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I

(Information)

COMMISSION

Euro exchange rates (1)

10 August 2005

(2005/C 196/01)

1 euro =

Currency Exchange rate

USD US dollar 1,2377

JPY Japanese yen 137,40

DKK Danish krone 7,4619

GBP Pound sterling 0,69035

SEK Swedish krona 9,3545

CHF Swiss franc 1,5566

ISK Iceland króna 79,47

NOK Norwegian krone 7,8965

BGN Bulgarian lev 1,9558

CYP Cyprus pound 0,5735

CZK Czech koruna 29,362

EEK Estonian kroon 15,6466

HUF Hungarian forint 243,61

LTL Lithuanian litas 3,4528

LVL Latvian lats 0,6960

MTL Maltese lira 0,4293

PLN Polish zloty 4,0337

RON Romanian leu 3,4232

Currency Exchange rate

SIT Slovenian tolar 239,53

SKK Slovak koruna 38,480

TRY Turkish lira 1,6316

AUD Australian dollar 1,6207

CAD Canadian dollar 1,5000

HKD Hong Kong dollar 9,6167

NZD New Zealand dollar 1,7823

SGD Singapore dollar 2,0411

KRW South Korean won 1 255,83

ZAR South African rand 7,9046

CNY Chinese yuan renminbi 10,0330

HRK Croatian kuna 7,3680

IDR Indonesian rupiah 12 086,14

MYR Malaysian ringgit 4,637

PHP Philippine peso 69,095

RUB Russian rouble 35,1580

THB Thai baht 50,682
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Non-opposition to a notified concentration

(Case COMP/M.3754 — Strabag/Dywidag)

(2005/C 196/02)

(Text with EEA relevance)

On 23 June 2005, the Commission decided not to oppose the above notified concentration and to declare
it compatible with the common market. This decision is based on Article 6(1)(b) of Council Regulation
(EC) No 139/2004. The full text of the decision is available only in German and will be made public after
it is cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32005M3754. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)

Non-opposition to a notified concentration

(Case COMP/M.3779 — Pernod Ricard/Allied Domecq)

(2005/C 196/03)

(Text with EEA relevance)

On 24 June 2005, the Commission decided not to oppose the above notified concentration and to declare
it compatible with the common market. This decision is based on Article 6(2) of Council Regulation (EC)
No 139/2004. The full text of the decision is available only in English and will be made public after it is
cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32005M3779. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)
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Non-opposition to a notified concentration

(Case COMP/M.3850 — G+J/Styria Medien/JV)

(2005/C 196/04)

(Text with EEA relevance)

On 29 July 2005, the Commission decided not to oppose the above notified concentration and to declare
it compatible with the common market. This decision is based on Article 6(1)(b) of Council Regulation
(EC) No 139/2004. The full text of the decision is available only in German and will be made public after
it is cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32005M3850. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)

Non-opposition to a notified concentration

(Case COMP/M.2970 — GE/ABB Structured Finance)

(2005/C 196/05)

(Text with EEA relevance)

On 5 November 2002, the Commission decided not to oppose the above notified concentration and to
declare it compatible with the common market. This decision is based on Article 6(1)(b) of Council Regu-
lation (EEC) No 4064/89. The full text of the decision is available only in English and will be made public
after it is cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32002M2970. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)
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Non-opposition to a notified concentration

(Case COMP/M.3830 — Goldman Sachs/Treofan)

(2005/C 196/06)

(Text with EEA relevance)

On 29 July 2005, the Commission decided not to oppose the above notified concentration and to declare
it compatible with the common market. This decision is based on Article 6(1)(b) of Council Regulation
(EC) No 139/2004. The full text of the decision is available only in English and will be made public after it
is cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32005M3830. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)

Non-opposition to a notified concentration

(Case COMP/M.3857 — SITA/Flughafen Düsseldorf/FDITG)

(2005/C 196/07)

(Text with EEA relevance)

On 29 July 2005, the Commission decided not to oppose the above notified concentration and to declare
it compatible with the common market. This decision is based on Article 6(1)(b) of Council Regulation
(EC) No 139/2004. The full text of the decision is available only in English and will be made public after it
is cleared of any business secrets it may contain. It will be available:

— from the Europa competition web site (http://europa.eu.int/comm/competition/mergers/cases/). This
web site provides various facilities to help locate individual merger decisions, including company, case
number, date and sectoral indexes,

— in electronic form on the EUR-Lex website under document number 32005M3857. EUR-Lex is the on-
line access to European law. (http://europa.eu.int/eur-lex/lex)
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EUROPEAN ECONOMIC AREA

EFTA SURVEILLANCE AUTHORITY

Invitation to submit comments pursuant to Article 1(2) in Part I of Protocol 3 to the Surveillance
and Court Agreement on State aid regarding the Norwegian Energy Fund (Case 57473, former

47756)

(2005/C 196/08)

By means of Decision 122/05/COL of 18 May 2005, reproduced in the authentic language on the pages
following this summary, the EFTA Surveillance Authority initiated proceedings pursuant to Article 1(2) in
Part I of Protocol 3 of the Agreement between the EFTA States on the establishment of a Surveillance
Authority and a Court of Justice (Surveillance and Court Agreement). The Norwegian Government has
been informed by means of a copy of the decision.

The EFTA Surveillance Authority hereby gives the EFTA States, EU Member States and interested parties
notice to submit their comments on the measure in question within one month from the publication of
this notice to:

EFTA Surveillance Authority
35, Rue Belliard
B-1040 Brussels.

The comments will be communicated to the Government of Norway. Confidential treatment of the identity
of the interested party submitting the comments may be requested in writing, stating the reasons for the
request.

SUMMARY

Procedure

By letter dated 5 June 2003, the Norwegian authorities notified
the EFTA Surveillance Authority (hereinafter ‘the Authority’),
pursuant to Article 1(3) of Protocol 3 to the Surveillance and
Court Agreement, of alterations of two existing aid schemes,
namely ‘Grant program for introduction of new energy tech-
nology’ and ‘Information and education measures in the field of
energy efficiency’.

Description of the aid measure

Norway operated, already before the entry into force of the
EEA Agreement, a ‘Grant program for introduction of new
energy technology’ by which the Norwegian government gave
investment support for the introduction of renewable energy
technology. Under a second scheme, ‘Information and educa-
tion measures in the field of energy efficiency’ Norway gave
support for campaigns and courses on energy efficiency for the
industry, commercial and household sectors.

The schemes have been altered: Firstly, the schemes were
merged under a new funding mechanism, the Energy Fund.
Secondly, the new Fund should not only be financed by grants
from the state budget, but also by a levy on electricity distribu-
tion tariffs. Thirdly, the Energy Fund would be managed by the

newly established administrative body, Enova, which is owned
by the Norwegian State. It has been operating since 1 January
2002, i.e. the date when the Energy Fund was established.

The Energy Fund shall promote savings of energy and new
environmentally sound energy, which together shall make up a
minimum of 10 TWh by the end of 2010.

The support as notified and applied until the time of the
Decision

As to the investment support for the production of renewable
energy, Norway supports energy projects which are defined in
Article 2 of Directive 2001/77/EC as renewable energy sources.
Hydropower is not entitled to receive support. Enova calculates
the support as the present value of the difference between
production costs of the project and the market price of the
relevant energy at the time of investment, i.e. it uses a net
present value calculation. The energy price chosen for the
calculation of the net present value is either taken from the
Nordic power exchange market, Nordpool, or, in the case of
district heating, is the price the end consumer is paying for
energy from fossil fuels. When the scheme was established,
according to the information available to the Authority, no
rules were adopted to specify in detail which costs, in particular
with regard to the investment, are considered by Enova to be
eligible.
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According to the Norwegian authorities, a project should only
receive that amount of aid which is necessary to trigger off the
project, i.e. to lead to a positive investment decision. However,
the support mechanism of the Fund did not contain specifica-
tions as to when the triggering effect would be considered to
have been reached, e.g. when the project reaches a zero net
present value. There were no explicit limitations which
prevented State support above that point. Each project was also
entitled to a return on capital, which was set at a rate of 7 %
plus a risk premium, depending on the kind of project and
energy concerned.

The support of energy saving measures is calculated to the
same net present value calculation method as applied to renew-
able energy projects. The third category of support measures
concerns aid for new energy technology projects, which
concern projects which — while generating income — still
need to be developed further.

Enova further was supporting some information and educa-
tional programmes, of which some have ended on 1 January
2004. Further, it supported undertakings with advisory and
consulting services in the field of energy efficiency. Enova
enjoyed, for at least some of those programmes, discretion.
Enova further runs a programme to improve energy planning
skills in local municipalities.

The duration of the Energy Fund is envisaged to be until 31
December 2010. Until the date of the Decision, the majority of
Enova's supported projects falls under the de minimis threshold
or concerns purchases (e.g. for marketing campaigns on energy
efficiency) carried out by Enova according to the public
procurement rules.

Comments by the Norwegian authorities and suggested
modifications to the system

The Norwegian authorities point out that the suggested net
present value calculation can ensure that the supported projects
do not receive more aid than the ‘extra investment costs’ for
the production of renewable energy, even if no straight
comparison with a traditional power plant is made. Norway
suggested certain amendments to the system in order to make
the Energy Fund system compatible with the State aid provi-
sions of the EEA Agreement.

For the renewable energy support, this concerns in particular
the obligation to grant only that amount of aid so that a
project with a negative present value will reach a zero net
present value. With the exception of biomass, which might
receive higher support, Enova will respect the threshold in
point (54) of the Authority's Environmental Guidelines (limiting
the support to the difference between the production costs and
the market price of the energy concerned) and further limit the
aid to plant depreciation. Operating costs of renewable energy
projects which are higher than the operating costs of traditional
energy sources should not be entitled to receive support. The
necessary return on capital shall be established by an indepen-
dent expert and the eligible investment costs should be taken
from European Commission decision N 75/2002 — Finland.

For energy saving measures, Enova will carry out an extra cost
calculation according to points (25) and (32) of the Authority's
Environmental Guidelines, i.e. by comparing the project to a
project without the energy saving device. As to the information
and educational support measure, Norway will notify future
programmes to the Authority. Support to local municipalities
should be limited to the public service function of the munici-
palities.

State aid within the meaning of Article 61(1) of the EEA
Agreement

The Authority takes the initial view that the above measures
are State aid within the meaning of Article 61(1) of the EEA
Agreement. The grants from the State budget, but also the levy
on the distribution tariff, constitute state resources. The levy is
established and managed by the State and contributes to a State
created Fund, while favouring specific enterprises, e.g. the
producers of renewable energy.

As to the information and educational measures supported by
Enova in the past, the Authority notes that for most of the
programmes, Enova enjoyed vast discretion, which, according
to case law, suffices to put certain undertakings in a more
favourable position than others and turn the support into a
selective, as opposed to a general, measure. The recipients are
active in areas for which there is trade in the EEA. The support
distorts or threatens to distort competition and affect trade
between the Contracting Parties. As aid, the Energy Fund
scheme constitutes unlawful aid within the meaning of Article
1(f) in Part II of Protocol 3 to the Surveillance and Court Agree-
ment.

Compatibility under Article 61(3)(c) of the EEA Agree-
ment, in conjunction with the Authority's Environmental
Guidelines

In its Decision, the Authority makes a separate assessment for
the Energy Fund system as notified and applied until the time
of the Decision and on the system with the modifications as
suggested by Norway.

The system as notified and applied until the date of the Decision

The Authority considers the support for the renewable energy
production to be investment aid, which should receive support
according to the principles laid down in points (27) and (32) of
the Environmental Guidelines. The Authority's doubts result
from the fact that the Energy Fund system is not based on a
calculation method, which establishes the extra costs by a
comparison with traditional power production. Without any
modifications, the Authority has doubts whether the suggested
net present value calculation, based on principles similar to
those stipulated in point (54) of the Environmental Guidelines,
can be accepted. The Authority in particular notes that there
are not sufficient guarantees to exclude overcompensation and
to further ensure that only costs related to investment will be
supported.
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The same doubts concern the support of energy saving
measures and the support of new energy technology projects.
In particular for energy saving measures, the Authority notes
that contrary to the support of renewable energies, which
might be supported up to 100 % of extra investment costs, the
support for energy saving is strictly limited to an aid intensity
of 40 %. On the new energy technology projects, the Authority
needs further to establish whether these projects are limited to
renewable energy projects, which is important for the applica-
tion of the Environmental Guidelines. Likewise the Authority
will investigate further to which extent these projects, which
need further development, should instead be assessed under the
Authority's Research and Development Guidelines.

