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1. Introduction 

1. Support to renewable energy sources in the European Union (EU) is one of the instruments used 
to achieve the ambitious environmental targets of having at least 20% reduction in greenhouse gas 
emissions by 2020 compared to 1990 and a binding target of a 20 % share of renewable energies in overall 
EU energy consumption by 2020.   

2. One of the main tools which EU member states can use to achieve these targets and address 
environmental concerns is the correct application of the polluter pays principle. Regulation or market based 
instruments should ensure that costs of environmental protection are internalised by companies and 
reflected in the final price of their products. If pollution becomes a real economic cost, companies will tend 
to maximise their profits by reducing this cost component and therefore pollution. In addition, if polluting 
goods are more expensive, demand will adjust towards less polluting sectors offering cheaper and more 
environmentally friendly goods and services. It is widely accepted however, that environmental costs have 
not been internalised for a long time.  

3. To address the problem of negative externalities governments may use regulation to ensure 
companies meet certain environmental standards or to introduce market based instruments (for example 
taxes, charges or emission trading systems) to ensure companies pay for their pollution.  

4. Another option open to EU member states is the possibility of state aid (public subsidies). State 
intervention may be justified in order to give companies an incentive to increase investment in and 
viability of environmental protection. State aid can also be directed to relieve firms from the financial 
burden of enforcing a stricter overall environmental policy.  

2. State aid for renewable energy sources 

5. The high cost of production of some types of renewable energy does not allow companies to 
charge competitive prices on the market and thus creates a market-access barrier for renewable energy. 
Therefore, public subsidies to renewable energy sources can be justified if the cost of production of 
renewable energy is higher than the market price for conventional energy and if there is no mandatory EU 
wide standard concerning the share of energy from renewable sources for individual undertakings.  

6. There is a great range of instruments governments can use to subsidise renewable electricity. 
These can be divided between investment aid, including capital grants, tax exemptions or reductions on the 
purchase of goods, and operating aid in the form of price subsidies, green certificates, tender schemes and 
tax exemptions or reductions on the production of renewable energy. 

7. In overall terms, operating aid – support per MWh- for renewable electricity is far more 
important than investment aid in creating incentives for companies to initiate or increase production of 
renewable electricity. Operating aid can be provided using market-based instruments that fix a quantity of 
renewable electricity to be produced or instruments that fix a price to be paid for renewable electricity. 
Quantity fixing can be done by quota obligations, where EU member states impose an obligation on 
consumers, suppliers or producers to source a certain percentage of their electricity from renewable energy; 
sale of green certificates, which prove the renewable source of the electricity; or tenders for the provision 
of a certain amount of electricity from a certain technology source, where the bidding should ensure the 
cheapest offer is accepted. More frequently used instruments are those that fix a price to be paid for 
renewable electricity. They include the introduction of feed-in tariffs and premiums or tax reductions and 
tax exemptions. 
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8. All support measures to renewable energy sources developed and to be implemented in EU 
member states, insofar as they constitute state aid in the meaning of Article 107 of the EU Treaty, have to 
comply with the EC law on state aid and in particular with the rules of the Community Guidelines on State 
Aid for Environmental Protection.1 

9. State aid must be necessary to ensure the viability of the renewable energy sources concerned. 
EU member states have to demonstrate that without public support the renewable energy sources in 
question cannot compete with conventional or cheaper renewable technologies. It must be acknowledged 
here that due to technological developments in the field of renewable energy and to gradually increasing 
internalisation of environmental costs the difference in production costs has been shrinking over the past 
years for some technologies, thus reducing the need for public support. 

10. State aid cannot result in overcompensation for renewable energy and member states need to 
ensure that the revenues of the generators do not exceed the costs of production and a reasonable benefit 
for a given technology over a given period of time, since the production costs for such technologies usually 
decline when technology matures.  

11. Public support should be designed in such as way that it does not dissuade renewable energy 
producers from becoming more competitive. State aid should provide an incentive for generators to 
increase efficiency in terms of volumes (MWh), price mechanisms should not overcompensate well 
developed forms of renewable generation and emerging technologies should receive the additional support 
required to encourage investment. 

