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Communication from the Cowmission to the Covnoil
on problems oconneoted with ths profitability of
the refining indueiry in the Comwuniiy and on '
ways of resolving them. ' o

1, [Introduction,

®

Tn, March 1977 the Commission forwarded a commmication to the COunoil(l)
on refining problems, which was discussed in the Councils of 29/3, 14/6,

25/10 and 13/12/1977.

At the Council meeting on 13th December 1977 a compromise proposal was
submitted by the Premidency to the Council {see amnex) on the procsdures

to be put into practice regarding refining. The Commission proposes thet the
-Qounoil should adopt this text. .

Thia communication, Qﬁich complements that of March 1977(1), describes the
initiativee which the Commission intends to take in the refining saCtoT,

These new initiatives have as their purpose not only 10 bring about a .
_gtructural adjustment, but also to reduce the  effect of cyclical developmentis. -
The situation in the refining secior remains very worrying and is characterised g
particuiarly by inadequate, and often even negative, profitebility. .

The causes of this situation are manifold 3 structural facters {surplus
distillation capacity, poor adapiation to the atructure of demand, import
of finished producis); cyclical factors (demand stagnating as a result of
economic difficulties, the current abundance of crude oil, high level of
. stocks, different price systoms in Member States, 6t0s ),

4
%he giding principle of the previous communisation of March 197?(13 wan
" 4o amesk sclutions at Communily lsvel and to bring sbout comvergence batwaen
4he indispensable and balanced efforts of the industry and thoso of the
public authorities. ' This prineiple remains velid, but the prasent situvation
requires gore specific initistives on the part of the Community, even though
the difficuliies are not ae dramatic &s those in the steel or textile indusiries. *

The initiatives under consideration leave & major responsibility to the
industry, but if its response is not adsquate, binding measures will have 1o
be considered. In any event, the Commission will develop close consultaeticn
with all the companies cencernsd and with the Hurcpean Federation of Trade
Unions. L

Ql} Gonmmunication by the Commission o the Council of 17 ¥arch 1977 ¢
“Community approach to the refining problezs of $he Sommunity®™
(com {77} 71 final)e ‘ -
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iI, pigtiliation Capacity _ ‘ ) \

do Approximately two--thirds(l) of the 140 million tons of surplus : .
distillation capacity mentioned in the commmnication of March 1977 have besn ’
trkar out of sarvice in less than a year although what haw been achieved
difrars significently from country to couniry end from c¢no company to .
gnothar. This rasponse 16 etdll insufficisnt, however, since the surplus - -
ef capacity coulinues to have a depressing effect upon prices. As much
more progress is not to be expacied in closing down capacity;, other means
muzt be considered; particularly for resclving the short~fterm problenm of

the refining industry.

%, The most appropriate way in the short-ierm of adapiing the level of
procesaing in refineries to changes in demand, is for the individual
companies themselves voluntarily to apply a flexible limitetion to the
jewvel of refining activiiy, so far as concerns production destined for
the Comwunity merket (this restraint would parallel that envisaged for

joports of producis)e

fhe aim im that each company should adapt - its production to ihe normal
development of the Community market. .

Mo achieve thia result, the Commission intends to ¢

@) draw up each year a Community oil balance for the year o come based

Y en infermation obtained under exisiing Commmity legislation (2) |
and from appropriate consultation with the industry and with the
authorities of the Member Statles.

%) recommend on this basis for the ysar under ooncideration an everage
jndicative percentage in relation to the proceding year for the change
in the quantity of crude %c e prcesied in refimeries for ika Community
as a whole, This figure, which may be aliered in the courws of the
year as circumstances require, will be made public,

5) st the same time, every refiner operating in the Community will be
jnvited to inform the Cemmissionm, on a voluntary, basis, of the .
estimated quentities to be processed in each of its refineries end of
the correaponding actual figures for the preceding year. These data -
treated as confidential ~ and any revieicne made during the year, will
Ye digoussed between the individusl companies and the Commipsion so es lo
clarify 17 need be the ressons for differences from the indicsiive :
percentage or a global beslis by companye. ' ¢ .

o For practical rsesons the operation will bave %o be ‘simplified for the year
1978, Bzssd on an enquiry made of ths mrincipal suppliers to the EEC, and -
oo ite own zsiimates of oil consuuption, the Commission thinks that, ez a
first previsional estimate, the indicative percentage growih in refinery
processing shou'ld b about 2% atove 1977.

