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' SUMMARY_AND ‘cowctusto’N‘s

- N -~

"NaturaL gas has ‘a grow1ng ‘role to pLay in the context of the Commun1ty s

) evovang energy strategy.

The use of naturaL ‘gas has devetoped rap1dLy foLLow1ng the" d1scovery of the
-huge Gron1ngen f1eLd 1n the Nethertands and subsequent North Sea f1ndsr

Th1s earLy growth was based on secure suppL1es at compet1t1ve pr1ces.

A

Forecasts suggest that the rate of growth will moderate aLthough the share
'of totaL energy ‘needs - met by natural gas will- 1ncrease sL1ghtLy from the
'current f1gure OT 18 / to 19% by "1990. ' '

-
~

; The Commun1ty product1on eof naturaL gas has declinéd from the peak 7
level reached 1n 19?6 and ‘a further sL1ght decL1ne 1s expected. by L _:

1990. .ncreas1ngLy consumpt1on 1s be1ng met by imports: from third

EAN

" countries. . T o .-

Imports accounted for 26/ of total suppL1es in 1980 and are aorecastf
to reach 35% by 1985 and about 46% by 1990 These figures are signif-

icantly hngher for certa1n Member States. - .. . " i l_ o ”,fh-

The d1vers1ty of countr1es from which the Commun1ty 1mports natural gas -

" is very smaLL., Alger1a, Norway and the USSR accounted for 97% of . -
' Commun1ty 1mports in 1980 (the rema1n1ng Jmports are accounted for by
»L1byan deL1ver1es to ItaLy) and: desp1te the poss1b1L1ty of. new 1mportsL
from other countr1es, they will cont1hue to account for most 1mports in
the foreseeabLe future. . .jf '

iy

-~

As the. proport1on of Amported” gas. has grown 50 assoc1ated probLems havef
'begun to emerge. In part1cuLar the demand for naturaL gas price parnty :

“with crude ‘0il (f.o.b.) by Algeria. resuLted in -a temporary suspens1on ofd=L1ve
rigs to FrancC (and the US) S1m1lar démands have beeh ma de aga1nst ItaLy ' ‘
—,wh1ch 1s comm1tted to Alger1an SUppL1ES by the-, Trans—Med1terranean pipe-

Line near1ng compLet1on, and an agreed contract with undertak1ngs in 1'he _
Netherlands and the FederaL RepubL1c ‘has been abandoned becawse of Atger1an S
:unw1LL1ngness to 1nvest in the extra L1quefact1on pLant, preterr1nc f‘

'detwvery by p1peL1ne. L1byan deL1ver1es to Italy were aLso 1nterrupted at .

the beg1nn1ng of 1981 foLLow1no a fa1Lure to agree on pr1ces.

1
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“Very large import contracts are cufrentLy'undeb negotiation by undertakings in fhe

FederaL'RepubL{c of Gefﬁany; France, ItaLy,;BeLgium and the Nethertands»wifh'the

Soviet Union. This increases the-need'to‘examine means of enhancing the security

of supplies.

'Because'of the-higher transportat?on and distribution‘costs associated with

naturaL gas over its main competitor in the market pLace, oil, f.o.b. price

par1ty with (crude) o1L would make naturaL gas uncompet1t1ue on the f1naL

“consumers' market and 1ts market share would be expected to fall.

An excessive price for natural gas would therefore make long distance jmportation

contracts uneconom{c to the potential Loss of both importer and exporter.

If,’thrdugh'prjce rises or cher_difficuLties, the'share.qf ehergy,neede met by

natural gas fell, the sUbstitpfed demand would be likely. to fall mainly on oil.

The .two mainkprdbtems) therefore, which confront the gas industry in the Community

and wh1ch are L1kely to become more acute in the future are pr1ce developments

' and the secur1ty of- suppL1es.\'

N

‘The measures necessary to improve the security of natural gas suppLies may be

summarised as :

]

(i) measures to reduce the importance of a given external SQche,of Supply : -

. =. encourage indigenous production, expltoration, development
- diversification of imports o

-‘,deveLopment of SNG (Synthet1quaturaL Gas).
(ii> measures to mitigate the short term effects of«an.interrupt{on :

-~ dnterruptible cdntracts
- storage (gas or substitutes)
+ interconnection of transpoft~networks

- spare productioﬁ capacity
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UndtrLy1ng all these measures and poss1bLy the most 1mportant factor is

Tf;the need for Communif? soL1daﬁ1%y. cLearLy Member Statés are ‘Better
" able to 1ncrease thewr security of naturaL gas suppL1es and deaL w1th

‘,‘unreasonabLe pr1ce demands if- there 1s cooperat1on and soL1dar1ty at

»15.‘The Counc1L is therefore asked-to adopt the Draft ConcLus1ons as set

Commun1ty LeveL “

~ -

“out in. paras 49 and 50 of the Commun1cat1on.



