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Oral evidence

Taken before the Trade and Industry Committee

on Tuesday 16 May 2006

Members present:

Peter LuV, in the Chair

Roger Berry Judy Mallaber
Mr Brian Binley Mr Mike Weir

Witness: Professor Jonathan Stern, Director of Gas Research, Oxford Institute for Energy Studies,
Honorary Professor, Centre for Energy Mineral Law and Policy, University of Dundee, gave evidence.

Q1 Chairman: Professor Stern, welcome to this first
evidence session we are having on the UK
dependency on gas imports. I am really grateful to
you for the trouble to which you have gone both in
coming and accepting the short delay caused by the
reading of a Statement in the House which a number
of us are interested in and some of us were successful
and some of us were not, but thank you for that.
Thank you particularly for what I found a
fascinating paper you prepared for the Committee
on the Security of supply consequences of growing UK
gas import dependence which I have read with
interest. Perhaps I can just ask you to explain for the
record who you are?
Professor Stern: I am Jonathan Stern, I am Director
of Gas Research at the Oxford Institute for Energy
Studies and Professor of the Centre for Energy
Mineral Law and Policy at the University of
Dundee.

Q2 Chairman: I wonder if I could just begin by
asking you to explain something about risk in the
context of this discussion this afternoon. I was
struck by your comment in the memorandum,
specifically headed “Security and Import
Dependence: some empirical observations”, where
you talk about the nature of gas security incidents
since 1980 three times: source, transit and facility
and perhaps you could explain the nature of the risk
attaching to these three diVerent sources of
instability and what concern this Committee should
have on each of them and indeed the country?
Professor Stern: Yes. Let me just explain that the
work that I did arose from a question I was asked by
the International Energy Agency back in 2001 to
explore types of actual security incidents which had
taken place in the world and so I created three
categories: source risk, transit risk and facility risk.
Source risk being the likelihood of political or other
instability which actually cut oV gas at the source;
transit risk being problems within transit countries
which cut oV gas; and facility risk being technical
problems or accidents which prevented gas being
physically delivered. What was very interesting was
that the main general concern about gas security,
which is source risk of what I call the “nasty and
unreliable foreigners” problem is actually
responsible for very few gas security incidents. Most

of the gas security incidents which have been very
serious and deprived customers of gas for long
periods of time, have been caused by technical
problems of a very boring nature, usually to
pipelines or processing plants, in other words, some
facility like a processing plant that you cannot fix
very quickly. My view of the UK gas security, and I
should just say that the UK is just one of the
countries which I study, I deal with gas all over the
world, and so I am not particularly centred on the
UK. But when I came to look again at the UK after
many years of looking further afield, what is very
interesting is that as the infrastructure is getting
older we are seeing increased incidence of facility
failure. You do not want to be too dramatic about
this, it is mostly only the odd pipeline, a field, a sub-
terminal, and it is usually only for a day or even a few
hours within a day. But what I think we are seeing is
the consequence of an ageing infrastructure and so
my principal concern about UK gas security is
because of the facilities getting older we have a less
reliable infrastructure and we are going to get
increased security incidents as a result of that.

Q3 Chairman: You, for example, in your paper,
drew the Committee’s attention to the great
importance of the Rough storage facility fire. which
had almost no exposure from the media whatsoever
while you were worried about Gazprom, “we always
get our priorities right” is what you are saying?
Professor Stern: This had a big impact on my life and
I spent the first four days of this year during the
Russian Ukraine crisis almost solidly in TV and
radio studios being asked: “what are the
consequences of this incident for the UK”, to which
my answer was, “well nothing very much”. I think
that since Rough happened in February I have
probably had about two phone calls. There is
something magic about unreliable and nasty
foreigners that catches the journalists’ imaginations
and they can then see Hollywood film scripts in their
mind about nasty people turning oV gas and holding
Europe to ransom. Fires on platforms due to
unreliable chillers are just not that interesting for
most of the world.



3544871001 Page Type [E] 01-11-07 22:58:31 Pag Table: COENEW PPSysB Unit: PAG1

Ev 2 Trade and Industry Committee: Evidence

16 May 2006 Professor Jonathan Stern

Q4 Chairman: Can I just ask: those unreliable and
nasty foreigners of whom you speak are also
scrambling for energy supplies around the globe at
present, so should we be more concerned than we
were, forgetting the details and the issues, about our
dependence on imports in that new rather more
competitive world?
Professor Stern: My feeling about imports is that
they have great advantages, they come through
brand new infrastructure which should be more
reliable can point to certain circumstances where
brand new infrastructure has not been reliable, but
they should be more reliable also because in the UK
they will be from diverse sources via diverse routes
and, as I say, although there is a great desire to
portray producers and exporters of all types of
energy as people who are just waiting to make you
dependent and then cut you oV, there really is not
any empirical basis; 1973-74 still remains very vivid
in people’s memories, despite the fact there really has
not been another comparable incident in the last 30
years and in fact there have been a number of
circumstances where we, as a group of importing
countries, have embargoed exporters rather than the
other way round.

Q5 Chairman: Do you have a view of the extent to
which we will be depending on importing gas and
there is a conventional wisdom out there, what do
you make of the rundown in the UK Continental
Shelf supply?
Professor Stern: My sense of this, but I confess I
have not studied this myself, my sense of this is that
supply may well run down less quickly than we
think. But the aspect that people really have not paid
attention to, on which we have done quite a lot of
work at our Institute, is that we do not think that
demand is going to increase very quickly because we
do not think companies will build lots of new gas
fired power stations and run them at high. load
factors. So insofar as we have a “corporate view”
which we really do not, we think that on the balance
of likelihoods domestic supply will not run down as
fast as we think and demand will not grow as quickly
as we think, and therefore import dependence will
probably be less than the conventional wisdom of 50
to 60% by the early 2010s and 80% by 2020.

Q6 Chairman: You are sceptical about the second
dash for gas?
Professor Stern: I am sceptical that it is going to
happen as soon as the end of this decade. I think
once we get to the middle of the next decade it will
depend on whether other power generation options
have been taken up enthusiastically, particularly
coal, or whether in fact gas is all that can be built
given the lead times needed for other technologies.

Q7 Mr Weir: I want to follow with the question, you
made a very good point about the state of the
infrastructure within the UK, but often we hear
about the state of infrastructure in Russia and the
former Soviet Republic. Is there any danger of
relying on imported gas from Russia or former

Soviet Republics running through aged
infrastructure, is investment going into renewing
that infrastructure to supply western Europe?
Professor Stern: It is a diYcult question to make a
brash generalisation about. If I could put it to you
like this: if I had to generalise I would say that I am
not clear that investment is enough to maintain
reliability of an infrastructure which is getting very
old very quickly. But this winter during the January
and February cold spell, the Russians delivered a
volume of gas—and I speak as someone who has
been studying this for 30 years—that if you told me
they would be able to do that I would have said it
was impossible. Their performance in terms of
delivery and holding the gas and the electricity
infrastructure together when the temperature was
minus 30 for ten straight days in Moscow was quite
remarkable. The part of the gas infrastructure that I
am most concerned about is actually the Ukrainian
network and that was a major factor in the dispute
between Russia and the Ukraine which led to the
episode in the first four days of the year, so I do not
think we should be complacent about the state of the
infrastructure, but when put to the test this winter it
did extremely well.
Mr Binley: I was particularly concerned about that
period actually and you have obviously covered it.

Q8 Mr Weir: Obviously we hear a lot about the vast
reserves of gas that Russia has, but some comments
have suggested that the western Siberia fields are
running down and the new field would be further to
the east which makes it easier for Russia to supply,
say, China, Japan and the United States. How long
will Russia be able to supply Europe from easily
accessible reserves?
Professor Stern: That is a very tough question to
answer quickly. I have actually just written a book
about this which takes about six chapters to try and
get through this.

Q9 Chairman: If you want to give us a headline
answer and either refer us to the book or give us a
note afterwards, that would be very welcome?
Professor Stern: Basically the situation with Russia,
and particularly with Gazprom, is that fields that
have sustained the Russian gas industry for the last
20 years are now in decline, with the exception of one
super giant field that they brought into production
earlier this decade, and they will lose round about
two-fifths of their total production from fields
currently in production and planned to start
production soon over the next 15 years. The problem
they have to resolve is how to replace that
production. They already have identified the
reserves and the fields from which that will be
replaced, so it is not a question of finding more gas.
It is an issue of when they decide to put the
investment in, which in turn depends on a judgment
of when Russian domestic gas prices will increase
fast enough and far enough to make that investment
worthwhile. The question that has been widely asked
is that, if they choose not to put that investment in,
where will they get the gas from? They have, to some
extent, answered that by saying that it will come
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from two sources:, firstly, independent gas
producers, that is the Russian oil companies and
Russian gas independents and, secondly, Central
Asian countries. The diYcult thing, and this is where
I have spent a lot of pages in the book trying to lay
this out, is how they will phase the decline in their
own production with the increase in supply from
those other two sources, and at what point they will
decide to put in the investment which will restore
their own production and that is the kind of a puzzle
that they have to resolve and it is diYcult to say how
they will choose to do it. But the one thing I do not
expect is that they will be unable to service their
legally binding European contracts, and I do not
expect that partly because they are legally binding
and last year they provided Gazprom witharound
55% of their total revenues and roughly 15 to 20% of
Russian foreign currency earnings, which I do not
expect them to put that at risk. The issue of supplies
to China and the United States is a diVerent one,
because when exports finally start to those markets,
and I do not expect that to happen for about ten
years, at least not in meaningful quantities, it makes
no sense for Gazprom to use the same fields through
which it can deliver to Europe and Russian
customers where it already has established
transportation routes and established customer
bases.They have enormous stranded gas fields, one
in the Barents Sea, many in eastern Siberia and the
Far East, where, if that gas does not get delivered to
foreign markets, it will not be produced, so what
makes absolute sense for them is to develop those
fields for the Asian and the American markets and
keep western Siberia for the European and the
western Russian markets.

Q10 Mr Weir: At the same time Gazprom, if I recall,
when there was some question about their initial
approaches to Centrica had suggested a veiled threat
almost that there was other markets that they could
develop in the United States and China. Gazprom
perhaps is not a totally independent company as we
would recognise it in the UK; do you think that that
could have a bearing on how they approach this
situation?
Professor Stern: I think in the paper I submitted I
tried to set out at some length the actual language
that was used in the press release and the way this
was interpreted in the west and particularly, I have
to say, in the Financial Times, and I found this very
extraordinary because when I read through the press
release I could not see what the veiled threat was.
What Gazprom pointed out was that it was
developing other markets; well this we knew, but
they did not say, “But actually we will not be
exporting anything to these other markets for ten
years”. The press reporting made it seem that
Gazprom was saying to Europe: “well if you are
nasty to us we will take the gas that we are exporting
to you now and export it to somebody else
tomorrow”. Well, that is not going to happen, they
do not have the capability to do that and I personally
do not think they have got the desire to do it.
Centrica, in my view, was a complete non-story and
when I said this to a couple of journalists they said,

“Yes, but it is such a good story”.It arose from a
telephone conference with financial analysts where
Gazprom was asked straight out, “Are you
interested in buying Centrica?” To which the person,
who incidentally was not responsible for asset
purchase within Gazprom, said, “Yes, but”, and
then he went on to explain they were interested in
buying a lot of other properties in both Europe and
the US. Our press seized on this and made a story out
of it which, I believe, was simply not a story.
Personally I think Centrica would be a disastrous
purchase for Gazprom because the British market is
just too far away from Russia for large scale,
profitable gas sales but, be that as it may, our press,
and certainly some of the political establishment
throughout Europe and the United States, is anxious
to play up a threat involved in Russian energy
supplies. Although it is impossible to deny that there
is that possibility, from the way they express
themselves, I personally cannot see it and I feel if you
actually read the original sources, you can see that it
is very much a matter of interpretation as to how you
read their words.

Q11 Mr Weir: As well as Russia, and obviously there
is quite a supply of gas in the central Asian republics,
what is the potential for gas supplies to western
Europe and central Asia?
Professor Stern: I would say that central Asia has the
potential to develop an export capacity of over 150
billion cubic metres a year, in other words, roughly
what Russia exports today. How those exports are
divided between Commonwealth of Independent
States countries, including Russia and Europe, and
markets in the other regions: China and further
south, possibly Pakistan and India and as Vice
President Cheney pointed out when he was in
Kazakhstan a couple of weeks ago, the possibility of
a Trans-caspian pipeline taking central Asian
exports to Europe through Azerbaijan and Turkey
will, I think, depend somewhat on politics and
somewhat on economics. The one thing I would say
is that, and this I fear this is an unpopular view, in
my view it is absolutely incontrovertible that the
most profitable way for those countries to export gas
is via Russia. Now, this is unfortunate, because
everyone is very keen and understandably so, that
those countries move away from Russia’s grasp in
the export of their energy products. But I think if you
take a look at a map and you look at what the
alternative customers in China, in Pakistan and
India would pay for central Asian gas, and the sheer
distance that has to be travelled between those
countries and the pipeline routes that have to be
established, I think you can see quite easily without
doing very much calculation that to deliver that gas
to Europe through an established pipeline network,
albeit one that needs a bit of work done on it, is going
to be far more profitable for those countries. The
question really, and this is a fascinating geo-political
question particularly for Kazakhstan, is that if you
sit between two huge countries, China and Russia,
and you are being courted by both those countries
for your energy supplies, it is probably wise to
balance your export markets and I think that is what
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we are seeing particularly in Kazakhstan;
Turkmenistan I am less certain about, despite the
contract that was signed a couple of months ago with
the Chinese.

Q12 Mr Weir: You said earlier that one of the
concerns about the supply pipeline was the state of
the Ukrainian section of it. How able is a country
like Kazakhstan, Turkmenistan, to invest in the
infrastructure required to exploit and export the gas
that they have?
Professor Stern: In the case of Kazakhstan they have
a number of foreign partners who are capable and
happy to develop those fields for them and would
develop pipelines for them, although I think that the
national company is well capable in terms of
financial ability and hiring of contractors to do that
itself. In the case of Kazakhstan, companies are
falling over themselves to try and become involved.
Turkmenistan is more problematic both in terms of
the politics and the state of the infrastructure. It is an
environment that foreign companies have found it
diYcult to operate in for a variety of reasons,
principally related to governance and some very
diYcult politics with the regime there.

Q13 Judy Mallaber: Can you tell us something
about the gas exporting countries forum, how many
countries belong to it, how significant is it in supply
terms and, following on our Chairman’s
introduction, is it going to become another OPEC?
Professor Stern: My Institute is publishing a paper
on this very soon. What we have tried to do is chart
the Forum from its beginnings in 2001 and it is a
Forum where the membership is somewhat fluid. At
times there have been as many as 15 country
representatives and sometimes as few as 11. Some
countries do not attend all the meetings, others do.
The Forum has repeatedly denied that it intends to
become an OPEC-type, in other words, a price
setting cartel. In other words it has attempted to
distance itself from the raison d’être of OPEC in
terms of oil. What has happened in reality is that the
Forum has tried to get some agreement between
national governments on how gas commerce should
be conducted, and so far it has largely failed. It has
become more of an information organisation where
governments meet and talk about the problems on
their agendas. It has also become, over the past two
years, more of a Liquified Natural Gas exporting
organisation than a gas exporting organisation. Of
pipeline countries, the Netherlands and Canada are
not there at all, and Norway is as an observer,
whatever that means. Russia has attended every
meeting but, as far as one can see, has played very
little part. The really big players in the forum are
Algeria, Qatar, Iran and Trinidad, Algeria and Iran
are pipeline exporters, but their big unifying factor is
LNG exports. This is a particularly uncertain time
for the Forum because the presidency this year was
passed to Venezuela. It was an extraordinary thing
to do since Venezuela is not, and has no immediate
likelihood of becoming, a gas exporting country.
The 2006 meeting of the Forum, which is always held
in April, and was to have been held in Caracas, did

not happen. We expected that they would come
together at the International Energy Forum meeting
in Doha earlier this month, they did not. So the
Forum seems currently to be in limbo, they did not
have their meeting and we do not know if they are
going to have their meeting this year. If they do not
have their meeting we do not know what the future
holds. The way I have tried to summarise this in the
paper, and in our paper that we are going to be
putting out in a few weeks’ time, is in the following:
you cannot rule out the fact that the Forum could
become something like a “gas OPEC” in the next ten
to 20 years, and it did take OPEC about 20 years
before it became a serious cohesive organisation, but
we do not see a respect of that today.

Q14 Judy Mallaber: What proportion of the current
supply is supplied by the countries involved, can you
estimate that at all?
Professor Stern: It is in the paper. I do not hold it in
my head, but the thing is that because the forum
involves Russia and Algeria, it is a substantial
proportion. Then if you include Norway as an
observer, whatever that means, it is a very
substantial proportion. But although this kind of
arithmetic is very fashionable at the moment,
unfortunately it does not really tell you what you
want to know which is: if they did come together in
a price setting cartel,what could it mean?. What
would be the likelihood of them coming together is
the better question.

Q15 Judy Mallaber: Do you have any clear idea of
what their aims are, or is it as we see from that?
Professor Stern: They have no website, they have no
publications, they have no press releases, so it is only
if you are on the margins of the meeting that you can
get anything out of them. Their aims are very
moderate in terms of getting together and talking
about current and future gas exports issues and, as I
say, they specifically disavow they want to become a
gas OPEC.

Q16 Roger Berry: Your argument is that at least in
the short and medium term we should not worry too
much about growing import dependence in relation
to gas supplies. As you point out, your paper is
contrary to the consensus, it is contrary to one of the
basic premises the Government has given for having
an energy review right now. Why have another
energy review? Because our dependence on gas
imports is growing faster than we anticipated three
years ago. But you have also just said in ten years’
time the global gas market may be very diVerent,
there could be a cartel. How confident are you that
some are worrying too much about growing
dependence on gas imports?
Professor Stern: I try and ask myself the following
question: what is it that could happen to us if we
became dependent on gas imports as opposed to
having our own supply? And the usual answer is,
well, what can happen to you is that when you
become dependent on nasty unreliable exporting
countries and they turn round and they say, “Unless
you do X we are going to cut you oV”, and then you
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have to ask yourself, well, what are they going to ask
for? Well, they could ask for higher prices. In the
case of Russia they could say, “Unless you give up
this foreign policy that you are pursuing we are
going to cut your gas oV”. My position is that I have
been rehearsing these type of scenarios for the last 30
years in my work, and I have never come across any
scenario that I have found really very convincing.
The conclusion from the work that I have done is
that there is one situation in which I would be much
more concerned about gas import dependence, and
that is a situation where the exporting country
decided that it no longer needed the revenues from
the product it was exporting. So for example, if you
can construct a scenario where the Russians in 20
years’ time will say, “Well, actually we do not need
$30 billion per year any longer and so it does not
matter if we put those earnings at risk. We do not
care that we have invested multiples of tens of
billions of dollars creating this infrastructure to
deliver gas to Europe, therefore it is not a problem
for us if we make some foreign policy move which
shows that really we are prepared to use this
commodity as an instrument of blackmail”. I just
have never managed to develop a credible scenario
based on that proposition. Nobody can say that it
will not happen, it could happen, but my sense of this
is that the key to security is diversity and that is what
we are doing. We will have diverse sources of LNG
imports, and diverse sources of pipeline imports.
The paper that I am writing at the moment raises a
slightly diVerent concern and that concern is that the
most recent set of geopolitical developments with
Russia and with the Middle East countries may be
such that, in ten to 15 to 20 years’ time, we could see
a relationship with these regions deteriorate so badly
that we will not be able to access their resources. In
other words the resources exist and the economics of
production and transportation make it profitable for
them to deliver to us, but our relationship with these
countries has deteriorated so badly that we can no
longer develop this type of commerce, and that
would be a diVerent problem to those that we have
faced previously.

Q17 Roger Berry: Thinking of Russia and Gazprom
and you mentioned the Ukraine incident; what was
that all about?
Professor Stern: What that was principally about
was Gazprom’s increased determination to
withdraw subsidies which had existed since the
Soviet period. The numbers here are somewhat
misleading because this was a barter trade, but if you
take the absolute numbers at face value, Gazprom,
until the end of last year, was exporting gas to
Ukraine for $50 a thousand cubic metres. On
January 1, just because I was asked by a journalist,
I tried to find anywhere else in the world where gas
was being sold, even to domestic customers, at $50/
mcm and even in Bangladesh, which is a significantly
poorer country than the Ukraine, domestic
customers pay a higher price than that for gas. This
is a legacy of the Soviet period and a problem
because of the transit dependency of Russia, versus
supply dependency of Ukraine. In the book I chart

the last 15 years of this relationship and in an article,
which is on our Institute’s website, I try and
demonstrate how this relationship deteriorated with
the election of President Yushchenko in the
Ukraine. The conclusion I draw is that this incident
was political in that had the Orange Revolution not
happened, had President Yushchenko not been
elected, then almost certainly this episode would
have been avoided, but it was entirely clear, even by
the beginning of 2005, that Gazprom was
determined to phase out Soviet subsidies to CIS
countries. The opportunity cost of supplying these
countries for $50 to $100 per thousand cubic metres
when a few hundred kilometres further west
Gazprom is getting $200 to $250 is just too great,
and for me this is what it was about. It was not, in
my view, about political blackmail, despite the fact
that that is how it was represented.

