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1.1 Danpower in Germany
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. Danpower GmbH is a German energy company,
specialized in district-heating, onsite heating
generation, small-scale and mid-scale combined
heat and power plants (biomass & waste).

*  Major shareholder (84.9%) of Danpower GmbH is
Stadtwerke Hannover AG (enercity).

*  Enercity is one of the largest municipal utility
companies in Germany and supplies electricity,
gas, district-heating and water to 623,000
customers in Hanover and its vicinity.

*  Enercity generated a turnover of EUR 2.3 billion in
2015.

. Danpower Group generated a turnover of EUR
165 million in 2015.
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1.2 Danpower in the Baltic States

Since 2012 Danpower does business in Estonia.
Activities in Lithuania were iniciated in 2014.

Danpower Eesti AS

Danpower Eesti AS serves as the district-heating
supplier of Voru. The company owns and operates
four boiler houses with a total capacity of 40 MW
thermal output.

Danpower Eesti AS is operating a Service Center in
Voru, that professionally provides service to enercity’s
customer in Germany.

Danpower Baltic UAB

Danpower Baltic UAB is a joint venture of Danpower
GmbH and UAB GECO investicijos

Danpower Baltic UAB owns and operates six boiler
houses and one CHP-plant with a total capacity of 190
MW thermal output and 5 MW electrical power.

Biomass boiler house Vorusoo (27 MW)

Biomass boiler house Vilnius (25 MW)
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The German heat market size is about 770 TWh.
Households represent the largest share (66%).

Heat consumption 2014

by sector

The heat market is quite competitive due to different
available energy sources (fuels) - natural gas, oil, solar
energy, wood chips or wood pellets - heat supply systems
and technologies. 773 TWh
e district-heating (centralized system)
* individual (on-site) heat generating devices

,lock-in“ effect: once a decision for a certain system has
been made, the costs of switching to different system are
significantly high. ® Household ® Industry ™= trade/service ® traffic

Therefore, in case of an individual supply solution,
competition is only based on different fuel suppliers
rather than different fuels and technologies.




2.1 Competition in the German heat market
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Whereas markets for gas, oil or other fuels and
systems are fully liberalized, district-heating remains
to be characterized by a monopoly supply character.

|Il

The ,,usual” district-heating supplier produces and

distributes district-heating to its customers.

In Germany there exists no national or local
authority which approves district-heating prices.

The legal framework for district-heating is the
,District Heating Act” (AVB FernwarmeV).

Verordnung uber Allgemeine Bedingungen fur die
Versorgung mit Fernwarme (AVBFernwarmeV)

AVEFemwarmeV
Ausfertigungsdstum: 20.06.1580
Vollzitat:

*Verordnung dber Aligemesne Bedingungen fir die Versorgung mit Fernwirme vom 20 Jurs 1980 (BGBI. | 8. 742),
dhie zuletzt durch Arbicel 1€ des Gesetzes vorn 25. juk 2013 (BGEI. | 5. 2722) gedndert worden ist”

Stand:  Zuletzt gedndert durch Art 16 G v. 25.7.201212722

FuBnote

(+++ Textnachweis sb: 1.4.1980 ++e)

(+++ Malgaben aufgrund des EinigVtr vgi. AVEFernwarmeV Anhang EV; Mallgaben teilweise nicht mahr
anzuwendan gem Art 1 Nr 4 Buchst d DBuchst pp aaa. bbb u ccc G v 2112013 191 mWv 29.1 2013 +++4)
Elngangsformel

AufGrund des § 27 des Gesetzes 2ur Ragelung des Rechts der Aligemeinen Gescha ksbedingungen vom 3
Dezember 1576 (BGBI 1 5. 3317) werd mat Zustimemung des Burdesrates verordnet

§ 1 Gegenstand der Verordnung
(1) Sowet Fi A by fir den Arschlull an die Fernwirme versorgung und Kir de
Versorgung mit Fernwarme VII’W' oder Vertragsbedingungen verwenden. die fr ene Vielzahl von

WWHM(HWMVUMMW) gelten die §% 2 bis 24 Diese sind. soweit
Absatz 3 und§ 335 michts andarss vorsahan

gungs &

(2} Die Verardnung gilt nicht fir dan Anschiud und die Versorgung von industneuntarnehmen.

