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Incentivising Renewables:
The Baltics and Belarus

Limited energy resources and dependency on imported energy provide a strong
inducement for the Baltic States and Belarus to increase renewable energy generation
capacity. Under 2009 Renewables Directive', Estonia, Latvia, and Lithuania have
committed to increase the share of energy produced from renewable sources. Belarus
has also indicated that this goal is one of the main objectives of its energy policy.
Although these countries have different natural conditions and approaches to
incentivising deployment of renewables, common trends can be seen. This guide
analyses the commonalities between the four countries and provides a brief overview
of the specific mechanisms employed in Estonia, Latvia, Lithuania, and Belarus.

A Targeted Approach to Renewables
Under the 2009 Renewables Directive, EU
Member States collectively agreed to
generate 20% of EU energy through
renewable resources by 2020. Out of the
Baltic countries, Latvia has the highest
target of 40%. Belarus aims to increase
the share of energy produced by
renewable energy sources to 25%

by 2020.

Financial Incentives

Renewable energy capacity is
significantly more expensive to develop
than conventional (thermal) forms of
electricity generation due to the high
upfront capital costs and the ongoing
operation / maintenance costs of
renewables. To encourage the
deployment of renewables, a variety of
incentives have been developed which
are described below.

Feed-in Tariffs B imposing a requirement on electricity Different tariff levels may be established in
Feed-in tariffs are the main financial suppliers to purchase electricity from order to encourage the growth of
incentive, encouraging the deployment of renewable generators; and particular technologies. For example, in
renewables in the region. They have been Lithuania the tariffs for photovoltaics are

B requiring suppliers to pay a
guaranteed amount or tariff for energy
generated or “fed into” the grid. Tariffs
tend to be indexed and available for
the life of the scheme.

employed in Latvia, Lithuania, and
Belarus. They generally work by:

currently considerably higher than for
other technologies. Belarus will also start
differentiating feed-in tariffs depending
upon the type of renewable energy source
from July 2011.

' Directive 2009/28/EC of the European Parliament and of the Council of 23 April 2009 on the promotion of the use of energy from renewable sources and amending and
subsequently repealing Directives 2001/77/EC and 2003/30/EC
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2 Incentivising Renewables: The Baltics and Belarus

Feed-in tariffs have proved to be
successful in facilitating energy production
from renewable energy sources. They
provide additional certainty for investors
and funders and the sole risk associated
with feed-in tariffs is climatic.

However, the success of feed-in tariffs
has resulted in some of the countries
cutting back the schemes or changing the
tariffs. For example, in Estonia feed-in
tariffs were revoked in February 2010 and
financial premiums became the main
support measure for renewable energy. In
Latvia electricity purchase prices have
been subject to frequent change, with
some prices changing several times
during the course of the year.

Other incentives:

A range of other incentives are in place in
the Baltics and Belarus to encourage the
growth in renewables, including:

B Tax exemptions, in particular: 0%
natural resources tax in certain cases
in Lithuania, exemption from VAT for
equipment used in construction of
renewable energy plants in Belarus,
and some other exemptions;

B Financial premiums (for example, in
Estonia premiums are paid by the
transmission network operator to the
renewable energy generators);

B Priority access to the grid or
guaranteed connection to the grid for
electricity generated from renewable
sources (employed in Belarus and
Lithuania); and

B Discounts for connection to the grid
(in Lithuania).

Challenges to Renewables
Development

Aside from the financial challenges, there
are still a number of difficulties to
overcome. Lack of or instability of natural
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resources is clearly a barrier to renewables
development in certain countries. For
example, Estonia has relatively low
hydropower potential and no opportunities
for establishing large hydroelectric plants.
Due to the low solar radiation levels of the
country (2.7 kWh/m2 average), solar
energy potential in Estonia is not high.
Similarly low solar energy potential is
common to all countries of the region.
Other considerations include:

Grid Capacity

If all renewable energy projects planned in
the region are realised, grids may be not
able to cope with the new capacity, and
therefore, e.g. the Belarusian Government
aims to increase the grid capacity.