Q18 Chairman: Belarus still gets a very good deal,
does it not?
Professor Stern: It still gets a very good deal, but
Belarus does two things. Firstly, it has not strayed
from the political path, in other words it is Russia’s
remaining loyal ally in Europe. Secondly, it has
agreed, as the others, and particularly the Ukraine
have not, share ownership of the gas export
infrastructure that crosses its territory, so the Yamal
pipeline belongs to Gazprom, and the land on which
it sits belongs to Gazprom. But interestingly even the
Belarussians from the beginning of next year are
likely to have their prices raised very considerably.

Q19 Roger Berry: Given, as you have pointed out,
the importance to Russia of gas exports to Europe as
elsewhere, given that you have argued that it is
diVerent from your scenarios where Russia might
cut oV the gas supply, as the media would put it, why
then is Russia not ratifying the Energy Charter
Treaty, is it of any significance that they should do
so?
Professor Stern: It is significant that they should do
so and the principal reason that they have refused to
do so, and there is a long history of this, starting with
the problems that initially the US and Canada
caused in the Energy Charter Treaty ratification
process and then the EU caused in the process,
which are far less well known than the problems
Russia has caused. but the principal reason that
Russia has refused to ratify is that they fear, and
unfortunately they see January 2006 as vindication
of their fears, that the Energy Charter Treaty is a
plot to discriminate against Russia. In other words
they believe that countries are waiting for Russia to
ratify so that Russia can be held accountable to the
rules of the Energy Charter Treaty but nobody else
is going to be held accountable. That is why you saw
Alexander Medvedev, Deputy Chairman of
Gazprom, in London a couple of weeks ago saying,
“The Energy Charter Treaty is a stillborn
document”, and I think what he meant by that
was—and I was actually in Moscow while he was
saying that in London—what is the point of
ratifying a treaty when a country like Ukraine that
has ratified the treaty violates the first principle of
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energy transit and nobody, not the Charter
Secretariat, not the European Union, not a single
European leader, holds it publicly accountable for
that; and I have to say I think he has got a very good
point. Incidentally I am not totally pessimistic about
the likelihood that they will ratify it in the future, but
this has been a very unfortunate example for them.

Q20 Roger Berry: Another criticism of Gazprom is,
of course, its monopoly power, as the sole gas
exporter. This raises several issues and one is does
this provide a disincentive to other companies
exploiting Russia’s gas reserves and is this of any
significance in the future in terms of Russian
exports? There seems a nervousness in some quarters
in part because of one company. This may not be a
rational concern, but it is a concern I want to raise
with you.
Professor Stern: The Gazprom monopoly is a de
facto monopoly, in other words there is nothing in
Russian law that says that other companies cannot
export gas. It is perhaps not as well known as it
might be that there are a number of companies
producing a significant amount of gas in Russia
aside from Gazprom. I estimate at the volume about
15% of total production and I think it will go up to
about 20%, which is not dramatic, but on the other
hand is significant particularly in volume terms.
What Gazprom has said, and the Russian
government has intimated is that, rather as in the
case of oil, (and it is the case for oil companies that
you are not allowed to just produce oil in Russia and
export it, you have to deliver to the domestic market)
when companies start delivering gas on a large scale
to the domestic market, the issue of exports will be
re-visited. But the real nightmare that neither
Gazprom nor the government is prepared to
countenance is where Russian gas finds itself
competing with other Russian gas in Europe which
is, if you like, the logical conclusion of a competitive
market. You would have a lot of diVerent companies
exporting gas and they would be competing with
each other, and I think what you see in Moscow is an
irritation that foreigners so keen to see this
happening and keen to see Gazprom’s monopoly
broken up but nobody really complains about
Sonatrach’s monopoly of Algerian gas exports,
nobody complains that much that the Norwegian
gas exports are relatively carefully orchestrated so
they do not compete with each other. Gazprom feels,
rightly or wrongly, that it is being singled out for
behaviour in gas commerce that is not expected from
anyone else who supplies the European market.

Q21 Roger Berry: A final question on Gazprom.
You have suggested that Gazprom’s monopoly over
gas exports to Europe will decline during this
decade, whereas many commentators feel that will
not happen. Do you really believe, clearly you do,
why do you believe that—
Professor Stern: I do not think necessarily it will
decline during this decade. I think that Gazprom will
not have the monopoly on gas exports to Europe for
ever, but my sense of this is that actually what you
need to look at is how the European market as a

whole will develop. What Gazprom perceives, and I
think a lot of other people perceive, is this market,
far from becoming more liberalised and competitive
is becoming more monopolised and structured. In
other words it seems now likely that the European
gas market will be controlled, at least in the
downstream, largely by half a dozen utilities and as
such what Gazprom is saying is, “Well, since there is
not going to be much liberalisation and competition
downstream in Europe, there is no particular reason
to see a lot of liberalisation and competition
upstream”. I believe that if it turns out that, against
all of our expectations, we see a lot of competition in
the European gas market, we will per force see
Gazprom’s monopoly weakened, I would not put it
any stronger than that. If you ask me in 2020 what
proportion of Russian gas will still be sold in Europe
by Gazprom, I would say, “Well over half”. But I
think it would be wrong to see this completely set in
stone and I think Gazprom will, to some extent, take
its cue from what is happening in the downstream.

Q22 Mr Binley: In fact you lead in nicely to the
subject I want to talk about which is quite involved
with liberalisation and particularly European
liberalisation of the market, because our predecessor
committee had suggested to them in the last
parliament that one of the reasons for growing
tension between the European Union and Russia
over gas was the demand amongst supporters of
market liberalisation for the end to the traditional
long term gas supply contracts and indeed in your
paper of 2002 I think you suggested ways in which
long term contracts could remain without some of
the restrictive elements that hinder the functioning
of the market. Can I ask what sort of contracts could
give security to suppliers who often have to make a
long term investment in infrastructure to deliver gas,
whilst also encouraging liquidity and real
competition in the European market; there seems to
be a bit of a conflict there?
Professor Stern: I think the key development in long-
term contracts is that they have already moved to be
less long, in other words they have become mostly
eight to 15 years instead of 20 to 25 years, which is,
as it were, long enough. Within the contracts the key
development is the price conditions which have to be
kept competitive with competing fuels, in other
words, for as long as oil and oil products are the
competing fuels then everything will remain roughly
the same. Should we move to gas-on-gas
competition in Europe then prices have got to move
towards something like a spot price, however
defined in each country. If I can just move to the
second part of your question which is really about
liquidity and the development of a competitive
market, I think it is really quite diYcult to be
optimistic about this in the short term. To the extent
that markets in Europe are already dominated by
national champion companies, one or more in each
country, and appear in 2006 to be consolidating
further, with the Gaz de France-Suez merger, and
with whoever ENDESA is going to merge with, and
the recent Austrian merger announcement. Creation
of even larger national champion companies with
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even larger market concentration seems to be
accelerating, and this is the enemy of liquidity and
competition.

The Committee suspended from 5.30 pm to 5.40 pm
for a division in the House

Q23 Chairman: It is useful to hear you express
doubts about the possibility of energy market
liberalisation in Europe because it is the great white
hope of the sector, and I am becoming increasingly
sceptical about its likelihood in a reasonable
timeframe. That is clearly your view too.
Professor Stern: I am a 20-year veteran of this. I was
there pretty close to the beginning of the process in
1988; in 1990 and 1991 I worked in Brussels with the
Commission on what became the failed Directive,
and the position in most of the major continental
European governments has never really changed
which is this is not an important initiative for them
to become involved in. Competitiveness and energy
pricing is something that continental European
politicians talk about, but not with any conviction.
Support for national champion utility companies
has always been at the very top of their energy
agenda. It is almost a non partisan issue in most
continental European countries that governments
should decide the strategic direction of these utilities,
and we in the UK have never wanted to listen to this.
We have tried to ram our utility liberalisation and
competition experiment down their throats because
we are so absolutely convinced we have been right
about this and the correctness of what we have done.
We have not wanted to listen when they have not
been impressed by it; we have taken the view that in
time they would be forced to adapt their gas and
electricity sectors in the same way that we have
adapted ours. I feel that we have acted like true Brits:
we have talked rather than listened, and when they
have protested we have simply tried to shout them
down. I am not trying to defend the Continental
European position or say that I think that what
France and Germany and many other countries
have done in the utility sector is a good thing, in
many ways I do not think it is, but the problem is
that they hold their policy as dear as we hold ours.
They really believe that the way they have organised
and pursued the utility business is correct, and the
way that we have done it is wrong.

Q24 Chairman: And of course their behaviour is
more like Russian behaviour.
Professor Stern: It is very much a corporate state-
type model of the utility sector and, after all, that
was pretty much the model we had with the CEGB
and the old British Gas Corporation prior to the
mid-1980s. So it is really that they have not changed,
whereas we did; they have held to their model except
they have introduced a larger degree of
privatisation. But that has not led, in their minds at
least, to the idea that just because the company is
privatised it should be the company itself that makes
strategic decisions. They have no problem with
government making, or at least approving strategic
decisions for private companies.

Q25 Mr Binley: I am still concerned about what I see
as a bit of a dichotomy here, quite frankly, about
control at one level being changed into a freer
market at a level lower down the chain, if you see
what I mean. In order to be able to create that I still
am concerned about security, particularly when you
talk about the part of the world where political
stability is not uppermost in people’s minds.
Professor Stern: I think I need you to define more
precisely what it is that you are concerned about.
Are you concerned about the fact that if there are no
longer-term contracts then suddenly there is no
security of supply? Is that the principal concern
you have?

Q26 Mr Binley: I have that concern and I see a threat
to those longer term contracts coming from a
possibility of political instability that I talked about,
and we have already seen the way that political
instability can degrade a country quite dramatically
and quite quickly, but for a very long time.
Professor Stern: I think myself that long-term
contracts have shown the ability to move through
diVerent phases and become more flexible. I am not
saying they are not needed any longer. Clearly, for
some greenfield projects they are needed, but what I
see now being signed by Centrica and other
companies are five to eight year contracts which are
clearly suYcient to underpin investment in
infrastructure. What I think is equally problematic
and actually applies in this country more than in
continental Europe is substantial price volatility,
and I think that is a problem in this sense: some
British commentators believe that price volatility
represents market signals being passed through to
market players. I personally think that is not correct.
I think that what is happening is that our market
model is producing increased price volatility and
that is not a good thing for investments. On the other
hand, what Ofgem is undoubtedly correct, and I say
this because not everything Ofgem says I personally
agree with, that our model in this country has not in
any way held back major investments, as you can see
from the huge amount of import infrastructure
currently under construction. Not all of that
investment is underpinned by long-term contracts.
In fact, if you look at the Langeled pipeline, some of
the major investors in that pipeline have not signed
long-term contracts—or, indeed, any sales
contracts–so confident are they that in a liquid
market they will be able to find customers. So if we
have political instability I think we will have
instability whatever type of contracts we have. In
other words, I do not put together political stability
together with long term contracts. I think contracts
are about risk and about willingness to invest, and
nothing I see in European markets at the moment
makes me feel nervous about willingness to invest.
Some things that I see on the political front make me
nervous about the ability to mobilise gas resources,
but that is mainly in the Middle East where we see
instability for other reasons.
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Q27 Mr Binley: Can I go on to another question, and
my final point? You did note in 2002 the diYculty of
obtaining finance for multibillion dollar
infrastructure investments when the investing
companies were selling gas into liberalised and
competitive markets, which is partly what you have
just said in truth, so you clearly hold to that here. We
understand the European Commissioner for
Competition is holding an investigation into the
German Government’s underwriting of Gazprom’s
investment into the new gas pipeline to Germany.
Would the pipeline be beneficial to the European
market as a whole, or would it simply lead to
preferential treatment for Germany and its large
“national champion” gas companies, and to what
extent will the European Commission have to
temper its desire to promote competition in order to
encourage the building of important infrastructure?
Professor Stern: If I can deal with this question
about the DG Comp investigation, that there may
have been some impropriety about the oVer to
guarantee that billion euro loan. The world has
dramatically changed in the last ten years for
Gazprom and for Russia. While Gazprom could not
build infrastructure without that kind of guarantee
during the Soviet and immediate post-Soviet period,
now Gazprom does not have a need for anyone to
guarantee its loans, and it said rather disdainfully
that it does not need the loan, or the guarantee. If
anybody wants to investigate that, I think that’s fine
but basically it is now irrelevant. My sense, in
relation the North European pipeline, is that
Gazprom feels that the January/February incidents
with Ukraine have completely vindicated its strategy
of building that pipeline. I personally think they are
wrong and I tried to say this several times in
Moscow, in this sense: that if you export 150 billion
cubic metres of gas to Europe, of which something
like 120 goes through Ukraine, you might be able to
re-orient 20 bcm or 50 bcm through some other
route but you still have a lot of gas going through the
Ukraine and that is not going to change. Foreign
policy and diplomacy teaches us that we have to be
able to get along with countries on our borders
despite the fact we have diYculty with them, and I
think this is a problem that Russia has to get to grips
with and is having huge diYculties in so doing. But
that does not surprise me in the sense that, although
the collapse of the Soviet Union is already 15 years
ago, that is not a very long time to change the
political economy of energy trade. So I would say
that the North European pipeline is beneficial to
Europe in that it gives Europe an additional route
for Russian gas supplies. It does not solve the
Ukrainian problem. What is so, for me, very
disappointing is how little role European,
particularly Brussels’ institutions, have played in
trying to mediate between Russia and Ukraine, and
the fact they have antagonised Russia by criticising
it as if everything that happened was only Russia’s
fault, which is, I think, terribly unfortunate. In terms
of who the pipeline will benefit, I would say that
obviously it will benefit Germany, but it will also
benefit every country in north west Europe that
imports Russian gas in that it will be a more secure

route than the route through Ukraine. But in a sense
it gives us a false sense of security because, for as
long as there is no resolution of the Russian/Ukraine
dispute we remain vulnerable to the kinds of events
we saw earlier this year, and there is no getting away
from that.
Mr Binley: Thank you.

Q28 Judy Mallaber: To what extent are the
problems with supply from Russia a reflection of
struggles over the control of infrastructure and the
commercial conditions of transit across countries?
Professor Stern: Can I just ask you to expand a little
bit on that? I am not quite sure I have understood the
meaning of that question.

Q29 Judy Mallaber: Well, if it is being suggested that
part of the dispute about gas prices between Ukraine
and Russia was concerned with control of where
transportation pipelines go, and you did say to us
that it was about trying to get a decent price from the
Ukraine for gas but there is clearly an issue about
where the pipelines go and who controls them and
who has ownership of them, how much is that a key
factor and a battle over who controls the commercial
rates of transit?
Professor Stern: It is a key factor, and what
Gazprom has said to the Ukrainians on numerous
occasions—and incidentally not just the Ukrainians
but all Commonwealth Independent States
countries—is: “If you allow us to own or at least co-
own your infrastructure we will give you a better
deal on gas sales”, and they have done that for a very
practical reason, which is that if they co-own and
therefore control the infrastructure they can control
whether gas is being syphoned out of the
infrastructure, and what the Ukrainians have said
repeatedly is that they will not allow Gazprom, and
sometimes they have said they will not allow any
other country, to co-own the Ukrainian
infrastructure. This is partly, I think, a commercial
issue in that they feel quite rightly that they can
command very high transit fees out of the
infrastructure and partly a pride issue in the sense
that they feel this is such a valuable national asset
that they do not want to give it up to any other
country. But what the Russians are saying is that in
part they are concerned at the deterioration of the
infrastructure in that every year it is capable of
transiting less gas than the year before because not
enough money is being spent on it and, secondly,
and very much in our minds as a result of January/
February, they cannot control that gas being taken
out of the infrastructure as it transits through the
country. Their position is the only way they can
guarantee security of transit is if they are co-owners
of the infrastructure.

Q30 Judy Mallaber: So should we be more
concerned about that issue and about that control
over transit charges when we talk about whether
Russia is willing to supply Europe with gas? Is that
first point more important?
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Professor Stern: I think it is. I have said repeatedly
in the work I have published that security of transit is
the basic problem for security of Russian gas supply,
and that Gazprom’s post-Soviet strategy of simply
taking pipelines across water in order to avoid
transit countries does not address the basic issue,
which is they have to find a meeting of minds, both
commercially and politically, with the transit
countries.

Q31 Judy Mallaber: So where does that leave us and
the EU? How should we respond to that?
Professor Stern: We should respond through the
institutions which have been created, principally the
EU-Russia dialogue and the EU-Ukrainian
summits, We have a role to play through these
institutions in terms of persuading both sides that
their behaviour, and problems in their bilateral
relationship cannot be allowed to jeopardise our
security of supply, but we need to do this in an even-
handed way, where neither side feels they are being
discriminated against. At present, and I felt the full
force of this in Moscow three weeks ago, the
Russians feel that anything that they are held
responsible for anything that happens and nobody
says anything to the transit countries, and we have
to be much more even-handed than that.

Q32 Judy Mallaber: So what does that mean we
should be saying to either side? What should we be
saying we want from Russia, and what should we be
saying we want from the transit countries?
Professor Stern: We should be saying that we want
them to institute the Energy Charter Treaty Transit
Protocol conditions which is that, irrespective of
their bilateral disputes, they cannot be allow to aVect
the transit of energy, and that is almost the first
principle of the Transit Protocol; that no country ,
for whatever reason, is entitled to take energy in
transit to a third country.

Q33 Judy Mallaber: What are the sanctions on that?
They can sign up to it but—
Professor Stern: The sanctions are international
dispute resolution procedures which then impose
penalties for violating the transit of energy, so it is
like liquidated damages.

Q34 Judy Mallaber: And is anybody taking any
action to do that? Or are the Russians right, that
everybody is having a go at them and not being
even-handed?
Professor Stern: I understand that at least in private
letters have been sent to the Ukrainian Government
by the Energy Charter Treaty, but whatever has
been done has been done extremely privately which
contrasts the extremely public rebuke of Russia for
its behaviour by almost all parties in the EU. The key
for me about the Energy Charter Treaty and its
transit protocol is that, although it has not been
ratified, its rules exist and can be referred to. They
are a guide to behaviour that should be adhered to
and, therefore, especially for those who have
ratified, they should be publicly required to to live up
to those rules.

Chairman: Thank you.

Q35 Mr Weir: I wanted briefly to go back to the
question of the supply infrastructure to the Ukraine.
I was interested in what you were saying that the
problem appeared to be that they wanted some co-
ownership presumably to invest in and upgrade the
infrastructure but, given that Russia has constructed
a North European pipeline and presumably that is a
much more moderate infrastructure project, what is
the incentive to invest a lot in the Ukraine now? Is
it not, from Russia’s point of view, more sensible to
invest in the North European pipeline?
Professor Stern: The North European pipeline has
not yet started construction, or at least not the water
part of it; some of the land parts have. But upgrading
the Ukrainian infrastructure would cost a fraction of
any of these new pipelines that Russia is thinking of
building. The two North European pipelines, to give
you an idea, will probably cost, if we take both the
sea and the land parts, upwards of $10 billion to
construct. Upgrading the Ukrainian network, which
would provide almost as much capacity on a firm
basis, would probably require not much more than
$2 billion, so it is a question of confidence in the
transit infrastructure. What the Russians have said
is they have no confidence in the transit
infrastructure. What some of us have tried to say to
them is: “We know that and we understand why you
do not have any confidence, but you cannot turn
your back on the geography of the pipeline network
and the economics of building an alternative
pipeline network” That is what they appear to be
attempting to do, to say: “Well, we cannot deal with
the Ukrainians so we simply have to give up and
start building pipelines around them”. And many of
us have said: “Do not do that because it does not
solve your problem. You have not got $50-$100
billion to build an alternative network around the
Ukraine; you have to come to terms with them.”

Q36 Mr Weir: Is it not also a question of politics and
control and saying to the Ukraine “We have an
alternative if you do not play ball”?
Professor Stern: Yes, it is absolutely is. The diYculty
with that idea is that when the Russians began to do
this with their first pipeline through Belarus and
Poland, their idea was that they would indicate to
the Ukrainians: “Well, if you behave badly we will
simply bypass you”, but what the Ukrainians
discovered is that when you have 120 billion cubic
metres of capacity going through their country, yes,
you can reroute 30 Bcm through other countries but
that still leaves 90 Bcm, and however much
Gazprom takes out and puts somewhere else there is
still a hefty dependence on Ukrainian transit which
is only going to decrease to a limited extent, so it is
I am afraid a classic diplomacy and interdependence
issue. Yes, Russia can spend as much money as it
likes building new transportation infrastructure, but
for the foreseeable future it will depend on the
Ukraine and it has to come to terms with it.
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Q37 Chairman: Two concluding questions, if I may.
I wanted to get a fix on to what extent we should
regard Gazprom as a rational private sector
company. I know it has a 51% shareholding from the
State but to what extent does it behave as a rational
economic entity? Allied to that, and to paraphrase a
rather tabloid approach in the Financial Times to the
Russian issues which was followed by an article from
Vladimir Milov on 24 April where he seemed to be
agreeing with the Financial Times and disagreeing
with your analysis, to what extent should we take
notice of that point of view?
Professor Stern: I think Gazprom is a very rational
company and now has a very commercial
management, but we cannot ignore the fact that it is
majority-owned by the State and the President did a
lot of very complicated things to ensure that 51% of
the equity was owned by the State. As I tried to
describe in the case of continental European
countries, the strategic direction of the company is
determined by the State and to a not small extent by
the President himself. That will mean that in issues
such as: should the Ukrainians be told to pay a
higher price, the Russian Government and the
Russian President will have a big say in the extent to
which that happens. For big strategic questions such
as: are there going to be LNG projects and which
companies are going to be involved in them; and are
there going to be pipeline projects to Asia. At a high
level of strategic management, Government and the
President will have to sign oV on those plans, and
some of those plans may not be the actions of a
totally private sector company driven by
commercial instincts. Some of them will be political.

