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Promotion of combined heat
and power

The Commission proposed in July 2002 a directive to promote cogeneration of heat and power.
New cogeneration plants save at least 10% of the fuel otherwise used for separate production of
heat and electricity. « The Commission is determined to continue meeting the challenges of
energy security of supply and climate change as outlined in its November 2000 Energy Green
Paper1. This new proposal for a cogeneration directive should help limit the growing external
dependence for energy and harmful greenhouse gases emissions. This proposal complements
the Renewable Directive and our recent proposals on energy efficiency in buildings and biofuels,
in setting up a new regulatory framework to encourage energy savings and new and renewable
energies »  said Vice President Loyola de Palacio, in charge of Energy and Transport.

Why promote combined heat and power ?

Combined heat and power or cogeneration is a technique
producing heat and electricity in one process.
Cogeneration saves considerable amounts of energy.

Cogeneration usually emerges from the combustion of
fossil fuels, but can also be produced from renewables
and waste. The trend is to use cleaner fuels for
cogeneration, such as natural gas.

                                                
1 More information at http://europa.eu.int/comm/energy_transport/en/lpi_lv_en1.html
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What is combined heat and power ?a Some figures for cogeneration

The overall share of cogeneration in total
electricity production was 11% in 1998.
There are substantial differences in the
Union :

- Denmark, Finland and the
Netherlands : share around 50%

- France, Greece, Ireland : share around
2%.

Natural gas is the most used fuel for
cogeneration (45%). Coal has a 20% share,
renewables, already 13%.
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As outlined in the November 2000 Commission Green Paper on Energy Security of Supply and
highlighted in the Green Paper final report of June 2002, the Union is currently confronted with a
number of challenges in the energy sector :
- the Union is extremely dependent on its external energy supplies with imports accounting to
50% of requirements today, 70% by 2030 is current trends persist ;
- at present greenhouse gas emissions are on the rise in the Union, making it difficult to respond
to the challenge of climate change and to meet the Kyoto Protocol commitments ;
- the Union has relatively limited scope to influence energy supply conditions. Efforts will have to
focus on orienting the demand for energy.

Cogeneration is in this context, a highly efficient technique to provide electricity and heat for the
European energy market and is part of the Union’s strategy for efficient use of energy. Combined
heat and power saves energy, improves energy security of supply and is cost-effective.

Potential energy savings. According to Eurostat, the
absolute primary energy savings from cogeneration in
1998 corresponded to 2% of total EU gross consumption
of primary energy. If the electricity cogeneration share is
increased from 11% in 1998 to 18% in 2010, energy
savings can be estimated to 3-4% of total EU gross
consumption.

Security of supply. Thanks to the diversification of fuel mix it entails, but also to increase
regional self-sufficiency and increased physical security through the atomisation of production in
various places less vulnerable to terrorist attacks, cogeneration benefits security of supply, a key
objective of European Energy policy, as outlined in the November 2000 Commission’s Green
Paper.

Cost-effectiveness. New high-efficiency cogeneration installations are cost-effective energy
solutions taking into account the internalisation of external costs such as CO2 emissions.

In addition :
� Since cogeneration plants are usually close to the consumption point, there are less losses

on the electrical grid ;
� Cogeneration increases competition among producers ;
� Cogeneration is an opportunity to create new enterprises ;
� Cogeneration is well-suited to isolated or ultraperipheral areas.

The Commission’s cogeneration proposal

The overriding objective of this proposal is to create a framework which can support and
facilitate the installation and proper functioning of electrical cogeneration plants where a useful
heat demand exists or is foreseen. It is important to ensure that the electricity and heat produced
by cogeneration meets real demand. Electricity can be sold where it is needed, however heat
cannot be easily transported and stored, therefore the cogeneration process must be based in
time and place of a real need for heat.

Advantages of combined heat and powerc

Energy savings from
cogeneration (in PJ)

1994       1996     1997    1998
   669          987       1118       1176

       The Union’s energy outlookb

        Objectivesa
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- in the short term a cogeneration Directive should serve as an instrument to consolidate
cogeneration installations and create a level playing field in the market through regulatory and
in some cases financial support.

- in the medium to long term a cogeneration Directive should create the necessary framework
to ensure that high-efficiency cogeneration is taken into consideration when decisions on new
investments in new production are made.

