income households,
funded out of EEOs or otherwise, that address the most obvious potential inequalities. In India,
both the costs of investment and the savings benefits accrue to the individual obligated
company. Trading of white certificates is intended to provide flexibility and economic
efficiency.

In practice, in all examined jurisdictions, EEOs arepart of a broader package of energy
efficiency policies, recognizing that EEOs may not be the most efficient or effective way to
deliver R&D, improved efficiency products or community engagement. The consensus of
experts is that product and building standards play an important role in energy efficiency
policy as a whole and cannot realistically be substituted by EEOs. Most EEOs are designed in
such a way that savings are only credited from a baselinedetermined by the relevant product
standard (or market average performance) so that standards and EEOs are generally additional.
In addition, there is a consensus that R&D and information programmes are complements to
support for individual measures, but that these cannot be easily funded by EEOs are the
savings are more difficult to evaluate.

We also found concern amongst experts about the usefulness of EEOs for future challenges,
even those highly supportive of EEOs in jurisdictions where they are used swacessfully.
Essentially the concerns arise from two issues. The first is that, as low cost energy efficiency
measures are used and energy efficiency programme costs rise, this will be reflected in energy
prices and crosssubsidies, which may become politically problematic (even where still cost
effective). The second concern is that whilst some energy companies are wellplaced to deliver
energy efficiency, especially low cost and straightforward measures, they are not necessarily
the best placed organizations to undertake major building refurbishment and therefore that
implementing energy efficiency programmes in this way may restrict the innovation that will
be needed.
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Based on this overseas experience, the recommendations for policy makers in the EU using
and considering EEOs are as follows:

1 EEOs should set ambitious goals, at least after a learning phase, i.e. at a level of the
order of magnitude of 1% annually.

1 EEOs can be used in a variety of market structures, but the details of design need to
reflect this structure.

1 Obligated utilities should be either required or incentivized effectively, i.e. with
penalties or incentives that make non-delivery less profitable than delivery.

1 EEOs should be designed to focus on delivering benefits over and above those hat will
result from minimum standards.

1 EEOs should not be used alone, but as part of policy packages that include minimum
standards, support for innovation and consumer engagement.

1 Policy makers should continue to investigate innovative approaches to delivery using
actors other than energy companies.

There are some other areas of policy, where some EWS are using EEOs more widely than the
other jurisdictions analyzedin ENSPOIL for instance more widely than buildings and for fuels
other than oil and gas, which cannot provide any comparative insight to the EU experience

Alternative policies to EEOs

ENSPOLanalyzed key notified national alternative measures as well as their design specifics,
defined as those planned to make the largest contribution to t he targets set out in Article 7.
Since it is estimated that alternative measures will generate more than half of the savings (i.e.
60%) of Article 7 by 2020, this assessment is important as it provides evidence on whether or
not alternative measures are lkely to achieve their goal, how are these contrasted to EEOs and
which are the potential implications that may impede their eminent implementation.

Classification of Alternative policy measures

For some MS, alternative measures are designed in order to be a positive complement to an
existing or planned EEQ Yet for some others introducing or strengthening alternative policies
such as standards, taxation and support for infrastructure and human systems, outside the
remit of utilities , are preferred and are deemed necessary to meet the energy saving target.
Different mixes of measures are opted in order to achieve the total target. Some MS opt for a
very large number of measures (most of them existing), such as the case of Netherlands
proposing a list of 34 measures, while other MS follow a more minimal approach notifying a
small number of measures to complement energy saving efforts to non-target sectors under
the EEO. For example, Italy proposed a combination of a subsidy and fiscal scheme to support
energy efficiency in the residential and public sector, complementing the savings resulting
from the EEO applied primarily in the industrial sector.
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