Q38 Chairman: It will not be profit maximising in
every situation?

Professor Stern: Absolutely. That is a good way of
putting it. As to Vladimir Milov, a very bright guy.
I was somewhat surprised by his outburst in the FT,
and I have been somewhat surprised by his views on
this. I can only say that I do not agree with them. He
is a very bright guy, though, and he does serious
work in this area. The one thing I will say, though,
is that he is out of favour in Moscow politically and
therefore that may have coloured some of his views,
but I certainly would not want in any sense to say
that he did not know what he was talking about.

Q39 Chairman: Finally, we have spent most of this
session discussing the Russian situation because that
has been the one that has dominated the political
and media agenda in recent months here, but should
we have spent time talking about Norway, Tunisia,
Algeria and Qatar for diVerent reasons?
Professor Stern: I think probably we should have
spent more time talking about Norway and gas
coming from continental Europe from a range of
sources. I would be amazed if, even in 15 years’ time,
Russian gas comprised more than 15% of UK gas
demand. It is possible but I think it is highly unlikely,
and I think we are going to be dominated by
Norwegian gas and a range of other gas supplies for
really a significant period of time.

Q40 Chairman: So the key phrase that we take away
today is “The key to security is diversity”?
Professor Stern: Absolutely.

Q41 Chairman: Is there anything else you would like
to add?
Professor Stern: I think I am finished. Thank you.

Chairman: We are most grateful, Professor. It has
been a very informative and enjoyable, if slightly
disrupted, evidence session. Thank you very much.
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Q42 Chairman: Welcome both to this, our second
evidence session of the Committee’s inquiry into
issues relating to gas in terms of the energy review.
I always begin by asking our witnesses to introduce
themselves so we know who we are talking to.
Ms Luxbacher: I am Roberta Luxbacher. I am the
Director of Europe Gas and Power Marketing for
ExxonMobil International.
Mr Thomas: I am Nick Thomas. I am Director of
Corporate AVairs for the ExxonMobil companies
here in the UK. SuYce to say I have over 35 years’
experience in the oil industry covering a whole range
of areas and I have been in this current position for
five years.

Q43 Chairman: Can I say how grateful we are to you
for coming, how grateful we are for your written
memorandum, and also for the opportunity of a
briefing session yesterday that we were not able to
take advantage of, I am afraid, because of diary
constraints but we are grateful for the thought. You
are responsible for a very significant percentage of
UK gas production so you are pretty well-placed to
tell us about gas issues. I imagine that you sell your
gas on a similar pattern to other gas suppliers in the
UK market. Roughly what proportion of the gas
that you sell do you think goes to electricity
generation, how much for heating homes and oYces,
and how much for other uses, such as chemical
industry uses?
Ms Luxbacher: I am sorry, I am having a little bit of
trouble hearing.

Q44 Chairman: I apologise, I will talk up. Roughly
how much of your gas is used for electricity
generation, roughly how much for heating purposes,
domestic and commercial, and roughly how much is
used for chemical industries, for example?
Ms Luxbacher: When we are selling our gas as a
producer we are primarily selling into the liquid UK
market at the national balancing point. I would
generally say if you go down to the end user our gas
is being used in proportion to the gas-energy mix in
the UK today. We are not selling directly to
residential. We sell to some industrial, some power,
most of our gas is on-sold.

Q45 Chairman: Do you know what that proportion
would be?
Ms Luxbacher: For our gas?

Q46 Chairman: For the gas market in general.
Ms Luxbacher: In terms of the current gas market.
Residential demand for gas right now is about 42%,
power about 34% and industrial about 24%, in
that range.

Q47 Chairman: And used as feedstock in industries
is very small?
Ms Luxbacher: That would be part of the industrial
demand. I do not know if we have that broken down,
how much is used as feedstock

Mr Thomas: Those figures are publicly available.

Q48 Mr Weir: We have heard a lot about the fact
that UK gas is running out faster than expected. Can
you tell us if you think that the UK’s home supply
really will run out within 30 years, or are there likely
to be further reserves to be discovered and exploited
if the price is right?
Ms Luxbacher: If you are looking over the long-
haul, 30 years, clearly the UK fields are in decline but
at the same time there is quite a bit of exploration
going on in the North Sea currently. The question
really is there are still development opportunities out
there, will the fiscal and regulatory regime stay stable
such as it continues to attract investment for that
development, and whatever happens with price over
the long-haul will also be a clear indicator. The
important thing is less than that gas running out,
more important the UK is well-positioned for global
gas resources. About 70% of global gas resources are
within economic transport distance of the UK. The
UK is very well-positioned from a gas perspective.

Q49 Mr Weir: What is your view on the price of gas
and oil in the foreseeable future? Obviously it has
gone up significantly over the last couple of years
where it is probably double what it might have been
expected to be. Do you see that continuing or do you
see prices falling? At what level do you think it will
have a serious impact on further exploration of the
UK’s oil and gas reserves?
Ms Luxbacher: I do not think I can give you a
projected price into the future. What I can say is
when you look at both oil and gas reserves there is
suYcient oil and gas reserves to satisfy growing
world demand. If you look at gas reserves, the Oil
and Gas Journal published 60 years’ worth of gas
reserves and what that tells you is oil and gas prices
will continue to cycle up and down, as they have
historically. We would estimate with both oil and
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gas prices we are probably at the top of the cycle
right now, but how long that will last and when it will
cycle, I would not want to project that.
Mr Thomas: If what you are getting at is that high
prices could have some positive impact, or lower
prices some negative impact, on investment, the
point I would make is we are in a long-term business
and our projects can take five to ten years, on the
drawing board from when we first discover
something and then we have a tail of production
which could be 25 years. The price of oil today really
has very little relevance to whether we go ahead with
a project. Back in the late 1990s when prices were
just above $10 a barrel we were still investing quite
aggressively, particularly in West Africa where we
have a number of fields which are coming on-stream
today, despite the relatively low prices at the time.

Q50 Mr Weir: Surely as a major oil company you
must be looking at the future and saying, “These
fields are getting low or being used, whatever, what
exploration are we looking at, what is economic for
us to look at west of Shetland, for example”, which
is often quoted as there being a marginal field in that
area. The current price is, what, $60-odd a barrel
from $30-odd. I am trying to get some indication of
what level you would consider it to be economic to
look at fields like that?
Ms Luxbacher: I think the biggest contributor to
what will be economic in the future is really
technology development. As Nick just explained, all
of these projects have to be looked at over the long-
term. With a lot of these fields, and we find that
happening constantly, what was not economic at
any reasonable projection of future price will be
economic because of the development in technology
and we will go back to existing fields, which we are
doing today. The Beryl field and the announcement
we recently put out is a good example of how we are
drilling more wells there than we ever thought we
would and extending the life of that field because of
new technology developments in fast drilling and
extended drilling which have changed the
economics. We would say it is technology and we
anticipate continued technology progression–we are
a technology company–that will enable these
reserves to be developed.

Q51 Mr Weir: You mentioned earlier the tax regime
as being a factor in this. I notice you say in your
submission: “The most recent increase in the
supplemental charge to Corporation Tax comes at a
time when crude prices are at high levels. At more
historical price levels, this level of taxation is likely
to render many resource development projects in the
UK North Sea uneconomic, shorten the economic
life of existing fields and reduce the prospects for
optimising resource recovery.” Do I take it from that
that the current level of the tax regime is not having
a detrimental impact?
Ms Luxbacher: I think, as a general statement, when
we are looking at a project we are looking at it over a
long-term life cycle. Every company that is investing
has a diVerent view of how they look at their
investments and how long they feel certain

environments will be sustained or changed. Our
point was we would not expect current price levels to
be maintained out into the future, we expect there to
be a cycle and without further technology
development, at the same technology, some of these
marginal fields would not be developed.

Q52 Mr Weir: Tell me if I am reading this wrong but
it does seem to me that what you are saying here is
at the current level of oil price the Corporation Tax
is not a significant factor, you can live with that.
What I am trying to get at is if the price of oil starts
to fall does it become a detrimental factor to
continuing exploration in the North Sea?
Ms Luxbacher: Yes, it does. Drilling the next well
even on a current prospect could be—

Q53 Mr Weir: To what sort of level would it have to
go down before it became an uneconomic prospect
in your view?
Ms Luxbacher: I do not think I could speculate on
what it might be because it is too complicated. It
depends on the prospect, on the technology, on
reserves there. There are just so many factors that it
would be very diYcult to say. We would evaluate
each one individually and make an investment
decision based on that particular investment and the
risks involved.

Q54 Mr Weir: In the last two or three Budgets the
Chancellor made several changes to the tax regime.
Is continual change in the tax regime something that
causes you concern? Are you looking for a more
stable tax regime in the long-term and, if so, what do
you consider to be the long-term in tax terms?
Ms Luxbacher: Yes, we would very much like a
stable tax regime, one that did not change. As we
have said in our statement, if prices go down we
think fields would be marginal. If anything, the tax
regime may need to reverse itself in order to optimise
recovery of the UK’s gas reserves. Again, we look
over a long project life for our fields when we are
making an investment decision and look at the
current tax regime and whether we anticipate that it
will change. Nick, would you add anything to that?
Mr Thomas: The only thing I would add to that is
you have got to remember the maturity of the
UKCS. We are 40 years into it now. None of us
really anticipate that the large fields are still there, so
we are chasing smaller fields, additions to existing
fields, and they are technically diYcult, relatively
expensive, we are dealing with high pressure, high
temperature fields often. That technical
environment is very challenging. We live with a very
uncertain price environment. As I said, not many
years ago prices were down near $10 and today they
are above $60, so there is uncertainty there. As
Robbi has said, and I think this is what you are
getting at, what we need is a stable tax and business
environment in which we can operate with this
uncertainty. . That is really what we are looking for
and tax is obviously a very important part of that.
We have an option before we invest in a field, we
look at the tax regime and if we think that is fair we
can either invest or not invest. Where we have taken
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the investment decision and somebody changes the
rules afterwards, that is when it gives us diYculty in
terms of confidence investing in the future.

Q55 Mr Weir: I am trying to understand how this is
achieved in the situation we have had in recent years
where the price has risen apparently so dramatically.
Should the tax regime not follow the price to some
extent when there has been such a dramatic
fluctuation in price?
Mr Thomas: I think I tried to cover that point earlier
where typically from the inception of looking at a
project to taking the investment decision our
projects can be 25-30 years. Quite genuinely we
ignore today’s oil price, it is not relevant in our
assessments. The tax regime is very relevant and we
make an assumption that is going to remain at
whatever level it is at when we take the decision. On
the technical aspects of it, we try and understand as
much about the field and the development at the
beginning as we can but often we cannot have
absolute certainty about that. Today’s oil price
really is not relevant for us.
Ms Luxbacher: I would also say that we operate in a
myriad of diVerent tax regimes around the world. As
Nick said, it is less the tax regime than that you
understand what it is when you make your
investment decision. If it is a diYcult tax regime it is
likely to attract less investment. It is less the tax
regime than knowing what its structure is and having
some confidence in its stability so when you are
making your investment decision you can make it.
That has been the challenge in the UK, that there has
been a series of tax changes which would indicate
less stability and confidence in the future for an
investor.

Q56 Mr Bone: I am struggling in this area,
Chairman. I think one of your competitors stated
over the weekend that prices are going to be high for
a while, but then we would expect to see a dramatic
fall. You have not been quite so forthright in that. I
find it hard as a businessman to think you are not
really worried about the end price, you are worried
about the tax regime. I find that extraordinary. I
would be much more concerned about what my
price is to my cost. You did say that we are in a cycle
of prices, so I assume that if we are at the top,
because it has gone up from ten to 60, the cycle
means it is going to go down over the next few years,
which is hopefully what you are saying.
Ms Luxbacher: We have said that we would
anticipate we are at the top of the cycle and it is likely
to go down but we have not made any predictions
about where it might go or when it might. When you
look at the adequacy of both oil and gas reserves in
the world, continued technology development and
competing energy sources over the long-haul, you
would say that it should cycle.
Mr Bone: Go down.

Q57 Chairman: And up.
Ms Luxbacher: Go down and up again, a cycle.
Historically it has cycled.

Q58 Chairman: It is extraordinary that $10 a barrel
and $60 is all the same when you decide to invest,
that seems odd to me. Presumably in the long run as
fossil fuel reserves do start to run out and we start to
see an end to the cycle, a steady escalation, then the
price will drive additional exploration activity?
Ms Luxbacher: The only point we were making was
you do not do an investment that has to pay out for
20 years based on today’s price.

Q59 Chairman: At $60 a barrel.
Ms Luxbacher: Because we do not expect, whether
today’s price is $10 or $60 or $2 gas or $6 gas, that it
is going to stay during that whole period. Somehow
we see it cycling and look at a range of scenarios in
evaluating investment decisions.
Mr Thomas: Can I add one thing to that because I
used to be corporate planning manager for Esso here
in the UK. I remember back in the 1980s that we had
a view at that stage that by now, in the early 2000s,
oil prices would be at over $100 in today’s money,
and we are nowhere near that. That was a global
view we were taking. What we did as a result of that
was we invested in a number of areas that in the end
we have regretted and they have not been good
investments. We have learned from that. As Robbi
has said, the only point I was trying to make was $6
or $60 today does not mean that we shut oV or build
up our investment. We have got to have a long-term
view, and we do have a long-term view.

Q60 Mr Wright: Just very briefly and quickly, in
terms of your ability to look to the future for
investment, how does the Government’s view on, for
instance, the energy needs about gas-fired power
stations I know there are a number of them in the
pipeline at the moment impact on your policy for
extraction of gas?
Ms Luxbacher: It depends not so much on the
Government’s view. What we would consistently
argue for is in any country’s energy mix there should
be a diversity of supply, the fuel mix should be
diversified and the fuel sources should be diversified
to provide the greatest security. At the same time we
would argue for a level playing field for those fuels
to compete against each other as the best economic
choice. If the Government is simply stating a
preference, we are investing based on our outlook
for the environment, the regulatory structure, the
legal structure, the fiscal structure that exists and the
investment opportunities that are available to us.

Q61 Mr Wright: Obviously what we were always
worried about was another dash for gas, but if after
the energy review the decision was that we were
going to build nuclear reactors all over the place and
all the plans for gas-fired power stations were
cancelled that would impact on your ability to—
Ms Luxbacher: It would impact on our outlook but
we would argue against the Government
incentivising one fuel versus the other, that would
result in a non-optimum energy mix. We would
rather a level playing field. If the Government had
that policy while at the same time saying it was
improving permitting processes, which we would
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certainly be in agreement with, planning and
permitting while allowing due process but at the
same time making those processes more eYcient for
all fuels, that would be very sensible.

Q62 Mr Weir: Earlier you gave a figure of something
like 70% of the world’s oil and gas being within
transportable distance of the UK.
Ms Luxbacher: Gas reserves, yes.
Mr Weir: Presumably that comes from a range of
other countries and regulatory regimes. I wonder
how the UK’s regulatory regime and taxation
regime compares with other similar nations in
Western democracies as opposed to anywhere else.
Chairman: That was a question on my mind and it
builds on a question that Peter Bone is going to ask
now. Take Mike’s question as the first half and
perhaps Peter’s as the second half. Is that sensible?

Q63 Mr Bone: You are joking a bit when you say you
are worried about Gordon Brown and a change in
the tax regulation. You are going to invest in Iran,
Venezuela and Russia and surely those are the
countries that will give you bigger problems. If that
is so does that not benefit countries like the UK,
which is stable, and we will be more likely to get our
fields developed rather than Russia, Venezuela and
Iran?
Ms Luxbacher: When we are evaluating an
investment decision we are taking into account all of
the risks and part of that is reservoir risks, the
opportunity that is there, how likely you are to be
successful, what the economics are. Again, the issue
that the UK has, as Nick has said very well, is it is a
mature basin, the discoveries are not large, they are
technically challenged, so you need a stable
democratic country but at the same time—

Q64 Mr Bone: Can I just interrupt at that point.
How would you weigh up what you have said there
against the risk of investing in Russia, say?
Ms Luxbacher: We are investing in Russia. We are a
very large investor in Russia and have just brought
on, in fact, our large project, our Sakhalin-I project
that started up last year in Russia. Again, you are
looking at the reserves, the size of the prospect, the
fiscal terms you can negotiate, and evaluating that
against how you see the regulatory and legal regime
that you are operating in. It is all part of the risk
equation in terms of making an investment decision.
That is what we are in the business of doing,
developing oil and gas reserves around the world to
serve energy demand. It is a risk decision.

Q65 Mr Weir: What weight do you give to these
factors? We have Bolivia which has recently
nationalised its gas and Venezuela has some tensions
between the government and the United States, and
Iran where there are obvious tensions. I would have
thought anyone looking at extracting gas and oil in
these countries would give much higher weight to
being able to extract gas and oil in a stable
democracy even in marginal fields than in a very
risky situation in some of these countries. I just
wonder how you weight that.

Ms Luxbacher: There is not a weighting, it is not a
formula. It is looking at all of the factors that are
involved and weighing them, and in some countries
you can make the assessment.

Q66 Mr Weir: From that point of view, if you look
at security of supply for the UK surely you must
look at security of supply for your company being
able to supply its customers from various places.
Ms Luxbacher: We do, and for our shareholders we
look at the investments around the world where we
are investing. Part of what we have is a diversity of
investment, a very large portfolio, a lot of
investment opportunities we are looking at at any
one time, some of which, because of conditions in a
country, or the technology has not advanced, or any
other reason, mean we may not be developing at any
point in time but still are working with the
expectation of developing at some point.
Chairman: Can we bring up another risk regulatory
issue which Peter Bone wants to explore on this. This
is a very key area.

Q67 Mr Bone: This is fairly technical and I suppose
we are not asking about generalisations here, but
Ofgem’s proposal for gas producers to provide real-
time information about the availability of gas
supplies to traders in the wholesale gas market
sounds very good from the competition point of
view, and that is what we have all been banging on
about, but then lo and behold a nice stable country
like Norway apparently, from press reports, is really
uptight about this and might decide not to send us
any supplies. What is your view on that? Do we have
to row back on competition to satisfy even Norway?
Ms Luxbacher: I really cannot address what Norway
may or may not choose to do other than to say
Norway as a supply country needs countries to
consume its product, so there is an interdependency
there that is helpful. On the real-time information,
one of the most interesting things about real-time
information is it always sounds pro-competitive to
have more information but sometimes the issue the
producers have with it, and I think Norway has with
it, is that the information can be too detailed and
cause the market to become more volatile and
producers could be liable for information where
normally they are simply working at a problem, it is
too detailed and is not really pro-competitive and
could cause market reactions. UKOOA came out
with a statement expressing the concerns that
producers have. It is one of the interesting dilemmas
on information and it is one place where we do not
necessarily think it is helpful to the market, and we
are very much for transparency in reporting.

Q68 Mr Bone: So Ofgem may have got this one
slightly wrong?
Ms Luxbacher: We think they have gone a bit too
far.

Q69 Chairman: This is very interesting. We take a
very chauvinistic view when we assume that we have
the most stable regulatory and fiscal regime in the
world and everything is marvellous here, but what
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you are telling us is there are risks in the UK
environment just as there are in the other markets.
We see those other risks but we do not see our own
risks.
Ms Luxbacher: That is right. At the same time I
would say a strong positive for the UK market is
Alistair Darling pointed out that over the next five
years the UK will have some £10 billion of
investment for a new gas infrastructure in storage,
pipelines and receiving terminals. The reason it is
attracting all of that investment into it is there is a
recognition that there is a supply gap so there is an
opportunity for new supplies to come into the
market, it has a very attractive liquid transparent gas
market where a supplier can easily come into the
market and buy and sell, and the regulatory
structure enables the purchasing of pipeline capacity
and so forth to be very transparent also. That is a
positive in terms of what the UK market has done,
it is a very open and competitive market that has
attracted gas supply to it. I would not want to
overstate the risks on the other side either, there is a
balance there.

Q70 Mark Hunter: I would like to put to you a few
questions about the diversity of supply at the
moment. When discussing the need to ensure diverse
sources of supply of LNG to the UK, you have
mentioned in your paper as exporters, Norway,
Qatar, Russia and oVshore West Africa. Given that
we are already importing gas via pipeline from
Norway, and we could do the same from Russia,
how much does LNG really add to the diversity of
supply?
Ms Luxbacher: Significantly. Of course, we are a
major supplier with our Qatar Gas II project where
the terminal will be starting up late 2007 with
supplies coming in in very early 2008 to bring two
billion cubic feet a day over two start-up periods into
the UK market. That is coming from Qatar. What is
happening with LNG is it can bring new supply
sources that cannot be pipeline connected, so it very
much adds diversity because it adds a completely
diVerent country bringing gas supply essentially to
the UK.

Q71 Mark Hunter: If I can move on but on the same
theme. You are optimistic about access to LNG
reserves, it seems, but a recent news article suggested
that with rising demand for LNG, concerns about
stability in the exporting countries and the desire by
exporters to obtain better returns by converting the
gas to higher value products there could well be a
shortage of LNG before long. What would your
response be to that suggestion?
Ms Luxbacher: As I said, there are suYcient gas
reserves, as reported by the Oil and Gas Journal, to
meet rising gas demand on a worldwide basis. In
order to attract those LNG supplies into any market
the important thing is to have a very open,
competitive market with a transparent regime that is
competitive, therefore, on a worldwide basis. What
we will see is LNG supplies being enabled, since it is
in ships instead of pipelines, it can move to diVerent
markets, so it is having a market similar to the one

the UK has that is competitively traded and,
therefore, can compete on an ongoing basis for LNG
supplies. It sends out price signals that signal when
the market needs additional supply.