As to the information and education measures supported in the
past in excess of the de minimis threshold, the Authority notes
that the support measures were not limited to the support of
small and medium sized enterprises. As to the advisory and
consultancy services support, the Authority notes that these
costs might be supported in favour of small and medium sized
undertakings according to point (36) of the Environmental
Guidelines. However, the Authority does not have sufficient
information to be certain that the support was limited to that
group of undertakings.

The system with the modifications suggested by Norway

The Authority will, during the formal investigation procedure,
examine whether the net present value calculation suggested by
the Norwegian authorities can be accepted for the grant of
investment aid. The method does not make a straight compar-
ison between a renewable energy project and a chosen conven-
tional plant. However, the net present value method may, with
certain assumptions, ascertain that there will never be any over-
compensation in the sense that the received support exceeds
the extra investment costs.

According to the Authority's preliminary assessments a model
net present value calculation assuming constant flows of
revenue and operating costs over a given time shows that as
long as the operating costs for a conventional plant are higher
than for the production of renewable energy and the required
rate of return for a renewable energy plant is not higher than
for a conventional one, the subsidy will be smaller than the
extra investment costs for the renewable plant. Based on the
figures submitted by Norway that operating costs can be twice
as high for conventional energy production as for renewable

energy sources, there is not a high likelihood that the system
will result in overcompensation. This could only happen if the
projects have an exceptionally high risk factor, which would
decrease the project's net present value and therefore lead to a
higher subsidy. The realization of such a risky project is in any
event not very likely. The Authority, however, notes that if the
operating costs of a conventional power plant and renewable
energy production are equal or close to each other, the
discount rate and the risk premium added to it have a far
greater importance for establishing whether there will be any
overcompensation. The Norwegian authorities have, however,
committed themselves to respect the threshold in point (54) of
the Environmental Guidelines, which limits the support to the
difference between the market price and the production costs
and limits the support further to plant depreciation.

The Authority will investigate further whether the principles of
point (54) of the Environmental Guidelines can be applied to
this case, but notes that contrary to other State aid Guidelines,
the investment aid support and the operating aid for renewable
energy production in reality both concern aid related to invest-
ment costs. The Environmental Guidelines generally allow for
the support of operating aid for renewable energy production,
as long as it is limited to plant depreciation.

The Authority will further investigate whether a renewable
energy project is entitled to receive further State support, even
if this cannot be classified as State aid within the meaning of
Article 61(1) of the EEA Agreement. The Authority will in this
respect analyse point (54) of the Environmental Guidelines,
according to which ‘any further energy produced by the plant will
not qualify for any assistance’. In the Authority's preliminary view
this reflects the proportionality test under Article 61(3)(c) of
the EEA Agreement, under which a project should only receive
the support which is necessary. The Authority will establish, in
the course of its investigation, in which manner this leaves
room for further support resulting from State intervention.

The Authority cannot yet form a final view on the support of
new energy technology projects and on the advisory and
consultancy services support. The Norwegian authorities are
still considering changes to these support measures. The
Authority will further analyse the financing mechanism
through the levy on distribution tariffs, which might classify as
a parafiscal charge, as it indirectly concerns imports. On the
other hand, the levy is not limited to support to domestic
producers.

11.8.2005 C 196/7Official Journal of the European UnionEN



EFTA SURVEILLANCE AUTHORITY DECISION

No 122/05/COL

of 18 May 2005

to initiate the procedure provided for in Article 1(2) in Part I of Protocol 3 to the Surveillance and
Court Agreement with regard to the Norwegian Energy Fund (Norway)

THE EFTA SURVEILLANCE AUTHORITY,

Having regard to the Agreement on the European Economic Area (1), in particular to Articles 61 to 63 and
Protocol 26 thereof,

Having regard to the Agreement between the EFTA States on the establishment of a Surveillance Authority
and a Court of Justice (2), in particular to Article 24 as well as Article 1(2) in Part I and Articles 4(4) and
10 in Part II of Protocol 3 thereof,

Having regard to the Authority's Guidelines (3) on the application and interpretation of Articles 61 and 62
of the EEA Agreement, and in particular Chapter 15 relating to aid for environmental protection, thereof,

Whereas:

I. FACTS

1. PROCEDURE

By letter dated 5 June 2003 from the Norwegian Mission to the European Union, forwarding a letter from
the Ministry of Petroleum and Energy and the Ministry of Trade and Industry dated 4 June 2003, both
received and registered by the Authority on 10 June 2003 (Doc. No 03-3705-A, registered under case
SAM 030.03006), the Norwegian authorities notified, pursuant to Article 1(3) of Protocol 3 to the Surveil-
lance and Court Agreement, alterations of two existing aid schemes, namely ‘Grant programme for intro-
duction of new energy technology’ and ‘Information and education measures in the field of energy effi-
ciency’.

By letter dated 16 June 2003 (Doc. No 03-3789-D), the EFTA Surveillance Authority (hereinafter ‘the
Authority’) informed the Norwegian authorities that due to the fact that the scheme had already been put
into effect on 1 January 2002, i.e. before the notification, the measure would be assessed as ‘unlawful aid’
in accordance with Chapter 6 of the Authority's Procedural and Substantive Rules in the Field of State
Aid (4).

By letter dated 23 July 2003 (Doc. No 03-5070-D), the Authority requested further information, to which
the Norwegian authorities responded by letter dated 11 September 2003, received and registered by the
Authority on 15 September 2003 (Doc. No 03-6210-A). On 9 October 2003 the Authority and the
Norwegian authorities had a meeting to discuss various aspects of the case.

By letter dated 19 December 2003, the Authority requested further information (Doc. No 03-7431-D).

The Norwegian authorities replied to the information request by letter from the Norwegian Mission dated
15 July 2004, forwarding a letter from the Ministry of Trade and Industry dated 13 July 2004 and a letter
by the Ministry of Petroleum and Energy dated 9 July 2004, received and registered by the Authority on
16 July 2004 (Event No 287857). A meeting was held between the Authority and the Norwegian authori-
ties on 23 September 2004.
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(1) Hereinafter referred to as the EEA Agreement.
(2) Hereinafter referred to as the Surveillance and Court Agreement.
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By letter dated 5 March 2005 (Event No 311504), the Authority requested further information. The
Norwegian authorities replied to this request by letter from the Norwegian Mission to the European Union
dated 12 May 2005, forwarding letters from the Ministry of Modernisation dated 9 May 2005 and the
Ministry of Petroleum and Energy dated 2 May 2005. The letter was received and registered by the
Authority on 13 May 2005 (Event No 310982).

2. DESCRIPTION OF THE SUPPORT MEASURES

2.1. Description of the former support schemes for new energy technology and energy efficiency
measures

With its notification, the Norwegian government announced alterations of two existing schemes in the
field of energy which have been operating since 1978/1979.

The first scheme was the ‘Grant program for introduction of new energy technology’ by which the Norwe-
gian government gave investment support for the introduction of renewable energy technology. The
second scheme, ‘Information and education measures in the field of energy efficiency’ concerned support
for campaigns and courses on energy efficiency for the industry, commercial and household sectors.

The schemes were funded by grants from the fiscal budget. While in the beginning the schemes were admi-
nistered by the Ministry of Petroleum and Energy, they were gradually transferred to the Norwegian
Resources and Energy Directorate (NVE) in the early nineties.

The Authority was made aware of the schemes in 1994 and activities under these schemes have been
reported to the Authority as part of the yearly reporting from Norway.

2.2 The alterations to the schemes as of 1 January 2002

The notified alterations to the schemes, which are the subject of the current notification, concerned:

(i) the merger of the schemes under a new funding mechanism, the Energy Fund;

(ii) a different way of financing the schemes by introducing a levy on the electricity distribution tariffs in
addition to continued grants over the State budget; and

(iii) the administration of the Energy Fund by the newly established administrative body Enova. Likewise
new provisions and an Agreement between the Norwegian State and Enova have been adopted, which
should ensure that the support measures attain certain newly identified energy policy objectives.

2.2.1 Merger of the two support schemes

On 1 January 2002 the Energy Fund was established and the two schemes ‘Grant Program for introduction
of new energy technology’ and ‘Information and education measures in the field of energy efficiency’ were
merged under that Fund. The Fund serves as a financing mechanism for support measures, which continue
under the new regime.

2.2.2 The new mode of financing the Energy Fund

Whereas the existing schemes were funded by grants from the State budget, the newly established Energy
Fund is financed by grants from the State budget as well as by means of a levy on the electricity distribu-
tion tariffs (not a levy on the energy production itself).

This levy is provided for by the Energy Fund Regulation of the Ministry of Petroleum and Energy of 10
December 2001 (5). According to section 3 in conjunction with section 2a) of the Energy Fund Regulation,
any company which has been granted a license according to section 4-1 of the Energy Act (6) (‘omsetnings-
konsesjoner’) should, when it charges the end user for the withdrawal of electrical energy from the grid,
combine the invoice with a 0,3 øre/kWh supplement for each withdrawal (see also section 4-4 Energy
Act).
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(5) ‘Forskrift om innbetaling av påslag på nettariffen til Energifondet’ (regulation relating to the payment of a levy on the elec-
tricity distribution tariff to the Energy Fund, hereinafter ‘Energy Fund Regulation’).

(6) Lov av 29. juni 1990 nr. 50 om produksjon, omforming, overføring, omsetning og fordeling av energi m.m, energiloven.



The licensee shall then pay, in turn, a contribution to the Energy Fund of 0,3 øre/kWh multiplied by the
amount of energy for which the end user in the distribution network is invoiced.

2.2.3 The administration of the Energy Fund by Enova

On 22 June 2001, Enova SF was established. Enova is a new administrative body, which is owned by the
Norwegian State via the Ministry of Petroleum and Energy. It has been operating since 1 January 2002, i.e.
the date when the Energy Fund was established.

Enova's principal task is to implement the support schemes, administer the Energy Fund and to reach the
energy policy objectives which the Norwegian Parliament approved in 2000. Enova's principal tasks are
further specified in a new Agreement between the Norwegian State (the Ministry of Oil and Petroleum) and
Enova SF (hereinafter ‘the Agreement’) (7).

According to Enova's own description, ‘the establishment of Enova SF signals a shift in Norway's organization
and implementation of its energy efficiency and renewable energy policy’.

3. NATIONAL LEGAL BASIS FOR THE SUPPORT MEASURE

The national legal basis is a Parliamentary Decision of 5 April 2001 (8) with provisions by the Ministry of
Petroleum and Energy of 21 December 2000 (9) as well as the Energy Act of 29 June 1990 no 50 (Energi-
loven) with regulation of 10 December 2001 No 1377 concerning the levy on the electricity distribution
tariff (Forskrift om innbetaling av påslag på nettariffen til Energifondet).

Section 3 of the abovementioned Agreement provides that Enova shall administer resources from the
Energy Fund in accordance with and within the framework of the Norwegian Parliament's resolution on
the establishment of the Fund and the restrictions that form the basis for the resolution, namely the Energy
Act and the respective regulations on the Energy Fund, the Energy Fund resolutions and other govern-
mental resolutions relevant to the administration of the Fund's resources.

Enova shall administer the Energy Fund in a manner which ensures that the targets stipulated below are
reached.

4. THE OBJECTIVE OF THE SUPPORT MEASURES

According to the Norwegian government, the establishment of the merged schemes under the funding of
the newly established Energy Fund and the administration by Enova, should achieve a more cost-effective
use of public funding.

