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Breakthrough for renewable energy sources- priority law is passed
- by Federd Environment Minister Jirgen Trittin -

A decisve breakthrough in the development of sustainable energy provision has been achieved with the
adoption of the Renewable Energy Sources Act ("Act on Granting Priority to Renewable Energy
Sources'). Having been passed by the German Bundestag on February 25, 2000, the act received the
gpprovd of the Bundesrat (upper chamber) on 17 March.

Although the previous law, the Electricity Feed Act (Stromeinspeisungsgesetz, SrEG)*, was
successtul, it had to be replaced. There were a number of reasons for updating the legidation: the
growth of the green eectricity output beyond the five percent celling previoudy set for support
entitlement, the need for a nationa distribution of costs beyond the regions, the lack of planning and
investment security, and the adjustments required for compliance with EU directives. The Federd
Government had to act fast as more and more renewable energy investment projects were being
shelved.

Replacing the Electricity Feed Act, the Renewable Energy Sources Act (Erneuerbare-Energien-
Gesetz, EEG) regulates the prioritisation of grid-supplied ectricity from renewable sources. It specifies
mechaniams for implementing the option of granting priority to renewable power generation envisaged in
the EU Directive on the internd market in dectricity. Energy utilities will also now benefit from the
compensation for supplying the grid with eectricity from renewable sources.

By guaranteeing compensatory payments down to the last pfennig per kWh, the act restores a secure
climate for investment. This remunerative arrangement is made available for aperiod of up to twenty
years per plant, with the exception of hydrodectricity ingtdlations, which require longer amortisation
periods. In addition, we have incorporated degressive steps, starting in 2002, for plants coming on line
then. The law aso offers scope for dtering the compensation rates for future instdlations if necessary.
This remuneration system does not mean the abandonment of market principles, but only creates the
security needed for investment under present market conditions. There is adequate provision to
safeguard the future existence of dl the plants dready in operation.

The new act has abolished the regulation contained in the Electricity Feed Act which limits the uptake at
preferentia rates of ectricity from renewable energy sources to amaximum share of five percent of
overal output. Instead, we have introduced a nation-wide cost-sharing arrangement. The act should put
an end to any fears of excessve financid burdens. The contribution resulting from the new cost-sharing
mechanism amounts to amere 0.05 cent per kWh. Even if, as we hope, thereis powerful growth in
renewable energy sources, thiswould still only riseto 0.1 cent per kWh in afew yearstime. That, indeed,
isasmdl priceto pay for the development of this key sector.

! dso referred to as Act on the Sale of El ectricity to the Grid



The compensation to which suppliers are entitled is now geared to costs. The compensation rates differ
between energy forms and aso depend on the size of ingdlations. We have raised

these rates significantly in the case of biomass and photovoltaics. The German Federal Environment
Minigtry is authorised to issue an ordinance to define the term biomass in this context.

Asfor wind energy, we have sat different rates on the basis of atechnology-neutra yield reference
modd. Specid conditions have been set for offshore wind turbines. Due to the higher specific costs
initialy incurred, they can benefit from a high rate over alonger period: 9.10 cent per KWh over nine
years. This arrangement dso gpplies to offshore indalations outsde the twelvemile zone.

The new law (EEG) complieswith EU criteria by setting time limits on compensation, establishing cost-
oriented rates, differentiating according to energy source, plant size and location, introducing a
degressive structure and ingsting on regular reviews.

It opens up great opportunities not only to enhance our future energy-mix but aso in terms of skilled
jobs and exports. The wind energy sector has so far led the way in Germany by creating more than
20,000 jobs. This act gives biomass exploitation in particular every chance of embarking on asimilar
phase of dynamic growth.

In thisway, emissons of the dlimate- damaging greenhouse gas CO, can be reduced by about three
percent by 2010 through the generation of green eectricity done. The EEG isalaw that will givea
magor boost to renewable energy forms, enabling them to increase their contribution to overdl energy
production to at least ten percent by 2010.



Act on Granting Priority to Renewable Energy Sources
(Renewable Energy Sources Act)

Section 1
Purpose

The purpose of this Act isto facilitate a sustainable development of energy supply in the interest of
managing globa warming and protecting the environment and to achieve a subgtantial increasein the
percentage contribution made by renewable energy sources to power supply inorder at least to double
the share of renewable energy sourcesin total energy consumption by the year 2010, in kegping with
the objectives defined by the European Union and by the Federad Republic of Germany.

D)
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3)

Section 2
Scope of Application

This Act deals with the purchase of, and the compensation to be paid for, dectricity generated
exclugvely from hydrodynamic power, wind energy, solar radiation energy, geotherma energy,
gas from sanitary landfills, sawage trestment plants, mines, or biomass within the territorial scope
of this Act or within Germany's exclusve economic zone, by utility companies which operate grids
for public power supply (grid operators). The Federad Minigtry for Environment, Nature
Conservation and Nuclear Safety shdl be authorised to lay down rules- in agreement with the
Federd Minigtry of Food, Agriculture and Forestry aswell as the Federal Ministry of Economics
and Technology - by adopting an ordinance, which shal be subject to gpprova by the German
Bundestag. Said ordinance shdl specify what substances and technical processesused in
connection with biomass fal within the scope of application of this Act; in addition, the ordinance
shdl lay down the rdevant environmental standards.

This Act shal not apply to dectricity

produced by hydro-electric power plants and ingdlations fudled by gas from landfills or sawage
trestment plants with an instaled dectrica capacity of over 5 megawatts, or by ingdlationsin
which dectricity is generated from biomass, with an ingtalled eectrica capacity of over 20
megawatts, and

produced by ingallations of which over 25 per cent is owned by the Federd Republic of
Germany or one of Germany's federa states, and

produced by indalations for the generation of eectricity from solar radiation energy, with an
ingtalled dectrical capacity of over five megawatts. In the case of ingtdlations for the generation
of eectricity from solar radiation energy which are not attached to or built on structures which are
primarily used for purposes other than the generation of dectricity from solar radiation energy, the
upper capacity limit specified in the first sentence above shdl be 100 kilowatts.

New ingdlations shdl be ingdlations which were commissoned after [add: dete of entry into
force of thisAct]. Reactivated or modernised ingtalations shal be considered as new



ingalations if mgjor components of the ingtalations were replaced. Modernisation work shall be
deemed to be mgjor if the modernisation costs amount to &t least 50 percent of the investment
cost required to build a completely new ingdlation. Exiging ingdlations shdl be ingdlations
which were commissioned prior to [add: date of entry into force of this Act].

Section 3
Obligation to Purchase and Pay Compensation

(1) Grid operators shal be obliged to connect to their grids eectricity generation ingtdlations as
defined in Section 2 above, to purchase eectricity available from these ingtdlations as a priority,
and to compensate the suppliers of this dectricity in accordance with the provisonsin Sections 4
to 8 bdow. This obligation shal apply to the grid operator whose grid is closed to the location of
the eectricity generation ingalation, providing thet the grid is technically suitable to feed in this
eectricity. A grid shdl be congdered to be technicdly suitable even if - notwithstanding the
priority to be granted pursuant to the first sentence above - a grid operator needs to upgrade its
grid a reasonable economic expense to feed in the dectricity; in this case, the grid operator shall
be obliged to upgrade its grid without delay if thisis requested by a party interested in feeding in
electricity. Grid data and data of the dectricity generation ingtdlation shdl be disclosed where
thisis necessary for the grid operator and the party interested in feeding in dectricity to do their
planning and to determine the technicd suitability of agrid.