Q72 Mark Hunter: Are the concerns about shortage
of supply overstated or just completely misplaced?
Ms Luxbacher: You talk about the short-term and
the long-term. Certainly over the long-term there is
adequate gas supply. These projects are developed
over a number of years, so as projects come on they
come on in chunks, steps. That is part of what
contributes to cyclical price movements, that supply
comes on in steps as opposed to smoothly as
demand moves.
Mark Hunter: For the foreseeable future you are
satisfied that there are suYcient reserves.

Q73 Chairman: Can I just ask you to qualify that.
There was a very interesting article in the FT which
drew attention to a series of problems with
individual countries and quoted Frank Harris, Vice-
President of Global International Gas at Wood
Mackenzie, who said “If you ask what the three
biggest issues of LNG are, I would say supply,
supply, supply”. You do not share that view?
Ms Luxbacher: Not over the long-term because
there are adequate gas reserves.

Q74 Mark Hunter: What is long-term to you?
Ms Luxbacher: Long enough to develop a project.

Q75 Mark Hunter: Give me something to work on.
What is long-term in your industry? Do not say it is
the opposite of short-term!
Mr Thomas: Can I come at it from a diVerent way.
If I can give you an example: in the Qatar field the
gas that we have is coming from the largest non-
associated gas field in the world and it could supply
the UK demand fully–assuming we had the projects
in place to do it, and that is not the intention–for 250
years. It is a huge gas field. The terminal that we are
building in west Wales, South Hook, to take product
in will have the capacity to provide, at current rates,
20 per cent of UK gas supplies. This is a substantial
new supply source for the UK and it is not the only
project that is going ahead at the moment, as you are
probably aware.

Q76 Mr Weir: I would just like to ask on LNG. You
talk about diversity of supply as part of security of
supply but it is diVerent from piped gas in the sense
it can be easily diverted in many ways, as after
Hurricane Katrina hit the Gulf of Mexico supplies
that were destined to the UK were diverted to the
United States, so how much additional security of
supply does LNG give the UK?
Ms Luxbacher: Let me answer that in two ways.
First I will talk in general and then I will talk about
our LNG project. As long as the UK has an open
competitive gas market that is sending out
transparent price signals it will compete eVectively
on a worldwide basis for any LNG supplies to come
into it. That is really what you would want so it can
be competitive and attract supplies into it. Our
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project that we are building, the one Nick and I
referenced, is an integrated project, it has supply
behind it, it has liquefaction trains being built in
Qatar, and ships, and the terminal, and is fully
integrated into the UK market. Our intention after
doing all that investment, particularly in the
terminal which is close to $1 billion, which would be
about £0.56 billion pounds, would be to fully utilise
that terminal. At the same time the State of Qatar
and ourselves would not be fully utilising or
protecting their resource if they were not also
responding to price signals periodically elsewhere.
We would expect over the life of that terminal that
the supply in it might fluctuate some; not much
would be our expectation but it would depend on
world conditions at the time. Obviously if the UK
market had more than suYcient supplies coming
into it, its price signals would indicate that and there
would be price signals elsewhere that would indicate
another market had greater need.

Q77 Mr Weir: If the price signal that you keep
referring to coming from the United States is you
can get much more money here for your LNG
because of particular circumstances, the hurricane in
that case but it could have been something else, is
there not a natural tendency, whatever investment
there is, to divert that gas to the market where you
can get the highest price for it?
Ms Luxbacher: In addition, cargoes do not typically
divert at short-term notice. We are assuming with
the investment in the terminal that when you make
a diversion decision you have to make a decision to
leave capacity un-utilised and there is a lot of cost in
that. There is a hurdle to get over before a diversion
takes place that also goes into all these economics.
You are right, LNG does not guarantee it but
neither do pipeline supplies always, they can be
connected to dual markets. The more important
security of supply indicator is how the marketplace
itself works.

Q78 Mark Hunter: This is my final question for now.
Part of the process of the liberalisation of the UK gas
market has been the development of spot and
forward markets, in contrast to elsewhere in Europe,
of course, where long-term supply contracts do
dominate. Many of those from whom we would
import gas in the future are state-owned or, in eVect,
state-run, and these companies prefer the stability of
long-term contracts. Must we tie ourselves into long-
term contracts in order to guarantee secure gas
supplies? If so, what eVect, if any, do you think that
would have on the UK’s liberalised market?
Ms Luxbacher: If I could back up and talk a little bit
about how the market works. I do not think your
question was whether the government should be
entering into long-term contracts for supply. The
players in the market go out and contract supplies on
all diVerent bases: short-term contracts and long-
term contracts. The more important thing when you
look at continental Europe and importers into
continental Europe is whether continental Europe
eventually gets to a liberalised, open, transparent
market, as the EC is trying to do with enforcing Gas

Directives and furthering the Gas Directives in
continental Europe. If it gets there, and we believe it
will over time, and certainly support it getting there,
the whole market the UK is connected to is a much
larger market being served by a whole range of
diVerent contracted supplies. Does that answer your
question?

Q79 Mark Hunter: I am not sure it does. Let me have
another go. The basic point I am making is in most
of the rest of Europe there are long-term contracts in
place which helps guarantee their security of supply.
My question to you is does Britain need necessarily
to tie itself into long-term contracts in order to
secure gas supplies?
Ms Luxbacher: The simple answer to that would be
no. For the UK, the important thing is keeping the
market that it has and ensuring that it has an open
and competitive market. If you look at the UK, it is
attracting far more investment than any other
market in Europe and it is really the fact that it does
have a market that is open and competitive, where
suppliers have the flexibility depending on the
supply demand in the marketplace.

Q80 Mark Hunter: So we can enjoy the same security
of supply without necessarily having the long-term
contracts?
Ms Luxbacher: Yes.

Q81 Mr Bone: I was encouraged by your answer but
basically the problem lies in the fact that we have a
number of our EU partners who have refused to
liberalise their markets. We have got this year where
the price has been much higher in this country but we
did not see supplies coming over to this country from
Europe to reduce it because they were tied into state-
owned monopoly contracts. Really our
concentration as a Government should be on the EU
doing what it says it is going to do.
Ms Luxbacher: I would agree in terms of focusing on
where the EU is trying to get to. Commissioner
Piebalgs came out with a statement on their intent to
continue to move forward and getting the two Gas
Directives fully in force.

Q82 Mr Wright: This question follows on and is
connected with that. It is touching on the
infrastructure and looking at the project that you
have got at Milford Haven with Qatar Petroleum in
terms of the $13 billion as part of that particular
project.
Ms Luxbacher: The fully integrated project.

Q83 Mr Wright: We have heard from other
witnesses as well about the case that there is enough
infrastructure for the future to cover our needs for
the UK capacity, but what we did find last year in
particular was the Interconnector, although it was
built up to be for the importation of gas that we
particularly need, was the reverse, that in actual fact
it was not being used as importation, it was used for
export as well, so it was not covering our need. What
guarantees have you got that the infrastructure that
you are investing in, and the others as well, the
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Langeled pipeline and yourself, which probably
account for 40% of the UK’s capacity, will be fully
used?
Ms Luxbacher: Langeled is another good example.
When the Ormen Lange field comes up, it is targeted
into the UK market. It is another good example
where because of the UK market’s liquidity, and
being an open and competitive market, that pipeline
and that development was targeted into the UK
versus into continental Europe. Again, it is another
good example of how well the market is working.
Once the pipeline has been invested in, for the
suppliers of a project like that to decide to divert they
also have the same investment hurdle to get over
before they do a diversion and then there are
probably capacity restrictions on a lot of the pipeline
systems. It all goes back to if the market is sending
out the proper signals and if the continental market
opens up, and it is liquid, all of that should be
sending out price signals so that gas is moving and
the prices really equilibrate throughout those
markets. As more and more LNG moves around the
world you should see world gas prices equilibrating
too where LNG is moving to the closer transport
markets and rarely diverting oV of that unless there
is some major change in the supply and demand
balance.

Q84 Mr Wright: Going on from that, would the
price of the raw commodity of gas aVect the
infrastructure investment for the future? If it was to
drop, and I doubt that it will drop, I see it stabilising
and probably increasing gradually over the years,
would that have a significant eVect on the
infrastructure needs? We have always been told that
storage capacity in the UK is at its lowest,
presumably because we had our own gas on tap, and
obviously that did create a problem in the last year,
or we were told it was going to create a problem
which never appeared, and perhaps to a lesser extent
this year. Do you see that the price of gas could
forestall some of the infrastructure projects?
Ms Luxbacher: I think there are two kinds of
infrastructure projects. There are infrastructure
projects that are part of integrated production
development, such as our Qatar Gas project, where
the terminal, which is infrastructure, and the ships,
which you could argue are infrastructure, are part of
a fully integrated project, so they would go with the
same project investment decision. The Langeled
pipeline was part of an integrated field development.
To develop the field we needed to make sure that it
could come to a market and the gas could be sold.
Then there are storage investments that may not be
part of the production but may be based on helping
support the swing in gas demand between summer
and winter and an investor would be looking at that
and making their decision.

Q85 Mr Wright: I think, Mr Thomas, you said the
gas reserves in Qatar could keep us in supply for 250
years. Bearing in mind your project at Milford
Haven is going to give 20%, why do you not invest
in another plan to give us another 20%. Is it that you
have saturated the development within the UK?

Mr Thomas: I was just trying to give you an idea of
the size of the reserve that there is in Qatar.
Obviously we are very cognisant of all of the other
developments which are happening here in the UK:
Langeled has been mentioned, Statfjord Late Life,
there is another LNG terminal half the size of our
project in Milford Haven as well, BP’s Isle of Grain
as well as extensions to the Interconnector which
increase capacity. A lot of additional capacity is
coming to the UK.

Q86 Mr Wright: Do you foresee that it will be up to
100% capacity or do you think it will be above the
100% capacity eventually?
Ms Luxbacher: It all depends on where demand
growth really goes. On current demand projections
there is suYcient capacity being built to satisfy that
demand.

Q87 Chairman: Talking about storage, this morning
we heard from Dieter Helm that one of the things we
needed in the energy market was strategic gas stocks,
much as you have strategic oil stocks. What is your
view of strategic gas stocks as a legislative
requirement?
Ms Luxbacher: We think the market should decide.
Storage in the marketplace should be a marketplace
decision. When you have strategic gas stocks it
interferes with investment decisions that the
investors might be making in the marketplace. We
do not think that should be necessary. If the market
is working appropriately and if the permitting and
planning process is suYcient—

Q88 Chairman: If.
Ms Luxbacher: If, yes. Those are the things where we
say Government should really be focusing. If those
were happening then the market would be building
the appropriate storage that was needed.

Q89 Chairman: Let us look at something in a bit
more detail, South Hook. I was intrigued that in
your memorandum you say: “The project has
become competitive through access to a large gas
resource in Qatar, technological advances..” Can
you just explain in detail why it has become more
competitive now?
Ms Luxbacher: Yes. It goes with something I said
earlier about technology. When we first proposed
this project and announced that we were doing this
project much of the market was very surprised
because it was the first project coming from the
Middle East all the way to the UK, which in the past
had not been viewed as something that could be
economic. The reason it is economic is because when
this project is built we will be building the largest
liquefaction train, so you get economies of scale
there and that reduces your cost. The ships are
proprietary technology that we have developed and
they are the largest ships ever built, one and a half
times the size of the conventional ships that have
been built. The terminal is also larger. What we have
got along every step is economies of scale that have
dramatically reduced the cost and made supply cost
competitive into the UK when looking at other
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sources of supply. That is one of the key criteria for
us, looking at other sources of supply and saying can
it be cost competitive.

Q90 Chairman: Those are things that apply to any
location in the rest of the world. Is there anything
specific to the UK that has made investment more
competitive?
Ms Luxbacher: Again, it was looking at the
marketplace, recognising that the indigenous supply
was declining and there was a supply-demand gap
opening up, so new supplies were needed into this
market. Secondly, looking at the UK market itself,
this is a liquid gas market, transparent pricing, and
recognising that the gas could be readily sold into the
marketplace. In some markets that do not have a
readily available gas market, the time it takes just to
contract—before you do the project you have to
develop a long-term contract—can take a number of
years and delay project development. This market
enabled really very rapid project development.

Q91 Chairman: That is helpful, but I thought you
had got a lot of planning diYculties, was that not the
case, local authority planning permission?
Ms Luxbacher: The support of the local authorities
has been excellent.
Mr Thomas: The short answer is no, we have not had
any planning diYculties. There are two planning
authorities concerned, which complicates it. We do
have full consent from both planning authorities and
the Health & Safety Commission consent as well,
which is very important from the safety point of
view. At the moment we are about 40 per cent of the
way on in terms of the development of the project.

Q92 Chairman: There are no outstanding planning
issues causing any concerns?
Mr Thomas: There are no planning issues
outstanding.

Q93 Chairman: I ask this because it is important.
Mr Thomas: I am sorry, let me correct that. We have
gone back for a variation to the original planning
permission on some points of detail. Currently we
have clearance from one of the planning authorities,
the Pembrokeshire Coastal National Park
Authority, and we are waiting on planning
permission from Pembrokeshire County Council
but we cannot see any reason why we should not get
that. It is just a detailed planning change that we
have made.

Q94 Chairman: The reason I ask is one of the
recurring themes of this Committee’s investigation
into the energy sector is diYculties with planning
and for gas storage that is proving to be a problem,
is it not, but with your investment in import
infrastructure that has not been an issue?
Ms Luxbacher: Right. We are not doing anything on
storage currently.

Q95 Chairman: I was just wondering whether you
had encountered any problems with the gas storage
applications. Wind farm developments and nuclear

power stations all attract considerable planning
issues around them, but that has not been the case
with this.
Mr Thomas: I would like to say these things do not
happen by accident. We spent a lot of time
consulting with local interested groups, held many
meetings in the Milford Haven area and explained to
the local population and the planning authorities
exactly what we were proposing and I think we were
able to address most, if not all, of the concerns the
majority of people had.

Q96 Chairman: For example, there was a report
which we had on the LNG Focus website which said:
“companies behind the projects, as well as local
authorities like Pembrokeshire County Council and
Pembrokeshire Coastal National Park Authority
still have a nervous wait. They are waiting to hear
whether the UK’s Court of Appeal will allow two
members of Safe Haven, a local pressure group, to
challenge the legality of the authorities granting the
projects planning permission and Hazardous
Substance Consents.”
Mr Thomas: Let me deal with that. It was a level of
detail that I thought I would spare you.

Q97 Chairman: With planning the devil is in the
detail.
Mr Thomas: As I said, we have planning and we are
tweaking part of that in terms of the detail. A judicial
review was sought by some complainants in the area
that the planning authorities and the Health and
Safety Executive had not acquitted themselves fully
as part of the consent process. That is not anything
to do with us, it is to do with the planning
authorities. It has been to court twice and the judge
has dismissed it twice. However, there was a
technicality in terms of the evidence of the Health
and Safety Executive which means that the court is
going to look at it again. We have always been fully
confident that this is not going to be an issue for us
and we are continuing to invest fully in the site.

Q98 Chairman: That is helpful. I just want to ask a
more philosophical question about Ofgem. They
have got a very diYcult job to do in balancing the
need to ensure competition through open access to
markets and the information issues you were
discussing with Peter Bone earlier, and allowing a
decent return on your investments. You are looking
at a decent return on your investments as well so
there is a limit to open competition. Do they get the
balance right between these two competing
objectives?
Ms Luxbacher: Ofgem are not regulating our direct
investment, they are regulating—

Q99 Chairman: The market.
Ms Luxbacher: No, actually they are regulating the
pipeline system and then the information in the
market. They are National Grid Gas primarily and
making determinations on National Grid and the
return that it—
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Q100 Chairman: You have got a pipeline from
Milford Haven, have you not?
Ms Luxbacher: Yes. It will connect into the pipeline.

Q101 Chairman: How long is that pipeline? Not
long?
Mr Thomas: It is not a pipeline which we are
involved with, it is a pipeline being constructed by
National Grid to link up to our site.

Q102 Chairman: You have got no problem with that
either. What is rather fascinating about this whole
evidence session and written evidence is you almost
have no problem about anything. It is really quite
extraordinary. When I read these screaming horror
headlines even in the Financial Times about how
dreadful everything is, how we have got no security
of gas supply and really Gazprom is something we
have to think about very, very carefully indeed, the
view of Exxon is “No, no, there is no problem with
the security of gas supply as long as we retain our
open liberal markets full stop”.
Ms Luxbacher: Yes.

Q103 Chairman: If everything is so great, when there
is so much more gas out there than everyone thinks
there is and there is no problem with supply, why do
we bother with nuclear at all, just have another dash
for gas with gas-powered stations everywhere, why
not, there is no problem?

Ms Luxbacher: In building them, again, we would
say there should be a level playing field for all of
them. At the same time, we are advocates of diversity
in the supply mix.

Q104 Chairman: If it is all so wonderful why do you
need diversity, it comes at a great political and
economic cost to us?
Ms Luxbacher: That is true. I think there are
concerns about that and every energy source comes
with issues associated with it, and looking at that
and balancing that truly is a role of government. Our
position is allowing a level playing field for all these
competing fields to compete, create and maintain the
marketplace in which they can.

Q105 Chairman: I feel from what you have said
today that if you maintain that level playing field it
is likely to lead–I am being neutral, I am not making
a value judgment here–to a very significant increase
in gas-powered generation.
Ms Luxbacher: It depends how investors in power
generation have their outlooks in terms of the risks
that they are assessing, the planning support they
have, their outlooks for cost of fuels and how they
look at that, and they would probably look at a mix
as they go on into the future.

Q106 Chairman: I am pleased to find you so relaxed
and happy about the market in which you operate.
If my colleagues have no further questions and there
is nothing else you want to add?
Ms Luxbacher: I think we have covered most of it.
We have talked about where we see the gas business
so, yes, I think we have.
Chairman: Do not panic, Mr Mainwaring! Thank
you very much indeed, we are very grateful.
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Q107 Chairman: Gentlemen, welcome to this third
session on UK dependence on gas imports as part of
the select committee’s investigation into the Energy
Review being held by the Government. As always,
thank you for coming and thank you for your
written submissions. Could you introduce
yourselves?
Mr Murray: My name is Chris Murray and I am the
Network Operations Director for the National
Grid. My teams look after the real time operation of
both the gas and electricity transmission networks
for GB.
Mr Cocks: I am Simon Cocks. I am the Commercial
Director for National Grid, which means I deal in
principle with the live risk management of the live
regulatory regime and the connection of generators
and our customers to the transmission network,
European policy and forecasting.

Q108 Chairman: We all know that just because you
build something, that does not mean it is used,
whatever it is in life. Certainly that has been true of
gas import capacity. You say we have plenty but that
does not necessarily mean it is actually going to be
used. In your submission to us, your response to the
Government which you copied that to us, there is a
graph about the levels of uncertainty around gas
supplies. There are some pretty wide variations in
the graph. Do you have any view as to which of those
scenarios about gas supplies are most likely? What
are you using for your own planning purposes at
National Grid?
Mr Murray: The reality is that there is a great deal
of uncertainty. We saw from last winter that just
because new capacity is made available, that does
not necessarily equal commodity. We are looking at
some new infrastructure going forward, such as the
BBL connection, which is backed by contracts, but
that is not generally the case. Therefore, we have to
recognise that we are connected not just to European
markets but to global markets as well. If we are
looking at interconnection with Europe, we have to
be cognisant of the liquidity in the market. If we are
thinking about LNG, we have to be cognisant of the
fluidity of the global energy market. We saw last
winter, with the impacts of tail impact of Hurricanes
Katrina and Rita, that a number of energy
shipments that might have been destined for the UK
went west to the US. As far as our own assumptions
are concerned, then we are consulting as part of the
winter consultation process this year, and indeed

consulting through the TBE (Transporting British
Energy) process with industry. Ultimately, supply
will always equal demand because it has to. We
expect that more infrastructure will be built over the
next few years than we actually need. The issue for
us is whether the stuV that we need in a timely
fashion for this winter will arrive on time, and then,
looking to the future, what uncertainties there may
be around planning consents and the like in terms of
the rest of the infrastructure turning up.

Q109 Chairman: Supply equals demand but only on
price of course.
Mr Murray: Absolutely, Chairman. When we saw
the impacts of last winter, where as a system
operator we actually only had one diYcult day in
balancing the system, which was 13 March, the gas
balancing alert day, that does not mean to say that
there were not significant diYculties for consumers.
In fact, the additional tool that we had last winter,
which had never been proven before, was demand-
side response, but we have to recognise there are two
forms of demand-side response: voluntary demand-
side response where people choose to sell their gas
back to the market, and that is fine if they have put
those arrangements in place; there is also
involuntary demand-side response where people
simply cannot aVord the energy price and therefore
have to curtail their approach.

Q110 Chairman: Returning to my question at the
start, what import capacity utilisation figure would
you work on for planning purposes?
Mr Murray: It is a very diYcult question. Forgive
me; I am not seeking to prevaricate. All we can do
is look at what the forecast demand is and then say:
looking at the projected schemes which are coming
forward, how much of that capacity will need to be
utilised in order to meet that demand? I think we
would be looking, over the next few years, between
30 and 40% of that capacity in order to meet the
demand we have here within GB.

Q111 Chairman: By 2015, about 50%, according to
that?
Mr Murray: Yes, Chairman.