As regards the objectives of the schemes, section 4 of the Agreement stipulates as a primary objective that
the Energy Fund shall be used to promote an environmentally sound change in energy consumption and
energy production. This shall be achieved by promoting energy saving measures as well as by increased
access to environmentally sound energy (the latter aims at an increased use of renewable energy sources).

The following performance objective is to be achieved by 2010:

The Fund's resources shall contribute to the saving of energy and new environmentally sound energy,
which together shall make up a minimum of 10 TWh by the end of 2010, of which

— a minimum of 4 TWh shall be from increased access to water-borne heating based on new renewable
energy sources, heating pumps and thermal heating, and

— a minimum of 3 TWh shall be from increased use of wind energy (10).
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(7) Revised Agreement of 22 September 2004, ‘Avtale mellom den norske stat v/Olje- og energidepartementet og Enova SF om
forvaltningen av midlene fa Energifondet i perioden 2002-2005’.

(8) Odelstingets vedtak til lov om endringar i lov 29. juni 1990 nr. 50 om produksjon, omforming, overføring, omsetning og
fordeling av energi m.m. (energilova). (Besl.O.nr.75 (2000-2001), cf. Innst.O.nr.59 (2000-2001) and Ot.prp.nr.35 (2000-
2001)).

(9) Ot.prp.nr.35 (2000-2001).
(10) On Enova's webpage, the increased use of land-based natural gas is mentioned as a further objective.



The Agreement stipulates as a secondary objective that the Fund's resources shall contribute to the saving
of energy and to new, environmentally sound energy, which together shall make up a minimum of 5,5
TWh (originally 4,5 TWh) by the end of 2005.

These goals should be viewed against the background of the energy production in Norway, which is
almost exclusively based on the use of hydropower. As stated by the Norwegian government in its
budgetary proposal (St.prp.nr.1 2004-2005), it is important for Norway to become less dependent on that
energy type and therefore promote the use of other, in particular renewable, energy sources. The following
figures reflect this dependency:

Electricity production, import and export, February 2004 — January 2005 (GWh)

Total 111 476

Hydro 110 296

Thermal electricity 893

Wind power 287

+ Import 14 774

– Export 4 468

As can be seen from this table, Norway also imports some of its energy. The percentage of electricity
imports in percentage of total consumption was 8 % in 2002, 6,8 % in 2003 and 8,5 % in 2004 (11).

5. THE ENERGY FUND SYSTEM AS NOTIFIED AND APPLIED UNTIL NOW — THE DIFFERENT SUPPORT
TYPES

5.1. General remarks on the Energy Fund

Enova can give investment support for energy saving systems and for production and use of renewable
energy sources as well as initial investment aid for new energy technologies.

The level of subsidy is determined by a technical and financial evaluation of each project and priority is
given to those projects which give the highest kilowatt-hour (kWh), saved or produced, per subsidised
NOK. This leads to a competition of projects for the receipt of public funds with the goal being to choose
the most efficient projects.

Calls for project proposals are announced in major national and regional newspapers at least biannually
and for most programmes four times a year.

5.2. Renewable energy

The eligible projects

As to the investment support for the production and use of renewable energy, Norway supports energy
projects which are defined in Article 2 of Directive 2001/77/EC (12) as renewable energy sources (see point
7 of the Authority's State Aid Guidelines on Environmental Aid, hereinafter ‘the Environmental Guide-
lines’). According to the Norwegian authorities, hydropower, which is the traditional energy source used in
Norway, should not be entitled to support (13). According to the information available to the Authority, the
current rules on the Energy Fund system do not seem to entail such an explicit limitation.

As to the notion of ‘use’ of renewable energy sources, the Norwegian authorities specified that this notion
should cover situations in which the investment is made for internal production, whereby the producer
and the user is the same entity (which is often the case for heat production).

Enova regards the following projects as qualifying for support in general terms: wind energy, bio energy,
tidal energy, geothermal energy, ocean wave energy. For solar energy this comprises passive solar building
integrated solutions, solar heating systems and PV (photovoltaic) production.
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(11) Net import figures.
(12) OJ 2001 L 283/33. The Directive as such has not yet been incorporated into the EEA Agreement.
(13) However, this was only clarified by the Norwegian authorities during the preliminary investigation.



When it comes to the notion of ‘bioenergy’, the Norwegian authorities have clarified that this term is used
for renewable energy (electricity or heat) based on biomass as defined under the Directive 2001/77/EC.
Bioenergy indicates that the project includes the conversion from biomass to electricity and/or heat in
contrast to biomass projects which only concern the production and processing of biomass itself. The
Authority understands that there could be situations in which the bioenergy consists only of a fraction of
biomass.

The calculation of the support — the net present value calculation method

Enova calculates the support as the present value of the difference between production costs of the project
and the market price of the relevant energy at the time of investment, i.e. it uses a net present value calcu-
lation (cash flow calculation).

According to an example submitted by the Norwegian authorities, the calculation is carried out according
to the following calculation mechanism. The example below is an actual wind power project (14).

Investments

Wind turbine NOK (…) (*) (…)

Infrastructure and foundation <> (…) (…)

Power electronics etc. <> (…) (…)

Project management <> (…) (…)

Cost of property/land and public fees <> (…) (…)

Financing cost <> (…) (…)

Allowance <> (…) (…)

Investment Total <> 8 875 000 100 %

Price of energy NOK/kWh (…)

Spot price (average) <> (…)

High season <> (…) 1 500

Mid season <> (…) hours (**)

Low season <> (…) 1 000

Green certificate price <> (…) hours (**)

Operational aid <> 0 500 hours (**)

Operating costs NOK/kWh

Operations and maintenance <>

Grid tariff <>

Other

Financial criteria and results (**)

Investment aid from Enova NOK 600 000

Discount rate 7 %

Net energy price NOK/kWh 0,267

Economic life Years 20 years

Net income annual income NOK 800 000

Net present value (NPV) NOK (399 789)

Net present value incl. investment aid NOK 200 211 (1)

Energy/aid ration kWh (***)/NOK 5,00

(*) Brackets indicate business secrets.
(**) Operating hours.
(***) Annual energy production.
(1) The Norwegian authorities later claimed, however, that the return on capital in this example was not correctly assessed which — if

that was corrected — would bring the NPV to zero.
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(14) Letter by the Norwegian authorities dated 11 September 2003 (Doc. No 03-6210), Annex 1 — investment aid
evaluation method, page 7.



The single parameters of the calculation are explained further below:

The investment costs

When the scheme was established, according to the information available to the Authority, no rules were
adopted to specify in detail which costs, in particular with regard to the investment, are considered by
Enova to be eligible. The Authority notes, from other abstract model examples brought to its attention,
that some of the projects might have received support also for so-called financial and indemnity costs or
miscellaneous costs.

As the eligible costs were not specified further, the Authority cannot be entirely certain that no costs other
than investment costs were supported by the Energy Fund.

The relevant energy price

In order to choose the relevant market price, the Norwegian authorities distinguish between three different
situations:

Firstly, they consider the case of renewable energy production which is fed into the transmission grid and
therefore competes with traditional generation of electricity as quoted on the Nordpool power exchange.
This is the case for wind, bio, waste, solar, tidal and ocean wave energy and here the price quoted in Nord-
pool serves as a reference. On the Nordpool power exchange, both spot prices and forward prices up to
three years can be observed. As investments are based on the expectations of future electricity prices,
Enova refers to forward contracts which are traded on a daily basis. To cancel out random price fluctua-
tions, a six month average of the latest tradable future contracts is used. The price is quoted on the submis-
sion date of the project application, which occurs four times a year.

The second case is that of district heat, which is distributed on the local distribution net and competes
with heat from fossil fuels or from electricity. In this situation, Enova refers to the actual contract price (15)
paid by the consumer (the price of the ordinary energy — from fossil fuels and electricity).

The third scenario covers energy production which is not fed into the distribution net (e.g. on site power
generation based on residual steam not fed into the power grid). Here, the end user price including taxes is
used.

The 'triggering off' effect

The objective of the aid scheme is to encourage investment into renewable energies which would otherwise
not take place due to the fact that the energy price obtainable in the market does not cover the costs. For
that reason, the subsidy shall only compensate the extra costs of the production of renewable energy and
the support granted by Enova shall not exceed the amount deemed necessary in order to trigger the
project, i.e. to encourage a positive investment decision.

However, when the Energy Fund and Enova were established there were, according to the Authority's infor-
mation, no further specifications as to when the triggering effect would be considered to have been
reached, e.g. when the project reaches a zero net present value (16). While analyses were made to establish
when the project would break even, there were no explicit limitations which prevented State support
above that point.

When projects are granted support, Enova and the aid recipient enter into an aid contract, which regulates
the terms on which disbursement will take place. The disbursements might be adjusted in accordance with
any cost reduction during the construction period. After the investment is realised, there is a follow-up on
the realised costs against costs estimated in the application. If these factors differ to the advantage of the
applicant, Enova can adjust the financial aid downward to reflect the actual cost structure (17).
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(15) Large customers profit often from discounts because of their large delivery contracts. This is taken into account by
Enova when comparing prices of competing energy sources.

(16) As the above example shows, the support granted by Enova might in some instances have led to a positive net
present value of the project. The Authority is aware that the calculation was only given as an example and that
Norway claims that in the concrete case referred to the return on investment had not been correctly taken into
account. If that had been the case, the net present value would indeed have been zero. However, as there have been
no clear rules in place to limit the support to a zero net present value, the Authority cannot be certain whether the
support would indeed not have exceeded the threshold of a zero net present value.

(17) In the Authority's understanding, there is no upwards adjustment in case of a disadvantage to the applicant.



The fair return on capital

The basis for the trigger off requirement includes a fair return on capital. The discount rate used is
presently set at a rate of 7 % per annum (nominal, pre-tax rate) to which certain percentage points are
added as a risk premium. The Norwegian government explained that the use of the capital asset pricing
method is not suitable for project financing under the Energy Fund (18), as there are few renewable energy
projects and even fewer are listed on the stock market from which the information to establish the risk of
the asset would have to be derived.

The Norwegian government therefore suggested basing its analysis on public reports from acknowledged
government institutions in Norway, whereby the risk premium would vary between 2,5 to 4,5 %,
depending on the type of energy and project.

5.3. Energy saving measures

According to the system as notified (19), energy saving measures are calculated according to the same net
present value calculation method used for renewable energy projects.

5.4. New energy technology

In this category, Enova supports technologies which still need some development and which need to be
proven before they are economically viable. The projects might be linked both to energy efficiency or
energy production.

Examples of such technologies are:

— a tidal energy installation (the tidal water which passes through a narrow strait drives a large propeller
which again drives a generator);

— a wave energy installation (the movement in the waves is picked up and drives a generator);

— a hybrid wind and hydrogen installation (a wind turbine is used to produce electricity which again is
stored as hydrogen which can be used for production of electricity when there is no wind).

Since these projects generate revenue, Enova uses the net present value calculation equally for them. The
income of the projects is based on the generation of electricity and heat for sale, which, according to the
Norwegian authorities, constitutes an income which makes the projects viable for the net present value
calculation approach. The Authority has not yet seen limitation that this support is limited to the develop-
ment of renewable energy technology. The Authority notes that some of the projects are in a pre-competi-
tive stage.

5.5. Information and education programmes in the field of energy efficiency

Enova operates an energy information helpline, whereby information and advice are provided free of
charge to anybody who is interested. Enova does not exercise any discretion as regards to whom such
advice and information is provided.

Until 1 January 2004, Enova also provided a programme for the development of teaching material and
learning concepts to stimulate and preserve knowledge in companies concerning renewable energies. This
was done in a tendering process, and Enova paid 50 % of the development costs.

Likewise until 1 January 2004, Enova offered a programme on developing education courses in energy for
technical personnel and engineers. This was organised by a tendering process. Only the first 50 persons to
have completed the course got the course paid for by Enova.
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(18) A method which shows the risk adjusted return on capital as a function of the risk of the market portfolio and the
risk of the asset (project) in question.