(2) Pursuant to Sections 4 to 8 below, the upstream transmission grid operator shall be obliged to
purchase, and pay compensation for, the amount of energy purchased by the grid operator in
accordance with clause (1) above. If thereis no domestic transmission grid in the area serviced
by the grid operator entitled to sl eectricity, the next closest domestic transmission grid operator
shdl be obliged to purchase and pay compensation for this eectricity as specified in the first
sentence above.

Section 4
Compensation to be Paid for Electricity Generated from Hydrodynamic Power,
Gasfrom Landfills, Mines, and Sewage Treatment Plants

The compensation to be paid for dectricity generated from hydrodynamic power and gas from landfills
mines and sewage trestment plants shall amount to &t least 7.67 cent per kilowatt-hour. 1n the case of
eectricity generation ingdlations with an dectrical capacity of over 500 kilowatts, this shal gpply only
to that part of the total amount of ectricity fed in during a given accounting year which corresponds to
the ratio of 500 kilowatts to the total capacity of the ingtdlation in kilowatts; the capacity shall be
caculated as the annud average of the mean effective eectrica capacity measured in the various months
of the year. The price to be paid for other dectricity shdl be at least 6.65 cent per kilowatt-hour.

Section 5
Compensation to be Paid for Electricity Generated from Biomass

(1) Thefallowing compensation shdl be paid for eectricity generated from biomass.
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1. Atleast 10.23 cent per kilowatt-hour in the case of inddlations with an ingdled
electrica capacity of up to 500 kilowatts.

2. Atleast 9.21 cent per kilowatt-hour in the case of ingtdlaions with an indtdled dectricd
capacity of up to 5 megawatts.

3. At least 8.70 cent per kilowaitt-hour in the case of ingdlations with an indtdled effective
electrical capacity of over 5 megawaits, however, this provision shal not be effective before
the date of the entry into force of the ordinance specified in the second sentence of Section 2

D).

Thefirgt clause of the second sentence in Section 4 above shal gpply mutatis mutandis.

Asof 1 January 2002, the minimum compensation amounts specified in (1) above shall be
reduced by one per cent annudly for new ingtdlations commissoned as of this date; the amounts
payable shall be rounded to one decimal.

Section 6
Compensation to be Paid for Electricity Generated from Geothermal Energy

Thefollowing compensation shall be paid for dectricity generated from geotherma energy:
1. Atleast 8.95 cent per kilowatt-hour if the ingadlation involved has an inddled dectrica

capacity of up to 20 megawetts, and
2. Atleast 7.16 cent per kilowatt-hour if the ingalation involved has an ingtdled dectricd capacity
of over 20 megawatts.

The first clause of the second sentencein Section 4 above shdl gpply mutatis mutandis.

D)

2

Section 7
Compensation to be Paid for Electricity Generated from Wind Energy

The compensation to be paid for eectricity generated from wind energy shdl be a least

9.10 cent per kilowatt-hour for aperiod of five years sarting from the date of commissioning.
Hence, the compensation to be paid for ingtallations which, during this period of time, achieve
150 per cent of the reference yield caculated for the reference ingtdlation as described in the
Annex to this Act shdl be a least 6.19 cent per kilowatt-hour. For other ingtalations, the
period mentioned in the first sentence above shall be prolonged by two months for every 0.75 per
cent which their yied stays below 150 per cent of the referenceyidd. If the dectricity is
generated by ingdlations which are located at least three nauticad miles seawards from the
basdlines used to demarceate territorial waters and if these ingtallations are commissioned no later
than 31 December 2006, the periods specified in the first sentence and in the second sentence
above shal be nine years.

For exigting ingdlations, the date of commissoning as defined in the first sentence of (1) above
shdl be [add: the date of the entry into force of this Act]. For these ingallations, the period
defined in the first 3 sentences of (1) above shdl be reduced by hdf of the

operating life of an ingtdlation as of [add: the date of the entry into force of this Act]; in any case,
however this period shal not be less than four years sarting from [add: the date of the entry into



force of thisAct]. If P-V curves are not available for such ingdlations, an authorised inditution
as defined in the Annex may perform the necessary calculations on
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the bads of the design documents of the type of ingtalation concerned.

Asof 1 January 2002, the minimum compensation amounts specified in (1) above shdl be
reduced by 1.5 per cent annually for new ingtalations commissioned as of this date; the amounts
payable shall be rounded to one decimdl.

For the, implementation of the provisonsin (1) above, the Federd Minigtry of Economics and
Technology shall be authorised to adopt an ordinance laying down rules for the calculation of the
reference yied.

Section 8
Compensation to be Paid for Electricity Generated from Solar Radiation Energy

The compensation to be paid for dectricity generated from solar radiation energy shall be a least
50.62 cent per kilowatt-hour. As of 1 January 2002, the minimum compensation paid shall be
reduced by 5 per cent annualy for new dectricity generation ingdlations commissioned as of this
date; the amounts payable shal be rounded to one decimd.

The obligation to pay compensation as specified in (1) above shdl not gpply to photovoltaic
ingalations which are commissioned after 31 December of the year following the year inwhich
photovoltaic ingtdlations which are digible for compensation under this Act reach atotd installed
capacity of 350 megawatts. Prior to the

discontinuation of the obligation to pay compensation as pecified in (1) above, the German
Bundestag shall adopt a follow-up compensation scheme which shdl enable ingtdlation operators
to manage their inddlations cogt-effectively, taking into congderation the decline of margind unit
cost achieved by then in the fied of systlem engineering.

Section 9
Common Provisons

The minimum compensation amounts specified in Sections 4 to 8 shdl be payable for newly
commissioned ingdlations for a period of 20 years after the year of

commissioning, except for ingtdlations which generate dectricity from hydrodynamic power. For
ingallations which were commissioned prior to the entry into force of this Act, the year 2000 shall
be conddered to be the year of commissioning.

If ectricity generated from various ingdlationsis billed via a common metering device, the
caculation of the amounts of the different rates of compensation payable shall be based on the
maximum effective cgpacity of each individud ingdlation. If dectricity is generated from severd
wind energy converters, the calculation of the compensation shdl - notwithstanding the first
sentence above - be based on the cumulative values of these ingtdlations.
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Section 10
Grid Costs

The costs associated with connecting ingtallations as specified 1 in Section 2 above to the
technicdly and economicaly most suitable grid connecting point shal be borne by theingdlation
operators. Theimplementation of this connection must comply with the grid operator's technical
requirements in a given case and with the provisons laid down in Section 16 of the
Energiewirtschaftsgesetz (Energy Management Act) of 24 April 1998 (Federa Law Gazette 1,
p. 730). Theingdlation operator shdl be entitled to have the connection implemented ether by
the grid operator or by a quadified third party.

The costs associated with upgrading the grid exclusively in order to connect new ingdlationsin
accordance with Section 2 for accepting and transmitting energy fed into the grid for public power
supply shall be borne by the grid operator whose grid will have to be upgraded. The grid
operator shall specify the concrete investment required by presenting the costsin detail. The grid
operators shdl be entitled to add the costs borne by them when determining the charges for the
use of the grid.

Any disputes shdl be settled by a clearing centre which shall be established within the Federd
Ministry of Economics and Technology, with the involvement of the parties concerned.