_ INTRODUCTION b

Thetcdmmission‘submitted’tO'theiceuheit on’ - 2hd June 1980 a éommuﬁication
-concerning Community action in the'naturat'gas supry sector (doc. (80)

295 final) whxch was, updated as- at 21 November 1980. - The‘preseht‘communicatibp
takes account of subsequent deveLopments in the ‘natural gas market, anaLyses

the probtems wh1ch the Commun1ty faces in regard to its suppL1es of natural

.gas, and outL1nes measures wh1ch should be taken in order to . 1mprove the

security of suppL1es as well as to foster the use. of gas. It should be seen .

in the cortext of an energy strategy which aims at d1ver51fy1ng away from

“oil, stimuLat1ng 1nvestment and the.deveLOpment of new technologies, reducﬁné

burdens on the balance of payments and maximisihg the level of employment.

DEVELOFMENT OF NATURAL,GAS

ot

‘The role played by natural gas in meeting in the‘Community's'ehergx_needs has

growh rapidLy foL[owing the»discovery of the huge Grohingen tield in.the
NetherLands and subsequent North Sea finds. Figure 1 shows’hou this growth
contwnued through the first o1L crisis of 1973/4,'encouraged by the compet1t1ve

o

price of gas and its security of suppty.

Consumption grew from. about\153'miLLiards’mj.in 1973 to its peak in 1979

of 224 miLtiaxds ms.’ In 1980, however,=con umpt1on feLL for the first time,

te 219 milliards h;, aLthough this still represehted about 18% of primary energy

requirements. ’ThefLatest figures indicate that consumption:for the Community
has continued to faLt, aLthcugh the trend is not the same for all Member States.
Apart from the 1nfLuence of pr1ce devetopments which shaLL be exam1ned Later,

there is aLso the d1ffer1ng 1mpact of economic recession and, in the short term,‘

“the phaswng in of new pro;ects, and the dnterruption in LNG (L1quef1ed NaturaL

Gas) suppLzes 16 France.' For'the future, the longer term difficulties—are

L}

refLected_1n-a reductwon in consumption forecasts over the forecasts madé last
\ - : , =TT

year, as illustrated in Figure 1.
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*\suppL1ed ‘to” DubL1n and the poss1b1£7ty of a- gas p1peL1ne to BeLfast,
‘_'1s under act1ve cons1derat1on at the moment

‘(L1quef1ed Natural Gas) terminals and the Trans Meduterranean p1pel1ne brxnguno
.gas from Alger1a .- : l , T -

'_deveLOpwng 1ts North Sea f1elds and constructvng a gas gr1d whilst Greece is

en f1nds further north, 1ncLud1ng gas 1mported from the Norweg1an sector

. The, export of gas: by the Netrerlands and subsequent Norfh Sea funds aLso helped

to encourage the rapwd growth of the cont1nentaL gas transport system shown in

F1gure 2. P1pe11nes feed gas to aLL the. Member States’ supthed by the Netherlands.
and- lunk up to other p\peL1nes b.1ngwng gas from the USSR as weLl as the NG

-~

o the Lo cont1nentaL Member States w1thout a transport system, Denmark 1s

—

consxder1ng imports. fron e1ther ALgerua or the USSR. o

. e

:Although not connected to the cont1nental gas gr1d, the UK has exper1enced a

-similar growth 1n natural gas usage LeadIng to an: 1ntegrated nat1onaL gr1d

f1rstly based on its own "Southern Basun“North Sea dvscover1es and 1ncreasangLy o

Wh1Lst retat1vely snaLL 1n Commurity terms, the reserves :ound 1n the K?nsale f1eLd'.

off the South coast of IreLand wh1ch are.. currentLy used LocaLLy are pLanned to be
dorthern,Ireiand

"The hdvantages,of’NaturaL Gas . - ‘:. . . L S

N N

‘The cons1derable ex1<t1ng 1nfrastructure th1s netuork represents is one of the
advantages of naturaL gas. It 1s aLso transported unobtrus1vety and is env1ron-'
mentally attractive because of its cLeanL1ncss dur1ng use. It 15 ‘a fLex1bLe and

con\en1ent fuel to use wh1ch also helps to expLawn 1ts popuLar1ty in the ”omest1c

*sector and in certaan spec1aL1sed 1ndustr1aL uses. Ce T U
The Role:of Natural Gas A o \'

The.share of totaL energy requ1rements met ‘by natural gas var1es from aLmost -
.one half in the Netherlands to about 9A 1n IreLand, as shoun in Tabte 1. The
louff1gure for France As due to the 1nterrupt1on 1n LNG det1ver1es from ALgeraa,

the f1gure for 19?9 be1ng 114.\ For the other ma)or natural gas consuming countries,
'thé FeoeraL Republ1c of- Germany, ItaLy, Belgvum and the Unwted Kwngdom, the gas
share us about, 17A 20/ for the Conmun1ty ‘as ‘a khOle, th1s percentage is forecast

to, r1se slightly from the ‘current value of 18/ te about 19% by 1990. This. represents.