(19) See however Norway's suggestion for the future handling of energy saving measures, section I 9.3 of this Decision.



Until 1 January 2004, Enova offered a programme by which queries which required concrete follow-up in
undertakings on-site were handled by local sub-contractors which represented Enova in this field. The
support was provided free of charge. The Norwegian authorities state that Enova did not enjoy any discre-
tion in this respect.

While the programme was open to all interested undertakings, it seems that Enova enjoyed for some of the
measures (teaching material, developing education) the discretion to dismiss projects which did not meet
the objectives of the programme or could not ensure sufficient quality. The support element involved in
these programmes might have exceeded the de minimis threshold as stipulated in the Act referred to under
point 1e) of Annex XV to the EEA Agreement (20). These projects were neither limited to small and
medium sized undertakings (21) as mentioned in the Act referred to under point 1f) of Annex XV to the
EEA Agreement nor structured to meet the requirements of the Act referred to as point 1d) in Annex XV
to the EEA Agreement (22) (training aid).

Enova has also offered advisory and consultancy services free of charge to undertakings in the past, which
were neither limited to aid below the de minimis threshold nor to small and medium sized enterprises. As
of 2003, Enova granted money to firms to purchase such advisory and consultancy services, rather than
rendering the service itself.

In addition, Enova runs a programme to improve energy planning skills in local municipalities, in particu-
lar public planning and area planning according to the Norwegian Planning and Building Act. The
programme is offered free of charge.

The Authority so far does not have concrete or final data on the number of projects supported and the
support granted for each project.

6. BUDGET AND DURATION OF THE SCHEME

The scheme came into force on 1 January 2002 and will remain in force as long as the agreement between
the Norwegian State and Enova exists. The current duration of the agreement is 2002-2005. The agree-
ment was revised in 2003 and in 2004. The prolongation of the agreement will be negotiated in autumn
2005 with a view to start a new period as of 1 January 2006. The envisaged duration time of the Energy
Fund is therefore 31 December 2010.

The Norwegian Parliament had indicated that up to NOK 5 billion (approximately EUR 680 million) will
be allocated to the scheme, over a period of ten years. This would result in a yearly budgetary allocation of
approximately NOK 500 million (EUR 68 million). In the last three years EUR 46 million were spent in
2000, EUR 45 million in 2001 and EUR 38 million in 2002. As from 2002, approximately NOK 200
million (EUR 27 million) has been added yearly, stemming from the levy on the distribution tariffs.

7. NUMBER OF AID RECIPIENTS

Approximately 100 recipients per year are foreseen for the investment support for energy saving systems
and renewable energy sources. About 200 aid recipients per year are foreseen for information and educa-
tion measures.

Enova's total project portfolio until summer 2004 comprised 875 projects, of which 654 projects might
have fallen below the de minimis threshold. Another 96 projects (above the de minimis threshold) concerned
projects in favour of public entities and purchases carried out according to the public procurement
rules (23). This left a number of 125 projects to assess further under the State aid provisions. During 2004,
additional projects received aid and the total number relevant to the question of State aid rose from 125
projects to 232, of which 56 concerned renewable energy projects. The Authority lacks further information
on the remaining 232 projects so far supported to assess whether they were in compliance with the State
aid provisions.
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(20) Incorporating Commission Regulation (EC) No 69/2001 of 12 January 2001 on the application of Articles 87 and
88 of the EC Treaty to de minimis aid, OJ L 10, 13.1.2001, p.30, into the EEA Agreement.

(21) Incorporating Commission Regulation (EC) No 70/2001 on aid to small and medium-sized undertakings, OJ L 10,
13.1.2001, p. 33, as amended by Commission Regulation (EC) No 364/2004 of 25 February 2004 OJ L 63,
28.2.2004, p. 22 into the EEA Agreement.

(22) Incorporating Commission Regulation (EC) No 68/2001 of 12 January 2001 on the application of Articles 87 and
88 of the EC Treaty to training aid, OJ L 10, 13.1.2001, p. 20, as amended by Commission Regulation (EC) No
363/2004 of 25 February 2004, OJ L 63, 28.2.2004, p. 20 into the EEA Agreement.

(23) Which should normally involve no aid element. Such services concerned e.g. the purchase of marketing services for
energy efficient behaviour of private persons and undertakings.



8. AID CEILING/ NO CUMULATION

There is an additional criterion used by Enova that investment support is limited up to a maximum of
40 % of the total project costs or 50 % of the total investment related to new energy technology projects.
However, as confirmed by the Norwegian authorities, these thresholds do not limit the support with regard
to the aid ceilings stipulated in the Environmental Guidelines, as the project costs may be larger than the
investment costs and in particular the extra investment costs as stipulated by the Guidelines.

As to the cumulation of the support granted by Enova with other government support, the Authority
notes that in principle the projects might receive aid from other sources. The Norwegian authorities stated
in the notification that they would ensure that the aid granted would never exceed the thresholds of the
Environmental Guidelines. Applicants have to notify Enova if applications for additional government aid
have been submitted.

9. INFORMATION SUBMITTED BY NORWAY

9.1 General remarks

The Norwegian authorities stress that the Energy Fund has been set up in order to increase the efficiency in
the measures aimed at developing the market for renewable energy and energy efficiency technologies.
This is best achieved by comparing various projects with each other and eventually giving support only to
those projects which demonstrate the best ratio between the support granted and efficiency or production
of renewable energy achieved. Such a comparison is however, in the view of the Norwegian government,
only possible if a calculation method is used which takes account of the varying cost structures between
different projects, i.e. a cash flow method, which is the commonly used investment criterion in a market
based energy sector.

9.2 Renewable energy production

The system as notified and applied until now — the calculation method as such

The Norwegian authorities stress the poor market position of the renewable energies which undermines
the possibility of these technologies to become a viable alternative to conventional technologies. The
Norwegian authorities point out that it is internationally accepted that these energy sources have a compe-
titive disadvantage and should therefore be supported. The Norwegian authorities refer to the Authority's
Environmental Guidelines which establish a balance between environmental and competition interests. In
this respect the Norwegian authorities note that by choosing the cash flow method it is in a position to
compare different projects in a non-discriminatory manner and give aid only to those projects which —
with the least support needed — achieve the highest benefit in environmental terms. By introducing an
element of competition in the application process, the Norwegian authorities can ensure that the most effi-
cient projects in environmental terms are supported and in the long run more renewable energy projects
will be realised and will compete increasingly with conventional energy production. The Norwegian autho-
rities therefore state that they should be entitled to use the same principles as laid down in point (54) of
the Authority's Environmental Guidelines (24). There is no risk of overcompensation, as only the support
needed to achieve a positive investment decision will be granted.

The Norwegian authorities assert that their suggested calculation method can ensure that the 100 % extra
cost ceiling stipulated in point D.1.3 (27) of the Environmental Guidelines (25) will never be exceeded, as
the support is aimed at compensating the disadvantage resulting from higher investment costs. The
comparison with traditional energy sources, however, would lead to arbitrary results, as it is very difficult
to find an appropriate reference investment. Also, in the Norwegian authorities' view investment in new
renewable energy projects and investment in traditional production capacity are not mutually exclusive
options, but the choice depends on the information about cost levels. In addition, large hydro or gas fired
power plants might not be available options for political, regulatory and physical reasons. In particular in
Norway, a country which is almost 100 % based on a renewable energy source (hydro) which incurs high
investment costs, the extra cost approach (26) might not leave sufficient room for granting investment aid
to other renewable energy sources.
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(24) According to point (54) of the Environmental Guidelines, EFTA States may grant aid — limited to plant depreciation
— in order to compensate for the difference between the production cost of renewable energy and the market price
of the form of power concerned.

(25) Point (27) of the Environmental Guidelines states that EFTA States can be supported with 40 % of the eligible costs,
however, where necessary, up to 100 % of eligible costs can receive support.

(26) According to point (32) of the Environmental Guidelines, for renewable energy the eligible costs are normally the
extra costs borne by the firm compared with a conventional power plant with the same capacity.



The Norwegian authorities further underline that the support in question is a one-off subsidy which is
granted in a lump sum and which does not entitle the project to receive further aid. In this respect, it is —
while administratively easier to handle — less distortive than classical operating aid schemes, which would
also be allowable under the Environmental Guidelines, but which distort competition over a given number
of years (as long as the system is in place). The Norwegian authorities point out that depending on how
such an operating aid system would be established, the difference to the investment aid system as suggested
by the Norwegian authorities would be rather minimal. A Norwegian operating aid system with a legally
binding contract for a given number of years, whereby the annual grants are fixed in advance and indepen-
dent of the project's actual economic development would be allowable under the Environmental Guidelines'
operating aid chapter, but in reality not be different from the solution to be used by Enova. The only differ-
ence would be that the aid is paid out by Enova as a lump sum. The Norwegian authorities further point
out that the approach of the Environmental Guidelines to compare renewable energy projects to a conven-
tional plant rather favours capital intensive projects and might result in overcompensation, whereas other
projects might not receive a sufficient level of aid. In the Norwegian authorities' view the Environmental
Guidelines consequently allow the addition of operating aid to investment aid. In order to find the appro-
priate aid level to make the project viable, Enova would then be forced to create a joint investment/oper-
ating aid scheme, which is far more complicated to manage.

Suggested modifications by Norway

However, with a view to making the system compatible with the Environmental Guidelines, the Norwegian
authorities would be prepared to introduce certain amendments to its system, which are described below.

1. Norway will limit the support to projects falling within the definition of renewable energy sources in
Article 2 a and b (for biomass) of Directive 2001/77/EC with the exception of hydropower, which will
receive no State support under that programme.

2. The amount of aid will be calculated according to a net present value calculation to be based on the
difference between the production costs and the market price. The aid will be given as a lump sum.
The calculation method applied looks as followed (demonstrated with the example of an actual wind
energy project, amounts expressed in NOK):

Eligible investment cost (1) 123 000 000

Production kWh/year (…)

Price NOK/kWh (…)

Annual income (2)

Operating cost NOK/kWh (…)

Annual operating cost (…)

Annual net income (…)

Economic lifetime years (…)

Return on capital 6,33 %

NPV – 38 000 000

Investment aid 38 000 000

(1) The investment cost occurs at the beginning of year 0.
(2) The income occurs first time at the end of year 1.

As confirmed by the Norwegian authorities, financial costs, miscellaneous costs and indemnity costs
are not included in the eligible costs.

3. The market price for electricity used in the above calculation will be taken from the relevant Nordpool
prices or — in the case of district heating — should be the relevant price the end user of oil or electri-
city (whichever is lowest) faces when the decision about the State support is made. If the project
economy is based on large customer contracts with prices deviating from the observable end user
price of electricity and oil, the contract prices should be the relevant price. Regarding electricity
production not fed into the grid, the end user price including taxes should be used.
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4. The aid may cover a fair return on capital. However, the discount rate and the risk premium shall be
established for Enova by an external expert for each renewable industry concerned.

5. The aid will only be granted for plant depreciation, which is to be understood as aid granted for
investment costs only.

6. The eligible investment costs shall be those listed in Commission Decision N 75/2002 — Finland (27).

7. No more aid will be given than the amount necessary to trigger the project. This means that in case of
a negative net present value, — resulting from a net present value calculation which is calculated
according to the parameters stipulated in number 2 above — State support can only be given to
ensure that the project breaks even, i.e. to bring the net present value calculation up to a zero value.

8. A project with a calculated zero rate or a positive net present value without aid is not entitled to any
aid.

9. The support granted under this scheme shall never exceed the threshold — with the exception of
support for biomass — stipulated under D.3.3.1 (54) of the Environmental Guidelines.

10. Operating costs which exceed the operating costs for traditional power production from oil, gas and
coal will not be included in the net present value calculation described under number 2. Hence renew-
able energy projects shall not be compensated for operating costs higher than for traditional power
production from oil, gas and coal.