Section 11
Nation-wide Equalisation Scheme

Transmisson grid operators shdl be obliged to record any differences in the amount of energy
purchased and compensation payments made under Section 3 above and to equalise such
differences amongst themsalves as specified in (2) below.

By 31 March of each year, the transmission grid operators shal determine the amount of energy
purchased in accordance with Section 3 above and the percentage share which this amount
represents relaive to the overadl amount of energy delivered to find consumers either directly by
the operator or indirectly viadownstream grids. If transmission grid operators have purchased
amounts of energy that are greater than this average share, they shdl be entitled to sal energy to,
and receive compensation from, the other transmission grid operators in accordance with
Sections 3 to 8 above, until these other grid operators have purchased a volume of energy which
isequa to the average share mentioned above.

Monthly ingtalments shal be paid in accordance with the equalisation amounts and payments to
be expected.

Utility companies which ddliver dectricity to find consumers shdl be obliged to purchase
and pay compensation for that part of the eectricity which their regular transmission grid operator
purchased in accordance with the provisions of (2) above. The first sentence shall not apply to
utility companiesif, relative to the total amount of eectricity they deliver, at least 50 per cent of
the dectricity ddivered is dectricity as defined in Section 2 (1) in conjunction with (2) above. The
part of the eectricity to be purchased by a utility



company in accordance with the first sentence shdl be related to the amount of eectricity
delivered by the utility company concerned and shal be determined in such away that
eech utility company will receive ardatively equa share. The compulsory amount to be



purchased (part) shall be calculated as the ratio of the total amount of dectricity fed into

the grid under Section 3 to the total amount of eectricity sold to fina consumers; furthermore, it is
necessary to deduct from this sum the amount of eectricity ddivered by utility companiesin
accordance with the second sentence above. The compensation as specified in the first sentence
above shall be caculated as the average compensation per kilowatt-hour paid by dl grid
operators two quarters earlier in accordance with Section 3. Electricity purchased in accordance
with the first sentence shdl not be sold at the compensation paid in accordance with the fifth
sentence, if that dectricity is marketed as eectricity pursuant to Section 2 or as comparable
eectricity.

(5) Each grid operator shdl be obliged to make available in good time to the other grid operators the
data required to perform the calculations referred to in (1) and (2) above. Each grid operator
shall be entitled to request that the other grid operators have their data audited by a chartered
accountant or a sworn auditor appointed by mutual agreement. If no agreement can be reached,
the chartered accountant or sworn auditor shal be gppointed by the Presdent of the Higher
Regiona Court which has jurisdiction at the seet of the grid operator eigible to receive
equalisation payments.

Section 12
Progress Report

By 30 June, every two years after the entry into force of this Act, the Federd Ministry of Economics
and Technology shall submit areport - drafted in consultation with the Federal Minigtry for
Environment, Nature Conservation and Nuclear Safety as well as the Federd Ministry of Food,
Agriculture and Forestry - on the progress achieved in terms of the market introduction and the cost
development of power generation ingtalations as specified in Section 2; and by 1 January, every two
years ater the year of entry into force of this Act, the Minigtry shdl, where necessary, propose
adjustments of the compensation amounts specified in Sections 4 to 8 and of their reduction rates, in
keeping with technological progress and market developments with regard to new ingalations;
furthermore, the Minigtry shdl propose a prolongation of the period for calculating the yield of awind
energy converter as specified in the Annex, based on the experience made with the period defined in
thisAct.

Annex

1. Thereferenceingdlation shal be awind energy converter of a specific type for which ayidd at the
levd of the reference yield can be caculated on the basis of P-V curve (powerwind speed curve)
measured by an authorised indtitution at the reference Ste.

2. Thereferenceyidd shal be the amount of dectricity which each specific type of wind energy
converter, including the respective hub heights, would yield during five years of operation -
caculated on the basis of measured P-V curves - if it were built a the reference Site.

3. Thetypeof awind energy converter shal be defined by the model designation, the swept rotor
area, the rated power output and the hub height as specified by the manufacturer.



4. Thereference gte shdl be a Ste determined by means of a Rayleigh ditribution with a mean annua
wind speed of 5.5 metres per second at a height of 30 metres, alogarithmic wind shear profile and
aroughness length of 0.1 metres.

5. TheP-V curve shdl be the correlation between wind speed and power output (irrespective of hub
height) determined for each type of wind energy converter. P-V curves shal be determined in
accordance with the standard procedure defined in the Technische Richtlinien fur
Windenergieanlagen (Technical Guiddinesfor Wind Energy Converters), rev. 13, as of 1 January
2000, published by Fordergesellschaft Windenergie e. V. (FGW), Hamburg, or in the Power
Performance M easurement Procedure, version 1, published in September 1997 by the Network of
European Measuring Ingtitutes (MEASNET), Brussals/Belgium,. P-V curves which were
determined by means of a comparable procedure prior to 1 January 2000 can aso be used instead
of P-V curves as specified in the second sentence, providing that the congtruction of wind energy
converters of the type to which they gpply is not initisted within the territorial scope of this Act after
31 December 2001.

6. Measurements of the P-V curves and caculations of the reference yidds of different types of wind
energy converters a reference sites shdl be carried out for the purposes of this Act by inditutions
which are accredited for the measurement of P-V curves as defined in
(5) aove in accordance with the Genera Criteriafor the Operation of Test Laboratories (DIN EN
45001) of May 1990. The names of these ingtitutions shall be published in the Federd Officid
Gazette by the Federal Ministry of Economics and Technology for the information of interested
parties.



Explanatory Memorandum

A. General Provisons

For the sake of protecting the environment and managing globa warming aswel as guaranteeing a
reliable energy supply, the German Federal Government and the German Bundestag - in agreement with
the European Union - have set themsdves the objective of a least doubling the percentage share of
renewable energy sourcesin total energy supply by the year 2010. This objective isrelated to the
envisaged commitment on the part of the Federd Republic of Germany to reduce greenhouse gas
emissons by 21 per cent by the year 2010 in the framework of the European Union's burden sharing as
laid down in the Kyoto Protocol to the Framework. Climate Convention of the United Nations; and this
objectiveis linked to the German Federal Government's objective to reduce carbon dioxide emissions
by 25 per cent by the year 2005, relative to 1990.

In order to attain this objective, it is necessary to mobilise the so-called new renewable energy sources.
Traditiond hydrodynamic power from large dams accounts for the overwhelming share of the renewable
energy sources used today. For geographical reasons, the utilisation potentid of hydrodynamic power is
largely exhausted. For this reason, it is necessary additiondly to generate eectricity from wind energy,
solar radiation energy, biomass, and hydrodynamic power of riversin order to attain the objective set
for Europe as awhole by the year 2010. To this end, the currently used potential of these energy
sources will have to grow fivefold.

In order to trandate this objective into redlity, the European Commission has proposed a number of
energy policy measures in its communication entitled "The Energy Policy Dimenson of Climate Change',
in which renewable energy sources play akey role. The purpose of the Act on Granting Priority to
Renewable Energy Sources (Renewable Energy Sources Act) isintended to help attain these objectives
and to implement the European Union's " Campaign for a Breskthrough of Renewable Energy Sources'.
In view of growing meteorologica evidence of awarming of the Earth's atmosphere and the increase in
the frequency of natura disasters world-wide, prompt action by the legidator isindispensablein the
interest of protecting the environment and managing globa warming.