12. In addition, state aid should not create barriers to entry for eligible generators or distort the 
operation of the electricity supply market. 

13. According to the rules of the Community Guidelines on State Aid for Environmental Protection 
EU member states can grant both investment and operational aid in order to support the energy production 
from renewable sources.  

14. For investment aid EU member states can cover up to 80% (100% if the aid is granted in a 
genuinely competitive bidding process) of the extra investment costs the aid beneficiary has to bear as 
compared with investment costs needed for a conventional power plant or a conventional heating system 
with the same capacity in terms of the effective production of energy. Any operating benefits and costs 
during the first five years of the life of this investment must be taken into account while calculating the 
extra investment costs.  

 Aid intensity for renewable 
energy sources 

Aid intensity for renewable 
energy sources granted in 
competitive bid 

Small enterprise 80% 100% 
Medium-sized enterprise 70% 100% 
Large enterprise 60% 100% 

15. For investment aid not exceeding EUR 7.5 million per undertaking per investment project EU 
member states may grant aid to cover extra investment costs without taking account of operating benefits 

                                                      
1  OJ C 82, 1.4.2008, p.20. 
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and operating costs. In that case the aid intensities are 45% for large enterprises, 55% for medium 
enterprises and 65% for small enterprises2. 

16. Operating aid for the production of renewable energy may be justified in order to cover the 
difference between the cost of producing energy from renewable energy sources and the market price of 
the form of energy concerned. That applies to the production of renewable energy for the purposes of 
subsequently selling it on the market as well as for the purposes of the undertaking's own consumption. EU 
member states have four options to grant operating aid for renewable energy production. 

• Option 1: Member states may compensate up to 100% of the difference between the cost of 
producing energy from renewable sources, including depreciation of extra investments for 
environmental protection, and the market price of the form of energy concerned. The aid may 
also cover a normal return on capital. Operating aid may then be granted until the plant has been 
fully depreciated according to normal accounting rules. Any investment aid granted to the 
undertaking in question in respect of the new plant must be deducted from the production costs3.  

• Option 2: EU member states may also support renewable energy sources by using market 
mechanisms such as green certificates or tenders. These market mechanisms allow all renewable 
energy producers to benefit indirectly from guaranteed demand for their energy, at a price above 
the market price for conventional power. The price of these green certificates will be determined 
by supply and demand4.  

• Option 3: Operating aid may cover the extra production costs without taking into account 
potential investment aid. The aid must not exceed 100 % of the extra costs in the first year but 
must have fallen in a linear fashion to zero by the end of the fifth year. In the case of aid which 
does not decrease gradually, the aid intensity must not exceed 50 % of the extra costs for a period 
of 5 years5. 

• Option 4: Operating aid may be granted to new plants producing renewable energy on the basis 
of calculation of the external costs avoided. The external costs avoided represent a monetary 
quantification of the additional socio-environmental damage that society would experience if the 
same quantity of energy were produced by a production plant operating with conventional forms 
of energy. They will be calculated on the basis of the difference between, on the one hand, the 
external costs produced and not paid by renewable energy producers and, on the other hand, the 
external costs produced and not paid by non-renewable energy producers.  

3. Conclusion 

17. Increased use of renewable energy sources is an environmental priority for the EU and the EU 
law on State aid is of particular relevance as regards national support schemes for the promotion of 
renewable energy sources. It has been acknowledged that public subsidies to renewable energy sources can 
not only successfully influence firms’ choices of production methods so that they switch to greener 
electricity but also contribute to the creation of a long term competitive market for renewable electricity. 
The EU State aid control policy safeguards that only subsidies, which contribute to increased 

                                                      
2  See Art 23 of the General Block Exemption Regulation, OJ L 214, 9.8.2008, p. 3. 
3  See Commission Decision in case nr N 47/2008.  
4  See Commission Decision in case nr N 414/2008.  
5  See Commission Decision in case nr N 669/2008. 
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environmental protection without unduly distorting competition between companies and trade between EU 
member states are introduced in EU member states. 