11. For biomass, operating aid exceeding the investment costs might be granted. Under no circumstances
can more operating aid be granted than foreseen in point D.3.3.1 (55) (28) of the Environmental Guide-
lines.

12. For support under the system, biomass will be defined as the ‘biodegradable fraction of products,
waste and residues from agriculture (including vegetal and animal substances), forestry and related
industries, as well as the biodegradable fraction of industrial and municipal waste’ (see Article 2(b) of
Directive 2001/77/EC). In case of the support of bio energy which contains sources other than
biomass, operating aid as stipulated above in number 11 should only be given for that part which
contains biomass. The support of the other parts is limited to investment support as defined under
number 6.

13. The scheme should be limited until 1 January 2011.

The Norwegian authorities have also submitted the following operating cost data for renewable and
conventional energy production data:

Total running costs, NOK/kWh

Technology O & M Fuel Total running costs

Figures from the IEA report: Projected costs of generating electricity 2005 update

Coal 0,034 — 0,068 0,076 — 0,152 0,11 — 0,22

Gas 0,023 — 0,031 0,187 — 0,249 0,21 — 0,28

CHP 0,17 — 0,44
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(27) A) Preparation and design costs, B) costs of buildings, machinery and equipment, installation costs or costs incurred
for the adjustment and repair work of existing buildings, machinery and equipment C) Up to the limit of 10 % of
the projects' eligible expenditure, costs arising from the purchase of land directly related to the investment and from
the construction of electric lines. D) Costs ensuing the construction of a pipe to be connected to a district heating
network. Costs incurred by the construction of a heat distribution network are eligible only in network projects
involving new technology, E) Costs of civil engineering work and supervision of construction work, F) Costs of clear-
ance and earth works, G) Commissioning costs and costs arising from training of operating personnel required for
commissioning. In this context, commissioning refers to the act of operating, testing and adjusting a system of unit
for the first time to ensure that it functions according to the specified performance, H) Costs of project-related infor-
mation dissemination, I) Costs of monitoring the investment, J) Costs related to feasibility studies for the various
types of projects (salaries of the participants in the project and indirect labour costs, equipment, accessories, soft-
ware, travel, information dissemination, other direct or overhead expenses). The aid recipient's overhead costs, inter-
ests paid during construction, adherence fees and deductible taxes will not be eligible.

(28) According to point (55) of the Environmental Guidelines, biomass — which has higher operating costs — may
receive operating aid which exceeds the amount of investment, if the EFTA State can show that the aggregate costs
borne by the firms after plant depreciation are still higher than the market prices of the energy.



Technology O & M Fuel Total running costs

Figures from NVE report: Costs of the production of energy and heat in 2002

Wind 0,05 0,05

Figures from the Enova project portfolio (examples)

Wind 0,05 — 0,10 0 0,05 — 0,10

Bio 0,07 — 0,15 0,2 -0,3 0,27 — 0,45

New renewable 0,05

District heating 0,05 — 0,10

9.3. Energy saving measures

As for the system notified and applied until now, the Norwegian authorities argue that the net present
calculation should also be accepted for the calculation of support for energy saving measures. However,
the Norwegian authorities proposed changes to the future application of the support measures for energy
saving, as follows:

The Norwegian authorities will calculate the investment aid for energy saving measures according to point
D.1.3 (25) (29) of the Environmental Guidelines in combination with point D.1.7 (32) of the Environmental
Guidelines, i.e. the investment costs of the project will be strictly confined to the extra investment costs
necessary to meet the environmental objective. This means that the costs of the energy saving investment
will be compared to the costs of a technically comparable investment that does not provide the same
degree of environmental protection. In cases of investment in additional equipment and procedures with
no other function than energy saving, where no alternative comparable investment exists, the comparable
investment costs are set at zero. Replacement costs of machines to meet Norwegian required standards are
not eligible for support.

1. The costs will be calculated net of the benefits accruing from any increase in capacity, costs savings
engendered during the first five years of the life of the investment and additional ancillary production
during that five-year period.

2. The eligible costs are confined to investment costs. In that respect, eligible costs should be the same as
those listed by the European Commission in its Decision N 75/2002 — Finland (30).

3. The amount of aid is limited to 40 % of the extra costs, calculated according to the above parameters
and no operating aid will be given under that scheme. According to point (30) of the Environmental
Guidelines, for small and medium sized enterprises the aid might be increased by 10 percentage points.
For that purpose, small and medium sized enterprises are to be defined according to Commission
Recommendation 2003/361/EC of 6 May 2003 concerning the definition of small and medium sized
enterprises, OJ L 124, 20.5.2003, p. 36.

4. The Norwegian government will ensure that, if combined with other public subsidies, the total aid will
not exceed the abovementioned limits.

5. The scheme shall be limited until 1 January 2011.
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(29) According to point (25) of the Environmental Guidelines, energy saving measures can be supported at the basic rate
of 40 % of eligible costs. According to point (32) of the Environmental Guidelines the support must be limited to
the extra investment costs. Eligible costs are calculated net of the benefits accruing from any increase in capacity,
cost savings engendered during the first five years of the life of the investment and additional ancillary production
during that five-year period.

(30) See point I 9.2. number 6 and fn. 28 of this Decision.



9.4. Support for new energy technologies

The Norwegian authorities are currently considering remodelling this programme. The Norwegian authori-
ties will notify to the Authority, should the revision include pre-competitive development activities
according to Chapter 14 of the Authority's State Aid Guidelines (Aid for Research and Development) or
will be based on the Act referred to in point 1f) of Annex XV to the EEA Agreement (31).

9.5. Information and education measures in the field of energy efficiency

The Norwegian government confirmed that the programmes for teaching material and learning concepts,
education courses for technical personnel and on site follow-up ended on 1 January 2004 and will, if these
or similar projects are to be taken up in the future, be notified to the Authority.

The Norwegian authorities further confirmed that the training programme for public entities relates to the
public function of the local municipalities.

9.6. Miscellaneous

The Norwegian authorities further confirmed that the support is applied in a non-discriminatory manner
also to foreign investors and that it will regularly report to the Authority on the application of the scheme.

II. APPRECIATION

1. PROCEDURAL REQUIREMENTS

Pursuant Article 1(3) in Part I of Protocol 3 to the Surveillance and Court Agreement, ‘the EFTA Surveillance
Authority shall be informed, in sufficient time to enable it to submit its comments, of any plans to grant or alter
aid… The State concerned shall not put its proposed measures into effect until the procedure has resulted in a final
decision’.

By notifying the Energy Fund scheme only in June 2003, after the Fund had been operative since 1 January
2002, the Norwegian authorities have not respected that obligation.

2. THE PRESENCE OF STATE AID

State aid within the meaning of Article 61(1) EEA

Article 61(1) of the EEA Agreement reads as follows:

‘Save as otherwise provided in this Agreement, any aid granted by EC Member States, EFTA States or
through State resources in any form whatsoever which distorts or threatens to distort competition by
favouring certain undertakings or the production of certain goods shall, in so far as it affects trade between
Contracting Parties, be incompatible with the functioning of this Agreement.’

2.1. Presence of State resources

The measure must be granted by the State or through State resources. The support of the various invest-
ment projects is done by way of grants, which are financed from the State budget and from the levy on
the distribution tariff. The financing via direct budgetary allocations fulfils the criterion of ‘State resources’.
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(31) Incorporating Commission Regulation (EC) No 70/2001 on aid to small and medium-sized undertakings, OJ L 10,
13.1.2001, p. 33, as amended by Commission Regulation (EC) No 364/2004 of 25 February 2004 OJ L 63,
28.2.2004, p. 22 into the EEA Agreement.



With regard to the proceeds of the levy on the distribution tariff, the Authority takes note of the fact that
according to the established case law and Commission practice, the involvement of State resources where
money is transferred by a fund exists, when

— the fund is established by the State,

— the fund is fed by contributions imposed or managed by the State,

— the fund favours specific enterprises (32).

The levy is imposed by the Norwegian State by a Regulation (33) and the level of the fee is determined by
the State. The proceeds of the levy are then poured into a fund which allocates them to the chosen
projects. The levy benefits only certain companies, namely the producers of renewable energy or compa-
nies applying energy efficiency measures. The Authority therefore considers financing via the levy equally
as State resources in the meaning of Article 61(1) of the EEA Agreement.

2.2. Favouring certain undertakings or the production of certain goods

Firstly, the notified scheme gives the companies concerned an advantage as they receive grants for the
production and use of renewable energy sources, investment in new technologies and energy saving
measures which further reduce the companies' energy spending.

Also the various information and education measures and advisory and consultancy services provided to
these companies gave them an advantage as the programmes enabled the companies to apply more energy
efficient consumption or production methods which could lead to energy cost reductions within the
company. As regards the teaching material programme and the education courses for technical personnel,
the advantage consisted of grants for the development of material or a paid course to develop competence.
The on site programme and the programme on energy planning skills in local municipalities were provided
without remuneration, which constitutes an advantage. As regards advisory services, the services were
either rendered by Enova free of charge, or, as of 2003, money was handed out to companies to purchase
these services on the market.

Secondly, the measure must be selective in that it favours ‘certain undertakings or the production of
certain goods’. The investment support either favours only a certain group of producers or users (with
regard to renewable energy sources) or grants investment support to only certain companies chosen by
Enova after comparing the projects in the application process (energy saving and new technology support)
and deciding which is the most efficient project of the application round to be supported. As established
by case law (34), in a situation in which a fund enjoys ‘a degree of latitude which enables it to adjust its
financial assistance having regard to a number of considerations such as, in particular, the choice of the
beneficiaries, the amount of financial assistance and the conditions under which it is provided, (…) the
system is liable to place certain undertakings in a more favourable situation than others’ (35). Not each
project fulfilling the application criteria can be certain to be supported, as this depends on the other
projects competing with it in the application round and the amount of money Enova is willing to allocate
within the concrete round of project evaluations. As Enova is free to choose how often and which kind of
project calls it organises, the system gives Enova a considerable margin of discretion, which makes the
support measures selective (36).

As for the information and educational support, it should be noted that the information helpline provided
by Enova is open to all undertakings, without Enova enjoying any discretion as to who the advice is given
to over this helpline. The measure could therefore be regarded as a general measure. This seems, however,
different concerning the other information and educational measures provided by Enova, in particular the
programmes which were ended on 1 January 2004, as Enova enjoyed discretion under the various
programmes regarding whom to provide with information, educational and advisory support.
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(32) Case C-173/73 Italy v Commission, [1974] ECR 709, Case C-78/76 Steinike v Germany [1977] ECR 595, Commission
Decision N 707/2002 the Netherlands, N 490/2000 Italy.

(33) In that respect there is no doubt that the measure can be imputed to the State, who introduced the levy. This is a
different situation from the system discussed in Case C-345/02 Pearle BV, Hans Prijs Optiek Franchise BV and Rinck
Opticiëns BV v Hoofdbedrijfschap Ambachten, not yet reported, which concerned a charge decided by a board of profes-
sionals.

(34) C-241/94 Commission v France [1996] ECR I-4551, paragraph 23.
(35) See also Advocate General Jacobs in C-255/97 DM Transport S.A, delivered on 24 September 1998, paragraphs 39

and 40.
(36) This is supported by Enova's own assessment of its role on its webpage, where it is stated: ‘Enova SF enjoys consider-

able freedom with regard to the choice and composition of its strategic foci and policy measures’.



This is apparent regarding the educational programme, in which only the first 50 applicants profited from
a paid course by Enova (no other company was entitled above that figure).

With regard to teaching material, it seems that Enova enjoyed discretion to dismiss projects. The Authority
has not seen additional documents on the tender process to assess on which basis projects were chosen by
Enova. It appears, however, that for these support measures each undertaking interested in the training and
educational programme would not automatically receive the support and it seems that Enova enjoyed a
considerable margin of discretion over the information and education programmes (37), which speaks
against a general measure. The Authority therefore preliminarily concludes that these support measures by
the Energy Fund are selective.

With regard to the on site programme, for which the Norwegian authorities state that Enova did not enjoy
any discretion, the Authority cannot — at this stage — conclude with the same certainty that this
programme is selective.