" a .skight lowerwng from Last year s forecast value of 20% by 1990, “ma1nty reftect1ngn

the d1ff1cuLt1es over future gas 1mport concracts. 'NevertheLess, even th1s modest

1ncrease in share between’ 1980 and 1950 represents an annuaL average compourd rate

5of 3£ and an absoLute 1ncrease of 72 matt1ards m3 (SSmAtoe),



TABLE 1

Sharé of Natural Gas 1in Gross'InLénd

Primary‘Enérqy Consumption

, , -
milliardsQ0y m~ /%

i

1980, 19 8 s 1990
Natural Gas % Natural Gas | Y4 Natural Gés C %
- '109;m3~ Shaée :'109;m3 V 'éhare ' 109 m3 ‘ Share
D 58.1" 17 % © 65.0 17 %' 67.6 16 %
F 27.3 9z 35.2 2% 46.7 15 %
It. | 30.2 Yz w - 37.6 Py 481 21 %
N 39.6 - ar 437 i3 43.9 39%
B .6 19 % 12,0 18 % 12.5 17 %
L 0.6 1% 0.7 12 % 0.9 | 131
K 51.0 20 % T61.2 21 % 663 RR
Ir 1.0 9% 1.4 9 2, 1.4 8% -
Lok - - 16 . 6% 3.9 12 %
TR = - 0.1 . - 0.1 -
. v — X .
E 10 219.0 18 % 259.0 18 % 292.0 19 %

A
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Sonsumptioh

\( expiry and the construct1on of new power stat1ons u51ng naturaL 98S.aana’a

' put to.a more prof1tabLe use.

oo~

The pattern‘of use. of naturaL gas var1es cons1derabLy between Member States

Table 2 shows that for the ma;or contlnentat Member States at Least a th1rd"

of gas consumpt1on is accounted for by 1ndustry, except 1n the Nethertands,

wh1cn L1ke the UK suppL1es a much Larger proport1on to the domest1c sector.~
The other not1ceabLe factor to’ emerge from. Table 2 1s the cont1nued hngh use

of nataral<oa< or eLectr1c1ty generat1on by’ some Member States, notably

\ ) . e LT -
A . . . TR S . . -

1n_§ermany. s ‘_\ ;« S b

Because of the reLat1veLy L1m1ted suppL1es of naturaL gas the use o| gas for.

eLectr1c1ty generat1on j d1scouraged by the Counc1L Dtrect1ve adopted 1n
February 1975(1). This requ1red the approvaL of the appropr1ate nat1onaL
author1t1es of the Member State for “The concLu51on of new contracts for. the

suppLy of natural gas to power stat1ons, the extenSIOn of contracts upon

Such author1sat1on may onLy be granted in response to techn1cal or env1ron—

mentaL demands or, for 1nterrupt1bte contracts onLy, where the gas cannot be'

TabLe 3, wh1ch g1ves forecasts for the use of gas for electr1c1ty generat1on,

' shows an 1ncrease from 32 6 to 38, 1 m1LL1ards m for the Commun1ty by 1985,

”foLLowed by & naLL to aLmost the 1980 Level by 1990. ’The 1ncrease concerns

»fenv1ronmentaL cond1t1ons. g

’

most of the member states’ except Betg1um and Germany w{th a very smaLL decrease

‘ from a very: h1gh absoLute LeVeL. Th1s Communlty‘forecast does not seem

j,sat1sfactory from the standpo1nt of the Counc1L D1rect1ve ment1oned above and

can onLy partly be expLa1ned by. ex1st1ng Long-term conracts and specuaL

.-

o ) , ey , . )
The use of 1nterrupt1bte contracts for gas wh1ch conttnues to be used .or‘

-

;'eLectr1c1ty generatwon offers a certa1n margnn for reduC1ng denand n the

event of an: 1nterrupt1on 1r suppL1es -'a sub;ect that u1LL be treated turtherdf{

[under the sectwon on secur1ty of suppL1es. ;ndeed at't 1nterrupt1bLe contracts

‘h g1ve such a meaSure of ‘tex1b1L1ty and shouLd be encouraged where poss1bLe.-_,_'

N

(1). Official Journal of the European Communities No. L' 178/24
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"Imports

:TheSEOSt significant:dévétopmeht'in réturat gas'is the répid growth

in imports. F1gure 1. shows that as 1nd1genous product1on has LeveLLed

. off so consumpt1on has- 1ncreasxngLy ‘been met by 1mports. As recently

~as 1977 onLy 11A of Community consumptwon was- met by imports from th1rd

' countr1es . The foLLow1ng year th1s  figure rose to 19% and in 1980 reached‘
: 26%. By 1985 the latest forecasts (February 1981) indicate 35/ of gas

'wikL be 1mp9rted_froT outs1de,the Community and" 46£,bx\1990.”.
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TABLE 3-

Eléctrﬁcity Generation

" Share of Total GroéslNatﬁral 62s Conhsumption used for '