Currently, renewables are unevenly and insufficiently used, athough many renewable energy sources are
avalablein large quantities. Despite their condderable economic potentid, they account for an
extremely low share of the totd, Satigticaly identified gross domestic energy consumption. If wefall to
cover amuch larger share of our energy requirements by means of renewable energy sources, there will
be two consequences. not only will we find it more and more difficult to meet our obligationsin the fields
of environmenta protection and globd warming management, at both European and internationd leve,
but we will also miss out on mgor economic development opportunities. Renewables are domestic
energy sources, which can help to reduce our dependence on energy imports, thereby making our
energy supply morereliable. Currently, the EU depends on energy imports to cover approximate 50
per cent of its energy consumption; and there isarisk that this figure will rise to 60 per cent by the year
2010 and 70 per cent by the year 2020 if we do not tap the, potentia of renewable energy sources.



Greater use of renewable energy sources will creete jobs, especidly in the sector of smdl and
medium-sized enterprises, which play a crucid rolein the economic structure of the Federal Republic of
Germany. Smdl and medium-sized enterprises are not only an important factor in crafts and trades,
they aso provide an impetus for avariety of indudtries, including the meta indudtry, eectrica
engineering, mechanica engineering, engine and equipment engineering, as well as the building materids
industry. The simulation of the use of biomass for ectricity generation associated with the adoption of
this Act will dso provide amgor impetus for an economic recovery of the agricultural sector.
Furthermore, the production and use of renewable energy sources will promote sustainable regiona
development, which will help to improve the socid and economic cohesion within the Community and to
harmonise living condiitions within the Federd Republic of Germany.

In three European countries - Germany, Denmark and Spain - naiona legidation has been adopted to
introduce minimum prices for feeding into grids dectricity generated from renewable energy sources. It
isowing exclusvely to the nationd legidation of these three countries that the European Union witnessed
the emergence of awind turbine manufacturing industry which offers cutting-edge technology in the
world market today. This aso proved that it was wrong to assume that the introduction of minimum
price systems would hamper productivity, because in dl the three countries mentioned above the
introduction of wind energy converters was based on minimum prices guaranteed by law. This has
dimulated a market development - initidly in the wind energy sector - which led to an efficient industry
with considerable export opportunities, which has created jobs for over 20,000 people in Germany
adone. Asareault of the associated economics of scale and the globa competition initiated among
manufacturers of wind energy converters, production costs as well as the compensation paid in regl
terms have been successfully reduced by 50 per cent since 1991. Owing to technologica progress,
thereis growing demand in the world market; in the next ten years, demand for wind energy converters
aone may amount to over 100.000 megawatts. Againg this background, the market introduction of
renewable energy sources should not be underestimated in terms of itsimportance for industrid policy,
not least because it can be safely assumed in view of globd climate problems that there will be rapidly
growing demand world-wide. It can be expected that the impact which the Renewable Energy Sources
Act will have on other sectors in which renewable energy sources are used will be amilar to the effects
which it will have on the wind energy sector.

In the past, the Stromeinspel sungsgesetz fir Erneuerbare Energien (Act on Feeding into the Grid
Electricity Generated from Renewable Energy Sources), which entered into force on 1 January 1991,
has mainly provided an impetus for the wind energy sector because the compensation rates laid down in
the Act made this possible. By the end of 1999, i.e. nine years after the entry into force of the Act, as
much as approximately 4.400 megawatts had been ingtaled within the territorial scope of the Act
accounting for about one-third of the capacity ingdled world-wide. For hydroelectric power plants
below the capacity limit of five megawaetts laid down in this Act, the compensation rates specified have
been more or less sufficient to permit cost-effective operation. Neverthdess, the Act has not brought
about aleve of utilisation of the exigting potentia that would be comparable to the use of wind energy
because there are still many licensing obstacles that are beyond the scope of this Act; at least the Act
has heped to stabilise the potentia of hydro-electric power plants which was partidly jeopardised
before the entry into force of this Act. However, the compensation rates have not been sufficient to
dimulate alarge-scale market introduction of eectricity generated from other sources, especialy
photovoltaic cells and biomass. For this reason, the compensation rates have been modified in the
Renewable Energy Sources Act, which replaces

! aso referred to as Act on the Sale of Electricity to the Grid



Electricity Feed Act, in order to promote large-scale generation of electricity from al kinds of
renewable energy sources.

However, the adoption of the Renewable Energy Sources Act has aso become necessary for other
reasons.

= The coupling of the current compensation rates to the devel opment of the power rates can no
longer be maintained without risking a disruption in the use of renewable energy sources. The
non-amultanety of liberdisation in the various nationa eectricity markets of the European
Union without any practicable reciprocity clauses between markets that are dready fully
liberdised and others which are still protected; the abundance of capacity which was created
without risk during the days of territorid monopolies and which has been largely written off; the
fact that the "unbundling” of ectricity generation, tranamisson and digtribution is far from being
implemented; the competitive advantages enjoyed by the German utility corporations due to the
fact that they can use thar tax-free nuclear provisions (which by now amount to over € 35
billion) a their discretion for invesments: for al of these reasons, it is not likely that a price will
settle down in the dectricity market which will reflect the actud medium-term and long-term
costs of eectrical power supply. For thisreason, it isinitialy necessary to set fixed prices for
renewable energy sources in order to safeguard a continuous increase in the use of renewable
energy sources, which is undeniably necessary.

= TheElectricity Feed Act’ currently in force has led to an unequa distribution of burdens among
the utility companies which are obliged to pay compensation. The percentage "capping” of the
amount of eectricity that can be fed into the grid, which was introduced with the second
amendment of 1998, needs adjusting because this upper limit brings the utilisation of wind
energy in the northern German region dready close to the point of market introduction. The
purpose of the Renewable Energy Sources Act is therefore to abolish this upper limit, while &
the same time introducing an nor bureauicratic mechanism that will evenly digtribute extra cost
among dl utility companies

=  Since the previous Electricity Feed Act" was aimed at utility companies which could act as
producers, regiond grid operators and distributors at the sametime, it is now necessary
because of the new energy management legidation to redefine both the addressee of dectricity
to be fed into the grid and the company obliged to pay compensation.

The compensation scheme defined in the Renewable Energy Sources Act is based on the systematic
approach introduced in the Electricity Feed Act" and guided by the recommendations presented by
the European Commission in its White Paper on "Energy for the Future: Renewable Sources of
Energy" aswdl as the relevant resolutions adopted by the European Parliament. The compensation
rates specified in the Renewable Energy Sources Act have been determined by means of scientific
studies, subject to the proviso that the rates identified should make it possible for an ingdlation - when
managed efficently - to be operated cost-effectively, based on the use of sate-of-the-art technology
and depending on the renewable energy sources naturdly available in a given geographica
environment. However, there is no guarantee that the cost of a given ingtdlation will be covered.

In some cases, the cost of the production of renewable energy sourcesis till much higher than the
production cost of conventiond energy sources. Thisislargely due to the fact that the overwheming



share of the externd cogts associated with the generation of dectricity from conventiona energy
sourcesis not reflected in the price; instead, these costs are borne by the
generd public and by future generations. In addition, conventiond energy sources till benefit from
substantial governmental subsidies which keep their price artificiadly low. Another reason for the higher
costsisthe structurd discrimination of new technologies. Their lower market share does not alow
economies of scale to become effective. Lower production volumes leed to higher unit cost and thus
reduce competitiveness, which in turn prevents higher production volumes, likein aviciouscircle.