7o ihe Commission will report %o the Council on the rasults of these consiuli- ’
ations. Should the procedure dsseribed sbove prove %o be insufficient ihe
Comninsim would take eppropriate iniftiatives. .

{1) 25 midiion tons of capacliy have been finally withdrewn from service; 57 million tune
have tsen shut down temporarily. ’

{2} In pariicular Regulation EEG No. 1'?25,{/'56 regarding the commmnicatiom of Imformetion
on the supply situation. .
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In the medivm term the objective of adjusting supply to demand by
shutting down distillation wnitis must bo pursued.

82 million tons of distillation capacity have been cloced so far,

Approximateliy another 60 million tons per year of distillation capacity
still have to be shut down, in accordance with the objective of closing
140 million tons per year of capacity mentioned in the coamunication of
¥orch 1971, to restore overall egquilibrium between supply ond demand in

the Community.

To achiove this result the Commission has the intention of organising
consultations with the oocmpanies by the Commission aimed at rationaisation
through the closure of distillation units. In this regard, the Cosmaission
considers that priocrity should be given to sxamining poseibilitise of
shutling down the oldest distillation units which are largely amortised,
situated in aress where thero is & high conconiration of refineries, and
whose opsrating conditions do not entirely meet the accepted standarda

for environmentsl protection.

1f need be, mational side could be considered for initiatives to create
altornative jubs for surplus personnel, with the grant of appropriate
Community aids for eligible projects.

111, ' Construction of new dietillation units

9.

Although, bacalse of the mresent surplus, the problem ie of only marginal
importance until 1980/82 at least, the poseibility that new plants will

be built canmnot be entirely excluded. The Commission®s view is that no
new distillation units should be constructed, so long as there is no
improvement in the refining situation, although justified exceptions cannot
be ruled out.

In order to ensure compliance with this policy, the Commission proposes that
the Council should adopt theconsultation procedure foreseen in the compromise
of the Presidency (point 2}, that is to say that the Member States should
inform the Commission of each new projsct in accordance with regulation . mno.
1056/72 and that the Commission should arrange consultation in the Energy

Comnittee.

Until there is a significant improvesent in the situation the Commission,
however, Bay & '

&) oonsult the Member State concerned on any new project notified to it
. under Council regulation no. 1056/72 (information on investments in

refining).

b) wittiold authorisation from direct Community aid (Regional Fund) for the
consiruction or extension of distillaiion units.

¢} suggest 10 the Buropésn Investment Bank that it should grant nc more
loans for the construction or extension of diotillation units.

Moreover the Commission, by virtuve of the powers oonferred upon it by
Articles 92 and 93 of the Treaty, will examine whether it is necessary %o
diccourage anynational aide tending %o increase diegtillation capaciiy in the
refining eector,
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IV. Construction of converaion units

1.

12.

There has been significant progress in oonstrnoti:ng additional capaclity
to pravent a defioit arising in the output of light products as &
result of changes in demand.

Tt should, however, be noted that in certain countiries, and for soue

companies difficulties are being experienced over conversion invesimentie
because of the high debt ratio of companies, of the inadequate ievel of
yrices, and of uncertainty over the future difference beiwesun tie prices

of light and heavy products.

fhe Cosmiseion intends to menitor deveiopmants olosely, taking mccount
particulerly of 4the resulis of the consultation procedures witlls non-Bember
oountries forsseen in Aris. 15 and 16, but considers that {.inancing
probleme should diminish as soon as indusiry again becomes sufficientiy
profitable.

- However, tc the extent that the situation of the beneficiary companies

warrants it, and it dces pot run counter to the objective of reducing
capacity, some encouragement could be gliven to the construciion of
comversion wnits, particularly by 1

~ Puropean Investment Bank loans,
- Loans granted under the new financisl facility proposed vy the Cosmiselon
- Commmity or specific national aidsserving the general interesis.

Ve mts of Etrolenm Eodncta' from non—Commmity comntries

13.

4.

15

Since 1975 the Community has bsen & net imporier of petroleum Frouucis.

In 1977 theee imports (of which about 50% come from East Europeal countries)
rerresented around &% of the consumption of petroleum produocis in the Community
Althovgh this is a fairiy modest percentage, thess imporis ean influence $the
jevel of consumer prices .and tims reduce the profitablliiiy of the refining
sector to an insufficisnt lewel. !

