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The crisis in the energy sector is confronting operators with the need to provide an effective
response to diverse challenges including fluctuating prices, growing demand and reducing their
environmental impact, all of which require innovative solutions. The support that Als can provide
presents stakeholders with the need to implement in advance internal compliance mechanisms in
line with the growing regulation relating to this area.

The crisis facing the energy sector requires operators to provide effective responses
"With Al offering to different challenges: volatile prices influenced by geopolitical factors, growing
cutting-edge answers demand and the need to reduce their environmental impact. In such a complex

to great challenges scenario, artificial intelligence (“Al”) could be an effective means to help find

of the energy sector, successful solutions. The wide ranging application of Al frequently intersects with
operators are called energy topics, especially regarding the need to take data-driven decisions and
upon to devote ensure instant reactions to constantly changing factors, where machine learning
increasing attention comes to the forefront. It is in this context that we should consider technological

to comp| iance solutions ranging from so-called “algo-trading” to “smart homes,” whilst not

mechanisms to the forgetting smart grids and automated renewable optimisation processes.
evolving

regulations."” SMART GRIDS

Al plays a crucial role in the networking of energy consumers and distributors:
increasing decentralisation and digitalisation of grids brings growth in the number of active participants and, with it, the
difficulty of keeping the grid in balance. At the same time, the rise of irregular energy sources, such as solar and wind, requires
distribution to quickly adapt to floating consumption and vice versa. Smart grids — managed by Distribution System Operators
(“DS0s”) — fall within the scope of local medium and low-voltage distribution, carrying not only electricity but also data. Smart
grid management, from origin to final branches, is done through remote control systems that enable consumption metering,
real-time monitoring of infrastructure and power management at individual supply points. These means of managing the
balance between supply and demand are driving the evolution of grids in a “prosumer” key, based on decentralised energy

produced by B2C and B2B customers through photovoltaic solutions and beyond.

Al AND TRADING
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Predictive capabilities of Al have even greater interesting potential in electricity trading. Al makes it easier to systematically
evaluate large amounts of historical market or weather data. Moreover, as already seen, better forecasts ensure greater grid
stability and security of supply. On these premises, some Al algorithms are already proving to be smart enough to trade

independently (algo-trading or automated trading), following the lead of what has already happened in financial markets.

Al FOR HOME CONSUMPTION

Consumers, when connected to electricity systems through Al, can contribute to a stable and green grid. Solutions such as smart
homes and smart meters already exist, but they are not yet widely employed. In a smart home, networked devices react to

electricity market prices and adapt to household usage patterns to save electricity and reduce costs.

WHAT CHANGES WITH REGULATION®?

In this scenario, companies using Al systems in the energy market should, from a legal perspective, start considering the
regulatory requirements related to the systems they employ. Indeed, the debate on the use of Al intersects with the legislative
progress of the Artificial Intelligence Act, grounded in an ethics and risk-based approach with a specific target: the
trustworthiness of Al systems. The approach vis-a-vis Al systems should, therefore, be based on an assessment of the risks

associated with them and consider different compliance mechanisms depending on whether the system is high or low risk.

Alongside compliance, which may turn out to be rather rigid once EU regulation has been finalised, operators should also
consider EU proposals regarding other aspects of the use of Al. In particular, in October 2020, the issue of civil liability was the
subject of a European Parliament Resolution, where a draft Regulation for the Al sector was prepared. The draft, which proposed
to introduce a mechanism of strict liability for actors operating on high-risk systems, has been subject to public consultation and

as of now has yet to be transposed into a binding text.

Given this uncertainty, energy sector operators, whether traders, resellers or business users, are called upon to pay increasing
attention to the issue of Al in order to exploit its advantages as much as possible. Above all, implementing internal compliance
mechanisms well in advance to comply with future provisions and avoid bans or limits on Al systems that could penalise their

company against potential competitors will be key.
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DISCLAIMER

Watson Farley & Williams is a sector specialist international law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide practical, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated entities. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualification in WFW
Affiliated Entities. A list of members of Watson Farley & Williams LLP and their professional qualifications is open to inspection on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number 0C312252. It is authorised and regulated by
the Solicitors Regulation Authority and its members are solicitors or registered foreign lawyers.

The information provided in this publication (the “Information”) is for general and illustrative purposes only and it is not intended to provide advice whether that
advice is financial, legal, accounting, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Information provided is accurate at the time of publication, no representation or warranty, express or implied, is made as to the accuracy, timeliness,
completeness, validity or currency of the Information and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permitted by law, WFW shall not be liable for indirect or consequential loss or damage, including without limitation any loss or damage
whatsoever arising from any use of this publication or the Information.

This publication constitutes attorney advertising.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK | T:+44 207814 8000 | F:+442078148141/2 3