For this reason, the purpose of this Act is not only to protect the operation of existing ingalations but
aso to breek thisvicious circle and to stimulate a dynamic development in al fields of dectricity
generation from renewable energy sources. In combination with measures aimed at interndising externd
cogts, the purpose of this pricing regime is to bring renewable energy sources closer to conventiona
energy sourcesin terms of their competitiveness. In order to continue to facilitate mgor improvementsin
technologicd efficiency, the compensation rates specified in the Renewable Energy Sources Act vary,
depending on the energy sources, the Stes and the ingalation sizes involved; furthermore, they will
decline over time and will remain in effect for alimited period of time. The fact that the rates will be
reviewed every two years guarantees that they will be updated continuoudy and at short intervasto
reflect market and cost trends.

The German Bundestag and the German Federal Government fed - in line with the established practice
of the European Court of Justice - that the Renewable Energy Sources Act does not congtitute aid
granted by a Member State or through state resources as defined in Article 87 of the Treaty Establishing
the European Community (ECT).

In accordance with the wording of Article 87 ECT, the European Court of Justice has consigtently ruled
that the only benefits which can be regarded as state aid as defined in the Treety are benefits which are
granted - directly or indirectly - from state resources. This obvioudy does not gpply to the Renewable
Energy Sources Act. 1t does not imply any benefitsin cash or kind to be made available - either directly
or indirectly or subsequently by public authorities, nor doesit imply any renunciation of tax revenues or
other paymentsin cash or in kind owed to the public sector. Instead, the compensation payments made
are sraightforward financid transfers which, in accordance with the 'polluter pays principle laid downin
Community law, are used directly to cover eectricity production costs. In acaseinvolving asmilar
pricing regime, the European Court of Justice therefore stated quite clearly that a measure which is
characterised by the fact that minimum prices are st with the objective of benefiting the seller of a
product exclusvey at the expense of the consumer did not condtitute state aid.

In addition, compensation paid under this Act cannot be state aid from aterminologica perspective
because operators of ingtalations for the generation of eectricity from renewable energy sources are not
granted any benefits; instead, the Act compensates disadvantages which such operators have in
comparison with conventiona eectricity producers. After dl, most of the socia and ecologicd follow-
up costs associated with conventiond dectricity generation are

currently not borne by the operators of such ingtdlations but by the generd public, the taxpayers and
future generations. The Renewable Energy Sources Act merely reduces this competitive advantage
which conventiond eectricity generators have vis-a-vis operators generating electricity from renewable
energy sources which cause only limited externa codts.

In no other fidd isthe introduction of a pricing regime a the expense of polluters more legitimate and
more judtifiable than in the field of energy supply because of the ecological



damage associated with conventiond dectricity generation. The Renewable Energy Sources Act, which
is designed to promote the market introduction of emission-free and sustainable energy sourcesto
subgtitute for conventiona energy sources, provides for strictly consstent, equa burden sharing among
al power suppliers. Thisisin kegping with the "polluter pays principle established in environmenta
protection. This principleis part and parcd of the primary law laid down in the EC Treaty, which in its
Article 6 stipulates compliance with ecological interests.

The Renewable Energy Sources for which the Act provides compensation payments cannot be obtained
anywhere a lower prices. For this reason, the pricing scheme specified in the Act is not an instrument
for artificidly supporting the "commodity” kilowatt-hour of eectricity generated from renewable energy
sources, ingtead, the prices specified in the Act will permit operators to manage their ingtalations cost-
effectively in thefirg place.

The key regulatory dement contained in the Renewable Energy Sources Act is the obligation to
purchase dectricity generated from renewable energy sources, based on the amount of dectricity
generated during a caendar year. cdculated as aratio of the total amount of eectricity sold. Such
obligations are usudly imposed when the movement of goods poses serious risks to externd interests
and when those who are responsible for such risks are not expected to take any voluntary action or
aufficient action to prevent such risks. The consumption of dectricity in the free market poses such risks
to the climate and to the environment. Hence, the Renewable Energy Sources Act can be characterised
as aprotective sandard. Such standards are quite commonly used without this congtituting state aid:
Thefact that it is prohibited to sdll acoholic beverages to adolescents, for instance, does not congtitute
gate aid for non-dcoholic beverages. And systematicaly reducing the price of lead-free petrol despite
higher production costs does Dot condtitute state aid; insteed, it is abuying and investing incentive based
on the 'polluter pays principle.

The provisons of the Renewable Energy Sources Act are based on Directive 96/92/EC of the
European Parliament and the Council of 19 December 1996 concerning common rules for the internal
market in dectricity, in particular Articles 3 (2), 7 (5), 8 (3) and (4), aswell as Art. 11 (3); furthermore,
these provisons are designed to implement Article 20a of the German Condtitution, which tipulates
that, as a responghility vis-a-vis future generations, natural resources must be protected because they
arethe very bads of human surviva; and findly, the provisons are amed a implementing the
environmenta protection objectiveslad down in Articles 2, 6, and 10 of the Treaty Establishing the
European Community.

B. Special Provisions
Section 1
Paragraph 1
Paragraph 1 specifies the purpose of thisAct. The Act is designed to achieve sustainable energy supply

in the interest of protecting the environment and managing globa warming. Hence, it is an instrument for
the implementation of the objectives agreed in the United Nations Framework Climate Convention and



for the implementation of the climate strategies pursued by the European Union and the Federd
Republic of Germany.

Paragraph 2

The objective of doubling the percentage share of renewable energy sources in total energy supply was
dready gipulated in the European Commission's White Pgper on "Energy for the Future: Renewable
Sources of Energy”, and it has been confirmed by the Council of Minigers. The German Federd
Government has aso endorsed this objective. And the Renewable Energy Sources Act is evidence of
the German Bundestag's explicit support of this objective.

In the next few decades, renewable energy sources will have to make relevant contributions to energy
supply and thus to globd warming management. Hence, in the interest of sustainable energy supply, it
will be necessary in the next decade to double or triple the contribution made by renewable energy
sourcesto dectricity generation. The European Commission fedls that renewable energy sources should
account for 23.5 per cent of total European power supply by the year 20 1 0. Germany - where
renewable energy sources currently account for approximately six per cent of the nationa power supply
- isfar below the European average.

Section 2
Paragraph 1

Paragraph 1 provides a pogtive list of the renewable energy sources to which this Act applies. Like the
Electricity Feed Act’, it covers hydrodynamic power, wind energy, landfill gas, gas from sewage
treatment plants, and biomass.

The term "solar energy”", which was still used in the Electricity Feed Act', has been replaced by "solar
radiation energy", which is correct in ten-ns of physics. Theingdlations which this term refersto include
in particular photovoltaic ingalations and ingdlations for solar thermd dectricity generation.

Geotherma energy, which had not been covered by the Electricity Feed Act', has been added to the
scope of gpplication of this Act in order to render the vast potentia of geotherma energy accessible for
use.

The use of mine gas for dectricity generation will improve the carbon dioxide and methane
baance, relative to the release of these substances into the atmosphere without utilisng them. For this
reason, mine gas was included in the scope of gpplication of this Act.

InthisAct - like in the Electricity Feed Act® - hydrodynamic power means the use of origind,
renewable hydrodynamic power in run-of-river and storage power sations fed exclusvely from natura
water resources.