9 3

10 w/% T
. 1980 1985 1990 -
| Generation| ¥% of .Genération'g %.off Generation] % of’
9 3 : o 9 3 S0 S - T A
107w total consy 10" m total cons.; 10" m . total tons.
b ' 17.5 30% . 16.9 . 26% 14.3 214
F R 6% 2.5 7% 2.5 5%
It 2.7 9% 5.2 1%, . 6.0 127
SN . : ! . - -
N 7.5 19% - 8.3 192 6.8 15%
"B 2.1 184 2.0 16% 1.8 " 15%
v 0.1 - 16% 0.3, 36% 0.3 29%
UK 0.6 1% 0.7 1% ©0.7 1%
Ir - 0.5 - 52% - 0.8 55% ,0.8 55%
DK. - - - - . - -
- - t
K - - - - C- -
E 10 32.6 15% 38.1 15% 33,0 . | - 1%
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14 The reL1ante on gas imported from thvrd countr1es is even more marked for

the maJor consumvng Member States wh1ch are not fortunate enough to have,;"'
: cons1derabLe reserves of the1r own:

.’fabLe 4

Imborts from “'third countries" as a percentage'of'totaL'consumption

1980 1985~ 1990

Federal RepubL1c of Germany ’ - 34% Co36% . L 39% (48%)*:
. France 4 o 38%. 54% 83y
- Italy ~ R - 28% - 0% - 68Y%

Belgium .~ o244 US50%.. o 56%

.

15. The ma1n th1rd countr1es suppLy1ng naturaL .gas. to the Commun:ty are Norway,

'the USSR and Algeria. In 1980 they accounted for: 52%, 40/ and 6% of 1mports
';Jrespect1veLy, w1th Libya account1ng for the rema1nder. ALger1an suppL1es '
‘wouLd have" been higher if it had not been for the 1nterrupt1on in LNG del1ver1es,
'to France. With a third new contract, deL1ver1es of 'LNG were forecast to

rise appreczabLy “in 1980 but 1n fact they fell. by about 20/ over the prev1ous
‘year. ) '

~Assuming .imports Of_12-ﬁmiLLiard§‘m3'from USSR -under new’ contract.
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18,

19.

" 20.

21.

'small quantities of LNG.

-12.

Difficulties affecting the supply of natural gas

-

In 1980 the member states estimated thai imports of natural gaslwoutd reach
110 milliards m3 in 1985 and 152-157 milliards m3 in 1990. At the beginning
of 1981 these furecasts were reduced to 91 milliards m3 in 1985 and 135 milliards

m3 in 1990. Difficulties which are likely to arise in negotiating new cont}acts,

“however, put in guestion.the possibility of achieving even these revised figures.

The %irst problemé'éver.naturat gas imorts began to arise following the Iranian
revolution in 1979. Péeviously a cbntract had been agreed for a swap arrahéement
involving Iranian gas detiveries to the USSR in exchange for the delivery of abecut
9 nmilliards m3/yeaf_ofvaViet gas to the Federal Reppbtic and Frénce. Deliveries
were forecast to begin this year (19815 but although the cohtract has not been
formally rescinded, jt is clear that no progress §s ‘Likely in the present circum~—

stances. . ’

‘The subsequent rise in ovL prwces prompted ALgerua to demand prace parwty with

crude oil {f.o. b > for its naturaL gas exports. Both the U$ and France experucnced
an anterrupt1on in supplves after oppos1ng these demands, a}thoughkdeLavcr1es have

now recommenced

-

during the same period contracts for 19.5 mitliards m /year prev1ousLy agreed

between the Algerian exportmnc undcrtak1ng, Sonatrach, and a consortwum of German
'1mporters and Gasunie of the Netherlands, have, for all practical purposes, been

abandoned because of ALger1an unw1LL1ngness tor build the requ1red quuefactzon pLant.

To carry out the contract would ‘therefore have meant deL1very of the gas by pipe- -

line, constructed mainly at the importers expensc. - ' -

More recently Italy, which has a pibeline to bring 12 milliards m3;of gas from
Algeria nearing completion, has been faced by demands for price parity with crude

oil as well as similar demands from Libyé,'whichlsuppties Italy with relatively

There has also becn some uncertainty over the contracts being negotvated between
several European undertak1ngs and the USSR, whach total over 40 m1LL1ards m /year.“
In addition there have been very - tougn negot1at10ns,over thé price of the gas a5
well as over related credit fermgand the cost 6f materials which are tolbe

provided by the imporfing countries for this vast project..
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ZZf The quant1t1es of gas. 1nvoLved are - L1sted beLow together w1th the

contracted quant1t1es under ex1st1ng contracts H

s

TabLe 5 - NaturaL Gas Import

contracts w1th the USSR

u

ederaL Repubt1c of Germany

" milliaras m37¥r

Fossibtei

: - Existing contracts
. New contracts " __“gy‘ ) -

. Switzerland

total pr1mary energy consumpt1on.

are higher for some- Member States. i,

France g "'n’~ ' S ~:,:§ . 816 . -
Crtaly e o
Netherlands ’ 5 '> o -
Belgium _ | R .'_ R 5 o 1 3"_'A' -
' W0A2T 1
A\‘ ' ’ N o - !' .
Austria 3 2.5

PR

‘~N1tn the new contract, 1mports of naturat gas from the USSR w1LL account S

“for a maximum of about 22/ of natural gas consumpt1on and about L% of

As can be seen from TabLe 6, the fi gures
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Table 6

. Share of Total Natural Gas Supply by Ceuntry of Origin 1990 .

