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Background: This Commission non-paper is in response to the European Council on 20 October
2022 calling on the Commission to submit concrete decisions on steps to address the EU energy
market, particularly options for an EU gas price cap mechanism. Overall, the non-paper lays out
possible options for the Commission in a cost-benefit analysis of a cap in recognition of not
modifying the merit order of electricity generation, to prevent increase in gas consumption, to
address financial and distributional effects and to address the flow of gas beyond EU borders.

Disclaimer: The European Commission itself seems to intentionally not position itself on the
topic - or in other words, to make this non-paper a “Rorscach test”: e.g. a reader who supports
the Iberian model may read the non-paper as supportive; a reader who opposes the Iberian
model will believe the text is de-facto highlighting the limitations. This unclarity is further
reinforced by the fact that - on 28 October 2022, the Council met to discuss the non-paper:
for now, it is unclear how it is moving forward in negotiations.

Rationale

Non-Paper Points Impact on Energy Storage

MECHANISM PROPOSED BY SEVEREAL MEMBER STATES: IBERIAN MODEL

This gas-cap design
comes from the Iberian
model, currently being
used in Spain and
Portugal, which some
Member states have

advocated for to be
applied at a European
level. This caps the price
of gas used to produce
electricity via direct
payments to gas-fired
powerplants to maintain a
certain price threshold for
trading and any amount
above the set trading
price would be covered by
direct public subsidies.

The rationale behind is to
make the benefits of the
subsidy go directly to
lowering consumer
electricity prices and to
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ensure subsides are not
misused for other
purposes by gas
companies.

The rationale of the
mechanism is to not
simply lower the price of
gas-produced electricity
alone, but to more
broadly lower electricity
prices for all powerplants
regardless of technology.

The Commission appears
to not entertain the
notion of subsidising coal
alongside gas, because
coal is more polluting

Page 3 of 10



/~ N
EASE

N/

European Association
for Storage of Energy

than gas and the price of
coal is not as volatile as
gas. Here, the
Commission indicates its
overall hesitancy with
possibly over-
incentivising non-
renewable energy
production more broadly.

Non-Paper Points ‘ Impact on Energy Storage ‘

SUMMARY OF THE ANALYSIS
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LASTING WAYS IN MITIGATING THE IMPACT OF HIGH GAS PRICES
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POSSIBLE WAY FORWARD
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Reactions from Stakeholders on EU-wide gas cap:

e CEPR (Centre for Economic Policy Research):

The 'tope al gas' instrument aimed at depressing wholesale power prices in Spain has had a
modest effect with a net benefit to consumers. Most countries in the rest of Europe are much
better interconnected than the Iberian Peninsula, so member states would be faced with serious
leakage if they introduced a similar instrument unilaterally. Three conditions need to hold to
make the intervention work as intended: little interconnection to neighbouring countries, an
unconstrained gas market and only limited forward hedging. However, none of these
prerequisites holds in many European countries outside the Iberian Peninsula.

e EFET (European Federation of Energy Traders):
A gas price cap would discourage much needed LNG from entering Europe and remove a signal

indicating where gas should flow - both will make the current situation worse. Increasing gas
consumption in one area will mean less gas being consumed in another. Damage to industry
through forced curtailments will be increased. Maximising availability of importation and
transmission capacity, enabling gas (and electricity) to flow to where it is most needed,
enhancing solidarity, and voluntary joint-purchasing are sensible no-regret measures.

e Bruegel:

Since Russia's invasion of Ukraine, wholesale prices for electricity and gas in the European Union
have risen five to fifteen-fold. The crisis is creating liquidity problems for energy companies
and contagion risks for the financial sector. Emergency-intervention proposals to address the
crisis should be evaluated against three principles. First, energy supply must meet demand at
prices that do not cause major damage to the European economy. Second, the most vulnerable
consumers must be protected. Third, measures should be consistent with the case for
investment in a sustainable energy system, in order to safeguard Europe’s ability to decouple
structurally from fossil-fuel imports. Instead of capping gas prices, the EU should engage
collectively with external gas suppliers and negotiate new long-term contracts.

e Frans Timmermans, Executive Vice-President of European Green Deal, European Commission:
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The era of cheap fossil fuel is over. For good. It will not come back. But the era of cheap
renewable energy is real and coming fast, but it is not coming fast enough to solve the problems
this year or perhaps next year. So, in the meantime, saving energy, not using energy, is the
cheapest energy obviously.

Generous government compensation for fossil fuels risk derailing the green transition. Which is
in complete contradiction with the investments we need in renewable energy and energy
efficiency. Budgets for energy efficiency and insulation are “magnitudes” apart compared to
budgets allocated for fossil fuel subsidies.
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About EASE

The European Association for Storage of Energy (EASE) is the voice of the energy storage community,
actively promoting the use of energy storage in Europe and worldwide. It supports the deployment of
energy storage as an indispensable instrument within the framework of the European energy and climate
policy to deliver services to, and improve the flexibility of, the European energy system. EASE seeks to
build a European platform for sharing and disseminating energy storage-related information and
supports the transition towards a sustainable, flexible and stable energy system in Europe.

For more information please visit www.ease-storage.eu

Kdek

Disclaimer

This response was elaborated by EASE and reflects a consolidated view of its members from an energy
storage point of view. Individual EASE members may adopt different positions on certain topics from
their corporate standpoint.

Contact: | EASE Policy Officer | Jacopo Tosoni | j.tosoni@ease-storage.eu
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