For the advisory and consultancy programmes, the Authority has not seen any guidelines, from which
Enova could not depart. It appears that Enova likewise enjoyed discretion in granting support under this
programme.

As for the support to municipalities, the Authority considers that this support does not constitute a selec-
tive advantage in favour of an undertaking, if the aid was limited to the public entity function. It will only
constitute an advantage, if the measure benefits the municipalities' commercial activities. Then the measure
could fall under Article 61(1) of the EEA Agreement.

2.3. Distortion of competition and effect on trade between the Contracting Parties

To be aid in the meaning of Article 61(1) of the EEA Agreement, the measures must distort or threaten to
distort competition and affect trade between the Contracting Parties. The measures are strengthening the
competitive situation of the supported enterprises in the global and within the energy and electricity
markets in the European Economic Area, where they actually or potentially compete with other energy
producers (38).

The Authority notes that quite a number of projects supported in the past (see section I 7 of this Decision)
might have fallen under the Act mentioned in point 1e) of Annex XV to the EEA Agreement (Commission
Regulation (EC) No 69/2001 of 12 January 2001 on the application of Articles 87 and 88 of the EC Treaty
to de minimis aid), because the allocated grants are below the de minimis threshold. However, this neither
applied to all of the supported projects nor was it a condition of the scheme.

As the electricity market is largely liberalised and there is trade flow in energy products and electricity
between the EEA States (e.g. Norway imports and exports a certain percentage of its energy), the described
(potential) distortion of competition takes place in relation to other EEA undertakings. This is further
demonstrated by the fact that various types of energy are traded in Nordpool, a common framework
between the Nordic countries. The Energy Fund system is therefore distorting or threatening to distort
competition and affect trade between the Contracting Parties.

2.4. New aid

The Norwegian government states that the programmes merged under the Energy Fund mechanism existed
before the entry of Norway into the European Economic Area. The schemes originally constituted existing
aid within the meaning of Article 1(b)(ii) in Part II of Protocol 3 to the Surveillance and Court Agreement.

With the notification, the Norwegian authorities informed the Authority about alterations to the existing
aid. These consist of the 2002 merger of the schemes under the newly established Energy Fund, the new
administration of the support by creating the new administrative body Enova, which enjoys a large discre-
tion concerning granting the support, new objectives in that the measures under the schemes should
achieve certain measurable energy efficiency and production goals, as well as a new financing mechanism
(levy on the distribution tariff). These changes were accompanied by a new set of legal provisions on
Enova, which have an impact on the support granted in that the measures should now achieve new policy
objectives agreed in 2002 between the Norwegian State and Enova.
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(37) Contrary to the on site programme, the Norwegian authorities have not denied any discretion in favour of Enova in
this respect.

(38) E.g. in relation to traditional energy producers, hydro power producers or other renewable energy producers not
supported by Enova or companies not being supported for the application of energy efficiency measures.



These alterations were not purely of a technical or administrative nature (see Article 4(1) in the Authority's
Decision of 14 July 2004 (195/04/COL)), but significantly changed the previously existing system and its
legal framework, so that the modified support measures are to be classified as new aid within the meaning
of Article 1(c) in Part II to Protocol 3 of the Surveillance and Court Agreement.

The Energy Fund system was belatedly notified to the Authority (see section II.1 of this Decision) and
thereby infringed the standstill obligation in Article 1(3) in Part I of Protocol 3 to the Surveillance and
Court Agreement. The aid is thus to be classified as ‘unlawful aid’ within the meaning of Article 1(f) in Part
II of Protocol 3 to the Surveillance and Court Agreement. Any unlawful aid which is not declared compa-
tible with Article 61(3)(c) of the EEA Agreement, could be subject to recovery.

3. COMPATIBILITY OF THE AID

In the Authority's view, the aid measures do not comply with any of the exemptions provided for under
Article 61(2) or (3)(a), (b) and (d) of the EEA Agreement. Therefore, it needs to be assessed whether the aid
could be justified under Article 61(3)(c) of the EEA Agreement. Under this provision aid may be declared
compatible if ‘it facilitates the development of certain economic activities or of certain economic areas, where such aid
does not adversely affect trading conditions to an extent contrary to the common interest’.

The Authority has doubts whether the conditions of this provision, which are to be read in conjunction
with the Authority's Environmental Guidelines, are fulfilled. The Authority's 2001 Environmental Guide-
lines required the EFTA States to bring their environmental aid schemes into line with these guidelines
before 1 January 2002. The Norwegian authorities accepted this commitment by letter dated 6 July
2001 (39).

In the following assessment, the Authority will make a distinction between the Energy Fund system as noti-
fied to the Authority and applied since 1 January 2002 (see section II 3.1 of this Decision) and the future
changes envisaged by the Norwegian authorities which intend to make the support compatible with the
EEA State aid provisions (see section II 3.2. of this Decision).

3.1. The system as notified and applied since 1 January 2002

3.1.1. Support for production of renewable energy sources

The support granted by Enova has been characterised by the Norwegian authorities as investment aid. The
Authority has analysed the support measure in order to establish the nature of the aid. The difference
between the two forms of aid, investment aid and operating aid, is that the latter is aid which reduces the
charges resulting from ordinary everyday activities (running costs), which, in normal commercial circum-
stances, are borne out of the budget of the undertaking (40). However, according to the Authority's preli-
minary view, the support for renewable energy sources aims at concrete investments in an environmentally
friendly energy type and does not reduce ordinary running costs of the undertakings in question. The
Authority, at the present stage of the procedure, therefore classifies the aid as investment aid.

Investment aid for renewable energy production is, according to point D.1.3 (27) of the Environmental
Guidelines, allowed for 40 % of the eligible costs. However, where necessary — a criterion which is not
specified further — 100 % of the eligible costs can be supported, whereby the installations concerned will
then not be entitled to receive any further support. The eligible costs should be strictly confined to the
extra investment costs necessary to meet the environmental objectives, which means that these are normally
the extra costs borne by the firm compared with a conventional power plant with the same production
capacity (D 1.7 (32) of the Environmental Guidelines). The aid must be calculated net of the benefits
accruing from any capacity increase, cost saving engendered during the first five years of the life of the
investment and additional ancillary production during the five-year period. The Environmental Guidelines
stress (in point (27)) that the support of this energy source is one of the objectives which should be
encouraged the most.

The Authority notes that the ‘extra cost approach’ of the Environmental Guidelines is not followed by the
system as notified, as no comparison with traditional energy production is carried out. This is sufficient for
the Authority to raise doubts on whether the approach by the Norwegian authorities to use a net present
value calculation instead, is compatible with the functioning of the EEA Agreement.
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(39) Doc. No 01-5475-A.
(40) See Case 409/00 Spain v Commission, [2003] ECR I- 1487, paragraph 55 with a reference to Case C-351/98, Spain v

Commission [2002] ECR I-8031 paragraph 43, Case T-459/93 Siemens SA v Commission – [1995] ECR II-1675 para-
graph 77.



As far as the notification of the Energy Fund system and its application until today is concerned, the
Authority does not have — at this stage of the assessment — to enter into a detailed analysis as to whether
alternatively the aid could be calculated according to the principles applied to operating aid (point D.3.3.1
(54) of the Guidelines). It suffices to note that even under the application of these principles, the Authority
would — without the envisaged amendments of the scheme mentioned under section I 9.2 of this Decision
— have doubts on the compatibility of the system as notified and applied until now.

The main concern is that the Energy Fund system — as applied hitherto — might in certain instances lead
to overcompensation, as the provisions regulating the Fund do not contain precise limitations to ensure
that the support does not exceed the difference between the market price of the energy concerned and the
production costs. In particular, the net present value calculation as suggested by Enova in the notification,
does not contain sufficiently clear stipulations of the single components of the calculation method, see
point (54), third subparagraph of the Environmental Guidelines. For example, it is not spelled out that the
aid may never exceed the threshold stipulated in point (54) of the Environmental Guidelines or that
support could only be given to achieve a zero net present value (41). However, as the net present value
calculation suggested by Enova includes a return on capital, the Authority is of the preliminary view that
support to be granted in excess of a zero net present value of the project will result in overcompensation.

Likewise, the Authority cannot be certain whether the chosen discount rate of 7 % is correct for all indus-
tries and whether the mechanism to establish the discount rate (by reference to government reports and
pre-established ranges of risk premiums for certain industries) is sufficient to establish a rate which
precludes overcompensation.

It is further stated that the system stipulates that an applicant has to inform Enova about any other applica-
tions of aid and that the Norwegian authorities will assure that the aid does not exceed the allowed
threshold under the Environmental Guidelines.

The Authority notes that the evaluation aid method presented by Enova (42) states that other government
aid is taken into consideration, without, however, explicitly referring to an upper threshold as stipulated
under point (54) of the Environmental Guidelines. The Authority is aware that some projects receive aid
from different sources (43) and can not be entirely certain whether the cumulation rule has been respected
by Enova in all cases.

As further eligible costs are not clearly defined in the system as notified, the Authority would also not be
able to ascertain that aid is indeed limited to plant depreciation as stipulated by point (54) of the Environ-
mental Guidelines (44).

3.1.2. Energy saving measures

The Authority notes that similarly to energy saving measures, the support envisaged by the Norwegian
authorities is not calculated according to methods which compare renewable energy production with
production of traditional energy, see point D.1.3 (25) and D.1.7 (32) of the Environmental Guidelines. This
raises doubts as to the compatibility of the system as notified and applied with the functioning of the EEA
Agreement.
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(41) See Annex 1 of Norway's letter of 11 September 2003. While it is stated in several places in the document that
Enova will establish under which conditions the project will break even, it is not explicitly stated anywhere that the
aid cannot surpass a zero net present value threshold or will respect the threshold mentioned in point (54) of the
Environmental Guidelines. On page 3 of the same letter the triggering off effect is linked to a positive investment deci-
sion, which is not necessarily identical to a zero net present value. In conjunction with the example quoted above,
section I 5.2 of this Decision, which showed a positive net present value after the granting of investment aid by
Enova, the Authority cannot be certain that the zero net present value has been respected in all instances. The
Authority notes that the wind project quoted under section I 5.2 of this Decision is only a model calculation from
which it cannot be necessarily deducted that the projects actually supported received excess aid. It further notes that
Norway later explained that the positive net present value resulted from too low a rate on return on capital.
However, the example only further confirms the Authority's view that the absence of sufficiently clear criteria could
create the opportunity for granting aid which is, inadvertently, in excess of Enova's own stipulations.

(42) In letter dated 11 September 2003 from the Norwegian authorities, Annex I, page 5.
(43) E.g. the Utsira project which receives aid from Enova, the Research and Development Council and the Norwegian

Pollution Control Authority.
(44) See on the notion of plant depreciation also section II 3.2.1 of this Decision.



As to the net present value calculation suggested by the Norwegian government and whether such a calcu-
lation could be justified, it suffices to state that — apart from the concern of overcompensation (see 3.1.1)
— the possibility mentioned under point D.3.3.1 (54) of the Environmental Guidelines — to whose princi-
ples the Norwegian authorities refer — is only open to renewable energy production and not to energy
saving measures. Also from the provisions on investment aid (point D.1.3 (25) of the Environmental
Guidelines) it becomes clear that renewable energy support is treated more favourably than energy saving
measures. While for the former up to 100 % of eligible costs might be supported (where necessary), the
support for energy saving measures is limited to 40 %. The Authority therefore has doubts that this calcula-
tion method could be used at all for energy saving measures.

3.1.3. Investment in new energy technology

At the present stage of the proceedings, the Authority does not yet have a full picture whether the support
of such technology is limited to renewable energy sources or could also cover other types of energy tech-
nology, which is relevant for determining which provisions of the Environmental Guidelines would apply
to the support in question.

In any event, as to the application of the net present value calculation, the Authority's preliminary findings
under section I 3.1.1 of this Decision would apply.