A

Algeria ~ Norway © Y.S.S.R.

b 2% | 4% ex 3 W
F R - 20% S 8% 9% 26%
It | 26% - 154 - 35%
' " B VR 7% - 11%
o 8 - - 224 - 38%

W | (D 10% S

E.10. . % ey .10z L% 21%
: o s 3y 3 A

. - . +7% - o +5%
(1) Project uncertain - ' -

(2) subject to renegotiation 9

(3) assuming new contract for 15 10" m /year Operat1ve by 1990
(43 w1tk new contract currcntLy under negotutwon°

~

~

24. ' This brief resumé of the problems which have arisen over gas imports shows
. the difficulties which face the Community gas industry in the coming years.
The growing dependence on a smaLL number ofsuppLTersouts1de the Commun1ty

‘ 1ncreases the vulnerability. to poss1bLe supply 1nterrupt1ons and unreasonable
prwce demands.” '

It is therefcre mzcissary to systewmatically consider the questions of

security and the price of natural gas supplies. -

- ~
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SECURETY OF SUPPLIES - .. . . . '~ '
25 To attain the necessacY'reiﬁ?Orcément\of the.security of\natucat'gas
suppL1es to the Community it is necessary to cons1der the foLLow1ng

’ measures M

(i) m&asures to reduce the impoktan:e‘of a given external “source of supply:
— encourage indigenous production - e
- d1vers1f1cat1on of - 1mports j" - S -

“ - development of. SNG (Synthet1c NaturaL Gas).

(iid measuces to'm§tigate the short teym‘effecfshof-an-interruption :

y ) * L

- «1nterrupt1bLe contracts - cae
- ‘storage (gas or subst1tutes) L

' é; 1nterconnect1on of transport networks
—J"spare product1on capac1ty

N L
s

"IndigénOus Production'_-

‘ 26; Tne'pfospeccsifoc jncreasiné inoigenoos production,:ac Least in the
"~ short terh, ere rather Limited. Table 7 shows that; given the esti= -
- mates of proven reserves, there 1s L1ttLe scope for s1gn1f1cantLy in-
creas1ng productwon from the currentLy planned product1on LeveLs. .
:Perhaps ‘the most scope L1es in 1ncreas1ng the f1gures for proven .1
'reserves by a more 1ntens1f1ed expLorat1on efforteand by deveLop1ng
_'technoLog/ to enable the gas from ' mero1naL“ f1eLds, cuch -as Lhose 1n

the North Sea, to be recovered. . . - -
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" TABLE 7

1

Community Natural Gas Reserves, Production and R/P Ratios

)

. 7

M : N
+ bt vt e cmned

&3] 'Cedigaz.réport -

(3) Using 1990 production rate

Estimated . R/P 1980 ratio.
. Proven Reserves(1) . quss Production (years)
1.1.81 1980 - 1985 1990 |
b T 170 18.7 ‘19.5 19.5 9
JF 1 70 8.2 5.9 3.4 21
It | b 13.4 8.7 8.7 13
1756 . 86.7 - 81.4. 68.5 20
vk 702 39.3 - 48.5 S0.4 - 13,
Ir | 27 ' 1.0 1.4 1.4 27 ,
Dk, 113 - 1.6 3.9 293
H ' 113 - 6.1 0.1 1130
€10 |- 3221 . 167 167 156 19
, , o
(1) 0il.and Gas Journal  29.12.80
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Diversification of Imports -

,}\‘_

rThe secur1ty of naturaL gas suppL1es to the Commun1ty couLd be 1ncreased by a w1dero_~

d10ers1ty of Supplying countries. TabLe 8 however, whwch £1sts the 50untr1e5 of the
world with s1gn1f1cant naturaL gas reserves, shows that because of dwstance or other

cons1derat1ons, ‘the number of potentuat suppL1ers is L1m1ted NevertheLess,

‘severat Commu:.ity undertak1ngs are holdzng prel1m1nary talks or negotiations uwth

AseveraL countr1es 1ncLud1ng Bahre1n, Cameroun, Canada and Qatar. A contract for 7.5

mitGards - m /yr had aLso ‘been agreed between Nigeria and a consortuum of undertak1ngs

from Belo1un, the Federal Repubtuc, France, ItaLy and thefNetherLands._ DeL1ver1es

were to hegin 1n 1984/5 but it Looked as though this date may -be deLayed because’

- of doubts over whether the N1ger1an 5 year pLan couLdSLpport the: requ1red f1nanc1al

contrQbu§1on. More recent reports,. however, suggest the probLem has been overcome.