Commmity policy has to atrike a reascmabis belance betwoen tie interesis of
the Domsuniiy industry and those of exporting countries anc sust %take account
of the liveral pollcy ani the Gommunity {ouardis non-wenver gsountriec.
Favertheless the application of cosmercial policy meacurec, in accortance wilth
4he GATT rules, camoti be excluded snoulc meed for them erise. )

The Comsicsion accordingly proposes +hat the Comncil sbould acopt the
procedurs envisaged in the compromise of the Presidemcy {point 3}.
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The procedure foreseos the ectablishment of indicative mediuwm term forecasts
for tho importers of refined products, conzultation with non-mezoer couniries,
the comparison of companies' annual forecasts with the trends apparent in the
indicative forecasts, consultation with companies representative of dndustry
and commerce, and study by the Cormission of the possible application of
existing commercial policy measurcs. :

The Commicsion iniends forihwith to improve the syetenm of cellecting information
upon imporic ihrough the application of regulation 3256/73.

A3 regards 1978, the Coumission considers that, bearing in mind the slight
growth in concumption forececn (+75), the level of imports of petrolcun products
ghould not differ significantly from that of 1977s

As soon as the refining cituation in the “Community has improved = probably by

to about 1950-82 — a5 a result of a real effort, foirly shared, iowerds adapt-
ation, a cubstantial part of the annual increaze in the Communiiy demand for
potroleun preducts should be covered by an increase in imporis frem oil producing
countrics, particularly those made at preferential rates of duty in return for
guaranticen of crude 0il supplies, witheoui precjudice to existing preferential )
arrargewontis,  Such a trend in jmperts should ensure for the protuning evuntiring
a reusuousble share of the IEC market on preferential terms:, witnoul these dnmportn
conctituting a serious danger to the Community refining dndustiry, {which would in
any event justify the use of safeguard measures. ) Such a policy would dejrnd upon
trozd contultation wiih the interested couniries so as to ennwre ils smooth
implemontation. . onsultation would have to be arranpged rapidly zo ihut
investments by tho oil producing countties could be planned accordingly.

In tho event that mensures of protection should prove necesgsary, they will te
dircussed and implemented with duo regard for the essential requiremenis of the
Conmunity commercial policy and in accordance with its rules. The Cemmizsion
will oi once set up an ad hoc group with representatives of the Feoder States
"™his group, connultative in chatacter,will be given the task of studying in
greater detail the different measures menticncd below without at this stage
conpldering the advisability of applying then

a) oiabilising in principle the overall ceiling for duty.free imporis of
petroleun products under the systemof genaralised preferences, and reiopasing
narmal duties each timo that a beneficiary country reaches the cut off
level (i.e. 20% of the ceiling for each category of product ).

%) mainisining ot thelr present level {unless there 18 & specific errangersnt

40 the contrary) the ceilings for duty=free isports granted to nonwmenher

countrios undor association and cooperation agreementsond reimpesing mere

or loos uutomatically the epplicable duties when the neilings have brer
"renched,

¢) 1imiting the tariff preference to producis obtained from crude oil produced
in the country concerned, when applying EEC sgreements or conventions
granting duty-free entry without a ceiling,

d) roising the duties on potroleunm products to their nominal lovel by cancelling
exinting arvongements for guspension {except in sases where duties have been
totully sunsponded),
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"e) examining, in accordance with normal procedures, the autonomous

e
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cormercial errangements between Member States and state~irading
countries with a view to holding imports at their precent level
(Council Decision 75/210),

f) exanining the possibilities of implementing the safeguard clauses

and enti-dumping measures (for example by establishing a refercnce
price 1list).

Conoumer priceas of petroleun products

18.

19.

1t 4o unhealthy for an important sector of the oil and gas industry, namely
oil refining and disiribution, to earn ‘persisiently inadequate profite in )
the Community market even though overall (by virtue for example of oil and/or
gas production, peirochemical operations, or of activities outside the Common
Market) scre profits are availabdle to finance invesiments. There is a

donger that some companies may contemplate,or be forced to,withdraw from the

. markets concerned, that this will reduce competition, and some necessary

investments {e.g. in conversion plant) will not be made becausc of cach flow

difficulties,too high a debt ratio, and uncertainty as to eventual profitability.

Although the improvement of this situation depends greatly upon the achicvement
of an overall balance between supply and demand, specific action is ncverthe=
less essential to improve price transparency and realism.

Cor~erning price iransparency, the 00mmiéaion H

- will continue to publish regularly ite report on the price situation ‘in
accordance with directive 76/491,

«  will undertake from lst March 1978 a eix months "check run® to verify
tho Rotterdam market quotations, 3

- will eontinue the detailed examination of a aystem for publiuhing price
schedules,including prices applicable to term contracts. In this connection
the advantages of establishxng price indicators (excluding duiy and taxes,
for main products, and hy ¥ember Ctate) will be considered.