The Authority will investigate further whether the aid in question is investment support under the Environ-
mental Guidelines or rather aid for research and development which should have been assessed under the
Authority's Research and Development Guidelines.

3.1.4. Information and educational measures

The Authority does not have sufficient information to assess whether the projects exceeding the de minimis
threshold supported under this heading (in particular the programme on teaching material, educational
courses for technical personnel, the on site follow-up) can be declared compatible with Article 61(3)(c) of
the EEA Agreement.

The Authority notes that the schemes were not limited to small and medium sized companies, as stipulated
in the Act mentioned in point 1f) in Annex XV to the EEA Agreement (aid to small and medium-sized
enterprises) (45). Nor can the Authority be certain at this point whether such support would have been
limited to investment as stipulated in Article 4 of that Regulation.

Likewise the Authority does not have sufficient information to ascertain the application of the Act
mentioned as point 1 d) in Annex XV to the EEA Agreement (training aid) (46).

The Authority notes that in particular with regard to the advisory and consultancy services paid for by
Enova, some of the support might be acceptable as part of the eligible costs for energy saving measures or
investment support for renewable energy, or alternatively, under point D.2 (36) of the Environmental
Guidelines, as far as small and medium sized enterprises are concerned. However, the Authority does not
have sufficient information on all the projects supported so far to make this analysis and notes in general
that the system as such does not contain any limitation to these companies. The Authority does not see
any other Guidelines or Block exemptions that would justify these measures.

3.2. The system with the envisaged amendments by the Norwegian authorities

3.2.1. Renewable energy investment support

The Authority will, during the formal investigation procedure, examine whether the net present value
calculation suggested by the Norwegian authorities can be accepted for the grant of investment aid. The
starting point for the Authority's analysis is point D.1.3 (27) of the Environmental Guidelines which stipu-
lates that the rate for investment in support of renewable energy sources is 40 % of the eligible costs.
Where necessary — a criterion not further specified in the Environmental Guidelines — investment aid up
to 100 % of eligible costs can be granted. The eligible costs (see point D.1.7 (32) of the Environmental
Guidelines) normally consist of the extra costs borne by the firm in comparison to a conventional power
plant with the same capacity.
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(45) See fn. 22 of this Decision.
(46) See fn. 23 of this Decision.



At this stage in the proceedings, the Authority makes the following observations on the use of the net
present value calculation as suggested by the Norwegian authorities. The method proposed by Norway
does not make a straight comparison between a renewable energy project and a chosen conventional
plant. However, the net present value method may, with certain assumptions, ascertain that there will
never be any overcompensation in the sense that the received support exceeds the extra investment costs.

We may compare a renewable energy plant to a hypothetical conventional plant of the same capacity in
terms of output, but with different cost structures. A stylized example assuming constant flows of revenue
and operating costs over a given time span may shed light on the relationship between a subsidy to a
renewable plant and the extra investment costs such a plant would require compared to a conventional
plant. Letting subscript 1 relate to conventional plants and subscript 2 to renewable plants, and introducing
the following variables,

r = annual revenue

ck = annual operating costs, k = 1,2

Ik = investment costs, k = 1,2

ik = required rate of return k = 1,2

n = number of years

dk = present value factor of future cash flows =
Xn

j = 1

1
1 þ ikð Þj

, k = 1,2

S = subsidy to make net present value of renewable plant equal to zero,

one can write:

(1) rd1 – c1d1 – I1 = 0

implying that the net present value of a conventional plant is equal to zero (*), and furthermore

(2) rd2 – c2d2 – I2 + S = 0 (**).

As (1) = (2), S can be expressed as

(3) S = (I2–I1) + (r–c1) d1 – (r–c2)d2

It is evident that for a given investment in a renewable energy plant, S, will increase the higher the oper-
ating costs, c2, are. Likewise, the subsidy will increase the higher the required rate of return, i2, is and
consequently the lower d2 is. The higher the discount factor is, the lower the present value of the future
net income stream, r – c2, is.

If the required rate of return is equal for a conventional and a renewable energy plant, i.e. i1 = i2 and
d1 = d2 = d,

(4) can be written:

(5) S = (I2 – I1) – (c1 – c2)d.

This implies that as long as operating costs for a conventional plan, c1, are higher than those for a renew-
able plant, c2, then the subsidy, S, will be smaller than the extra investment costs for the renewable plant,
(I2 – I1). In that case there is no risk for overcompensation in that the subsidy will exceed 100 % of the
extra investment costs.
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(*) In practice it would be equal to zero or positive, otherwise it would not be brought about. For simplicity it is
assumed here that it equals zero.

(**) As the plants are equal in size, the sales revenue, r, will be the same in both cases.



It may be illustrative to look at some concrete examples. The actual wind energy project referred to in
section I.9.2 above required an investment aid of NOK 38 million. On the basis of the data in the table on
operating costs for various power plants in the same section, it may be reasonable to assume that operating
costs for a conventional plant may be twice as high as for the wind energy project. Using such an assump-
tion and applying the formulas above, the aid intensity for the mentioned wind energy project, measured
as subsidy in relation to extra investment costs will be 40 %. It is thus assumed that the required rate of
return, 6,33 %, is equal for both projects. If, however, the required rate of return for the wind project
would be 2 percentage points higher, i.e. 8,33 %, the subsidy amount would increase to some NOK 52
million and the aid intensity would increase to 55 %.

In the cases described, where operating costs are twice as high for conventional as for renewable energy
plants, it is rather unlikely that there would be any overcompensation. This would occur only with excep-
tionally high risk premiums attached to renewable energy projects, and hence these projects would be
rather unrealistic.

On the other hand, if the operating costs for a renewable energy plant approach the operating costs for a
conventional plant and the required return for the former is higher than for the latter due to a perceived
extra risk related to investment in renewable energy, the picture may be different. If it is assumed that
operating costs are equal for both alternatives, c1 = c2 = c, then (4) can be written:

(6) S = (I2 – I1) + (r – c)(d1 – d2).

Higher required return for a renewable energy plant means that d2 < d1, and in that case the subsidy will
exceed the extra investment costs.

According to point 10 in section I.9.2 above, Norway commits itself not to grant aid to renewable energy
projects for operating costs that exceed those for conventional plants. In the Authority's understanding,
this may mean that operating costs equal to those for conventional plants may be covered. If this under-
standing is correct, the result may be, in light of what has been said just above, still overcompensation.

However, the commitment as stated in point 9 and 5 in section I.9.2 may pose a more efficient constraint
for the amount of aid granted. According to this commitment, the Norwegian authorities will, except for
biomass, not grant aid beyond the threshold in point (54) of the Environmental Guidelines. Point (54)
establishes that operating aid may be granted to compensate for the difference between production costs of
renewable energy and the market price for the power concerned. However, the aid may be limited to plant
depreciation.

At the outset, aid to compensate for the difference between production costs and market price is just what
is necessary to achieve a net present value for the project equal to zero. As long as this aid is less than the
actual depreciation, it is considered to be compatible.

While point (54) of the Guidelines refers to current operating aid, the Authority's preliminary view is that
the principle thus established may as well be applied to aid granted in relation to an investment provided
that the value of the aid does not get higher than point (54) provides for. That will be taken care of if the
value of annual depreciation is discounted to present value and that this value sets a ceiling of the amount
of aid that can be granted.

According to this principle investment aid may be granted to compensate for the difference between
production costs and market price as long as this amount is lower than the discounted value of future
depreciation.

As explained above the amount of an investment subsidy aimed at compensating for the difference
between production costs and market price will increase with increasing discount factor (required rate of
return including risk premium). In that case the present value of future net operating income will diminish
thus requiring more aid to make the project profitable.

While the amount of subsidy thus increases with increasing requirements to return, the present value of
annual depreciation decreases. This limits the amount of aid that can be granted as risk premiums and thus
requirements of return on investment in renewable energy projects increases. The project as mentioned in
I.9.2 above may illustrate this. The aid amount was calculated to NOK 38 million using a discount rate of
6,33 %. Assuming a linear depreciation over the life-time of the project, the present value of depreciation
is NOK 61 million. If the discount factor were to be increased, the amount of aid would need to be
increased to break even while the value of future depreciation would decrease. At a discount rate of 8,25 %
the need for subsidy would be NOK 51,4 million. The present value of future depreciation would reach the
same amount. Higher discount rates would increase the amount required to break even while the allowable
subsidy would decrease making the project unprofitable and hence unworkable.
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As the present value of future depreciation is unaffected by development of operating costs, it is also
constraining how much subsidy can be granted because of increasing operating costs. As shown above the
present value of future depreciation in the quoted example, using a discount factor of 6,33 %, is NOK 61
million. If operating costs were higher than in the quoted example, that could be catered for to the extent
that the total subsidy was within this limit. In the concrete example, operating costs 40 % higher than
those specified could be compensated for, but not more than that.

As stated above, in the Authority's preliminary view the principles of point (54) of the Environmental
Guidelines can be used to allow for such a calculation method. According to point (54) of the Environ-
mental Guidelines, aid to renewable energy projects can be granted as the difference between the produc-
tion costs of a renewable energy project and the market price, limited however to plant depreciation, which
is, in the Authority's view, to be understood as investment depreciation. Against this background, the
Authority then notes that the aid granted under point D.3.3. (54), while described under the heading ‘oper-
ating aid’, in reality also concerns investment aid. In other words, both aid given under point D.1.3 (27)
and aid given under point D.3.3 (54) in reality deal with investment support (47). This can be already
derived from point (53) of the Environmental Guidelines which introduces the operating aid calculation
with the words that ‘in the renewable energy field, unit investment costs are particularly high and generally account
for a significant proportion of the firms' costs and do not allow firms to charge competitive prices on the market.’
Based on the assumption that it is the high (extra) investment costs which cause the competitive disadvan-
tage, point (54) of the Environmental Guidelines allows for the covering of these investment costs (plant
depreciation) in full (i.e. up to 100 %), as far as they cannot be covered by the market price. The support
by Enova respects this threshold.

It should be noted that contrary to how operating aid is normally treated under the State aid provisions,
for renewable energy projects the Environmental Guidelines stipulate that operating aid should normally
be allowed, see point (49) of the Environmental Guidelines (48). A renewable energy project can legitimately
receive both investment aid and operating aid under the Environmental Guidelines, as long as the threshold
for operating aid is not exceeded (see point D.3.3.1 (54), second paragraph of the Environmental Guide-
lines (49)). This shows that Enova could legitimately have chosen to support these projects solely on the
basis of operating aid principles and granted up to 100 % of the investment costs exceeding the market
price with an aid scheme which granted project financing in instalments rather than in the form of a lump
sum payment foreseen by the Energy Fund system. The difference of a one-off investment lump sum
payment as envisaged by the Norwegian authorities compared to an operating aid system which would
grant aid in fixed instalments over a certain period of time, is small. While administratively easier to
handle, the aid granted by Enova might be rather less distortive than a continuous classical operating aid
scheme (50). The Authority will analyse this point further in its investigation.

In the formal investigation procedure the Authority will further investigate the possibilites of Enova to
grant further assistance for the energy produced by the project. Point (54) of the Environmental Guidelines
stipulates that aid might only be granted for plant depreciation and that ‘[a]ny further energy produced by the
plant will not qualify for any assistance’. In the Authority's preliminary view this formulation constitutes a
concretisation of the proportionality test under Article 61(3)(c) of the EEA Agreement which provides for
only so much aid so that a project can reach the (horizontal) objectives, in this case environmental protec-
tion. The need for support for renewable energy projects is based on the competitive disadvantage which
these projects face in relation to traditional energy production. They are therefore entitled to receive aid to
reach the market. The aid is therefore smaller the bigger the income base of the project. In concrete terms,
the Authority is concerned that without any further modifications to the Enova system, projects funded by
Enova might receive, in future, State support. Given that the net present value calculation used by Enova
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(47) The only exception is support for biomass, for which the ‘real’ running costs of the company are supported, if it
exceeds the investment; see point (55) of the Environmental Guidelines.