2z

'ngerua is an 1nterest1ng casewn that it represents the recovery of gas wh1ch is

f, assoc1ated with ail productwon and—would otherﬁwse be fLared. . Indeed Table, 8

30.

to give a clear 1nd1cat1on of natural gas export policy.

shous the enormous quant1t1es of gas thCh ‘are lost 1n th1s way.

T . . - B 5 '
".\._ . . . .

i

Canada is of part1cular interest as a poss1ble suppt1er to Europe with its
's1gn1f1cant reserves, and- prom153ng potent1aL for further dwscover1es. -The -
“"Arctic' resources would have to be recovered by LNG tanker and wouLd then be
about as close’ ‘to European as to Amer1can markets._ ConsaderabLe act1v1ty is
'bevng undertaken to overcome the form1dabLe technlcaL probLems presented by

the very hostile cond1t10ns, atthcugh it remains 'for the Canad1an Government

‘ T

Further 1mports from horway alsc represent a very des1rable source of suppl1es .
and the announcement of" a Norwegxan Gas Gather1ng P1peL1ne to L1nk 1nLo the
ex1st1ng plpeL\ne from ckofusk to Emden in north Germany is a very uelcome

deve(qpment, This pxpelxne will bring gas from the Statfjord,: 34/10 and

'Heimdal fieLds as shown in- F1gure 3. Indeed.the.Norweg1an North Sea’ offers .

considerable potential with the exciting receni\diSCOVeries, including the
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. TABLE 8

Epuntries_with substantial Natural Gas

Reservdes within trading distance of the Community

1Q9ﬁ3 .
. ! :
proven o | 1980 - ,
Reserves 1.1.81 Gross .| RIP Reinjected Flared
: © | Production Ratio Gas Gas
. : (.Yp;)rel
USSR ' 4 26050 - | 1350 193 | - 13.0
Tren 13730 20.1 683 | 2.3 9.5 -
UsA - 5410 568.9 | 10 20.1 2.6
Algeria . 3720 362 | 103 9.8 15.6
“saudi Arabia . 2830 | 54,3 | 82 0.3 39.1
Canada 2470 9.8 | 26 - | 11.0 2.0
fexico , 1830- | 36.7 | 50 - 6.1
Qatar” . . qr00 | 6ok . | 266 . - 1.2
Norway - 1210 27.5 | o4& 1.8 - 0.6
Venezuela - 1190 | 322 | 37 | 149" 2.3
Nigeria 1160 . 26.8 | 43 - 25.7
Kuwait (870 | . 9. 91 | 0.6 2.3
Iraq . . 780 SR LY 68 - 9.6
Libya 670 2006 | 33 10.7 4.6
Abu bitabi . 520 - 2.6 | - ] .- 6.8
Trinidad and Tobago 340 5.3 64 - 2.3
_Bahrain 250 L g 52 1.2 0.8
TOTAL  WO0RLO 74720 - | 1780 %2 86 . 177
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‘Ahuge 31/2 field est1mated to have reserves. of at Least 560 m1LL1ards m3 and ;

eceaibty mgah ‘MoPe. Howevwr, the eavatepmeﬁf gf these fielde WTLL depeﬁa ef

) Norwegian 01L and gas deveLopment potwcy, the techn1caL d1ff1cuLt1es and for

~some f1eLds the cho1ce of pr10r1t1es between 01L or gas devetopment. ' y :' -

.e - . :

Synthetﬁc-Naturat_Gas-

In the;Longer‘term Synthetic-NaturaL—Gas”(SNG),producedffrom'coaLvcouLd'began

. to pLay an {nCreasingLy important role.in Community gas suppties. ' The . obvious

advantage of SNG is the abundant ava1Lab1L1ty of coaL part1cuLarLy Hin the UK and.

: ,the FederaL Republ1c,'atthough present technoLogy Mas' not.yet ‘made SNG competitive
.W1th naturat gas, even at’ current pr1ces. Neverthetess SNG represents an 1nsurance ;d
' poL1cy as weLL as hoLd1ng the poss1b1l1ty of becom1ng compet1t1ve through further ‘
;techn1cat deveLopment The COmm1sswon is also active in this. sphere through its

N f1nanc1al support of coaL gaswf1cat1on demonstratwon prOJects, 1ncLud1ng two -

underground 'in s1tu pro;ects.ﬁ However the probLems shouLd not be underest1mated

‘and SNC is unL1keLy to make a S1gn1f1cant 1mpact in the medium term.'