The term "biomass' has not been conclusively defined. However, with aview to the purpose of this Act
as specified in Section 1, it certainly does not include fossil fues such as ail, cod and gas which will not
be renewed within reasonable periods of time. The term "biomass' comprises solid, liquid and gaseous



fuelswhich originate in recently harvested crops including timber and harvest resdues, as well as waste
wood and organic waste from food production and anima husbandry.

! also referred to as Act on the Sale of Electricity to the Grid



This Act maintains the principle of exdusive use introduced in the Electricity Feed Act' According to
this principle, privileges under the Act will be granted only to those forms of eectricity generation which
are based exclusvey on the use of the energy sources specified, unless the generation of dectricity from
renewable energy sources is only possible in the presence of priming or supporting fuels. Asagenera
rule, it isnot in kegping with the principle of exclusve use if materids such as harbour dudge, surface-
treated railway deepers, particle boards with synthetic components or other types of contaminated
waste wood are used for the generation of eectricity. In accordance with the purpose of this Act as
specified in Section 1, the key criterion isthat the dectricity generation process used should not
compromise the environment or the climate. In order not to rule out from the very beginning processes
which make ecologica and economic sense but which are till under development, und in order to
correct misguided developments where necessary, the Federal Minigry for the Environment, Nature
Conservation and Nuclear Safety will be in charge of monitoring and reviewing developments; and the
Ministry is authorised to adopt provisions which will specify what substances and technica processesin
the biomass segment fdl into the scope of gpplication of the Act, and what environmenta standards will
have to be observed. What isimportant for the legidator in the find anadydsisthat the various
processes used should make sure that the harmful substances contained in the biomass will, asfar as
possible, be accumulated in the residuesinstead of being released to the environment via the atmosphere
or water.

In al other respects, the provisons of the Gesetz zum Schutz vor schadlichen Umwelteinwirkungen
durch Luftverunreinigungen, Ger&usche, Erschiitterungen und ahnliche Vorgange
(Bundesimmissionsschutzgesetz - Act for the Protection againg Harmful Environmental Effects
Caused by Air Pollution, Noise, Vibration and Similar Factors Federal Ambient Pollution Control Act)?
aswedl asthe rlevant implementing regulations will gpply. In addition, an implementing regulation for the
Kreislaufwirtschafts- und Abfallgesetz (Recycling and Waste Management Act)®, which will ded with
the trestment of waste wood, isin the process of being prepared.

The scope of gpplication of the Act dso covers biogas which is generated e sawhere and fed into the
gas network when such biogas is used for eectricity generation, providing that proof is furnished of the
origin of this gas and providing that there are calculations which prove that the energy content of the gas
quantity used is equd to the energy content of the biogas quantity fed into the network.

The scope of gpplication of the Act is extended to include the exclusive economic area located outside
the 12-mile zone in order to facilitate the implementation of offshore wind projectsin this area.

Theterm "grid operator” is used as defined in the Gesetz aber die Elektrizitéts und Gasver sorgung

(Electricity and Gas Supply Act). It should be emphasised that only operators of public supply grids are
obliged to purchase and pay compensation for dectricity fed into their grids.

Paragraph 2

2 dlso referred to as Federal Immission Control Act
3 a so referred to as Closed Substance Cycle and Waste Management Act

Paragraph 2 specifies dectricity generation ingdlations which are excluded from the scope of
application of thisAct. Like the Electricity Feed Act’ the present Act does not cover large scale hydro-



electric power plants, aswell aslarge ingalations generating eectricity from landfill gas and gasfrom
sewage treetment plants. On the one hand, thisis because it can be assumed that large-scae
installations can be operated cost- effectively even without being included in the scope of gpplication of
this Act; and on the other hand, it isintended that especialy decentralised smaller ingtdlations should
become the pillar of future energy supply.

Asfar as dectricity generation from biomassis concerned, this Act covers awider range of ingtdlations
than previous legidation. The scope of gpplication covers biomass ingtdlations with a capacity of up to
20 megawatts in order to tap additiond potentia and mobilise efficiency reserves.

In addition, physicdly separate ingalations will be treated separatdly in terms of the scope of
gpplication, even if they use acommon lineto feed in eectricity.

In theinterest of equa treatment, the scope of application now also covers ingtallations operated by
eectricity producers which had been excluded in the past. The "unbundling” of the activities of
producers, regiona grid operators and distributors, which the new energy legidation calsfor, legdly
puts producers of eectricity from renewable energy sources on an equd footing with conventiona
electricity producers. Asaresult, al producerswill be motivated to invest in renewable energy sources.

In addition, there is alimitation for ingtallations used for the generation of dectricity from solar rediation
energy. The purpose of thislimitation is to prevent a continuation of the sedling of open spaces. The
building structures specified in the Act which are covered by the rules on compensation include roofs,
facades, noise protection walls and in some cases o embankments not exclusively designed for the
purpose of dectricity generation from solar radiation energy.

Paragraph 3

Paragraph 3 defines the terms "exigting ingtdlations' and "new ingdlaions' asused inthisAct. These
definitions are particularly relevant for wind energy converters. Hence, the yardstick for

determining the investment cost associated with the congtruction of anew ingalation is only the cost
incurred above the foundation level.

Section 3
Paragraph 1

The obligation to connect eectricity generators, purchase their eectricity and pay compensation for the
eectricity purchased is now incumbent upon the grid operator whose grid is geographicaly closest to
the eectricity generator. This makes more economic sense than the reference to supply areas found in
the provisions of the Electricity Feed Act™.

The grid operators il are the right addressees for the obligation to connect eectricity generators,
purchase eectricity, and pay compensation for, the eectricity purchased because

they own anaturd monaopoly which in practice is not jeopardised by the deglomeration of utility
companies and the liberdisation of the dectricity market.



Itisclearly stated that the obligation to purchase, and pay compensation for, eectricity isnot limited to
"excess dectricity”: ingtead, this obligation gpplies to the entire amount of dectricity offered to the grid
operator.

In line with the European Union's Internal Market for Electricity Directive, the Act stipulates that
renewable energy sources should be granted priority when purchasing and paying compenseation for
electricity. Consequently, grid operators cannot refuse to purchase and pay compensationfor eectricity
generated from renewable energy sources by stating that the power supply requirements of their grids
are dready fully met by means of conventiondly generated dectricity. For the same reason, it will only
be necessary to expand the grid if the grid's power supply requirements are dready fully met by means
of eectricity generated from renewable energy sources. Thiswill tend to be the exception to the rule.
For thisreason, it isjudtified that the grid operator in thisrare case will be obliged to upgrade the grid if
an digible dectricity generator, as defined in this Act, wants to feed in dectricity. In kesping with the,
principle of proportiondity, this obligation on the part of the grid operatorsis limited by whet is
economicaly no longer reasonable.

Since both grid operators and dectricity generators interested in feeding in dectricity have to carry out
complex planning processes and take decisions affecting the use of their assets, both are obliged to
provide to the other the data required.

Paragraph 2

The transmisson grid operator which is upstream from the grid operator as defined in paragraph 2 is
obliged to accept the eectricity purchased by the grid operator under this Act, and to pay compensation
for this eectricity as oecified in Sections 4 to 8.

Sections4to 8

The compensation scheme laid down for dl renewable energy sources which are within the scope of
goplication of this Act is guided by the principle that operators of optimised ingdlations for the
generaion of eectricity from renewable energy sources should generdly be enabled to run these
ingtalations cogt- effectively when these are managed efficiently. The most important factorsincluded in
the calculation of the compensation rates are the investment cos, the operating cos, the metering cost
and the cost of capital for a gpecific type of ingtdlation relative to the service life, as wdl asthe market
return on capital employed.