Permitting/Environmental Issues

The rapid installation of new renewable
power capacity is hindered by planning
and environmental controls. For example,
in Estonia the construction of offshore
wind parks always requires prior
environmental impact assessment, which
is time-consuming.

Complex Transaction Structures and
Project Constraints

Renewable energy projects may rely upon
different types of transaction structure.
Usually they are carried through special
purpose vehicles (SPVs). The share in
such SPVs can later be sold to new
investors. For example, the shares in the
SPV that developed the largest wind farm
of the Baltic region — Aulepa Wind Farm —
were sold to Eesti Energia AS (a state-
owned public limited company which
currently provides around 95% of the
electrical energy consumed in Estonia).

Often several parties come together and
establish a joint venture to develop
projects. In Belarus this factor is especially
relevant for renewable energy projects
implemented with the participation of
foreign investors.

Final Comments

An uncertain political and regulatory
environment, as well as other challenges
to the development of renewable energy
as described above may reduce readiness
to invest in renewables projects. However,
the Baltic States and Belarus continue to
encourage the development of
renewables capacity in order to meet or
exceed the 2020 targets. Financial
incentives need to be maintained to
continue to make investment in
renewables attractive. Additionally, action
on all fronts is needed to ensure that
other barriers do not choke the chain of
new supply.
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Estonia

2005 Baseline
2020 Target

Main Renewable
Sources

Green Certificates?
Feed-In Tariff?

Other Incentives

Additional Comments

Clifford Chance

Jeremyonnick
Partner
T: +44 207006 4237

18%
25%

Wind, biomass and biogas

No
No, feed-in tariffs were revoked in February 2010

The transmission network operator pays a premium in the following amounts:

B electricity produced from a renewable energy source (except from biomass) and electricity produced from biomass
in an efficient cogeneration regime: EUR 0.0537 / kWh;

B clectricity produced from waste, peat or oil-shale processing retort gas in an efficient cogeneration regime and
electricity produced in an efficient cogeneration regime with a cogeneration installation which has the electric
capacity of up to 10 MW: EUR 0.032 / kWh; and

B the availability of installed net power of a generating installation operating on oil shale, if the installation has started
its operation between 1 January 2013 and 1 January 2016: EUR 0.014 - 0.016 / kWh.

There are limits on the maximum amount and duration of availability of premiums depending on the type of renewable
technology. Payment of premium for wind energy will be terminated when in one calendar year the premium has been
paid for more than 600 GWh, which is calculated for all wind energy producers cumulatively. For electricity produced
from renewable resources with generating installations that started operating before 1 January 2002, premium may be
paid until 31 December 2012.

Under the Green Investment Scheme (GIS), Estonia supports investments in wind parks and cogeneration plants
operating on renewable energy sources. Under the GIS, finances that come from the trading of Estonia’s CO- quotas
under the Kyoto Protocol are channelled to environmental projects and programmes that help to lower CO: emissions.

The payment of the premium for energy produced from renewable sources is at the centre of heated political debate.

The incentive regime has already been changed in 2007, 2009 and 2010.

The number of wind park projects and the burden of the renewable energy premium in Estonia have increased

significantly. As a result, Estonia is currently reviewing its system of paying premiums and is planning to cut premiums

and make them dependent on the market price for power.

According to the draft amendment to the Electricity Market Act, the premium would be calculated as a difference

between the weighted average electricity market price of the previous calendar month and

B EUR 0.064 in the case of electricity produced from a renewable energy source (except from biomass) and electricity
produced from biomass in an efficient cogeneration regime; and

B EUR 0.042 in the case of electricity produced from waste, peat or oil-shale processing retort gas in an efficient
cogeneration regime and electricity produced in an efficient cogeneration regime with a cogeneration installation
which has the electric capacity of up to 10 MW.