With regard to price realism, and in particular on the basis of the data
provided under Directive 707491, the Commission recommends that @

e« the governments concerned will introduce the necessary [iscal meaguren to
ensure that profits arising at the stage of oil and gas production do not
- . causo deterioration of the market and abnormal competition, for example
by being re-applied in the exploration sector,

« where natfonal pricing systems exist, the price levels eatabliched allow

adegunte profitability for the indu*try's operations. .
FPurthermore, the Commission will consider establishing, with the aid of expertc
trom the Member Statee, poricdic indicators of the economic and financial
situation of refining in the countries of the Community.

- -,



. ' ‘ ' . ANNEX I
DRAFT COUNCIT, DRCISICH ON_PROCELURES
FOR THE IVPLINERTATION OF THE PROPOSATS MADE BY
PHE CONMISSION T ITS COMURIGATION
[8/684/77 AERER 25) 7

R COMPROMISE PROPOSAY, FROM THE CHAIR

«. Applicntion of Regulstion No 1056/72 %o ‘the rofininz situation
in the Cormunity -

In order %o establish gerieral monitoring of developments in
+ the refining secﬁcA, with particular reference o the reduction
of surplus capacity ond the adaptation of structures, the Council
egrecs that Regulatlon No 1056/72 be epplied to this sector in
pccordance with the following procedure:

.?

« The Commission would be informed of developments in the refining
pector (particulariy es regerds temporary or permanent with-
drawals from scrvice and the censtruction of new,conversion
capacity), on the basis of the information commumicated {(before
15 Febrvary each year) by the Govcrnmentg (Regulation No 1056/72)

- On the basig of this informafion the Commigaion would each
year yrepare & report on the refining situation in the Comaumity
end arrtnge consultation within the Energy Committee,

~ If necessary the Commission would presént a communication t; the
Council, possibly including proposals,

 fhis last provision in no wey santioipates the action the
Cowncil may teke on the proposals.
The French delegation may, if it sess fit, confirm its wish
{hat refiners be encouraged to conclude rationalization agreementa
ond that greater price transpsrency be sought.

.
L 3 "

. R/3104 /77 (ENER 136) 111/DMM/pm R
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procedure for consultation on the construction of _new orimsry
distillation cevacity (up to 1980 only)

The Council sgrees that tho general monitoring referred to

in paragraph 1 above should be supplemented by a flexible consuvltatior

procedure which would apply to new primary disti;lation capacity
but havs no binding force:

= Member States would inform the Commission of each now project
in tnhe context of the information to be furnished eanually
under Regulation No 1056/72, (Ezch Kemver State is at liberty
40 iniorm the Commiseion of any new project before the deadline
- for its ennual obligations under this Regulation).

= The Commission would organize'coﬁaultations in the Energy
Conmitteo, B .

Tt would be for the Commission to decide fo..owing these
consultations whether it intended to express its opinion to the

" Qouncil on the advisability of any such project end of Commmidty

3.

aid for its realization..

Procedure for import of refined products from third countries

The Council égrges that the Commmity chould implement a

"policy with the emphasis on exchange of information end éo-operation

between all the parties concerned, allowing economic operators

within and outside the Commurity to act with better knowledge of
‘what the situvation was likel - $o be in fu%ure,'based on the

following procedura:

= After consulting the Energy Committee, the Cormission would draw
up indicative medium-term estimates for imports of refined
products; these estimates would take special account of firms'
import estinates, - v

»
» » .. °

104 ¢/77 (ENER 126) (ANNEX T) 4111/D30/pm
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~ After consulting the Member States within tho appropriate bodies, ,
the Commission would conszult third countries under existing syrcecments - .
or through other channels, . . o

~ The Cowmission would compare the, annual estimates for refined product .
imports (which it possesged by virtue of Reguletion (BZC) No 3254/74)
with the trends apparent from the irndicative estimates. If therse :
were substantial discrepancies, the Commission would concult indusérial
or commercial firms ardd the .Energy Committee, - . : .

- The Comaission would study and, if necessary, propose to the C
the application of one- or other of the exis¥in§ cbmmercgal polgg?Cil

measures in the field of petroleum products, .

The Council will etress the need for'extrcme caution in this
field, both as regards consultations with third comtries and as
regards possidle recourse tg commercial policy measures,

-~

e A .
*
. .

R/3104 e/77 (ENER 136) (ANNEX I) 411/DJ/om
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