In order to limit the administrative effort required- especidly for the parties feeding dectricity into the
grid from small decentrdised ingdlations, but dso for grid operators and governmenta authorities - the
Act upholds the principle of gpplying a uniform compensation rate nation-wide becauise this dispenses
with the need for examining the cost or controlling the economic efficiency of eectricity generating
ingalations on a case-by-case basis. Such alump-sum gpproach cannot and will not guarantee that a
profitable compensation will be paid in every single case. For this reason, the compensation rates
specified in this Act are minimum amounts; hence, higher compensation rates can be paid as a means of



systematically promoting specific technologies. In thisway, it is possible to attain the objectives pursued
by this Act more effectively than by exdusvely goplying the lump-sum provisons contained in this Act.

It is up to the Federd Ministry of Economics and Technology - in agreement with the Federd Minigry
for the Environment, Nature Conservation and Nuclear Safety and the Federd Ministry of Food,
Agriculture and Forestry - to monitor developments in this field and, where necessary, to propose
differentiated adjustments of the compensation rates to be paid for new ingalations in accordance with
Section 12 of thisAct.

In order to alow for technologica progress and the expected reduction of costs, the compensation rates
will be subject to nomina degressive annud reductions as of the year 2002; these reductions - which
will apply across the board to al dectricity generating ingtdlations built in the same year - will amount to
1 per cent for biomass, 1.5 per cent for wind energy, and 5 per cent for photovoltaic energy. Asfar as
ingddlations for the generation .of dectricity from hydrodynamic power, landfill gas, mine gas and gas
from sawage treatment plants are concerned, on the other hand, their cost reduction potentia has
dready largely been exhausted. The remaining cost-cutting potentia will be adequately covered by the
inflation rate. Currently, thereis no need to introduce specific provisons for geotherma eectricity
generding ingalations because it will take some years before such sysems will be operationd.

With the exception of wind energy converters, existing and newly built ingtalations will be trested dike.
This generd rule does not gpply to wind energy converters because under the former Electricity Feed
Act', the latter have aready benefited from compensation payments which have permitted a cost-
effective operation of such ingdlaions a suitable Stes. For this reason, the period of time during which
the higher initidl compensation rate gppliesis reduced from five to four years for existing wind energy
converters. This should be sufficient to safeguard existing inddlations.

Section 4

The provisions contained in the Electricity Feed Act" with regard to eectricity generation from
hydrodynamic power, landfill gas and gas from sawage trestment plants have essentialy been
maintained because they have proven to be effective in the past; the scope of these provisons was
extended to include ingalations generating eectricity from mine gas.

Section 5

The use of biomass for the purpose of electricity generation represents a hitherto inadequately used
potentia to supply energy in away which does not lead to an adverse impact on the climate. At the
same time, biomass provides additiona perspectives for the domestic agriculture and forestry. The
compensation rates have to be increased substantialy above the rates laid down in the Electricity Feed
Act" in order to enable operators of biomass installations to operate their ingtallations cost-effectively,
thereby initiating a dynamic development. Compensation rates differ in accordance with the eectrica
capacity of ingtdlations in order to give due account to the fact that the power production costs of
amdler decentrdised ingalations are higher.



The provision to the effect that compensation will not be paid before the entry into force of the
ordinance applies only to dectricity generating ingtalations with a capacity of over five megawaits.
Compensation for dectricity from ingdlations with a cgpacity less than 5 megawatts will be paid after
the entry into force of this Act.

Section 6

The use of geothermal energy for the purpose of eectricity generation depends on the presence of a
reliable legd setting for investors; the purpose of the provisonsin Section 6 isto create such a setting.

Section 7

The previous provisons goplying in the fild of wind energy systems did not give due account to the
differences prevailing between various Stes. In the amended verson of the rlevant provisons, different
compensation rates are specified; irrespective of the type of technology used, theratesvary asa
function of dte profitability. Compared to the previous provisions, the new provisons - when gpplied to
eectricity generating ingtdlations over aservice life of twenty years - on baance lead to the following
results: at very good Sites, compensation rates will be reduced to 6.9 cent per kilowatt-hour; a
dteswith average wind conditions, the rates will be stabilised a 8.4 cent per kilowatt-hour, and at
inland gtes, the rates will be moderately increased to 8.8 cent per kilowatt-hour. The purpose of

these new provisonsisto avoid payment of compensation rates that are higher than what is required for
a cost-€effective

operation of such ingdlations, and to create an incentive for ingaling wind energy converters at inland
Stes. Compensation rates differ because of the different periods of time during which theinitia
compensation rates will be paid. In addition, the higher initid compensation rate will facilitate the
financing of wind energy converters which wasincreasingly being questioned by credit ingtitutions when
the previous provisons were in force.

The period during which the higher initiad compensation rate will be paid is caculated by means of a
comparison with areference ingdlation. This caculation is based on the P-V curve of the reference
ingdlation, determined either in accordance with the technica guiddines for wind energy converters
published by Fordergesellschaft Windenergie (FGW Association for the Promotion of Wind Energy)
or in accordance with the Power Performance Measurement Procedure defined by the Network of
European Measuring Ingtitutes (MEASNET), which was funded by the European Commission. The
purpose of the provisions concerning the key features to be used to determine identical instdlation
modelsisfirg of dl to prevent manipulation by turbine manufacturers or operators; and secondly, the
provisons are designed to clarify that it will not be necessary to repeset the cdculation every timethe
inddlation is modified.

The folloning example may help to illustrate how to caculate the prolongetion of the period during
which the higher initid compensation rate will be paid: A dte with areference yidd of



144 is 9x percentage points below the reference leve of 150. Divided by 0.75 per cent of the reference
yield, as specified in the provisons of Section 7 (1), these Six percentage points give 8, which must then
be multiplied by 2 months, again as specified in the provisons. The result is 16 months, which must be
added to the basic period of five years. Hence, the higher compensation rate will be paid for a period of
6 years and 4 months.

The dectricity production costs of offshore wind energy converters are expected to decrease
substantidly in the future. At present, however, the investment cost is much higher than the cost of
onshore ingdlations due to the lack of experience, higher expenses for new converter models,
complicated foundation work and the lack of economies of scae. The purpose of the specia provisions
for offshore ingdlations, which will bein effect for alimited period of time, isto make up for this
shortcoming and to create incentives for investments. The relevant provisions gpply to wind energy
converterswhich are located at |least three nautica miles seawards from the baselines. However, the
resulting line is not completely identical with the seaward demarcation line of the former three-mile zone.

Section 8
Paragraph 1

In the long term, the use of solar radiation energy holds the greatest potentia for providing energy
supply, which does not have an adverse impact on the climate. This energy source both requires
sophisticated technology and will attain congderable economic importance in the future. The rdlatively
high compensation rate is due to the fact that, because of insufficient demand, these eectricity generating
indalations are currently not yet produced in sufficient quantities.

As soon asthis Act has created sufficient demand, the large production volumes which will result can be
expected to lead to a substantial reduction in manufacturing cost, and hence, in dectricity production
cost, so that the compensation rates can be alowed to decrease rapidly. In addition to the redl
reduction of compensation payments due to inflation, the development described above is anticipated in
this Act by dtipulating degressive compensation rates. For eectricity generating ingtdlations which will
become operationd after 1 January 2003 and in subsequent years, the compensation rates - for newly
commissoned inddlationsonly - will once again be reduced degressively by five percent.