SORAINEN

Kaupo Lepasepp
Partner, Tallinn
T: +372 6 400 939

E: jeremy.connick@cliffordchance.com E: kaupo.lepasepp@sorainen.com
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L atvia

2005 Baseline
2020 Target

Main Renewable
Sources

Green Certificates?

Feed-In Tariff?

Other Incentives

Additional Comments

Clifford Chance

JeremyConnick
Partner
T: +44 207006 4237

32.6%
40%

Hydro and biomass (mainly wood)

No

Mandatory procurement as a form of feed-in tariff is the main instrument aimed at facilitation of energy production from
renewable energy sources. It provides for a guaranteed electricity purchase price for a particular procurement volume
calculated by the state owned energy utility and public trader JSC “Latvenergo” in accordance with the respective
annual share in the total electricity end consumption established by the Government.

In order to obtain the right to sell electricity within the scope of mandatory procurement, electricity producers using
renewable energy sources participate in annual tenders organised by the Ministry of Economics. Eligibility criteria for the
tenders vary depending on the type of renewable energy source. According to the results of each tender, electricity
produced from renewable energy sources is sold to JSC “Latvenergo” under an agreement it has concluded with the
electricity producer. The remaining volume of electricity produced from renewable energy sources is sold by the
electricity producer to other market participant(-s) for a mutually agreed price.

The electricity purchase price under the mandatory procurement scheme is calculated in accordance with formulae
provided in specific regulations adopted by the Government. According to these formulae the purchase price decreases
every ten years from the day of the power plant being put into operation.

Electricity producers using biomass (except biogas) in cogeneration power plants may obtain a right to receive a
guaranteed price for their particular power plant capacity for a period of up to 15 years, provided that certain technical
criteria are met. The guaranteed price is paid by JSC “Latvenergo” to the electricity producer on a monthly basis. This
support mechanism constitutes an alternative to the mandatory procurement scheme for this particular type of
electricity producer.

Other support channels available include financial support from the Environment Investment Fund, Latvian
Environmental Protection Fund, etc, as well as fiscal measures. Natural resources tax exemption applies to use of water
in hydroelectric power stations as well as to carbon dioxide emissions for cogeneration power plants using biomass for
energy production. 0% natural resources tax rate applies to coal, coke and lignite (brown coal) used for production of
electricity, heat energy and electricity production in cogeneration process. Excise duty exemption applies to biogas used
in electricity production, including cogeneration plants. Electricity produced from renewable energy sources is exempt
from electricity tax.

A Draft Law on Renewable Energy has been prepared by the Ministry of Economics. It is aimed at implementing the EU
Directive 2009/28/EC by stimulating the use of renewable energy sources through various mechanisms, e.g., additional
payments for production of energy from renewable energy sources, support in connecting power stations with the
capacity under 5SMW using renewable energy sources to the electricity transmission network, etc. The draft law is
intended to cover electricity production using renewable energy sources in the territory of Latvia, its territorial waters,
exclusive economic zone and continental shelf.

Commercial considerations with regard to the energy infrastructure include the fact that the Latvian electricity
transmission network is often unsuitable for connecting new electricity producers. Moreover, construction of the
connection may be costly and, together with the time required for obtaining the technical regulations and construction
permit, connection may take up to two years.

SORAINEN

Girts Ruda
Partner, Riga
T: +371 67 365 006

E: jeremy.connick@cliffordchance.com E: girts.ruda@sorainen.com
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Lithuania

Clifford Chance SORAINEN

Jeremy Connick Paulius Koverovas

Partner Specialist Counsel, Vilnius

T. +44 207006 4237 T: +370 52 649 326

E: jeremy.connick@cliffordchance.com E: paulius.koverovas@sorainen.com
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Belarus

Clifford Chance

Jeremy Connick

Partner

T. +44 207006 4237

E: jeremy.connick@cliffordchance.com

SORAINEN

Maksim Salahub

Partner

T. +375 17 306 2102

E: maksim.salahub@sorainen.com
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‘ ‘ Clifford Chance attracts praise for its ‘deep industry sector knowledge’, ‘global
coverage’, and ‘responsive and sensible approach’. Its lawyers are ‘good quality
across the board’.”