'the,undertak1ng.

is! cheaper and more conven1ent to store., ‘ s N

Interruptible Contracts . = -~ - |

RN . . N e R . . - L

‘An 1nterrupt1bLe contract ‘is a contrart made between the gas undertak1ng and

certa1n consumers (usuaLLy Large 1ndustry) aLLOW1ng suppL1es to. be reduced or

":1nterrupted so as to deal with 1ncreased demand by othar customers (e. g. the

seasonal demand of domest1c customers) or a shortfaLL in buLk gas suppt1es to

o SN e - z

. Of course, for. such contracts, adequate stocks of, or ready access’ to, suost1tute 7
fuels must be assured as ‘must the ab7t1ty to use the aLternat1ve fueL.' Gas burn1ng -

'T”power stat1ons, because of the1r ease of controL and opportun1t1es for dual fueL use,e

offer a s1gn1f1cant measure_ of fLex1b1L1ty for some Member States. Such measures -

shoutd not be confused with the longer. term ob)ect1ve of encourag1no the move away -

»from oil or gas for eLectr1c1ty generat.on, but shouLd be seen as a short term

o exped1ent for cop1ng w1th shortages of natural gas’ partLy based on the tact that 01L

0 L

Ly

) The ngures\beLow summar1se the percentage of total saLes on 1nterrupt1bLe contracts._

¢ .
~ .
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Interruptible Contracts (Estimated 1979)

. i % of total ~ Qu;nfity
L sales millards- m™/yr

Belgium . T ‘. ) . 27% : 3.3
Federal Republic of Germany . .~ BERTY . 6.3 ’
France ' Co S e : 15% 4.1
‘Italy - S S Y 6.5
NetherLandé ‘ - ' Y &'/ 2.9
United Kingdom . : 7 18% R TSR
Storage>'

35,

" .substitute fuels (LPG, 0il), some Member States have signifﬁcant gas storage :

36.

- 37.

- s
;
. -
i

Although gas storage is expensive, and it may‘sometimes be'pettér to store

7

PITRNWRL TS

Unaergrouﬁjstobage milliards m3:(RecoveréSLe~Gas)

Existing * Under Construction -
Belgium = ' S - 0.2
"federal Republit of Germany ' B X 1.8 = R T .
France o _ E S P & ) n/a
Italy ©~ ‘ S 2.1 ' 1.2

"United Kingdon o ] , e . ' - . 0.2 '

[

There is'also_a certain amount of storaéeVin LNG forﬁ, particularly at LNG terminals,

although this is relatively small and more for "operational” recglirements.

"Strategic" gas storage requires suitable geological strata such.as salt domes, ——

aquifers or disused gasfields,which occur to varying extents in the Member States.

~ Because of this, and because demand centres for gas cannot bé»expécted to correspond
to.the distribution of naturally occurring geological strata, some measure of

.éooﬁeration>on'storage'at a Community level is Likely to be more efficient. -
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“The maximum rate of extraction and refitling times are also ‘important -

icbnsiderations for gas storage and should be Viewed in conjundtion with

spare product1on capac1ty as treated 1n the next sect1on., After aLL the

fand productwon capac1ty in reserve is equ1vaLent to, and cheaper than, , 'T'

. prepar1ng a new storage structure and f1LL1ng 1t w1th gas. -

/ PN

- N . - i R .

- seasonal, var1at1ons 1n gas demand thus overLapp1ng w1th, and shar1ng the cost -
/

fpureLy‘ strateg1c measures.

.Interconnection

Spare Production Capacity . e o - S i; o

- As can be seen from Table-7 > procuctuon is to decL1ne over the next

ten years for severaL Member States, part1cuLarLy the NetherLands. Indeed

‘.there has aLready been some. decL1ne and where this refLects a deL1berate

cho1ce to preserve naturaL gas resources rather than—the1r exhaust1on the

awntenance of spare product1on capac1ty c0uLd be” used to meet shortTaLLs 1n

‘suppL1es. 0f course this w1LL 1ncur a cost, as ‘any 1nsurance poL1cy w1LL,

'and 1t would be - obv1ously fooL1sh to have expens1ve deveLOpments (e. g.:

offshore) not work1ng ‘at max1mum ut1t1sat1on. NevertheLess cooperat1on'in

7th1s area, ‘which ds- retated to the question of strateg1c storage of gas, wouLd

'v'greatLy 1ncrease the secur1ty of suppL1es. It shoutd aLso be remembered that;

some spare capac1ty and/or storage ‘must be” bu1Lt in to deaL w1th

>

Further poss1bLe 1nterconnect1on o‘ tke gas transport network 1s not a measure

‘effect1ve de51gnat1on of an ex1st1ng f1eLd as storage by always' keep1ng some gasA

-

of, -

which 1ncreases the overaLL resources ava1LabLe, but mereLy aLLows aLL the other-

possible measures to. be used ‘more w1deLy ‘and sometimes more econom1caLLy. It 1s
clear that -if one Member State has an 1nterrupt1on in suppLaes it will be abLe
to manage much better 1f it has w1der access to Commun1ty resources. o

e
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Member States to the south.-

The need'for interconnection, which as Figure 2 “illustrates is already.