In combination with the 100,000 Roofs Programme”, the provisonsin Section 8 (1) lead to
compensation payments which for the first time make dectricity generation from solar radiation energy
an attractive option for private investors, however, in many cases, the compensation specified does not
permit a profitable operation of such indalations at dl times. The level of compensation has dso been
influenced by the compensation rates currently paid in Spain. In this context, it should be borne in mind
that solar radiation intendty is much greater in Spain than in Germany.

Paragraph 2

For dectricity generated from solar radiation energy, the obligation to pay the compensation rates
gpecified in Section 8 (2) will end as of 31 December of the year following the year in



which the totd ingtalled capacity of photovoltaic ingalations which are digible to recelve compensation
under the present Act surpasses the limit of 350 megawatts. The waiting period of twelve months has
been introduced in order not to create any uncertainty in the market and to enable market playersto
prepare for a smooth trangition. The limit of 350 megawatts was caculated by adding the 3 00-
megawaitt target of the 100,000 Roofs Programme" to the capacity of the currently installed base.

In the framework of the present Act, the German Bundestag will introduce provisons for compensation
payments to be made during the follow-up period to ensure that cost- effective operation of photovoltaic
ingalations will be possble - giving due account of the decline in the margind unit cost achieved by then
- and to ensure that the photovoltaic sector will grow at an increasing pace.

Section 9

Paragraph 1

Thefact that compensation payments are limited to a period of 20 yearsisin keeping with calculation
formulas and amortisation cycles commonly used in the energy sector. Only in the case of hydrodectric
power isthis period usudly not sufficient to safeguard the profitability of the ingtalations.

Thefact that the period during which compensation will be paid for eectricity generated from

dready exiging ingdlationsis caculated as of 1 January 2000 is designed to protect the ingtalled base
of operators of such existing indalations.

Paragraph 2
If dectricity supplied from several wind energy convertersis billed on the basis of asingle metering

device, these dectricity generating ingdlations will be treated as a Sngle entity for the purpose of
determining the leve, of the compensation to be paid.

Section 10
Paragraph 1

The provisions concerning the connection charges are designed to avoid lega disputes, and hence, to
provide transparency and legd certainty.

If another grid, which is not used for public power supply, is located between an eectricity generating
ingallation and a grid whaose operator is obliged to purchase eectricity under the provisions of this Act,
the dectricity generating ingtdlation can be connected to this other grid if thisistechnicaly feasble. This
will help to avoid cost which would not make any economic sense.

Paragraph 2



In line with the rulesintroduced in Denmark in 1997 with the approva of the European Commission, the
cost associated with upgrading the grid - which aso involves the necessary grid expangion - will haveto
be borne by the grid operator. For the sake of transparency, the grid operators will be obliged to
present detailed calculations of the investments required because these expenses can be included by grid
operators when calculating their service charges.

Paragraph 3

A clearing centre, which will be attached to the Federa Ministry of Economics and Technology, will be
established for the settlement of disputes. The parties concerned include in particular the associations of
grid operators and of operators of eectricity generating ingtalations as defined in Section 2 of this Act.

Section 11

Section 11 must be seen in close connection with Section 3. The provisons laid down in both sections,
taken together, condtitute amulti-level equaising system for dectricity purchases and compensation
payments.

Leve 1, which isdedt with in Section 3 (1), provides for the connect-1on of an dectricity generating
inddlation to the next closest suitable grid. Thisgrid will usudly be aloca low-voltage grid. However, if
the ingtdlation to be connected is alarge wind farm, the grid may, aso be a higher voltage grid, or even
atranamission grid. The operator of the grid concerned will be obliged to purchase, and pay
compensation for, the eectricity ddivered.

Leve 2, which isdedt with in Section 3 (2), provides for the purchase of, and compensation payments
to be made for, eectricity by the upstream transmission grid operator. If the grid to which an ingdlation
is connected is dready atransmission grid, there will be no upstream transmission grid. In that case,
leve 2 will not goply.

Level 3, whichisdedt within Section 11 (1) to (3), provides for fair nation-wide equdisation anong
transmission grid operators in terms of eectricity volumes purchased and compensation payments made.
This provision is designed to remedy a shortcoming in the former Electricity Feed Act® as aresult of
which the eectricity purchases to be made under the Electricity Feed Act® in some regions were far
above average. The equdisation provison in the present Act isaimed a the operators of transmisson
grids because thisisasmadl group with alimited number of players which will easily be able to handle
the transactions associated with the equaisation scheme and which will dso be able to monitor each
other. After the implementation of the equalisation procedure, each transmisson grid operator will carry
the same percentage share of dectricity (fed in under this Act), relaive to the total amount of eectricity
transmitted viathe grid of the operator concerned.

Leve 4, which isdedt with in Section 11 (4), provides for another step to be taken. Pursuant to the
provisons in this paragraph, transmisson grid operators will evenly distribute the eectricity purchased
under this Act among eectricity distributors operating within their salesterritory, and the latter will be



obliged to pay the same compensation rates for this dectricity nation-wide. The result of this provisonis
that each utility company which supplies dectricity will have to purchase the same percentage share of
eectricity and pay the same percentage share of the compensation due. Leve 4 idedly complements the
principle of deglomeration for utility companiesinsofar asthat it imposes asmilar obligation on
electricity digributors which are reponsible for energy production methods that jeopardise the climate
and the environment.

The obligation to purchase, and pay compensation for, eectricity as specified in Section 11 (4) will not
goply to utility companiesif over haf of the dectricity they deliver is generated from renewables because
- again in accordance with the 'polluter pays principle - such companies have aready done enough to
protect the environment and manage globa warming.

Electricity purchased at the compensation rates specified in Sections 4 to 8 must not be marketed as
electricity from renewable energy sources at prices which are below the average compensation rates. In
other words, when dectricity which was fed into the grid under the provisons of this Act is marketed,
the compensation rates paid will be regarded as the eectricity generation costs to which other cost items
(e.0. grid operating charges, licence fees, ecotax and value-added tax) have to be added in order to
obtain the market price. The purpose of this provison isto combat price dumping in the renewables
eectricity market. Thereisarisk of price dumping because the overwheming share of the eectricity to
be purchased under this Act will be purchased by the large utility companies which still have a dominant
position in the market. The reference period for caculating the average compensation rate will be the
period two quarters earlier. During the first quarter after the entry into force of the Renewable Energy
Sources Act, the compensation payments made under the Electricity Feed Act* can be used mutais
mutandis.

The purpose of the provisonsin Section 11 (5) isto ensure trangparency with regard to electricity
purchases and compensation payments by grid operators which are obliged under this Act to connect
electricity generators to their grids; and to equaise among transmission grid operators the amounts of
electricity purchased and the compensation payments made.

Section 12

These provisons are designed to monitor the market penetration achieved and the technological
progress made by ingalations for the generation of eectricity from renewable energy sources and,
where necessary, to adjust the level of the compensation rates.

Adjustments of compensation rates will have to be announced early enough prior to ther introduction.
However, such adjustments can only apply to new ingdlations, otherwise, there would be no reliable
bass for operators of ingtdlations to make their investments, and it would be impossible for credit
inditutionsinvolved in financing such inddlations to estimate the cost of such invesments.