Q112 Mr Wright: Our predecessor committee in
2002 put together a report on The Security of Energy
Supply. At that time, they were asking the
Government if it was confident that it was planning
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far enough ahead to give the market the right signals
to make timely investment. In your response to the
DTI consultation, you suggest that the Joint Energy
Security of Supply working group should be asked
to look further ahead up to 15 years instead of the
current seven years. Would you believe that such an
extension really makes a diVerence to companies’
abilities to plan long-term investment in the gas
infrastructure? Further, do you think that the
Government would be willing to make this change?
Mr Murray: Certainly in respect of the capability of
companies to look forward over those longer
timeframes, then, yes, we do believe that it is
important for strategic planning to have that longer
term view. For example, the current JESS timeframe
does not line up even with the Large Combustion
Plan Directive. There are clearly mismatches
between policies, directives out there and the current
planning timeframes. As far as whether the
Government would be prepared to look that far out,
then I think that would be a matter for Government.

Q113 Mr Wright: Do you think that the current
seven years was always far too short a timescale
then? Do you think it should just move with the
market itself?
Mr Murray: I think the market is operating within
the current timeframes, and it is clearly bringing
forward new generation, and certainly through the
consultations that we do and the statements we
provide, both the seven-year statement for electricity
and the 10-year statement for gas, we can see new
schemes coming forward so that supplies can come
in to meet demand. However, we do believe that
longer timeframes would be more helpful because
then investors could look at the longer term
environment into which they are investing, rather
than thinking about perhaps going out and seeking
to do long-term contracts, many of which are simply
not there.

Q114 Mr Wright: Do you genuinely believe, as you
put in your report, ‘up to 15 years’? Is that just to add
a little bit of insurance on your basis, or do you think
it will genuinely take up to 15 years?
Mr Murray: We genuinely believe it would be
helpful. Some of the schemes that we are talking
about, of course, from inception to delivery, do take
an awful long time. Quite often either ourselves, if
we are building, or developers, if they are building,
can go through very extended planning timescales
before they can actually go ahead and build
something. If you only plan on a seven-year horizon,
for example, it may be that the vast majority of that,
if not all, could be taken up in planning.
Mr Cocks: There are two other points to make.
Clearly, this is a capital-intensive business. We are
looking at a 40 to 50 years asset life. That would tend
to suggest a longer strategic planning timescale.
Given that such areas of work, which we will come
on to talk about later, like the RCEP 2050, work to
make a commitment to our 60% carbon reduction,
again making a commitment that far out, we would
need sensible steps in terms of policy direction and
policy coherence in order to reach those objectives.

Q115 Mr Hoyle: Can we take you on to gas storage
facilities or the lack of gas storage facilities? Whose
job is it to actually create and ensure that there is
enough gas storage in the UK?
Mr Murray: Storage, of course, is a matter for
private developers. We have very limited storage, as
you know, here in the UK for historic reasons,
because of our dependence on North Sea gas. We
only have something like 4% of annual requirements
in storage. There are something like 10 new gas
storage projects under development at the moment.
Even if all those go ahead, that will still leave us with
perhaps twice what we have at the moment, but a
very low percentage compared to our total annual
need. Whilst the market is delivering these short-to
medium-term projects, which are strategically
important and the engineering characteristics of the
new ones tend to be such that they can fill very
rapidly whereas some of the old ones tended to fill
quite slowly and therefore they can be recycled
through the winter, the reality is that we do not have
an environment that is creating a signal for anybody
to invest in long-term storage: for example, another
Rough. There is no long-term strategic storage being
built. If we look at the experience that we had last
winter, where in February we lost the Rough storage
facility, then clearly that was a significant loss in
terms of capability, of about 10% of peak day loss to
us, in one go. Nothing is coming forward at the
moment in terms of replacing that.

Q116 Mr Hoyle: The truth of the matter is that the
consumer is the loser because there are no storage
facilities. We know that the spot market price is what
it is because we do not have the capacity to store and
hold the gas. That is causing problems to the market.
It ensures that overall the consumer has to pay more
for power. The question was: whose responsibility is
that? You said it is that of private companies. Does
Transco have a responsibility as they have the
monopoly for moving gas around? Do you think it
is your responsibility to have storage facilities for
people to use?
Mr Murray: No, we do not believe it is our
responsibility.

Q117 Mr Hoyle: Whose responsibility do you
believe it is?
Mr Murray: At the moment, it is the responsibility
of the market.

Q118 Mr Hoyle: You are saying that we should
regulate to make sure that companies deliver for
consumers where you are failing at the moment?
Mr Murray: If the market is deemed to be failing at
the moment in terms of providing long-term storage,
it may be that there are other options that could be
looked at. It may be that additional obligations
could be put on suppliers in terms of securing
storage to make sure that they can provide for winter
peaks. I entirely agree with you that in the absence
of substantial storage, to allow us to flatten price so
that people are not having to buy on spot, then that
smoothing or dampening mechanism on price does
not currently exist.
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Mr Cocks: Clearly the market could respond in
several ways. It will either provide gas storage or, as
we are seeing in terms of development of the
infrastructure, it will provide supply-side diversity,
both of which contribute to security of supply.

Q119 Mr Hoyle: When we look at our European
counterparts, they have much more storage facility
than we have, so we are really letting down the
consumer. I wonder what you think we can do to
ensure there is more adequate storage?
Mr Murray: I think we could sharpen the existing
obligations to incentivise suppliers. We could
explicitly incorporate security of supply standards
into supply licences with penalties if need be. We
could require suppliers to demonstrate to OYce of
Gas and Electricity Markets at the start of every
winter that they broadly have the capability to meet
the needs of their consumers. We could extend the
obligations to cover firm non-residential customers.
We could review the 1:20 and 1:50 standards. There
are numerous things that could be done.

Q120 Mr Hoyle: Let us hope that something
happens. In fairness to OYce of Gas Electricity
Markets and everything that you have mentioned,
they have had many years in which to put this in
place and it has failed the consumer. I want to move
on slightly. I quite understand that investors in
major infrastructure projects need a reasonable
return on their investments. Are you happy with the
way that OYce of Gas and Electricity Markets is
dealing with requests for exemption from their
regulated third party excess regulations? Do you feel
that more could be done to ensure that investors
recoup their assets with sole use?
Mr Murray: The only area in which we have an
interest here is in terms of the Isle of Grain facility
where we did get an exemption from third party
excess, and of course ‘use it or lose it’ provisions do
apply. If we look at that capacity, it was made
available to the market. It was not fully utilised
earlier on in the winter. OYce of Gas and electricity
Markets stepped in and talked to the capacity
holders to make sure they did utilise it and then put
arrangements in place whereby if that capacity was
not being used by those holders, then it should be
sold on to the market. From our perspective, we are
content that that should happen. As far as attracting
more investment is concerned, clearly some
investors are concerned about ‘use it or lose it’
provisions and would prefer to have long-term
contracts and no ‘use it or lose it’ provisions such as
exist in the US. As far as National Grid is concerned,
we have the one facility; we have it fully contracted
and we want to see it used.

Q121 Mr Hoyle: You have mentioned LNG, which
is very important. You have two facilities, at Milford
Haven as well as Isle of Grain.
Mr Murray: Not Milford Haven.

Q122 Mr Hoyle: You only have one. Allowing for
that, obviously LNG will be a future need for the
UK market at the moment and in the longer term.

Unless there is some other significant find, I cannot
see us looking at anything other than LNG imports.
Do you think we have got it right? You touched on
America where they have minimal regulatory
requirements to cover safety and requirements. Do
you think we have it wrong and maybe we over-
regulate or is it somewhere in between the two?
Mr Murray: I suspect we probably get it right. The
reason I say that is because we have seen the Isle of
Grain facility built and we are about to see it
extended. We have seen private investors in BG,
Exxon Mobil and Petronas developing the Milford
Haven terminals, which as you say will be very
substantial in terms of the amount of LNG they
could bring into the UK. I think the issue for LNG
of course is that the terminals themselves represent
a relatively small cost in terms of their whole supply
chain. Therefore, having the terminal there does not
necessarily mean it is going to be heavily utilised
because of course if you are vertically integrated as
an LNG player, then of course you may be
producing LNG, shipping LNG and if you can see a
higher spot price at the Henry Hub, for example,
then you might want to send your cargoes over
there. Generally, the environment seems to be right
because these facilities are being built in the UK.

Q123 Mr Hoyle: Are you priced about the same
between your competitor and your own Grain and
Milford Haven people to land, dock and use that
facility? Are you in competition or do you pitch
the prices?
Mr Murray: I do not know the information on
prices, I am afraid. That is on another part of the
National Grid business. We are happy to provide a
note to you on that if that would be helpful.

Q124 Mr Hoyle: We want to know if there is true
competition or perhaps, as you have a good
monopoly position already, we want to see if you
genuinely like competition or not. It would be
interesting if you sent us a note on that. I move on to
another topic. If we look at importing gas, and we
keep going on about this, could you explain how
much gas, from where and the quality? Obviously we
have set everything up in the UK because we know
the North Sea gas is of very good quality. Everything
is running on that, but people say that imported gas
is inferior, that appliances cannot use some of the
gas that could come into this country. Is that true or
is there enough quality gas there without having to
worry about changing appliances within the UK?
Mr Cocks: Essentially, this is a fairly complex area.
As we said earlier, when we talk of good and poor
quality gas, we are talking about gas with diVering
chemical parameters. Clearly you will be aware that
in the UK, as part of the National Grid’s safety case,
we manage to Gas Safety Management Regulations
standards. There has been a piece of work going on
in Europe through a trade association, the European
Association for Streamlining Energy Exchange,
which is looking at the opportunity, firstly, to
harmonise the way that we measure those
parameters across Europe and, secondly, potentially
to harmonise the standards across Europe. The



3544871003 Page Type [O] 01-11-07 22:58:31 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 23

20 June 2006 Mr Chris Murray and Mr Simon Cocks

European Association for the Streamlining of
Energy Exchange gas parameters as they stand
would fall outside the current GSMR parameters
that we have. There is one particular measure within
gas quality, the Wobbe index: which is a measure of
energy value of gas in the broader sense. All our
appliance regulators in the UK are set up within
certain Wobbe parameters. Were those to be
exceeded, there could be safety consequences on
appliances in terms of their not burning eYciently or
burning in an unstable fashion. We are with the
debate with EASEE-gas? The DTI have been very
clear that there is no immediate change to GSMR
standards. As this debate is developing in Europe,
what is coming to the fore is that there are things that
have not yet been considered by EASEE-gas. There
was a recent study by Marco gas that started to get
into the country-specific issues like the DTI have
represented to EASEE-gas, which suggests that
there is more work to be undertaken. Our line on this
with EASEE-gas, and we are part of the debate, is
that we do not necessarily jump to the full
harmonisation; there needs to be a full cost benefit
analysis. We can understand the need for
compatibility, and we need to understand that in
greater detail. Only yesterday I think the European
Commission was looking at CEN, which is a formal
standards agency in Europe doing a piece of work on
harmonisation of gas standards. This is a hot topic.
There is a lot of discussion going on around it. What
is clear to us, in terms of the LNG that would be
imported into this country, is that it is of good
quality and it would confirm to GSMR. The
standard of Norwegian gas for instance, of which
significant quantities will be imported in the future,
also complies with GSMR, to the extent, coming
back to LNG, that the terminal developers at
Milford Haven are installing gas processing and
balancing equipment to make sure that they comply
with UK standards. Taking it up a level from there,
perhaps the obvious thing to understand is that we
are in a tight market in terms of supply. One might
take the view to some extent that suppliers can
dictate the standard of gas they might want to send.
As that eases with the diversity of infrastructure and
more availability of gas, then the purchasing power
swings, so there is potentially more chance to
determine the specification of gas we want coming
into this country.
Mr Murray: May I add one point of clarification on
the issue of LNG? Of course LNG can come from
many parts of the world. It may not be too extreme
to say that no two tankers may necessarily be the
same in terms of their absolute chemical
composition. Some may arrive that is already
complying with GSMR and that could simply come
straight into the system. If it is not, then, as Simon
has referred to it, it will have to be ballasted with
nitrogen or processed in some other way. As
National Grid, we will not allow non-compliant gas
into the UK transmission system because we would
be in breach of our safety case if we did.

Q125 Mr Hoyle: Obviously the final check would
ensure that it is only the correct gas for appliances in
the UK that will be transmitted by yourselves?

Mr Cocks: Yes, that is the safety case.

Q126 Chairman: You are saying that there is an issue
about the quality of gas but it is one you can address.
Mr Cocks: Yes.

Q127 Chairman: You do really explicitly favour the
requirement to have strategic gas reserves from
suppliers?
Mr Murray: We think it would be very helpful
because of course at the moment we can only see
short-to medium-term storage capabilities coming
forward, which are relatively small of their nature. If
we had lost the Rough platform earlier in the winter
last year, we would have had substantially more
diYculty getting through the winter than we did. As
it happened, we lost it in the middle of February and
there was suYcient storage from other sources and
interconnector imports and LNG imports available
to make up the diVerence. If it had been much earlier
in the winter, then the diYculties that we would have
faced in balancing the system would have been much
more substantial. Clearly in that sense an urgent
review of the strategic reserves would be welcome.

Q128 Chairman: Gas supply companies are not
really thrilled about that prospect.
Mr Murray: I think they would have to comment on
that, Chairman.

Q129 Mrs Curtis-Thomas: Is the cost of storage
significant when it comes to pricing gas to the
consumer?
Mr Murray: It really depends on how much of the
storage is being used. At the moment, of course, we
have a relatively small amount of storage, but when
you are seeking to balance and you are looking at the
margin, then clearly the price of the marginal gas can
be quite high. We would expect, in terms of the merit
order of gas coming forward, gas to come at the
beach, gas to come through the interconnector, gas
to be coming through the various forms of storage.
Probably the most expensive form of gas we would
see to hit the network would be the short-term
storage, the LNG. Yes, it is significant in terms of
setting the spot price. As far as setting the tariV price,
then less so because obviously these are set further in
advance for consumers.

Q130 Mrs Curtis-Thomas: If we expanded the
storage provision, as argued by my colleague Mr
Hoyle, would there be a disproportionate increase in
the cost to the consumer or would it be relatively
small for a bigger benefit over the longer term?
Mr Murray: I believe it would be the latter.

Q131 Michael Clapham: Mr Murray, I note that
from your response to the Energy Review, you drew
attention to the fact that there is going to be quite a
considerable gap in generating capacity by the end of
the decade. I think something like 8 GW is likely to
disappear, and of course that does create concerns.
You suggest that the situation should be monitored
and, if there is a cause for concern, then the situation
should be, shall we say, encouraged by incentives.
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What kind of incentives? Some of our witnesses have
suggested that on the one hand there should be an
increase in the capacity market. Is it that kind of
thing you are thinking about or capacity payments,
as was previously used under the Pool system?
Mr Murray: Our position at the moment is that if we
look at all the information we have through our
consultation with industry, in terms of what we
publish back to the industry, we actually see that at
the moment suYcient generation is applying to the
system to maintain adequate capacity margin going
forward. We say that we think that should be closely
monitored because clearly if those applications that
we are getting at the moment do not convert
themselves into real physical supplies, then we are in
danger of the capacity margin deteriorating and that
compromises our ability to keep the lights on. If the
current expected projects do not come forward, then
we would look to see whether there would be some
sort of capacity payments mechanism perhaps or
other capacity mechanism that could encourage
people to bring generation forward so that we can
protect the margin. We think about 20% is sensible
in terms of our ability to keep the lights on. Of
course, in terms of absolute amount of generation
that would be required, then we would expect to see
an increasing level of plant margin required to give
us the same amount of energy because some of the
new forms of energy going forward, for example
wind, will be operating at much lower load factors
and much higher intermittency than traditional
baseload generation.

Q132 Michael Clapham: I will come to wind in a
minute. Given that there is likely to be a gap, bearing
in mind that if we are going to achieve security then
we need diversity, do you have any opinion
regarding how we should ensure that diversity, as we
lose for example nuclear and coal burn? If we are
talking in terms of the end of the decade to, say 2012-
2015, that is going to be well before we could bring
on nuclear capacity. Do you feel that the
incentivisation that we are talking about should be
aimed at the generators to renew some of their coal-
burning capacity so that we might get super-critical
boilers with carbon capture?
Mr Murray: I certainly think that is one thing that
should be considered and no doubt the Energy
Review is looking at that. The issue is: if nuclear, for
example, is going to come back on to the agenda in
terms of the longer term, what provides the bridge?
Is there going to be the capacity for clean coal burn
and new coal technologies to help provide the bridge
between now and, say, new nuclear coming on, and
indeed then enduring beyond that? To what extent
might additional CCGTs be required in that
intervening period? We do have to remember, of
course, that at a time when we are looking at
increasing import dependency on gas, we are also
looking at an increasing level of reliance on gas-fired
generation. Therefore, the issue of diversity is very
important because we may be in danger of putting
rather too many eggs in the gas basket when we are
looking at gas generation going north of 50% at a
time when gas importation is moving to 70-80%.

Q133 Michael Clapham: A little earlier you
mentioned the capacity margin being about 20%.
Does that figure in any profile of the energy market?
For example, if there were to be a change to, say,
20% of electricity being supplied by wind power,
would we still need that 20% back-up or would we
need it to be bigger than 20%, if we had 20% of
energy electricity provided by wind power?
Mr Murray: Absolutely, we would need it to be more
than 20%. In terms of our modelling, we look at
something like a 30% load factor on wind.
Therefore, if wind was going to play a substantial
role, and even if wind was developed in such a way
as to meet the Government’s targets of having 10%
wind by 2010, at the moment we think it is going to
be around 7.5%, as reflected in our seven-year
statement. Even if it were just 7.5 Gaseous Waste,
yes, we would need 20% to increase to reflect the I
intermittency of wind, and if we were going to be
more successful with wind, then we would need it to
be even higher.

Q134 Michael Clapham: Finally, in relation to the
gap that you identified is likely to occur, and bearing
in mind the need to ensure diversity, have you any
views on whether the market, for example, needs to
be regulated in relation to gas units? We are likely to
see an increase in the supply of gas coming from
Norway in the next year to 18 months. There is likely
to be, unless there is some understanding, a dash for
that gas. That dash for gas could distort the energy
mix for the future. Do you feel there is a need for any
regulation or do you feel the market can do the job?
Mr Murray: I think at the moment we would expect
the market to do the job.

Q135 Roger Berry: Is there an optimal maximum
capacity for baseload generating plant? Is there a
need for flexibility between winter and summer or
has that now disappeared?
Mr Murray: I think it is decreasing, certainly. The
minimum demand that we would expect is about
40% of peak demand. We have some relatively
inflexible generation. Some of our nuclear because
its characteristics is relatively inflexible and
downward regulation for us can be quite expensive.
How can one cope with trying to maintain a sensible
baseload to deal with that minimum requirement
and have some flexibility? We are less interconnected
than most of our European counterparties. For
example, if we contrasted ourselves with France,
who have a large nuclear fleet, they are heavily
interconnected and they can maintain their sensible
baseload by just exporting to other countries. They
also tend to have much more flexible nuclear plant
compared to the electrical composition of ours. If
the Government should decide that nuclear were on
the agenda going forward, then clearly having the
most flexible nuclear plant available would be
helpful.

Q136 Roger Berry: In paragraph 6 of your
submission to the committee, you referred to
microgeneration and decentralised generation. You
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seem to suggest, but you are not quite explicit, that
it would have little eVect on the transmission
network. Is that the case? Is that your view?
Mr Cocks: Yes. Coming back to something we
mentioned earlier, which was the Royal Commission
for Environmental Protection 2050 report, we
played a very active part, as other companies did, in
looking at ways in which we could meet the 60%
reduction in CO2 by 2050. That work ran four very
distinct and somewhat extreme scenarios, be they
based around energy eYciency, proliferation of
nuclear, carbon sequestration, even out to looking at
renewables obviously and potentially one in two
homes in the UK having a microgeneration unit.
The answers that came back, time and again, were
that in order to transport renewable energy
eYciently from the areas of the country that were
rich in renewable resources, bulk transfer of energy
around transmission networks would still be
required if we are serious about meeting that target.
There are obviously other issues around
consumption patterns with microgeneration, which
again will still determine relatively large energy
transfers around the UK. It is also worth pointing
out that, in terms of the economics, clearly
transmission charges as part of the gas or electricity
bill make up about 2% and the losses on those
networks are still only about 1.5%, certainly for the
electricity network. We believe that transmission
very much has a part to play if we are going to deliver
that target by 2050.

Q137 Mr Bone: I wonder if National Grid is burying
its head in the sand and looking backwards rather
than forwards. I attended a very persuasive
presentation by Greenpeace that microgeneration
and energy eYciency would not require this bulk
movement of energy around the country. You can
have solar power, wind power and biomass.
Mr Cocks: I do not think we are at all, for all the
reasons we have mentioned. To a large extent, this is
quite a detailed area of work. It may be useful to the
Committee if we separately brief you on this subject.
There is a number of quite significant and distinct
issues that need to be taken into account in terms of
the question of what happens if microgeneration
may emerge. At the moment, microgeneration is
very much concentrated for instance in Scotland
around fuel poverty projects in terms of district
heating schemes. At the moment, the degree to
which the end consumer market will take up
microgeneration is unknown. What is known is that,
in terms of the contribution to the reduction to CO2

emissions, it is not going to do it on its own. There
is a requirement, if we are serious about the target,
aggressively to pursue renewables and on a
significant scale, which inevitably means moving
larger quantities of energy around the country.

Q138 Chairman: That is an interesting assertion. We
will be taking evidence later on microgeneration. It
would be helpful if National Grid let us have a note
of the technical issues involved in catering for a
significant increase in microgeneration.

Mr Cocks: We would be delighted to do that.