Cowell deveLOped, is made even more necessary by the uneven distribution

of natural gas\resources within the Commun1ty. -These, together. with
Norwegian resources, are concentrated to the north of the Community and

perhaps spec1aL attention must be given to enhaﬁc1ng the secur1ty of the

Interconnect1on by itself is not suff1c1ent e1ther.' It is necessary

. to have the: pot1t1caL will: to cooperate in the event of daff1cuLt1es in

supplies. It is also- necessary to study the pdssible d1ff1cuLt1es that .

might arise, how they could be overgome and what system 1mprovements

“would be requfred to hélp deal with them.-
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‘IMPORT APRICES :

‘The rapwd growth of naturaL gas in meet1ng Community energy needs

Competiyity‘Of NatUraL_Gas - .-‘ R L

system.. - o _ BEE h D

was based on- reL1abLe supplies at compet1t1ve pr1ces.‘ This rap1d
growth has been checked partLy by the’ generaL price r1se of energy-

and econom1c recess1on and partLy by the eros1on of compet1v1ty and

'the uncerta1nty of suppL1es now surround1ng gas. T

3

-
S . ' : . ) . - , - < ~ . ’-

- - - ! . ~~\.

- If naturaL gas is to ma1nta1n or expand its current roLe 1t must rema1n

'compet1t1ve on the f1naL consumers market. The fuels wh1ch compete. with

" gas depend on the exact market broadLy speak1ng on the 1ndustr1aL market

the main: compet1tor 1s heavy fueL o1L and to an’ 1ncreas1ng extent coaL

whilst on the domest1c market “the compet1tors are’ gaso1L and to some extent -

' eLectr1c1ty._ However wn1Lst the market gasoil- pr1ce is h1gher than the

current heavy fueL oil pr1ce, naturaL gas couLd not Just confine. 1tseLf

to th1s market, s1nce -ndustr1aL saLes are_essent1aL to provide the

‘fstead demand.necessary for the economic utilisation of the -distribution
S y AN r i

- . PP - N N

TransportatiOn'Costsi

s

Furthermore, in add1t1on to the d1str1but1on costs, Gt is also necessary
to take into account the transportat1on costs for naturaL gas 1mported from.

th1rd courtr1es. These are cons1derabLy h1gner than for oil over the same

fd1stance because of. the extra costs assoc1ated W1th L1quefacc1on pLant,;

LNG tankers, regas1f1cat1on pLant ard Lhu storage or W1th naturaL .gas
transportat1on p1peL1nes. Because of these h1gher costs of br1ng1ng gas
to the market and . because of the need for gas to rema1n compet1t1ve 1t

is clear that anyth1ng approach1ng FOB-crude par1ty would lead to. a"

.decL1ne 1n the gas market and wouLd render Long range 1mportat1on contracts

Suneconom1c.,
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Indexetion

It is also important that 1ndexat1on clauses shouLd not be aLLowed

to ‘erode the differential in FOB prices necessary to keep gas compet1t1ve on
the final consumers markra. In particular the possibility of transport.and
d1str1but10n costs: 1nrreas1n9 more than for oil shouLd be taken into account

in any 1ndexat1on aoreement. o .- -

,Sam1LarLy too r1g1d a Link between the pr1ce of_nathrai gas and the price

~of oil wouLd 1nh1b t naLuraL gas pLay1ng its full competitive role on phe.market

and 1t wouLd not be deveLoped to such an-extent, to the loss of both

“producer and COASUmer .

The Community importers of natural gas can only convince the exporting

countries of the validity. of the argument on prices presented above 1f they,

for their’ part, adopt o pos1t1on of solidarity on gas suppL1es.

Failing sufficient solidarity between the gas-undertakings of the Commdnity .

there is a risk'of overiiiding for gas, which would reduce the place of gas _

in Communwty energy supplies:to the detrwment of both the export1ng countries

and the- 1mport1ng count. r*es of the Community.

To'avoid this danger, ihe-Commission believes that it is necessary to establish,
at Community LeveL, a prccedure for the exchange: of views and 1nformat1on

on negotiations for qas -Jpr_wes from third countries.



| CONGLUSIONS . - o

49;::~ On the basis of the Comm1ssnons anaLys1s the Counch is. 1nv1ted to

. approve N S -

- the principte of -increasing'thé'security of natural gas suppties'j

‘e to the Commun1ty by . encourag?ng both measures to reduce the 1mportance
of any given source of supply. and measures to m1t1gate the effects of.
a possible 1nterrupt1on in suppL1es »

A

- the pr1nc1pLe or estabL1sh1ng an" appropr1ate procedure for the exchange, .
vof v1ews and 1nformat1on on negot1at1ons for the purchase of naturaL gas

jfrom th1rd countrﬁes. - . S ST

50,_ ,The Conm1ss1on, after consuLtat1on with: Member States and the gas.
, '1ndustry, will nake propos1t1ons within the next s1x months on: re1nforc1ng
“the - secur1ty of naturaL gas- suppres to the Commun1ty and in part1cu£ar
+ (1) measures to reduce the 1mportance of a g1ven ‘extérnal source: of- suppLy :
- encourage 1nd1genous productvon o ﬁf ) ) -',44‘ . "; . -
.- d7vers1f1cat1on o imports o S : -";,} | |

- deveLopment of SNG (Synthettc Naturai Gas) L : S

- (11) measures to mitigate the -=short term effects of an interruption :-
- 1nterrupt1bte contracts _ ‘
- storage (gas or subst1tutes) f - e - L .

- 1nterconnect1on of transport networks

V= spare productnon capac1ty R - P

[
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