In an opened market yet to be completed in the Union, cogeneration has to face several issues
before it can take advantage of the useful heat demand :
- high prices for fuels, usually due to the fact that they are smaller fuel users than the large
traditional electricity producers ;
- access to the electricity market, especially if they are small producers ;
- installations costs per kilowatt usually higher than in a larger electrical plant ;
- operating hours may be less than for larger baseload plants, since they will be linked to the real
use of heat in associated installations.

A definition of cogeneration. Cogeneration is currently defined in different ways across the
Union. Some definitions are intended for statistical purposes, others are related to the eligibility
for national support schemes. The Commission proposes to follow a two-step approach
consisting of :
- a harmonised basic definition of electricity from cogeneration which will be used for statistics
and monitoring purposes at European level ;
- a methodology to define high-efficiency cogeneration will be used to determine the « quality »
of cogeneration expressed in energy savings. This methodology will be applied to promotional
and where appropriate eligibility for financial support.

A guarantee of origin of electricity from cogeneration. The Commission proposes to set up a
mechanism which will ensure that producers and others with an interest in cogeneration can
request a guarantee of origin for the electricity from cogeneration. The guarantee will specify the
efficiency, fuel sources used, the use of the generated heat together with the electricity and the
dates and places of production. The guarantee of origin will specify the national reference values
used to define high-efficiency cogeneration.

A methodology to determine energy savings from cogeneration. To calculate energy
savings, the fuel used to produce a given amount of heat and power by cogeneration must be
quantified and compared with the fuel that would have been necessary to produce the same
amount of heat and power via separate generation. Altogether, new cogeneration production
should provide energy savings of at least 10% to qualify as high-efficiency cogeneration.
Existing cogeneration production should provide energy savings of at least 5% to qualify as
high-efficiency cogeneration.

National potentials for high efficiency cogeneration. The Commission proposes to initiate a
compulsory procedure to activate existing national potentials for high-efficiency cogeneration.
Member States will be obliged to carry out analyses of their national potential for cogeneration.
To ensure that they are carried out in a systematic and comparable manner, the Directive sets
out a number of criteria and elements that must be covered including a requirement to consider
the likely fuels for cogeneration with special emphasis on renewable energy sources, an
obligation to examine cogeneration technological aspects, cost effectiveness and timeframes.
Member States will also be obliged to analyse national barriers to cogeneration and to report

        Barriers to overcomeb

        The Directive’s provisionsc
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regularly on progress towards realising national potentials and measures taken to promote
cogeneration. They will submit cogeneration statistics on an annual basis.

Support schemes. A variety of different national support schemes for cogeneration currently
exist. They include direct price support, tax exemptions, green certificates and investment aid.
As external costs will fully be internalised in the market, the justification for financial support of
cogeneration will disappear in the short to medium term. However, to realise the potential
benefits from cogeneration, continuation and reinforcement of support schemes will often be
necessary, within the limits of competition rules. The Commission proposes to evaluate the
application of the different support schemes for cogeneration used in Member States and to
present a report on the success and coexistence of different support mechanisms.

Access to the electricity grid. Objective, transparent and non-discriminatory rules and
procedures for access to the electricity grid can facilitate the market penetration of cogeneration.
The Commission thus proposes to guarantee the transmission and distribution of electricity
produced from cogeneration and to require that transmission system operators and distribution
system operators set up and publish standard rules relating to grid connection and
reinforcement. Cogeneration producers sometimes also need to purchase additional electricity to
back-up or top-up the producer’s own generation. Excess electricity must also sometimes be
sold, when production exceeds consumption. Special markets for balancing and regulating
power are gradually emerging. However, not all cogeneration producers are currently eligible
customers with access to such markets. Until the electricity market is fully opened, it is therefore
necessary to ensure that the tariffs offered to cogeneration producers without market access that
need to purchase electricity are set according to objective, transparent and non-discriminatory
criteria.

Administrative procedures. Administrative and planning procedures can represent a barrier to
the further development of cogeneration. Smaller producers such as independent cogeneration
producers can have some difficulty with the length or cost of the procedure. The Commission
thus proposes that Member States evaluate existing legislative frameworks with a view to
reducing barriers to cogeneration, streamlining and expediting procedures and ensuring that
rules are objective, transparent and non-discriminatory. Member States will report on the
evaluation results and indicate action taken to remove barriers.
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