Q139 Roger Berry: In paragraph 25 of your
submission to the Committee, you say “it is
important to note that the electricity system is
designed to withstand the instantaneous loss of 1320
MW( Megawatt) of power”. Given, as you also
point out, that the new nuclear power plants are
likely to have a larger capacity, and 1600 MW is the
figure you mention, how would the system cope with
that larger potential outage if a plant were to go
down? How realistic are your estimates of the costs
to secure resilience in the market, which I assume is
what your figures at the end of the paragraph refer
to?
Mr Cocks: We have made quite a detailed
submission on what would be required in terms of
works on the transmission network in the event of a
new nuclear programme. Clearly, if capacity-wise
there was not a like-for-like replacement, and even in
some of the areas where there may still be an ageing
AGR reactor or Magnox reactor running at the
same time as we bring a new nuclear power station
on-stream and potentially land oVshore
transmission networks, that potentially triggers
significant incremental investment in the
transmission network. Just to take it in two chunks,
dependent on the penetration level of a new nuclear
programme and the sites themselves, we have made
a submission that would suggest around about £850
million to £1.4 billion would be required to be spent
on the physical infrastructure, or in that range. In
terms of the impact on balancing the market of
having larger generators on the system, we estimate
around about £50-£100 million per annum,
depending on whether you are talking about a single,
twin or three reactor installation.

Q140 Mrs Curtis-Thomas: Thank you very much for
that answer. You have answered part of the question
that I was going to ask. It is probable that there will,
as you say in your report, be significant changes in
the siting of generation plant over the next few years,
even if nuclear plants were built on the sites of the
existing nuclear power stations. Further, the closure
of some of the large coal-fired plant, the growth of
the renewable sector and the possible development
of microgeneration will all have an eVect on where
electricity is supplied from. Indeed you have
intimated that in your response. Do you have any
concerns about the ability of the system to cope with
these changes? You have already made comments
about the investment. If you feel you need to add
more, please do so now.
Mr Cocks: Bear in mind that since National Grid
was privatised, we have achieved about a.30 GW(
Giga-watt) change out in terms of generation
against 55 GW of demand. We believe that the issue
here really is that a typical lead time for the physical
infrastructure—so to construct our networks and
substations—is three to five years. Where we see
incoherence is with planning and environmental
laws. Clearly, any delays in those regulations of
course have a significant impact on our construction
programmes. If you couple that with a regulatory
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regime that is more or less based on ‘just in time’,
then clearly that does present some risk to our
programmes. Typically, we would expect the
infrastructure development, assuming planning and
environmental legislation is passed in an expedient
fashion, to be three to five years.

Q141 Mrs Curtis-Thomas: We note your estimate
that even if the existing nuclear fleet was replaced
very close to the existing site, there would need to be
an investment of between £850 million and £1.4
billion to accommodate it. Does this take into
account the upgrading of lines to deal with larger
plant? You mentioned you had looked at scenarios
of 1100 MW right to 3200 MW plants. How much
would this estimate increase to reflect the clustering
eVect of other forms of generating plant that you
mention?
Mr Cocks: Clearly, the costs that we have submitted
are distinct to nuclear. They are not considered
against the contracted background. The position we
have today in the UK is that there is some 30 GW
of generation at the application or contractual stage,
which in itself drives something like £1.2 billion
worth of network investment. It is also worth
pointing out to the committee that that investment
for nuclear does not take into account all the deeper
system reinforcement that that generating
background you describe would necessarily drive.

Q142 Mrs Curtis-Thomas: That figure of £1.4 billion
is on the basis of nuclear regeneration rather than
any other form of contribution?
Mr Cocks: That is correct.

Q143 Mrs Curtis-Thomas: Are there any estimates
for what would be a reasonable package of new
interventions, new supply?
Mr Cocks: At this stage, it is quite diYcult to tell. At
the moment, breaking this down into chunks, in the
period 2010-2020, I think we can reasonably expect
CCGTs and renewables to connect to the network
potentially with some new coal at the latter end. It is
only when you get beyond that period of 2015 and
onwards that new nuclear and issues that arise from
the implementation of LCPD start to arise. I think I
would say to you at the moment we could run many
diVerent scenarios but, until we get some clarity on
where we are headed, we could not provide a precise
number to bring this together in aggregate the
investment position.
Mr Murray: It is fair to say that clearly on some
issues like connection of renewables where we have
many applications for those, we have done the
calculations in terms of what the capital costs of
hooking up those renewables would be and we
estimate those to be around £0.75 billion.

Q144 Mrs Curtis-Thomas: Would you repeat that,
please, Mr Murray?
Mr Murray: Clearly we are putting in a lot of work
in terms of oVshore renewables, and if the oVshore
renewables that are currently applied actually come

through, then we estimate that the cost of hooking
up those oVshore renewables for National Grid
would be around £750 million.
Mr Cocks: To supplement Chris Murray’s answer,
the significant clusters that we are concentrating on
in the country at the moment are broadly Scotland,
the North-West, the Wash area and the Thames
Estuary. We have looked at a sequential investment
programme and trying to build flexibility into that
investment programme insofar as we can, bearing in
mind our earlier comment that many of the
applicants in the GBQ for generation connection
have not yet got planning consent.

Q145 Mrs Curtis-Thomas: If a new nuclear plant was
built somewhere other than on the sites of existing
large generating plants, would there have to be a
significant reconfiguration of the transmission grid?
How long might it take to change the grid? Could it
be done within the five-year timetable envisaged for
the construction of new nuclear plant?
Mr Cocks: From our comments, you will have
realised that extension of the current grid to connect
a new generator where there is existing
infrastructure is a three to five year proposition. I
think, bearing in mind current planning and
environmental legislation, it would be extremely
diYcult in a greenfield build of an overhead power
line to achieve that timescale.

Q146 Mrs Curtis-Thomas: You keep making
reference, albeit obliquely, to planning and
environmental regulation. I presume that you have
articulated your concern with respect to both of
those areas to the relevant government departments?
Mr Cocks: That is correct, we have.

Q147 Mrs Curtis-Thomas: I would certainly
welcome a copy of that correspondence.
Mr Cocks: Certainly.

Q148 Mrs Curtis-Thomas: We understand that
recently the National Grid has been involved in an
inquiry into the eVects of climate change. A number
of articles have appeared in the newspapers which
have said that most nuclear power stations on the
coastal line are going to be under serous threat.
Could you summarise the conclusions of that report
for us, and in particular there have been suggestions
that because of the very long timeframes involved in
the operation and decommissioning of nuclear
plant, some current sites would not be suitable for
the new generation of reactors. Have your cost
estimates been based on the fact that new plants will
have to be sited away from coastal locations to avoid
the problems associated with climactic change?
Mr Murray: No, they have not as yet. The reason for
that is that the study you are referring to is in fact a
preliminary scoping study undertaken by the Met
OYce, supported by ourselves, E.ON and EDF to
look at the impacts of climate change on the energy
industry in particular, and to look at some of the key
conclusions, as you have asked us to do. Currently
our systems are designed for a winter peak. With
global warming, there is projected to be a significant
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change between the balance of winter peak and
summer peak. That has many impacts on us. First of
all, both ourselves and many of the other
infrastructure companies maintain a lot of our
equipment in the summer. If the load is higher in the
summer due to air-conditioning, for example, then
our capacity to do that will be diminished. In
addition, if there are higher temperatures in the
summer, then the thermal eYciencies of the
equipment that we have will be reduced. The issue
around location is clearly that not just nuclear plant
but a lot of conventional plant is located on the coast
and with rising sea levels and potentially storm
surge, we need to make sure that anything new that
is built, takes into account the potential additional
risks which are brought about by climate change.
Having said that, these are preliminary results from
a scoping study. The Met OYce is now about to start
a two-year full detailed study into this issue, and
ourselves and the other companies that supported
the initial scoping study are hoping that we can
engage the industry more widely to support this
work by the Met OYce.

Q149 Mrs Curtis-Thomas: Finally, I have to ask you
a question about skills and whether or not you have
a significant number of adequately skilled staV to
undertake the work that you need to undertake in
the medium to longer term, and I am referring not
only to professional engineers but to technical and
vocationally trained staV, and whether or not you
anticipate that there is enough supply coming
through from FE and HE to satisfy your longer
demands?
Mr Cocks: I think you are right to be concerned.
This is a very important area for the country as a
whole. We recognise it to the extent that we have
undertaken studies as an organisation for our needs
against the demands that we have described to you
today into the future, both for new work that is
entering the sector, be it from school or university,
and indeed the skills we require from mature
workers to achieve the immediate programmes of
work. That suggests to us that we do need to step up
our recruitment. We have been stepping up our
recruitment over the last three years but it does
remain an area of concern, yes.

Q150 Mrs Curtis-Thomas: Are there enough people
around there to meet your needs or are you
experiencing shortages?
Mr Murray: We have found some diYculties. If we
look at some very substantial recent recruitment we
undertook, we found that in order to meet our needs,
we were having to recruit worldwide. We ended up
with numerous engineers joining us from other parts
of the world. That simply says to me that the pool
that we are fishing in within the UK is not as deep as
we would like it to be. That drives a number of
initiatives within our company in terms of the
schemes that we are running to try to encourage
people into engineering. Certainly, I think, along
with other countries at the moment, we are finding
this a problem.

Mr Cocks: It is probably worth pointing out that we
have had some success with sister industries, such as
rail, that have been running huge capital
programmes. As those tail oV, some of our
programmes start. That does allow for some transfer
of resource. We have also had some success in some
areas in recruiting people from unrelated industries.
For instance, in the Midlands area, particularly with
the demise of the automotive industry, we have
successfully transferred a number of employees from
that sector over to the power sector. This is all about
finding innovative and imaginative ways in the short
term, as well as trying to safeguard the long-term
requirements for the industry. I think that plays
nicely back into a longer timescale in terms of
planning. I think skills falls into that arena as well.
Chairman: The Committee is going to have to look
at skills in engineering at some stage in the future
because the issues are so serious across virtually
every sector. Thank for your answers.

Q151 Mr Bone: I believe you are interested in
building an electricity interconnector between here
and Holland. I would like to know at what stage that
project is at and what sort of capacity it would bring
in to this country?
Mr Cocks: I think you are referring to the Brit-Ned
interconnector where we are in partnership with the
Tennet, an organisation in Holland. Again, that is
not a part of the regulated business but I will help
you in terms of where we are there today. It is
currently contracted to connect in 2008. The
capacity is going to be around 1320 MW. Currently,
that JV has secured its position in terms of final sums
in the queue. They are subject to regulatory
processes, both in Holland and in the UK, in terms
of exemption from the Electricity Directive. That is
probably as much as I can tell you about that
project.

Q152 Mr Bone: Would you be interested in building
more of these and what does an electricity
interconnector look like?
Mr Cocks: I should have brought some pictures. The
answer to the first part of your question is yes,
absolutely. As the European market liberalises, we
do see opportunities for additional interconnection,
provided there is market liquidity and the markets at
either end of the interconnector operate in a similar
manner in terms of real time balancing. What does
an electricity interconnector look like? For you and
I, it is not much diVerent to a substation, frankly, a
fairly complex looking substation installation at
either end and the cable under the sea.

Q153 Mr Bone: Changing the subject to gas
infrastructure, there was a lot of talk about the cost
of gas importation sites. There does not seem much
talk about presumably the pipes that are needed to
connect up with the grid. How much is that going to
cost and who is going to pay for it?
Mr Murray: That is investment that we would be
undertaking in terms of those connections. We have
a number of major schemes on the go at the moment,
the most significant of which is the extension of a
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national transmission system to connection to the
Milford Haven LNG facility. I think I am right in
saying that in our current price control submission,
we have put in something like £1.2 billion for the
future investment in the national transmission
system to hook up new sources of gas.

Q154 Miss Kirkbride: On page 9 of your response to
the Government’s Energy Review, you list some gas
storage facilities. Bearing in mind what you have
been saying about planning et cetera, how many of
these are actually being built now and how many are
facing problems of varying kinds?
Mr Murray: Frankly, that is a question, to get the
specific details, you will have to ask the individual
developers. We know that some are underway. Last
year we saw a new one commissioned, which was
very welcome, but we also know that some of them,
anecdotally, are facing planning issues. I am afraid
that I do not have any more specific detail than that.

Q155 Miss Kirkbride: So they are not all there yet?
Mr Murray: No, by no means.

Q156 Miss Kirkbride: With that in mind, you have
recently published your first estimate for gas
supplies looking into the future and particularly to
next winter. Can you give a very short summary of
where we stand on that?
Mr Murray: We are in consultation at present; we
have put forward a base case for discussion. In terms
of the key numbers going forward, there is large
agreement on what we think we can get oV the
UKCS for North Sea gas. There is still debate on
whether the new projects, for example Balgzand
Bacton Line and expansion of the interconnector,
will come in on time, and of course an even bigger
debate about, if they come in on time, will they be
utilised.

Q157 Miss Kirkbride: Why will they not be utilised?
Mr Murray: For example, last year we saw phase
one of the expansion of the interconnector. Capacity
went up to 48 million cubic meters per day but it did
not actually flow at substantially increased rates
until after Christmas. Although the capacity was
there and we needed the gas in the UK because it
turned cold in November, the (Beach) had not really

Witnesses: Mr Mark Clare, Managing Director, British Gas, and Mr Jake Ulrich, Managing Director,
Centrica Energy, Centrica Plc gave evidence.

Q161 Chairman: Gentlemen, welcome to this part of
our evidence session. Thank you very much for
coming and for your memorandum. As always, can
I begin by asking you to introduce yourselves?
Mr Clare: I am Mark Clare and I am Managing
Director of the British Gas residential energy
business, and so I focus on the 12 million customers
that we serve in this country.
Mr Ulrich: I am Jake Ulrich, Managing Director of
Centrica Energy, which is the upstream generation
and trading arm of Centrica.

got to the point where we would like to be. The Isle
of Grain was available but the ships were not coming
in with the frequency that we wanted. The gas did
not flow in response to price through the
interconnector. That is why OYce of Gas and
Electricity Markets and the Commission launched
the investigations into why gas was not flowing into
the UK, despite the capacity being there and despite
spot prices being higher in the UK than they were on
the Continent.

Q158 Miss Kirkbride: Briefly, looking into the
future, not just next year but for the next decade,
what is your projection for a supply of energy to the
British market, specifically gas, and whether or not
we are going to have any major price hikes because
of diYculties on the way?
Mr Murray: Looking out a couple of years, if all the
existing infrastructure that is planned is built, and
we have no reason to say that it will not be, in fact
all the signals are that it will be, then we will have an
over-capacity. If—over-capacity means that we get
over-supply—and the two are not necessarily the
same thing—then clearly that might have some
downward impact on prices. Certainly, as far at the
National Grid’s investment is concerned, it will need
to be substantial, but it represents a very small
proportion of end bills. We certainly would not see
National Grid investment putting undue upward
pressure on prices. The issue for us really is: will we
get genuine liberalisation of the energy markets?
Will we get transparency? Will we have a genuine
market on prices in terms of gas flowing to where it
is required?

Q159 Chairman: The summary is: a tough short term
if this winter is a diYcult winter again, a bit better
after that, and then God knows!
Mr Murray: More or less.

Q160 Chairman: Presumably when we see OYce of
Gas and Electricity Markets this afternoon, you
would like us to ask them to be quite nice to you
about your investment requirements to meet all this
new capacity that is coming onstream.
Mr Murray: Yes, please. That would be very helpful!
Chairman: Gentlemen, thank you very much indeed.
We have done a lot today. You have been excellent
witnesses. We are most grateful to you.

Q162 Chairman: How is your Russian, gentlemen?
You have had no contacts with Gazprom recently
going from the Stock Exchange this morning?
Mr Ulrich: Not for a week.

Q163 Chairman: We hope to see your putative
colleagues from Gazprom at a later date. We might
ask them some similar questions then. Let us get on
to the serious business about the UK Continental
Shelf. The sharp and unexpected decline in the
UKCS was one of the problems last winter, and
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again this winter. In your view, how much of our gas
will be coming from the UK Continental Shelf in,
say, ten years’ time?
Mr Ulrich: A lot of this depends on future weather
patterns and pricing.

Q164 Chairman: And indeed natural gas generation.
Mr Ulrich: We can come back to that. I am not sure
there will be a dash for gas for generation at these
prices. We agree with the National Grid that
whereas now we have 90% of supplies coming from
UKCS, probably by 2015 that will be down to about
30-35%, and certainly by 2020, it could be certainly
sub-20%.

Q165 Chairman: Those are quite stark figures and
show that increased dependence on imports is
inevitable, whether from countries like Norway,
Russia, Qatar or wherever. Just do a bit of blue sky
thinking with me for a moment, just to give me an
idea of the scale of the issue. Say, by some miracle:
microgeneration, renewables, nuclear, coal, the
whole lot, made all our electricity for us and we did
not need gas for electricity generation which is a
huge proportion of demand for gas, of course—
could we then use the UKCS to supply our domestic
requirements for gas as a heating fuel?
Mr Ulrich: Clearly it would extend the period but we
would inevitably run out. You are talking about
roughly I think 30 bcm per year being used for power
generation and the total demand in the UK is
around 105 bcm. Again, you could save roughly 30%
and that would delay the decline. I cannot do the
maths in my head, but some time in 2020s you would
still reach that or down to 20%.
Chairman: That just helps the scale and puts the
session in perspective for us. Thank you.

Q166 Miss Kirkbride: You make your own
production facilities. First, are the Government’s
brownfield initiatives actually working for you and
for others?
Mr Ulrich: We actually are involved in one
brownfield project in UK Statfjord where the oil
production is starting to come to an end and decline
and we are developing it as a gas field. There will be
significant investment in that over the next several
years. Yes, it does make sense. There are not a lot of
fields but we have identified a few that will work in
the UKCS for increased gas production as the oil
production declines.

Q167 Miss Kirkbride: So you are happy that the
marginal fields are being exploited?
Mr Ulrich: They will be exploited. I am confident at
these price levels that the fields will be exploited.

Q168 Miss Kirkbride: If the price drops, what then?
Mr Ulrich: I still think that the prices are so much
higher than producers had envisioned five years ago
that we will continue to get investment. I think there
will be more and more small producers and new
players than what we are trying to see, but, yes.

Q169 Roger Berry: You are involved in projects to
import gas from Norway, the Netherlands and
Malaysia; are you considering importing gas from
anywhere else? The Chairman has referred to your
knowledge of Russia; I do not know what that was
which I will not ask about.
Mr Ulrich: We are in constant dialogue with a
number of countries, and the list is everyone that you
would expect. We have a new project in Nigeria,
which we are just starting, and we expect to see in
four or five years LNG from Nigeria coming to the
UK. We are looking at several other countries in
that region, Equatorial Guinea, Ghana all have
potential, and in North Africa we are in constant
dialogue with Sonatrach, the Algerian company,
Egypt, Libya is a good prospect. Last week I was in
Qatar, again on the top of everyone’s list, and there
is some discussion with the Former Soviet Union,
particularly Kazakhstan as well as Gazprom about
new supplies. There is a lot of gas out there, but there
are a lot of issues in getting it to the UK around
infrastructure and projects, but the gas molecules
are available.

Q170 Roger Berry: You are spreading your bets.
Mr Ulrich: Yes.

Q171 Roger Berry: In your response to the Energy
Review you say that “many other EU Member
States have long been significant net gas importers,
without facing serious diYculties in terms of security
of supply”, referring to a concern that some have
raised. To what extent do you think that confidence
is misplaced given the dispute between Russia and
Ukraine last winter?
Mr Clare: We have to start with an understanding
that most countries are reliant on imports and the
only exceptions were the UK up until recently and
probably Canada. This is quite a normal situation
for most countries but, obviously, it is unusual for
the UK because we have been self-suYcient for some
time. As Jake has already indicated, Europe is
surrounded by gas; 60% of the world’s gas is in and
around Europe, but the challenge is how do we get
it here and I think other Member States have
operated in that environment for some considerable
time. Up until recently when we had the issues over
the new year with Russia, Member States were very
comfortable that there were many diVerent sources
of supply that they could rely on. If we look at the
reality of security of supply from Russia, they have
been a very, very stable producing nation for a very,
very long time; obviously, recent events have caused
some concern but the challenge must be for all
Member States to have diversity of supply, so many
diVerent supply points, and Jake has already
described the very large number that we are looking
for. I guess the other point to make is that most
failures—certainly in our own country when we have
had blackouts—have been down to indigenous
supply, whether it was coal production as it was in
the 70’s and 80’s which of course resulted from
industrial action, component failures in the network
or, more importantly, infrastructure failures. If we
look at the Rough outages, that is quite a warning
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shot for us that the UKCS infrastructure is getting
quite old and you can have these sorts of failures. I
guess those are the things that we should be quite
concerned about. The last point in terms of getting
access to these very many diVerent sources of gas is
the challenges that we currently have in getting
access through the European infrastructure; given
that a lot of this gas will have to flow through
European infrastructure we have to be very, very
concerned with the events last year, as National Grid
said, when the interconnector was half full and
prices were substantially higher in the UK than they
were in continental Europe.

Q172 Roger Berry: You seem to suggest that the EU
itself should play a leading role in discussions on
supply with gas producing countries; am I reading
your comments correctly?
Mr Clare: There is a need for the EU to look forward
at the long term requirements they have for supply
and I guess there is perhaps a coming together of
foreign policy and energy policy to some extent.
Because there is so much gas available it is very much
about planning to ensure that that gas can be
brought to Member States and that Member States
have the interconnectivity they need so that that gas
can flow across Member States as well.
Chairman: Mr Bone was hoping to pursue some of
those questions in a little more detail, so can I just
ask Lindsay Hoyle who had a supplementary on an
earlier point?

