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ENERGY FOR EUROPE
A RESPONSE TO THE EUROPEAN COMMISSION GREEN PAPER
"TOWARDS A EUROPEAN STRATEGY FOR THE SECURITY OF ENERGY
SUPPLY" FROM THE OIL AND GAS INDUSTRY

EXECUTIVE SUMMARY

General

We welcome the opportunity to comment on the Green Paper, which we
regard as the first stage of an EU debate about the interlinked issues of
energy, economic growth and the environment.

In this summary, we expand on our key messages. In the core
document, which is also attached, we respond to the 13 questions
outlined at the start of the Green Paper.

As Europe’s economy has grown and personal mobility has increased, the oil
and gas industry has consistently and without disruption secured oil and gas
supplies and transformed them into consumer products.

The Industry’s flexibility in developing and applying innovative technology and
its logistical and commercial capabilities – coupled with its access to the
required sources of finance – have enabled it to adapt readily to consumer
demand and to changes in the nature of that demand.

We note and agree with the Green Paper’s conclusions that:

• Europe will continue to import energy for the foreseeable future, with
oil and gas as the major components;

• For the long-term, the development of a substantial industrial base
for new energy sources and technologies should be considered;

• The potential to influence demand will have to balance
economic and social considerations as well as environmental
factors.

But we also believe that:

• The short-term volatility of oil prices between 1998 and 2001 does
not signal a new energy supply crisis;

• It is important to separate long – medium - and short-term problems
and possibilities and, where appropriate, address the factors of
each relevant case rather than treat them as interchangeable;

• Some of the new policies proposed in the Green Paper could be
counter-productive to the oil and gas industry’s ability to continue its
critical contribution to security of supply.
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Key messages

1. For more than a quarter of a century, the oil and gas industry has
provided Europe with an uninterrupted supply of energy to meet
growing demand.

Since 1973 there have been no significant interruptions to the supply of oil or
gas to Europe.

Over the same period, the Industry has also been able to produce higher
volumes of non-OPEC reserves at lower cost through the application of
innovative technology. This has brought benefits to consumers, employees
and contractors – there are, circa 1.7 million jobs dependent on the industry
across the EU - and, through special taxes to governments.

During this extended period which has coincided with significant increases in
world-wide demand, the industry’s investment in and application of new
technology has driven down the unit-cost of production of oil and gas. This
has enabled more fields to be economically developed than would otherwise
have been possible. We regard this as a major achievement.

Since 1973, the market for oil in international trade and in the main consuming
countries has also been freed from Government restrictions and inflexible
bilateral arrangements.

2. Reliance on oil and gas for the majority of the EU’s energy needs will
continue for at least the next 20 years, as outlined in the European
Commission’s analysis.

The Industry believes – and most international forecasts project – that there is
no reason why the market should not be able to meet any possible global
demand profile for oil and gas at affordable prices in the period to 2020 and
well beyond.

The Industry agrees with the European Commission that oil and gas are likely
to play a central and, in fact, growing contribution towards meeting the EU’s
energy requirements in this period. The Commission’s projection that oil and
gas consumption will rise from 63% today to 67% of the EU’s energy mix by
2020 appears entirely realistic.

3. There need be no shortage of oil and gas world-wide with the right
investment climate and sufficient lead-times. The Industry forecasts
that at least US$1 trillion of investment in new exploration and
production facilities will be required in the next decade alone.

The amount and rate of investment and technical progress rather than the
availability of oil or gas resources will determine supply of oil and gas in the
future.
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The oil and gas industry is concerned that its capability to meet the expected
investment requirements would be affected by policies not conducive to full
exploitation of indigenous oil and gas reserves in, and adjacent to, EU
member states.

To ensure security of oil and gas-supply for the EU, it is essential to continue
investment in supply sources beyond the EU, in countries that are open to the
free movement of trade and technology. The EU, working together with
Member States can expand such opportunities by diplomacy aimed at
fostering stable and attractive conditions for investment in important exporting
countries.

In terms of gas, around 70% of global reserves lie within economic
transportation distance of the EU. The scale of the resource-base is not the
issue. The focus of effort should be fixed upon creating the right climate for
investment and ease of distribution.

4. In addition to policies to facilitate the full exploitation of oil and gas
reserves, the EU can further mitigate energy supply risk through:

• A programme of active international diplomacy aimed at
promoting appropriate investment conditions and at securing a
range of new routes into Europe for diverse, additional sources
of oil and gas; and

• A stable and equitable EU fiscal regime to encourage
maximum exploitation of indigenous supplies.

The EU is situated in a geographically advantageous location to attract
diverse, new supplies of oil and gas. So the options for diversifying sources
of supply are wide-ranging.

We do not underestimate the political challenges implicit in developing and
exporting oil and gas from some of the states in question, but an EU
concerned about security of supply needs to give priority to an active
diplomacy aimed at establishing new routes to Europe for oil and gas.

By stepping up its diplomatic efforts to find new routes for oil and gas into
Europe, by seeking to finalise the Energy Charter Treaty and by turning the
INOGATE initiative into a concerted programme to facilitate construction of
transmission infrastructure to service European markets, the EU can
significantly ease any supply concerns it has.

As well as looking beyond Europe to new sources of supply, security of oil-
and gas-supply for European consumers is best realised by EU oil- and gas-
producing countries maintaining regulatory and fiscal regimes that are
competitive with alternative investment opportunities.