(3) Der Vertrag karn auch zu alig gungsbedingungen ab werden. die von den

£ 2 bis 34 abweichen, wenn das F h Vertragsabschiul zu den

aligemeinan Badingungen dieser Varordnung ang.bonn hat und der Kunde mit den Abweichungen ausdricklich

winverstanden ist Aufdie abweichenden Badingungen sind die 55 3 bis 11 des Gesetzes zur Regelung des Rechts

der Allgermeinen Geschi ksbedngungen sreuwenden Von der in§ 18 enthaltenen Verpfichtung. zur Ermittiung
Melemnchtunge

des verbrauchsabhingigen Entgelts n zu verwenden, darf recht abgewschen werden

(2) Dias Femva iy hat seine aligermeinen Versorgungsbedingungen, soweit s

in dieser Verordnung mcht .bsdﬁdendquewl sind odu mthAhuu 3 von den §5 2 bes 34 sbweichen
emnschisellich der dazugehérenden Preisregelungen und n geesgr Wese dfienthch

§ 2 Vertragsabschiug

(1) Der Vertrag soll schafiich abgn:Nosun nvdtn It or auf anders Weise zustands gekoerymen. so hat das
TV WerSOr UGS den Nl dem Kunden unverziglich scheiflich zu bestatigen.
Wird dhe 2 g mt hen Einnchtungen ausge fertigt. bedarf es keiner Unterschnit. Im Vertrag
cder in der gung ist auf die allg: Versorgungsbedingungen hinzuwesen.

(2] Kormmt der Vertrag Mﬂh zustande, daf Femmarme sus dem Vertalungsnetz des

ward, 50 izt der Kunde mlldht.dasdemumemdmﬂ
mmufch mitzutailen. Die Varsorgung erflgt zu den £ gleichartige \
Praisen.

-Senmlvanil-
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* In Germany there exist 18.9 million residential buildings
and 1.7 million buildings for commercial and industrial

Schleswig-Holstein

purposes.
Mecklenburg-Vorpommern

Hamburg
Bremen

*  How are the residential buildings supplied?

Brandenburg

*  85% onsite heating (gas, oil) TR
* 5% district-heating Berlin
* 5% alternative supply systems (wood, heat Sachsen-Anhalt
pumps etC.) Nordrhein-Westfalen
* 5% other supply systems Sachsen

Thiringen
Hessen

*  For historic and geographic reasons, district-heating is
particulary used in larger cities and areas with a high
population density (i.e. Ruhr area).

Rheinland Pfalz

Saarland

. Which fuels are used? fasem
Baden Wiirttember:
*  Onsite heating: 52% natural gas, 37% oil :
. District-heating: 43% natural gas, 30% coal, 25%

biomass (CHP-Plants)
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*  Most important rules of AVBFernwarmeV,
*  Maximal supply contract duration: 10 years
*  Consumer prices are calculated via price
adjustment formula on a periodic basis

* Do vertically integrated district-heating companies
exploit their price-setting power?
* Investigation of the German Antitrust Office 2007
- 2012 (survey among 74 district-heating
companies)
*  Results: No evidence of systematic exploitation of

price-setting power; however: consumer tariffs
vary among individual networks (i.e. in regard to
network size, production structure, fuel used)

*  Results motivated to start investigations against
seven district heating companies
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Development of energy price indexes (2005-2016)
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3. Outlook: Future issues in the district-heating sector ///// DANPOWER

Growth potential
« The average age of heating systems in one-family and two-family houses is 15.9 years
and in apartment buildings 20.1 years. These numbers illustrate great potential for
extending district-heating.

 Competition and consumer protection
e Although the Germany‘s federal government does not see the need to liberalize the
sector, German academics discuss the sector’s liberalization (third-party access to the
grid (b2c-business) or feed-in model as in Lithuania).
 How can consumer protection be improved? Can the district-heating sector learn from
the electricity and gas sector?

* Technical and environmental issues
 Germany’s climate goals require further integration of renewables into the heat
market. Can successful business models and political incentives be developed to
increase the share of renewables in the districting-heating sector?
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e District heating is an competitive system in the heat market.

e District heating systems are efficient and environmently sound (CHP,
renewables).

e District heating systems can quite easily adjusted to new fuels and technologies.

e District heating doesn’t necessarily require price regulation in a competitive
market.
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