Top Tier - Projects, Energy and Natural Sources - Power (including electricity, nuclear
and renewables), Chambers UK 2011

‘ ‘ ...the renewables sector is a key area for Clifford Chance; offshore wind farms
and solar energy have been a particular area of focus. It has also been involved in
several innovative hydropower projects and continues to work on a number of
biomass transactions. Just one example of its impressive array of work was advising
British Energy on an extensive auction process for the sale of the company and on
the eventual GBP12.5 billion recommended takeover by EDF.”

Top Tier - Projects, Chambers Global 2011

© Clifford Chance LLP
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Clifford Chance:
Legal advice across the globe

One of the world’s leading law firms, with 29 offices in 20 countries and some 3,200
legal advisers. Where Clifford Chance does not have offices, it works closely with
leading local counsel in those jurisdictions, such as SORAINEN (see below), to
ensure consistency and quality of legal advice.

Global Renewables Group

Clifford Chance provides top-tier renewables capability for clients around the world through its European, US, Middle East and Asian
offices - a network that few firms can match.

Our acknowledged industry experts have a reputation for successfully advising on all aspects of renewable energy projects, including:
corporate/M&A B fund formation and investment

equity and debt capital markets derivatives and carbon trading
construction and project development anti-trust, market regulation, compliance and sanctions
planning, consenting and real estate health, safety and environment

regulatory issues

[
[
[
[
| tax, pensions and employment
[

project, acquisition, structured, Islamic and corporate insurance

financing

B dispute resolution

SORAINEN: Local law advice

SORAINEN is the leading regional business law firm with fully integrated offices in Estonia, Latvia, Lithuania and Belarus. Since its
establishment in 1995, SORAINEN has been advising international and local organisations on all business law and tax issues involving
the Baltic States and Belarus.

Uniquely, the firm boasts integrated regional teams covering all practice areas, unified practice and quality management system and
shared know-how base. Full integration and combining the resources of all four offices enables SORAINEN to provide prompt, reliable
and seamless service to clients in local and cross-border assignments. For these reasons, SORAINEN is usually the first choice not only
for complex domestic transactions, but especially for regional projects and for clients with operations in several Baltic States or Belarus.

SORAINEN is the first law firm in the Baltics and the only one in Belarus to have implemented a quality management system under
ISO 9001 standards (certified by Lloyd’s Register Quality Assurance).

SORAINEN has been recognised five times as the “Baltic Law Firm of the Year” — by The Financial Times & Mergermarket,
International Financial Law Review and PLC Which lawyer?. SORAINEN also received the “Baltic States Tax Firm of the Year” award
from International Tax Review.

© Clifford Chance LLP



CLI FFORD
CHANCE

WA SORAINEN

© Clifford Chance LLP, February 2011.

Clifford Chance LLP is a limited liability partnership registered in England and
Wales under number OC323571.

Registered office: 10 Upper Bank Street, London, E14 5JJ.

We use the word ‘partner’ to refer to a member of Clifford Chance LLP, or an
employee or consultant with equivalent standing and qualifications.

This publication does not necessarily deal with every important topic nor cover
every aspect of the topics with which it deals. It is not designed to provide legal
or other advice.

If you do not wish to receive further information from Clifford Chance about
events or legal developments which we believe may be of interest to you,
please either send an email to nomorecontact@cliffordchance.com or contact
our database administrator by post at Clifford Chance LLP, 10 Upper Bank
Street, Canary Wharf, London E14 5JJ.
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