(48) Normally investment aid and operating aid are treated according to very different principles under the State aid
provisions, taking into account that operating aid normally does not contribute to any horizontal objectives but just
reduces the company's running costs without creating an overall benefit for society. Operating aid should therefore,
in principle, not be allowed under the State aid provisions. Here, however, the Environmental Guidelines make a
different choice for the support of renewable energy projects.

(49) The aids would then be calculated together to establish that the threshold of point (54) is not exceeded. See e.g.
Commission Decisions N 727/2002 – the Netherlands, MEP – Stimulating renewable energy and N266/2003 – the
Netherlands, The Q7 Wind project, where the project first received operating aid and later investment aid. The Euro-
pean Commission established, in the second decision, that the investment aid added to the already authorised oper-
ating aid scheme did not exceed the maximum operating aid amount.

(50) In this respect it should also be noted that the European Commission has, in its decision on investment aid which
has been calculated according to the extra cost approach, also taken the companies' operating costs into account,
see e.g. N 266/2003 – the Netherlands, where the operating costs of the company were considered in the assess-
ment of the cost savings calculation. This demonstrates that for both, investment aid and operating aid, operating
costs are indeed to be considered. It is therefore not to Norway's advantage that the calculation method in D.3.3.1
(54) of the Environmental Guidelines includes the operating costs as a calculation factor.



already includes a fair return on capital, such further support is likely to result in excess profit. The
Authority will therefore investigate whether there is need for a further limitation to the system, in that a
supported project, which has reached a zero net present value and for which the threshold of point (54) of
the Environmental Guidelines has been met, is not entitled to receive further support, regardless of
whether this support would legally qualify as State aid. This would mean that under the item ‘income’ in
the net present value calculation used by Enova, all income must be taken into account, i.e. not only
commercial revenues, but also other benefits resulting from State intervention.

The Authority notes positively that regarding the possible introduction of a green certificate system (51)
which might be introduced in the near future, the Norwegian authorities have stated that contracts with
recipients of Enova support contain a clause stipulating that the whole amount of investment support
must be reimbursed prior to entry. As the Authority has doubts on the necessity of the aid, it will examine
whether the clause must be extended to other types of government invention.

The Authority still questions the Norwegian authorities' suggestion that the net present value calculation
for renewable energy projects should also cover such projects which, due to higher operating costs which
cannot be supported in the Authority's view, end up with a negative present value. The Norwegian authori-
ties have suggested to the Authority to amend the Energy Fund system in that ‘operating costs which exceed
the operating costs for traditional power production from oil, gas and coal will not be included in the net present
value calculation described in number 2 (52). Hence renewable energy projects shall not be compensated for operating
costs higher than for traditional power production from oil, gas and coal.’ The Authority is not certain whether
such projects would not better fit the logic of the support of new energy technologies and should be
supported under that programme. The current approach seem to involve a deviation from the rationale of
the net present value approach in that the support should enable the project to reach the market, which
with the formulation chosen by Norway would not be the case. The Authority will investigate this point
further.

As to the eligible costs, the Authority notes that the Norwegian authorities wish to base the investment
costs on the list of accepted cost items in Commission Decision N75/2002 (53). The Authority might find
support for these costs acceptable, as long as they concern extra investment necessary to meet the environ-
mental objective. However, the Authority already states at this stage of the procedure that only such costs
which actually occur in a project can be supported. E.g. as far as the Commission Decision, in the case of
Finland, accepted certain costs related to district heating items, these cost items cannot be transferred to
other projects. The Authority further notes that in line with Commission Decision N 266/2003 — O7
wind project, the Netherlands, the financial costs of the project are not eligible. This covers the deprecia-
tion, the recipient's overhead costs, interest paid, adherence fees and deductible taxes. The Norwegian
authorities have confirmed to the Authority that financial costs will not be included in the calculation,
neither will so-called ‘miscellaneous’ or ‘indemnity costs’.

In its assessment the Authority will also take into account that according to point D.1.3 (27) of the Envir-
onmental Guidelines, renewable energy sources are one of the environmental objectives that should be
encouraged the most. While Norway uses predominantly renewable energy in the form of hydro power,
there could be concerns about a potential increase of energy imports into Norway, given that hydro power
suffers from various instabilities. In order not to substitute the dependency on hydro power with a depen-
dency on energy imports (from fossil fuels), the Norwegian authorities have developed the current support
scheme.

3.3. Energy saving measures

The Norwegian authorities suggest amending the notified system (see section I. 9.3 of this Decision) and
intend, for the support of energy saving measures, to apply the ‘extra cost approach’ as stipulated in points
(27) and (32) of the Environmental Guidelines. The Authority notes that this approach as such is in line
with the Environmental Guidelines.

3.4. New energy technologies

Given that the Norwegian authorities are considering reviewing the mechanism, the Authority cannot yet
form a final view on this aid measure. If unchanged, the comments made under section II 3.1.3 of this
Decision remain valid.
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(51) A system by which power producers earn Green Certificates as proof of energy being generated from renewable
sources. For additional revenue, producers can sell their Green Certificates separately from their electricity. The certi-
ficates are often traded at a minimum price set by the Government, which may not classify as State aid. See Case C-
379/98 Preussen Elektra [2001] ECR I-2099. Norway is considering the introduction of such a system possibly for
2007.

(52) See section I 9.2. number 10 of this Decision.
(53) See fn. 28 of this Decision.



3.5. Information and education measures

The Authority notes that the majority of the programmes, i.e. the programme on the development of
teaching materials and learning concepts, as well as the education courses in energy for technical personnel
and engineers/on site follow up ended on 1 January 2004. If any of these programmes — or similar
programmes — are to be started again, the Authority should be notified in case the programme triggers
off a notification requirement (e.g. programmes above the de minimis threshold, etc.) The Authority there-
fore does not need to further comment on the projects.

As to the advisory and consultancy services, the Authority is still awaiting further information from the
Norwegian authorities as to whether these services should be only given to small and medium sized under-
takings in the future and might therefore be acceptable either under point (36) of the Environmental
Guidelines in conjunction with Commission Regulation (EC) No 70/2001 on aid to small and medium
sized enterprises or as part of the investment costs for energy saving measures according to points (27),
(32) of the Environmental Guidelines. The Authority cannot, therefore, develop a definite view on this
support measure.

As to the programme in favour of local municipalities, the Authority is awaiting further explanation as to
the way in which it is guaranteed that the programme does not benefit the commercial activities of the
local authorities.

3.6. Annual Reporting

If the Authority were to accept the amended Energy Fund system in a final Decision, it would require the
Norwegian authorities to report in a detailed manner on the support of, in particular, the energy saving
measures, renewable energy products and new energy technologies. However, the details of the reporting
obligation will only emerge during the formal investigation procedure.

3.7. The financing mechanism

According to established case law, one cannot separate an aid measure from the method by which it is
financed. As the European Court of Justice has held, the financing mechanism of a support scheme might
render the whole aid incompatible with the common market (54), in particular if it entails discriminatory
aspects. The need to consider the financing mechanism together with the aid scheme is in particular
requested, when the levy has been explicitly created for the financing of the aid scheme, which is the case
for the Energy Fund.

This means that the Authority has to take into account that the measures supported by the Energy Fund
are financed via a levy on the distribution tariff. This levy on the distribution tariff, while not levied on the
energy production as such, will indirectly also concern imported energy. In this respect the Authority
notes, in particular, that the levy is linked to the volume of energy consumption, and not levied at a fixed
rate (55). However, the link to the volume generally reflects the polluter-pays principle of the Environmental
Guidelines and, in line with Commission practice, the financing mechanism might be declared compatible
with the State aid provisions (56).

In this respect it should be taken into account that there is no restriction in the whole support scheme that
the aid should only benefit Norwegian producers. In particular for energy saving measures, it is likely that
a certain share of subsidiaries of foreign companies active in Norway will profit from the measures.
However, the Authority will require further information on this point to form a final view.
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(54) Cases C-261/01 and C-262/01, Belgische Staat between Calster, Cleeren, Openbaar Slachthuis NV, paragraph 46, Case
C-47/69 France v Commission [1970] ECR 487, paragraph 4.

(55) This was considered relevant in some Commission decisions on ‘stranded costs’, see N 161/04 — Portugal and
N 490/2000. In the two cases, the levy was linked to consumption, but was not shared equally between domestic
and foreign operators. However, at this stage it is not clear whether this case law is relevant for the present case.

(56) See e.g. Commission Decision 707/2002 — the Netherlands, N 553/01 — Ireland.



4. CONCLUSION

The Authority therefore concludes that it has doubts as to whether the Energy Fund system is compatible
with the functioning of the EEA Agreement, in particular with Article 61(3)(c) of the EEA Agreement in
conjunction with the Authority's Environmental Guidelines. These doubts concern the system as notified in
2003 and applied since 1 January 2002. The Authority in particular notes that it does not have informa-
tion on the projects so far supported by the Energy Fund to establish whether they would be in compliance
with the amended Energy Fund system, should the Authority accept the latter suggestions by the Norwe-
gian authorities. The doubts, however, also extend to some aspects of the suggested amendments for the
future application of the system, as outlined in this Decision.

Consequently, and in accordance Article 4(4) in Part II of Protocol 3 to the Surveillance and Court
Agreement, the Authority is obliged to open the procedure provided for in Article 1(2) in Part I of
Protocol 3 of the Surveillance and Court Agreement. The decision to open proceedings is without
prejudice to the final decision of the Authority, which may conclude that the measures in question
are compatible with the functioning of the EEA Agreement.

In light of the foregoing considerations, the Authority, acting under the procedure laid down in Article
1(2) in Part I of Protocol 3 to the Surveillance and Court Agreement, requests the Norwegian authorities to
submit its comments within one month of the date of receipt of this Decision.

In light of the foregoing considerations, the Authority requires the Norwegian government, within one
month of receipt of this Decision, to provide all documents, information and data needed for the assess-
ment of the compatibility of the support measures under the Energy Fund,

HAS ADOPTED THIS DECISION:

1. The Authority has decided to open the formal investigation procedure provided for in Article 1(2) in
Part I of Protocol 3 to the Surveillance and Court Agreement with regard to the Norwegian Energy
Fund.

2. The Norwegian government is requested, pursuant to Article 6(1) in Part II of Protocol 3 to the
Surveillance and Court Agreement, to submit its comments on the opening of the formal inves-
tigation procedure within one month from the notification of this Decision and to provide all
such information as may help to assess the aid measure.

3. The Norwegian government shall be informed by means of a letter containing a copy of this Decision.

4. The EC Commission shall be informed, in accordance with Protocol 27(d) of the EEA Agreement, by
means of a copy of this Decision.

5. Other EFTA States, EC Member States, and interested parties shall be informed by the publishing of this
Decision in its authentic language version, accompanied by a meaningful summary in languages other
than the authentic language version, in the EEA Section of the Official Journal of the European Union and
the EEA Supplement thereto, inviting them to submit comments within one month from the date of
publication.

6. This Decision is authentic in the English language.

Done at Brussels, 18 May 2005.

For the EFTA Surveillance Authority
Einar M. BULL

Acting President

Bernd HAMMERMANN

College Member
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EFTA Surveillance Authority inquiry in the retail banking and business insurance sector

(2005/C 196/09)

On 22 June the EFTA Surveillance Authority decided to open inquiries under Article 17 of Chapter II of
Protocol 4 to the Surveillance and Court Agreement (cases 57824 and 57825) into the following sectors of
the economy: retail banking and business insurance. The Advisory Committee expressed its favourable
opinion. For information purposes the text of the decision is made available on the EFTA Surveillance
Authority's official website www.eftasurv.int.

EFTA Surveillance Authority inquiry in the electricity sector

(2005/C 196/10)

On 22 June the EFTA Surveillance Authority decided to open an inquiry under Article 17 of Chapter II of
Protocol 4 to the Surveillance and Court Agreement (case 57828) into the electricity sector. The Advisory
Committee expressed its favourable opinion. For information purposes the text of the decision is made
available on the EFTA Surveillance Authority's official website www.eftasurv.int.
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