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EUROPEAN GREEN PAPER: TOWARDS A EUROPEAN STRATEGY FOR
SECURITY OF ENERGY SUPPLY

BACM-TEAM represents the management staffs in the coal producer and coal distribution
sectors in the UK with a membership of 4,500.

The Association welcomes the publication of the Commission’s Green Paper and
acknowledges that the analysis in the Green Paper broadly highlights the predicament facing
the future of Europe’s energy supply and specifically that the EU will become up to 70%
import dependent by 2030.

Currently energy policy is dealt with by Member States as distinct from the Commission with
the main Commission influence on energy coming through the Competition and Environment
Directorates. It is clear therefore that any formal Commission position will have to be
accepted by Member States if they are to be translated into effective action. The Association
supports both the UK Government and the Commission’s objectives of obtaining secure,
diverse and competitive supplies of energy. However, it needs to be recognised that energy is
not subject to normal market disciplines as has been demonstrated during the oil price hikes
of the 1970’s. In addition, different values may be placed on alternative energy sources.
This was part of the rational for the original Commission decision to prevent natural gas
being used to generate electricity until the watering down of the 1975 EC Council Directive
in 1991. The repeal of this Directive has been the single most significant influence on the
development of gas fired generation to meet EU electricity needs, at the expense of rapidly
depleting gas reserves.

The Green Paper inadequately acknowledges the tension that exists between encouraging
consumers to, wherever possible, reduce energy use as a direct consequence of the fall in
energy prices that has followed liberalisation.

The Green Paper overestimates the contribution that can be made from renewable energy
sources, particularly wind power and fails to justify why subsidies should be available for
renewals but not available for other fuels or technologies that would allow those fuels to be
burnt with greater thermal efficiency.

The outlook for nuclear power in Europe looks like being one of stability to managed decline
but in the longer term if diversity is to be maintained the future of a nuclear option would
have to be revisited. The Green Paper fails to deal with the likely impact of the liberalisation
on the nuclear sector and specifically on nuclear electricity tariffs where it is not at all clear
full nuclear cycle costs are reflected in the costs charged to consumers.

European Union members are signatory to the Kyoto Protocols, which have yet to be ratified.
Kyoto is of course, based on the precautionary principal approach to global warming as
distinct from scientific proof of global warming. In the absence of ratification by the US of
Kyoto, it is difficult to justify unilateral action by the Commission while competitor countries
fail to instigate measures in their own economy. To do so would potentially damage the
competitiveness of Europe.
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It is most disappointing that the Commission has not identified a more positive future for the
coal industry, in particular the role of indigenous European production as this remains the
most plentiful source of energy within the EU.

Turning to the individual questions the Association’s comments are as follows:-

1. Increasing dependence upon external energy sources will inevitable weaken European
security of supply and dependence upon prices will effect European competitiveness.
The prices which are most likely to be volatile are those in the oil and particularly the
gas sector, as reserve depletion will become a significant detriment of upwards
pricing pressure. The approach to these problems must take account of both
economics and the geopolitical risks. Shortages and price rises are not necessarily
confined to matters external to the EU and may be experienced within the EU or
within one of its member states. In the UK in recent years there have been incidents
of generating sources failing to deliver as anticipated, with the result that there has
been a progressive and heavy stock lift of coal which had to “step into the breach”.
This once again emphasises the importance of diversity and flexibility.

2. The EU should ensure that has the EU energy market is liberalised that actions by
individual member countries do not cause distortions to the detriment of their
members. It follows therefrom that a major objective of energy policy and regulation
must be proper price transparency at all levels.

3. Historically there have not been consistent tax policies towards differing energy
sources in both the EU and individual member states. The union tax policy would
militate against the Commission’s objectives of fuel diversity and any moves to
harmonise would need to be managed progressively in a gradual fashion. A state aid
policy can be justified in certain circumstances provided the object is to assist the
energy source in question to achieve competitiveness. Environmental objectives may
be appropriately considered in relation to taxation, but should not be at the expense of
competitiveness and jobs.

4. Stable pricing and supply levels cannot be guaranteed with producer companies.
Although ongoing dialogue should be aimed at reducing the volatility that naturally
exists. It is relevant that there are instances of producer companies in both oil and gas
reneging or seeking to substantially renegotiate terms of trading previously agreed to
the extent that agreements with energy producers are able to negotiated long term on
the back of EU agreements with producer companies. The EU member states should
seek to ensure suitable contracts of similar length to all fuels. For example, recent
history in the UK demonstrates that lucrative long term gas supply contracts to CCGT
producers which were attractive to investors, also militated against contracts of
similar length for coal supply which in turn reduced the investment appeal of coal
mining.

5. Stock piling of reverses is useful as a short term response to energy crisis. Ultimately
they will not provide an effective answer against market movements. In the case of
coal stockpiles need to be located at mine head or generation stations and there should
be minimum stocking levels, subject to physical capacity. The appropriate role for
the Community in assessing stock management is essentially one of overview.
Reference is made in the Green Paper to the possibility of retaining access to coal
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reserves through mothballing collieries. Experience in the UK with mothballing over
the past 15 years has demonstrated that it is not a practicable option. It is more cost
effective to continue to work reserves.

6. Better operation of the transport sector in the European Union is desirable and should
concentrate on making rail freight an increasingly attractive option as distinct from
long road haul, bearing in mind comments above concerning tax it should be
remembered that aviation fuel continues to be tax exempt.

7. Whilst gas and oil may now be highly profitable it is by no means certain that the
same claim can be made for the nuclear sector. In the UK following privatisation
both nuclear and renewables received financial assistance through levies on
consumers, although this is now being removed in the case of nuclear. This has been
proven to be an effective way of providing assistance and could be developed further.
However it should not be confined to renewable energy sources, it remains the case
that the largest contribution to reducing CO2 emissions from coal burning powered
stations would be to develop clean coal technology with much enhanced thermal
efficiencies and this should be a key area for future research and technological
development.

8. The Association is not competent to comment on question 8 other than to make the
observations that the problem in meeting Community energy objectives increases in
direct proportion to the decrease from the current level of nuclear power in an overall
energy mix.

9. As stated above clean coal technology should be at the centre of policies to allow
Europe to meet its Kyoto obligations. In addition new automotive technology is
required with better management of the transport sector, as this is the fastest growing
area for CO2 emissions.

10. It is difficult to see how the “ambitious” programme to promote bio fuels to generate
up to 30% of demand could possibly be achieved by 2020, either nationally or at
European level.

11. Large savings in buildings continue to fall well short of what could be expected in the
21st century. Appropriate tax and regulatory measures should be encouraged to effect
more energy savings.

12. As stated above Commission transport policy must be developed to maximise rail
freight. There needs to be greater dialogue between member states and the
Commission to identify market conflicts and resolve them and to monitor trends in
advance of problems occurring.

13. Governments and the Commission need to recognise that solutions to long term
energy problems will not be deliver solely by market mechanisms. Reference has
already been made to the need to develop (clean coal) power stations and in the longer
term, new nuclear capacity. However given the relative costs of these operations as
compared to CCGT stations they are not a commercial proposition to the private
sector. There therefore needs to be a more proactive approach to achieving energy
objectives than is currently the case. This is equally true in relation to managing the
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problem of growth in the transport sector. The Commission Green Paper is a
welcome measure which provides the opportunity for the Commission to review the
energy policy of member states and liaise with them to monitor progress of achieving
and/or monitoring broad policy objectives.

P M CARRAGHER 5 June 2001
General Secretary
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