Policy-makers have an important role to play in facilitating the maximum
development of indigenous oil and gas reserves. Additional taxation and
excessive regulation would damage the competitiveness of the EU,
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threatening the full exploitation of indigenous reserves and reducing its
attraction as an investment location.

We believe the Green Paper underestimates the potential for encouraging oil
and gas production in Europe (including Norway, as a reliable investment
partner) and the importance of fostering the right climate and promoting
opportunities for maximum investment.

5. Placing extra taxes on hydrocarbons to fund development of
renewable fuels, or for other reasons, risks:

• Jeopardising the optimum exploitation of indigenous
hydrocarbon reserves,

• Increasing external dependency; and
• In the transport sector, where demand is largely inelastic, adding

costs for lower income groups and for consumers in rural areas.

The Green Paper proposes new taxes on the oil and gas industry as a way of
funding the renewable sector.

The industry opposes the imposition of new energy taxes, whether they are
upstream or downstream, because they will make EU industries
uncompetitive and reduce indigenous production – particularly in the North
Sea.

Oil and gas production in the EU is already the subject of special national
taxation and the industry has and continues to provide substantial income for
host nations. Since the 1960s, the upstream industry in the UK and Norway
has contributed circa €360 billion in corporation and special taxes. In the
Netherlands, the upstream industry has paid €145 billion since 1980

In relation to the transport sector, demand for transport is largely inelastic, so
that higher taxes will fall disproportionately on households with lower incomes
– particularly those in rural areas where car-use is often all but essential.

It is also worth remembering the signals sent out by consumers in several EU
member states in September 2000 when protests were mounted against the
high level of taxation already imposed on transport fuels. It is questionable
whether the public will tolerate extra taxes on fuels, given that excise duty and
VAT already represent an average of 70% of pump-prices across the EU.

6. The use of EU intervention stocks as a mechanism for influencing
prices would be commercially perilous and almost certainly
unworkable in practice.

The proposal in the Green Paper that stocks should be built up for use in
influencing price when no disruptions of supply are involved is unlikely to
succeed for a variety of reasons.
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OPEC’s successful intervention last year in halting the rapid escalation of
prices involved volumes which dwarf those held in both EU and other IEA
Government stocks. If an EU initiative were to have an impact, OPEC could
easily counter it with its own intervention.

The use of strategic stocks would also be commercially perilous, running the
risk of speculators betting against intervention targets, should they be made
public. If targets were not made public, governments collectively would bear
the risk of managing the market and the responsibility for the resulting price.

In the gas market, the 1998 Wood Mackenzie study concluded that EU
storage was adequate to meet foreseeable supply disruptions. A new EU gas
storage initiative would also naturally impact on the energy market and key
questions would have to be answered such as: what the costs would be and
who would bear them; and how such an initiative would affect the
Commission’s ambitions for liberalisation of the gas market.

7. The industry can be a major contributor to achieving environmental
objectives by playing a leading part in developing alternative and
renewable energy sources.

Switching to new gas-fired electricity generation in parts of the EU and
applicant countries would assist significantly in reducing CO2 emissions.

For example, by moving largely from coal-generation to gas-fired power
between the years of 1990 and 1998, the UK delivered a 13Mt carbon
reduction and made a huge contribution towards achievement of UK climate
change targets.

Natural gas also offers higher thermal efficiency in power generation – an
important factor in any security of supply consideration. While demand
management is one response to security of supply, maximising efficiency is
another.

The oil and gas industry is playing a major role in research and development
of renewable and alternative energy sources. However, even if renewable
energy grows at an annual rate of 20%, it will still only account for about 9% of
total world energy supply by 2020.

The Industry supports the idea of EU assistance for research and
development into renewable and new sources of energy - but not at the
expense of extra taxes on oil and gas.
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8. Short-term and transitory distribution and supply problems are not a
good basis for framing long-term policy in the area of pump prices,
given that, pre-tax, those prices reflect different market structures
and conditions among member states and given the large part excise
duty and VAT increases have played in raising pump prices in recent
years.

The liberalisation of oil import regimes and the privatisation of state oil
companies are two of the elements that have led to the opening up of the fuel
retail distribution market to new operators, such as supermarkets.

The five largest EU retailers have market-shares ranging from 7%-11%.
Where there are variations in pre-tax pump-prices, they tend to reflect
different market structures and conditions among member states.

It would be shortsighted to try to base long-term policy towards pump-prices
on problems of a short term or transitory nature.

Excise duty and VAT already make up around 70% of the total price of motor
fuel. Higher taxes accounted for 35% of the increase between December
1998, when crude oil prices were at a three-year low, and June 2000, when
they peaked.

9. The cleaner fuels specifications introduced through the Auto-Oil
programme have dramatically reduced emissions from road
transportation. Any move towards even tighter and/or EU specific
refined oil specifications would prevent imported products from
offsetting short-term supply problems and would deliver little
additional environmental benefit.

Oil-refiners are already adapting to growing quality demands and increasingly
stringent specifications because of environmental considerations. Already the
industry expects to reduce conventional – non-CO2 – pollutants by 70%-80%
by 2010 from 1990. Further changes in conventional fuel specifications would
give only a limited reduction of emissions and a barely measurable
improvement in air-quality – unless major advances in enabling technology
were to be made.

Imported fuels may not be suitable to offset short-term supply problems, if
further product specifications are introduced. This lack of supply flexibility
would be a real risk if the EU were to introduce unique fuel specifications.
Further changes in fuel specifications would also reduce certain product
yields, adding to supply concerns.
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