Q173 Mr Hoyle: You mentioned on Dr Berry’s
earlier question about which countries could supply
and that there is a lot of gas and oil out there. I just
wonder how far Centrica look for new licences;
British Overseas Territories such as the Falklands
have huge oil and gas reserves, are Centrica getting
involved there?
Mr Ulrich: We have not looked at that one yet and
I do not know whether the gas reserves are suYcient
for an LNG project or not but it is clearly something
that, if they were there, we would look at, yes.

Q174 Mr Hoyle: Obviously, being an overseas
territory it is a lot easier to access security of supply
and there are good reasons why it should be looked
at, so it something that you will bear in mind.
Mr Ulrich: Yes.
Mr Hoyle: Thank you, Chairman.
Roger Berry: If Peter wants to come in, I am more
than happy to let Peter go.

Q175 Mr Bone: Thank you, Chairman. I just want
to take you through something that you said to the
Government in your response to the Energy Review.
If I am understanding this right, you are suggesting
that the EU should lead discussions on supply with
gas producing countries. If that is really what you
are saying, bearing in mind the complete pig’s ear
mess that the European Union has made of the gas
market, are you then going on to suggest that they
should negotiate supplies into the EU and allocate
them to EU countries?

Mr Ulrich: No, I would not say that, I would not go
that far but I think it might be beneficial if the EU
had a framework around supplies so that you did
not see all of us individually trying to do incremental
buying from Gazprom, say. If there was a cohesive
amount or a plan or a strategy to aggregate the
demand I think it would give the EU a slightly better
bargaining power but I do not see where the EU
could negotiate for the UK or for Germany or for
France because we all have diVerent flexibility
requirements, we have diVerent transit
requirements, so I do not foresee it going that far.

Q176 Mr Bone: Mr Ulrich, I do not really follow
that, you cannot have it both ways. Either the
market decides, which I would have thought you
would have stood up very strongly for, or you get
this wretched European Union to negotiate. This is
the super-state business, is it not, we are Europe, this
is what we want in terms of gas. Surely you do not
believe that.
Mr Ulrich: Without getting into specifics, if you look
at three or four companies within the EU, a
concerted front would be better for gas buying;
whether that is better handled by the companies or
at EU level is a diVerent question.

Q177 Mr Bone: What I was trying to tease out,
Chairman, was really do you not believe this should
be left to companies and national governments
rather than the companies and the European Union?
Mr Ulrich: Yes.

Q178 Mr Bone: National governments.
Mr Ulrich: Yes.

Q179 Chairman: That seems rather to argue against
the written memorandum you have provided the
committee with.
Mr Ulrich: I take your point. In practicality it would
be nice if the EU could say amongst us we need 70
or 80 billion cubic metres of incremental supply next
year and this is the type of flexibility that we need,
but in reality the individual specific companies and I
guess correspondingly nationally—I am not sure
that national governments per se have that
knowledge but the individual companies do have the
direct requisite knowledge to determine what type of
contract should be negotiated. It is slightly diVerent
though when you look at the German companies
negotiating with Gazprom, you used to see Mr
Schröder there prominently for the entire period and
when Gaz de France negotiated with Gazprom you
would see Mr Chirac in the background possibly;
when British companies go to negotiate with
Gazprom at this stage we are kind of on our own.
There already is an EU influence, therefore, for most
of our competitors.

Q180 Chairman: But that is not the EU, that is
Member States fighting the corner for their own
national companies. It is not an EU policy.
Mr Ulrich: Yes.
Chairman: I am sorry, Peter, I rather interrupted
you.
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Q181 Mr Bone: That was the point we were trying to
get. Actually we are probably talking at cross-
purposes, you were more referring to EU member
countries standing up for their own interests, which
is fine, and that is what I would certainly argue for,
but it came across as though you were implying that
there should be a European Union worldwide super-
negotiator.
Mr Ulrich: No.

Q182 Roger Berry: Is there any evidence that having
a Chancellor or a President or a Prime Minister
standing in the background makes any diVerence?
Mr Ulrich: I have not seen it yet.

Q183 Roger Berry: That is very interesting, thank
you.
Mr Ulrich: But they are there.

Q184 Roger Berry: But if it does not make any
diVerence they are wasting their time, are they not?
Mr Ulrich: If you look at the recent developments in
Germany—this is speculation—the Germans have
been very successful in getting access to upstream
supplies in Russia. As you well know, Mr Schröder
has taken a position on the North European Pipeline
Board;not that there is anything wrong about that,
but there does seem to be a very close tie with the
Soviets.

Q185 Chairman: An earlier witness said that
Gazprom was not actually a profit-maximising
company, it quite liked profit but it did not always
seek to maximise its profit on every occasion. It is
susceptible to political pressure as well as strictly
commercial pressure, is that your view?
Mr Ulrich: It is probably very much influenced by
politics, yes. I am not suggesting that they act
outside profit optimisation or rational behaviour,
but clearly there does seem to be more political
influence.

Q186 Chairman: I do not want to leave Gazprom
quite alone just yet, but I am trying to get the picture.
You are saying, like earlier witnesses told us, that
there is actually plenty of gas out there in the world
and although we have short term problems in the
UK and in the long term obviously all carbon
supplies dry up, in the medium term there is not a gas
supply problem.
Mr Ulrich: Not molecules, no.

Q187 Chairman: You told us earlier that Russia has
been a very stable supplier of gas to international
markets; even at the height of the Cold War they
never broke a contract, and in your memorandum
you spend quite a lot of time telling us what we
should do to ensure that Russia remains a stable
supplier of gas: diplomatic objectives with Russia,
transportation on reasonable terms, you talk about
European companies taking part in Russian
exploration, promoting maximum diversity. Is
Russia a stable supplier of gas to the British market?
Mr Ulrich: Actually, there is very little Russian gas
flowing to the UK market as we speak.

Q188 Chairman: It has not yet, but in future.
Mr Ulrich: It is a future issue and there is no reason
to believe that they would not supply the gas. We
have not seen any evidence.

Q189 Chairman: The best way to secure it is to sell
them a major gas company in the UK.
Mr Ulrich: That could be one view.
Chairman: That would be one view. As much as I
would like to press that, the Stock Exchange would
be very cross with me if I did so I will not. Mick
Clapham.

Q190 Mr Clapham: Mr Ulrich, on the point that you
just raised there, the Russians have been supplying
gas into Europe for many years and one sees that
they do sell and provide security, but could that
security be undermined by competitive forces? For
example, we see great demand from China? Is the
future likely to be that the Russians could easily put
their gas east rather than west?
Mr Ulrich: I do not think it is easily done, but they
could do it, yes, they could do it, they could put more
of it east, yes.

Q191 Chairman: It is not easily done because there
is a heavy investment requirement in pipelines.
Mr Ulrich: Heavy investment in pipelines, rough
terrain, yes.

Q192 Mr Clapham: We already know that there is a
gas pipeline of course from Kazakhstan into China
and that could be a way of developing further, which
would impact on gas supplies into Europe.
Mr Clare: We focus very heavily on Russia and, as
we have already said, the Russian supplies coming
into the UK are still very, very small. The
projections are that they will increase over future
years but the challenge certainly for the UK is to
ensure that we have diverse sources of supplies so
that means we are much more reliant of course on
LNG as well as on European countries who have
adequate supplies today. If we were to put all our
eggs into one particular basket and rely on Russia I
think that would be the wrong thing, but it would be
the wrong thing to rely on Qatar or Algeria. We must
have diversity of supply of gas as well as, probably,
diversity of fuel type supply as well.

Q193 Mr Clapham: If I can just turn to how we
might improve security of supply, as you know, last
winter for example, businesses here in the UK had
great concerns as to whether they were going to find
disruptions. That did not occur, but I note from your
memorandum that you use a concept “standard of
supply security” and you think that all suppliers
should have to adhere to certain standards of supply
regarding security. Could you just tell us what
standards you have in mind and how that would
actually work?
Mr Clare: Today, in a commercial sense, all energy
suppliers buy the appropriate amount of storage and
gas that they feel they need to get through a
particular winter period, and we measure that on the
basis of how cold it is: one in twenty, one in fifty. The
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current obligations on suppliers are delivered
through the licence conditions and the fact that we
sign up to a network code, which then eVectively
places an obligation on us to ensure that we meet the
requirements to supply our customers. What we are
envisaging here is a situation where, because we
believe all suppliers currently do this for good
commercial reasons, there is actually an obligation
placed in the supply licence to ensure that all
suppliers act rationally and as they should to ensure
that they have the gas and the storage to supply their
customers through a certain winter, whether that is
a one in twenty winter, that needs to be defined. We
believe there is a role for OYce of Gas and Electricity
Markets to ensure that all suppliers actually meet
that obligation—today that does not exist—and I
suspect there should be transparency of that process
as well, as there is transparency in the rest of the gas
and electricity infrastructure and network. Finally,
we believe there is an opportunity to extend this
from just domestic customers to non-domestic but
firm customers—here there is a guaranteed supply
contract signed with non-domestic customers—and
we think that that would then create the right
environment such that companies act properly and
rationally, that there is transparency of what they
have done and if there are concerns, for example
about demand being there for storage in the future,
then as a result of this it would be very clear what
that demand would be for this winter and winters
going forward.

Q194 Mr Clapham: From what you have said you
envisage a situation of transparency where each
supplier would have to indicate to the market the
kind of long term contracts for gas that they have,
but would that not at the same time impact, for
example, on the wholesale market, because you
could have a situation where a particular gas
company may not have the long term contracts that
it is able to supply its customers from the
wholesale market.
Mr Clare: It would be perfectly acceptable if
companies have a mix of diVerent solutions to a cold
winter and it may well be fuel-switching in their
power plants as we saw last winter, so companies
switching from gas to oil. It may well be interruptible
contracts: British Gas has a substantial number of
interruptible contracts that it can interrupt in these
very, very cold periods, but it would have to be on a
basis, I guess, very much as a going concern
statement from any plc as constructed that there are
adequate resources there to meet the requirements.
The concern must be that there is not currently
enough visibility or, I believe, the right incentives to
ensure all companies act as they should and
therefore I believe that this would be a step in the
right direction to ensuring those supplies are
properly in place, certainly for next winter and
probably beyond, for those firm customers including
domestic.

Q195 Mr Clapham: Just turning to the issue of
Europe, for example, if the provisions that you
advocate the ‘use it or lose it’ provision had actually

been in play last winter, do you feel that it would
have had a greater impact on the use of the
interconnector and LNG and therefore may well
have provided a supply and a feeling of security to
businesses in the UK?
Mr Clare: In terms of ‘use it or lose it’ we are in
favour of those sorts of provisions, certainly on the
infrastructure where we can apply them, and that
probably focuses on the LNG terminals and the
pipelines. The issue we have with continental Europe
is that the bottleneck is not within that
infrastructure, it is onshore in Member States.
Today we have no visibility as to whether there is
capacity or whether that capacity is being hoarded
contractually, and without that we obviously cannot
tell whether ‘use it or lose it’ would work. In fact,
until we get transparency of what is happening in
continental Europe with their storage facilities and
their major transportation plant then it is very, very
diYcult for us to see how that would assist. We do
feel very strongly that if there is one thing that we
could do to help improve the flows of gas from
continental Europe, it is to bring to the market
information which almost certainly exists,
controlled by the companies that own the storage or
Member States where they are state-owned
companies. That would help quite substantially, and
then perhaps the next step is to say there is physical
infrastructure, companies are able to book that
infrastructure on an open market basis and if there
is hoarding then ‘use it or lose it’ provisions would
ensure that those contractual bottlenecks are
removed.

Q196 Mr Clapham: What has the European
Commission’s response been to your ‘use it or lose it’
concept? Have you had any connection at all with
the Commission?
Mr Clare: I do not think this has been our prime area
of focus with the Commission, to be honest, and I
am sure you will know that we have been very, very
vocal about the European market and how it has not
worked until now. Our focus has very much been on
trying to ensure that the directives that should have
been implemented in 2004 are implemented fast so
that we do get third party access to the
transportation networks, so we have the same rights
to book capacity as every other user of those
networks and that we do get independent regulation
because we think that independent regulation with
teeth, as we have had in the UK, will enable those
networks to be opened up much more substantially
than they have been. Of course, more recently, the
Commission should ensure that we do not see
mergers occurring between large companies in
continental Europe that could eVectively work
against the opening of the markets and competition.
Those are the areas we have really focused
attention on.
Mr Ulrich: The EU is sympathetic to ‘use it or lose
it’ on new pipe that transits Member States, they
have been fairly open in support of that, and also for
infrastructures such as LNG terminals. They have
turned that over to the Member States under their
jurisdiction, but the EU is supportive.
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Q197 Mr Clapham: You are satisfied that the
European Commission is now determined to open
up the European gas market?
Mr Clare: There are a number of signals, which we
are very pleased have now occurred, and these are
the investigations that are going on, specifically the
dawn raids. Our assumption is that they would not
have occurred unless there were real questions that
needed to be answered. Of course, the timing is the
issue for us; from a UK perspective what we need is
action taken very, very quickly to help us through
the next winter. The reality is that other than
providing transparency of information there is
probably very little that the European Commission
can do that will necessarily help us this winter, but as
a result of the actions being taken there is very much,
for us, a focus on ensuring that we deliver those
directives and that we deliver against the unbundling
push and momentum that is now building. As I say,
we focus on ensuring that we do not see companies
merging and blocking the market.

Q198 Chairman: Before I bring in Lindsay Hoyle,
can I just press you a bit more on this? Your
memorandum is very helpful on this point, very
helpful indeed; twice you emphasise the need to fully
liberalise the European gas market and you put a
cost this year—it is a bit lower because you say you
have absorbed some of the costs—of £186 per
household as the estimated cost of non-liberalisation
of the European gas market. I think everyone on this
committee agrees that we need to achieve
liberalisation of the European gas market, but is it
realistic in any short or medium timescale? Is it going
to be achieved? You talk about dawn raids and we
were impressed when we went to Brussels a month
ago at the determination of the Commission to take
action, but it is a very, very diYcult nettle to grasp,
is it not, and actually achieve something positive?
Mr Clare: I agree, and clearly we should have full
competition to the domestic customer in 2007. Our
honest view is that that is unlikely to be achieved as
a target, but I think our resolve should be to deliver
the original directives as fast as is possible. We are
seeing some action being taken and while you could
argue that we could clearly have preferred that
action to have been taken some time ago, because a
lot of these issues would have occurred—

Q199 Chairman: How long ago?
Mr Clare: If we were trying to get the directive in
2004 opening the business markets then it probably
should have been happening five years ago, but I
guess we have to recognise that there is a real drive
in the Commission to now tackle these issues with
vigour and we have to be very pleased about that,
and think the UK government has also engaged,
largely as a result of the issues last winter and
escalating prices. As much pressure as we can
continue to put through the UK Government and as
individual companies will only help in resolving this
issue. I fully agree; it is going to take longer than was
ever envisaged.
Chairman: Thank you, that is helpful. Lindsay
Hoyle.

Q200 Mr Hoyle: That moves us nicely on to gas
storage. Obviously, one of the big issues last winter
was that there is actually no real capacity in the UK
for long term storage of gas; in fact, in your
memorandum you have argued against strategic gas
storage and one must question why, what makes you
so confident that the market will be more eVective in
the future as you almost failed and the gas valves
were about to be turned oV from major users last
winter? There is a real concern there, why are you
opposed when everybody knows that the reality is
that if we had had more gas storage there would have
been no worries about supply; also, gas prices, the
poor old consumer would not have been beaten over
the head with your huge price increases. I just
wonder, is it because you have upstream and
downstream and it is in your best interest to ensure
high prices because of your upstream market, you
make even bigger profits.
Mr Clare: I will pass over the main question to my
colleague, but let me make it very, very clear that
Centrica and British Gas suVer seriously the higher
wholesale prices move. Obviously, the reason for
that is that we are more exposed than any other
energy company in the UK to high wholesale prices.
Yes, we have put prices up, but we have absorbed an
enormous amount of those increases which has
depressed profits and sent us into loss in British Gas
last year, and of course the impact of losing
customers undermines the long term value of our
company. We have been doing everything we can to
drive prices down; it is worth making that point. We
would much prefer lower prices which is why we are
pushing the European Commission, which is why we
are putting so much more investment into UKCS
which is why we have secured the long term
contracts with Norway, Holland and with Petronas
to bring new supplies to the UK. We continually,
therefore, bring pressure to drive prices down. Jake.
Mr Ulrich: We would agree that storage is necessary
and the question is what is the best method to deliver
that storage, and what we are not in favour of is
government expenditure of four, five, six, seven
billion pounds to build a strategic storage capacity
that may never be used, and we are unclear when and
how that would be used. There are currently three
new storage projects under construction, three in the
planning process, three being appraised and we
know of at least three other studies that would more
than double the current storage capacity in the UK,
so we are all for incremental storage and we are
looking at a few of those projects ourselves, but I
think if the announcement or decision was made to
go forward with strategic storage the commercial
operators would not move forward with their
projects. Why would we build incremental storage
not knowing what the policy is around strategic
storage? We are very much for storage but not for a
central strategic storage facility that is out of the
market.
Mr Clare: It is also worth making the point that of
course the UK is in an unusual position and a lot of
comparisons are made between the number of days
storage we have in the UK and France and
Germany, but we still deliver 90% of our gas
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requirements from our own UKCS gas fields, so if
you like we have the largest storage of any Member
State. Clearly there is a need for more storage and I
think we have to accept that if the planning
processes—I know the intent now is to try and
address those—had not presented the obstacles,
there would have been more storage anyway last
winter. There are a number of projects that have
been held up for some time and I think the estimates
are that over the next five years as long as the
planning issues are dealt with the amount of storage
will double and that will put us in a reasonably
strong position.

Q201 Mr Hoyle: In fairness, everybody has been too
reliant on Rough, have they not, and when that
facility was not available that brought a lot of
pressure on the market. Therefore it is only right that
people will say why should the Government not
ensure that there is strategic gas storage because,
unfortunately, the market let its customers down.
You go on to say quite rightly about planning issues;
people say we ought to be more liberal in the case of
planning, but we should also take into account
Buncefield and the problems there when it comes to
planning. I think everybody would have been
sympathetic until the major explosion last year,
which does show that you could be very vulnerable
if you do not get planning right. You have therefore
to be very, very careful on planning and we would
entirely agree with that, but the reality is that
unfortunately, whichever way we look at it,
companies have let customers down because there
are no real facilities. In fact, in your own
memorandum you are suggesting you are spending
£0.6 billion and yet we know that the Government
was trying to commit £9 billion in order to create a
huge gas storage facility. Do you think it is because
it is real investment that is needed that the market
really does shy away from ensuring that we have
capacity when there is major demand in winter? The
truth of the matter is that we came so close last
winter, you cannot give us any guarantees next
winter and, as the Chairman points out, we really do
not know what the future holds unless we have huge
gas supply storage facilities in the UK.
Mr Ulrich: We would clearly disagree. If you have a
proper, functioning Europe and you have access to
European storage and European capacity, a
properly functioning market will alleviate some of
those issues also. I run into quite a few people who
want to invest money in storage, there is private
equity—

Q202 Mr Hoyle: Then why are you losing
customers?
Mr Ulrich: Sorry?

Q203 Mr Hoyle: If it is so good and you have got it
so right, why are you losing customers hand over fist,
why have your prices gone up significantly and why
was it that you almost turned the valves oV on the
major energy users, if it is so good?
Mr Ulrich: I do not understand what you mean, so
good. I did not say it was good.

Q204 Mr Hoyle: You are saying that it is good
because we can do this and we can do the other. It
was so bad last winter and we are expecting next
winter to be the same, so surely, quite rightly,
customers should look to the Government to make
sure there is provision put there to ensure it does not
happen again.
Mr Clare: If you look at last winter, what were the
failures? We had as a country invested substantially
in new LNG terminals and an interconnector which
had doubled in capacity, neither of which were used.
If both of those were used then we would not have
had the price spikes that we saw. Clearly in March
we saw the loss of Rough, which did put the UK in
a more diYcult position, but there is no lack of desire
to invest in storage. There are very many projects, as
my colleague has said, that companies want to invest
in: with storage prices where they are, it is not at all
surprising. The issue is the time it takes to get the
necessary approvals to deliver those projects. If
there was a desire or an announcement by
Government to build a £6 billion storage facility, I
guess it would also struggle, one assumes, to get the
necessary planning consent.

Q205 Chairman: I do not think anyone is suggesting
that the Government should pay towards this
equipment; you are saying to the committee you
think that the private sector is bringing forward
enough gas storage proposals to meet eVectively the
need for any strategic gas reserves.
Mr Clare: That is our belief, yes.

Q206 Mr Hoyle: That the Government cause you to
spend, that is what I was suggesting.
Mr Clare: We talked about the potential to put
additional obligations into supply licences and that
is an important ingredient, because what it does is
clearly demonstrate the demand for storage more
clearly than perhaps it does today.

Q207 Mr Hoyle: Would there be a benefit—and you
do mention this, you are quite right to highlight the
tax treatment on cushion gas and reserves—or
would that be a way, if there was some cushion
within there, some tax breaks, to drive forward
storage facilities if the Treasury were to be
sympathetic? If the Treasury were to look
sympathetic, have you been in touch with them and
what have you done to actually say to the Treasury,
“look, we can both work together on this, if you give
us some tax breaks and give us an incentive, we
believe that the market will then put the storage in
place”?
Mr Ulrich: We have not specifically talked to the
Treasury about it. Clearly, it would be an
incremental help in moving forward storage
projects, I do not think anyone questions that. In our
view right now there is enough moving forward, if
we can get planning consent, that we will be okay,
but clearly if that were available there would be more
projects coming forward so it would incrementally
add some more.
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Q208 Mr Hoyle: Has the time come to knock on the
Treasury door? No.11, M r Brown, have you made
the appointment, next week, tomorrow?
Mr Clare: I think what we are saying is that the
economics are already very good, but if we do see a
fall in gas prices, for example, and therefore storage
going forward then this would be an important
driver to continue that investment. There is a real
issue there.

Q209 Mr Hoyle: My final question, do you think
that customers, the people I represent at number 10
Green Street, are going to see a fall in their prices?
Mr Clare: We believe that if the infrastructure that
is due to come on over this next winter arrives and
the contracts that we have in place deliver the gas,
then we will start to see prices falling. There are
indications of that, but unfortunately, the market
still assumes that wholesale prices will rise this
winter, but then they will start to fall from that point
onwards.

Q210 Mr Hoyle: So there is good news for Mrs
Wilson in the long term.
Mr Clare: There is.
Mr Ulrich: Yes, in the long term. If you go back,
there was a point made earlier by National Grid
about how the interconnector did not work this
winter, it was only half-full, and how even if the BBL
line comes on and Langeled comes on, there is no
guarantee that that facility will be used, but there is
a very key diVerence in those facilities. We have
contracts with Gasunie to put gas through that, we
have contracts with Statoil to put gas through, so if
those facilities are there on time that will be
incrementally more supply coming into the UK than
we have lost in the last year so there will be more gas.

Q211 Chairman: You are not worried about the
Norwegian rumblings about the fact that some of
these disclosure requirements in the UK prejudice
their own?
Mr Ulrich: I do not think it is going to be a
stumbling block.

Q212 Chairman: One last question before we change
the subject and come to Tony Wright, just to push
you a bit on this planning issue. It is a recurring
theme in our inquiry across all sectors that planning
is an issue, whether it is microgeneration or nuclear
power plants or grid or gas storage. Of course, the
Secretary of State has announced some changes
which are going to be helpful; do you feel that there
is any need to do more in terms of the planning
regime beyond what the Secretary of State has
already announced?
Mr Clare: I do not think we know yet what the
review for onshore is going to deliver and we
understand that oVshore there will be a Marine Bill,
but again we do not know what the content is. I
guess we do recognise that the local authorities do
have a role to play in this as well and there are issues
that they need to deal with. The fact that the
Secretary of State has made it clear that this is an
issue that needs to be dealt with is a major step

forward because we have been in this situation for
some considerable time. Until we know what the
outcome of the Review and the outline of that Bill is
going to be, it is very diYcult for us to say, but our
nervousness is that it will still not provide the clear
path that is needed to ensure that the strategic
projects, which are important for the UK, are
actually delivered on time.
Chairman: Thank you very much. We are going to
move on to one of your other roles now. Tony
Wright.

Q213 Mr Wright: In terms of being an electricity
producer, up until last week you owned seven
combined-cycle gas turbine power stations and you
have just announced the eighth one. It did take a
considerable time from the first idea of having the
eighth turbine to the actual announcement of that;
where was the delay in the announcement?
Mr Ulrich: There are several things. There are some
commercial terms which needed sorting out, but the
biggest thing that is aVecting our decision process
right now, not just on gas plant but also on coal
plant, is what is the carbon picture going to be
beyond 2012. On gas plants you are looking at a 25-
year life, coal plants 35 to 40 years, and we do not
have much certainty of what framework will exist
beyond 2012, so we need some clarity around that
framework. What we were able to get were
assurances that we would be given carbon credits for
new build in phase 2, which helped the decision-
making process move along.

Q214 Mr Wright: Are you quite happy now with
that being there that you are competitive and you are
going to do well with that eighth project?
Mr Ulrich: Yes. There is at least one other project
that could be announced here in the next month or
two, so the decisions now are coming around and I
think we will see several plants built. The big issue is
how many coal plants get built versus gas, and it
really is so critical as to what the carbon price is.
Mr Clare: One of the key drivers that we did focus
on a lot, because the economics were not perhaps as
clear as we would have liked, was the supply margins
which National Grid talked about earlier. They do
provide very detailed and comprehensive
information and it is clear to us that there is a real
squeeze on electricity that will occur and therefore
we need to ensure that new build occurs. We have
one of the consented sites, so that was part of the
rationale for us to move forward and there is real
information that enables Centrica and other energy
companies to make these critical decisions in enough
time to ensure that the market is supplied.

Q215 Mr Wright: You did mention carbon pricing
and everything; in terms of the coal-fired power
stations, the electricity price increase has been
partially attributable to the fact that there has been
an increasing demand from China and India in
respect of coal. To what extent do you think we
should be concerned about the security of our coal
as well as the gas supplies, and do you think that we
need an indigenous coal industry?
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Mr Ulrich: There are two separate issues. You want
diversity of sources so you would want to have an
indigenous supply source available and, again, there
is more coal than gas and oil, there is enough for
several hundred years if we can believe all the reserve
estimate, so whereas it is not necessary for the
physical supply, again it gives more diversity and
increases security by having a local content.

Q216 Mr Wright: Do you see that as a growth
industry for yourself in terms of a coal-fired power
station with clean coal technology?
Mr Ulrich: We are pretty committed to the fact that
we will need a portfolio of plants and some of those
will need to be coal, so we are moving ahead on that.

Q217 Mr Wright: Finally, you state that “centralised
generation planning has a very indiVerent record in
terms of delivering plant diversity”. Would you
oppose the idea that the Government should try to
encourage a generating mix or would you generally
leave it to market forces?
Mr Ulrich: I think the market will deliver the mix,
short term because the combined-cycle plants are the
quickest thing to build and move on and are fairly
clean, so we will see several of those being built, but
in terms of clarity on the coal picture, no-one is
going to make a bet on just gas or just coal or
renewables, we are going to have a portfolio with all
those projects and I am sure that our competitors are
thinking the same way.

Q218 Mr Wright: You think that rather than the
Government giving guidance as to what they would
like, market forces will actually dictate and
determine what we are going to end up with?
Mr Ulrich: I do.
Mr Clare: I think it would be wrong for Government
to start choosing technologies. Clearly, there are a
number of moving parts, one of which is the need to
achieve carbon reduction which is obviously driving
the fuel mix that we are looking for—and potentially
the technology—and the other one is cost in the very
short term. We have some diversity and we have
long-term contracts with British Energy and with
other coal plants so we have already got diversity in
our own portfolio; in the longer term we would look
to have diversity in terms of ownership as well as in

our contracts, and I think all companies will move
the same way, trying to balance the price to the
customer with the need to hit the carbon targets.

Q219 Chairman: We have given you a fairly diYcult
time in some sections of the evidence but we are very
grateful for the way you have responded. Let me end
with a gift to you, an easy ball. When the Secretary
of State or the Minister of State stands up in the
House of Commons in a few weeks’ time and
announces the energy review conclusions, what
three things will you be looking for first and
foremost? What do you particularly want to hear
him say? Carbon pricing is clearly one of them, that
has been a common theme throughout our evidence
sessions on nuclear or gas or coal or
microgeneration, the whole lot, but is there anything
else particularly that you are looking for, the
headline story?
Mr Clare: One from me would be a real focus on
demand reduction. It is not something that we have
picked up but obviously in our evidence we have
made it very clear that we are very supportive of the
energy eYciency commitment, but actually taking
that much further. There is a real opportunity, when
you consider the amount of energy that is wasted,
whether it be commercial properties or domestic
properties, that with a real concerted eVort we could
see much, much more delivered there, whether that
be through regulation and legislation, fiscal regime
changes—and we have seen some of those already—
or simply suppliers and government working a lot
harder to communicate to consumers that this is
very important. That would certainly be on my list
of things.

Q220 Chairman: Carbon pricing and demand
reduction; Mr Ulrich, have you got something you
are looking for particularly when it is announced?
Mr Ulrich: I would just like to see continuing
emphasis upon the opening and liberalisation of
European markets to guarantee transparency. A
final point is that last November when gas prices
were £1.50 here per therm, on the German/Dutch
border they were 50p per therm. That should not
exist in an open, liberal market.
Mr Hoyle: Hear, hear.
Mr Bone: Hear, hear.
Chairman: On that note of total consensus we can
agree and conclude the session. Thank you very
much indeed, gentlemen, for your evidence. We
appreciate it.
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Q221 Chairman: Professor, welcome to this evidence
session on the security of gas supply in the UK. We
are very grateful to you for agreeing to come and
give us evidence and looking forward to hearing
what you have to say, particularly as I see I regard
you almost as a parliamentary neighbour as it were
at Alstone (?) which is hardly a long way from
Worcestershire. Can I begin, as I always do, by
asking you to introduce yourself and say a little of
your role in the energy debate?
Professor Gittus: I am a consultant and I have been
for 12 years. My main clients are in the Lloyd’s
insurance market, where I give advice primarily on
the insurance of nuclear risks in every country. I
advise a syndicate which is the biggest commercial
nuclear insurer in the world and has been the most
profitable syndicate at Lloyd’s for the last three or
four years. I have other clients as well: GE
Healthcare, who I advise on the management of
liabilities and, intermittently, other clients. You
have mentioned one, the Australian Nuclear Science
and Technology Organisation, which I am advising
at the moment.

Q222 Chairman: That is very helpful. I have not
given you notice of this question, but if I might
throw an oV-piste question at you first—it was
cricket yesterday, it is skiing today—and just ask
you one question about the insurance of nuclear
risks. The third party liability on nuclear companies
has been increased now; do you think the increased
limit is suYciently high to meet the foreseeable risks
from a nuclear incident at a nuclear power station?
Professor Gittus: Yes. If you asked me if it was
suYciently high to meet the risks from the
Chernobyl-style reactors, some of which are still
operating, then I would be more cautious, but
nobody insures those. As far as the ordinary nuclear
power stations are concerned and other nuclear
installations, many of them in countries of the
former Soviet Union and of course in western
countries, the answer to your question is yes, that is
adequate.

Q223 Chairman: I am trying to remember, the
current figure is £140 million going up to ƒ600-
ƒ700 million.
Professor Gittus: Yes.

Q224 Chairman: Beyond that the risk is picked up
by whom?

Professor Gittus: The risk beyond that is picked up
by governments and one of the things I do is to work
out what these risks are statistically, and I can tell
you that the actual risk taken by governments is
negligible. The amount of premium that you would
have to collect, supposing the government were a
commercial insurer and insisted on being paid for
that high layer, which is going to be, as you say,
above ƒ700 million, would be measured in perhaps
hundreds or, at the most, perhaps ƒ1,000 per
reactor, the risk is so low. It is not that the
consequences of such an accident would not be
great, and by definition it would cost more than
ƒ700 million because up to that it will be
commercially insured, but the probability of it
occurring is negligible.

Q225 Chairman: Can I just, for the record, ask you
about your academic background, which is in
engineering rather than statistics and finance?
Professor Gittus: I am a Fellow of the Institute of
Statisticians, and that is as a result of some research
I did on a new class of statistical distribution, density
distributions. I am a Fellow of the Royal Academy
of Engineering, but I have also got two doctorates,
doctor of science degrees, one in theoretical physics
and the other in metallurgy. I have been around a
long time and that has given me plenty of
opportunity to gather qualifications.
Chairman: I am sorry for asking you those questions,
but they are very much in my mind at present and,
having you there, it seemed too good an opportunity
to miss. We will move to the questions actually back
on the green run. Judy Mallaber.

Q226 Judy Mallaber: Professor Gittus, you said that
you were working for the Australian Nuclear
Science and Technology Organisation, and in your
report you concluded that nuclear power would be
economically and environmentally preferable to gas
or coal in Australia and would oVer better security
of supply than gas imported from overseas. Do you
think the same conclusions apply to the UK?
Professor Gittus: Broadly, yes. I have not done a
study in that kind of detail for the UK. The work I
did for Australia was commissioned by ANSTO, the
Australian Government nuclear body, and that gave
me an opportunity to go into some depth. I believe,
from what I know of the position in the UK, that the
same conclusions would broadly be applicable—
exactly what you said, in fact.
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Q227 Judy Mallaber: Why do you reach those
conclusions?
Professor Gittus: The study of the economics, that is
to say the actual cost of electricity from power
stations, which I did for Australia, was generic, that
is to say it would apply to any country. I set up a
mathematical model, by means of which I can
calculate a forecast of what would be the cost of
electricity from diVerent kinds of power stations,
given diVerent input assumptions, so the price of gas
in the UK versus what it is in Australia or another
country, the price of uranium here against what it is
in Australia and so on. I have therefore been quite
easily able to use that model out of general interest
to make calculations for the UK as well as Australia.
I have not published those, but I can tell you that
they show the same kind of thing. The basis of it is
that although the capital cost of a nuclear power
station is very high, the actual cost of the fuel is low.
The opposite is true of gas, it is really quite easy to
generate electricity by burning gas as a way of
raising steam, as you might suspect, so the capital
cost of a combined cycle gas-fired power station is
relatively low, perhaps a third of that of a nuclear
power station, but the cost of the gas is much higher
than the cost of the amount of uranium which you
need to generate a similar amount of electricity. It is
a balance, and when you compare the nuclear case,
with its high capital and low fuel cost, with the gas
case which is the opposite way round :low capital
and high gas prices , you find for Australia and also
for the UK that nuclear is cheaper.

Q228 Judy Mallaber: What are your conclusions if
we do not have a new generation of nuclear power
stations?
Professor Gittus: That is something that I did study
in some detail. At the time of the last Energy Review
I had a contract from British Nuclear Fuels to look
at that question, and they included some of my
conclusions in their written submissions to that
review, and that was four years ago that that work
was done. What I discovered then was that although
at the moment we have very high security of supply
in this country, and that is because we have enough
uranium to keep our existing nuclear power stations
going until the end of life, enough nuclear fuel that
is, we have still got most of our own gas, we have coal
supplies which, if we mined them, would last us 200
or 300 years, we have still got North Sea oil, so we
are really quite uniquely independent of external
supply in the world; certainly amongst the G8
countries we are the most independent at the
moment, so we do not have to rely on people selling
us gas or uranium because, as I say, we have got our
own. I could see that as time went by going on the
DTI predictions of the amount of gas that we will use
in future not mine but those of a government
department four years ago and the way in which our
supplies of gas were beginning to diminish and were
forecast to diminish further, we were going to have
to rely on non-European countries for gas. As a man
working in the insurance sector I am involved to
some extent with just the issue of how reliable is your
supplier going to be? Supposing you are in the

business of importing anything—cars, gas, what
have you—from any country overseas, you can
insure yourself against the possibility that you will
not receive the supplies that you paid for. The
premiums that are charged are just a measure of the
risk that the insurers run of having to pay a claim;
if the risk is high they charge a high premium. They
charge high premiums for trading between people in
the UK and the countries from which we get gas and
oil. I am not now referring to the premium that you
might pay if you wanted to insure against somebody
stopping sending you gas, but for trade in general—
I mentioned motor cars. If you were a Russian car
supplier and I was a British car merchant, I could do
a deal with you to buy a million pounds worth of
cars. I might send you the money before I got the
cars to insure myself against the possibility that you
would not deliver, so I would lose my money. I have
to pay 4% of that money to an insurer, which is
£40,000. Alternatively, you might send me the cars
first and wait for the money, in which case you, as a
Russian supplier, could insure yourself with the
same company against the possibility that I would
not send you the money. The insurance premium for
that would not be 4% or even 1%, but 0.1%. You
would be able to enter into that insurance for 0.1%
of the sum insured. These are facts, they do not rely
on some harebrained academic figures, they are on
the basis of profitability in the insurance trade.
These premiums are based on past experience and
they are amended monthly as that experience
accumulates. What I did originally and have
continued to do intermittently since—Australia for
example— was simply to use the risks implied by
those premiums to work out how frequently we
might expect to be deprived of imported gas or
imported uranium or imported coal. The results that
I obtained convinced me that we ought to try and
maintain the present balance between nuclear power
and gas—admittedly we would have to import it
from outside Europe—coal and the Government’s
targets for renewables as we go forward into the
future. In a more recent paper, which I think you
may have seen, that which has been published by
Platts Journal earlier this year, I show that in fact
when it comes to security of supply and also
environmental impact, a good plan—not the only
one of course for this country—would be to stick to
the proportions of electricity that we generate from
nuclear power, from gas, from coal and, as I say, the
plan for the renewables over the next 20 years. It
would mean either extending the life of our existing
nuclear power stations, or replacing them as they
come to the end of life with new ones, because
otherwise in 20 years’ time we shall only have one
nuclear power station operating, Sizewell B.
Therefore, in order to reach what I think is a
desirable end-point, based on my calculations, of
keeping the present proportions of those diVerent
sources of energy, we would have to do two things:
replace the ageing nuclear power stations as they
come to the end of life, which maintains the diversity
that you get from nuclear power, and make sure that
we had a suYcient surplus of electricity generation
capacity, over and above the maximum that we
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expect to have to use. Then if in the event one of our
sources of imported fuel were to dry up, for whatever
reason—because we did not pay for it or because
they decided to stop sending it to us—then we would
have some surplus of generating capacity from other
types of power station to help make up for that loss.
Those are the two things; it is a very simple recipe
which I concluded and put in this Platts paper, which
the Chairman has got there, that we should do.
Chairman: That must rate as one of the most
interesting and comprehensive answers the
Committee has heard, but if we could make progress
I wonder if I could just encourage you to encapsulate
your thoughts in slightly briefer responses,
otherwise we are at risk of going through lunchtime.
Thank you very much for a very interesting answer.
Professor Gittus: I am sorry.

Q229 Judy Mallaber: Just one further question, how
far are your pro-nuclear views, you have come to the
conclusion that we need to continue—the same just
because you think we have to have as high a
proportion as possible of our power determined and
provided domestically, or would you be less pro-
nuclear if you felt that we had more secure sources of
our imports of fuel from elsewhere, if they were not
coming from areas where you are saying there is a
high potential risk?
Professor Gittus: You are correct. If I felt that our
imports were going to be as secure as our domestic
supplies of fossil fuel, then I would not so strongly
urge replacement of our ageing nuclear power
stations.
Chairman: We want to look at that question in more
detail later, but can I just bring in Roger and Lindsay
who have a supplementary each and then we will
move on to have a look at the issues of risk you have
been exploring. Roger.

Q230 Roger Berry: You argue that you are
convinced in the case of the UK that nuclear power
is economically preferable, am I right?
Professor Gittus: That is correct.

Q231 Roger Berry: That raises the obvious question
that you will have heard many times, why then is it
that the private sector does not wish to invest in
nuclear? We have heard the answer from the
industry and I would be very interested to know
what your answer to that question is.
Professor Gittus: My answer to that is that in Japan,
for example;I am coming at this obliquely for a start.

Q232 Roger Berry: How about directly? If it is
clearly economically advantageous, if it is cost-
eYcient, why has the private sector not, for many,
many years, contemplated investing in nuclear, and
why as of today are they saying that at present they
have got no such intentions?
Professor Gittus: I do not know why they are saying
that today, but my belief is that they will invest in
nuclear power in this country.
Chairman: They are actually saying they would like
to invest given certain conditions, so what
conditions do you think are necessary?

Roger Berry: It cannot be that economically obvious
that it is the preferable option if the private sector is
not investing, can it?

Q233 Chairman: I am trying not to lead you.
Professor Gittus: In my paper for the Australian
nuclear people I covered that and I am clear that the
recommendation that I made would apply equally in
the UK, and it is that there are two possibilities. One,
which I think is not necessary, is that we should
follow the lead of the USA and introduce eVectively
a Government subsidy for the first new nuclear
power stations that we build. Let me say at once, I
do not believe that is necessary, but that is the way
in which, following the Energy Bill of August 6 2005,
the USA has gone.

Q234 Roger Berry: Professor, why can you not
answer my question directly?
Professor Gittus: I am going to. Please, let me
answer; I do not want to go on too long but I want
to set the scene. In my paper for Australia I
considered the American system and I also
considered a scheme which is very much like the one
they are using in Finland, although when I wrote the
paper I did not realise that, it was only subsequently
that I have discovered that the Finns are more or less
doing what I recommended. What I recommended
was that the risk of an overspend in the construction
of the power station should be taken not just by the
vendor, say in a turnkey contract—that would be the
firm that was selling it—or by the purchaser who was
actually buying it, but that it should be shared
between the government and the stakeholders. I put
forward a plan for the way in which this risk might
be shared, and this plan is based on insurance
principles because we are talking about risk,
financial risk, something I was talking about a
moment ago. I believe that that scheme would work
in this country as well. As I say, the Finns, because
of the structure of their power and finance industry
are actually applying it in building a French-style
nuclear power station at this moment.
Chairman: This session is primarily about gas and we
are spending a bit long on nuclear issues.

Q235 Roger Berry: I am sorry, but an economic
appraisal of energy options I assume takes into
account the risk of overruns et cetera, that is how
one does an economic appraisal.
Professor Gittus: That is how I have done mine.

Q236 Roger Berry: Exactly. The simple answer to
my question—if nuclear power is so obviously
economically the better option, why is the private
sector not investing—is what?
Professor Gittus: The answer is that they are, in
Finland.

Q237 Roger Berry: I am talking about the UK.
Professor Gittus: Using a scheme which I have
advocated for the UK. I cannot answer the
question—
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Q238 Roger Berry: You cannot explain.
Professor Gittus: I cannot explain.
Chairman: With respect, we have had answers to
that issue from other witnesses and we are,
Professor, talking about gas now. Lindsay Hoyle.

Q239 Mr Hoyle: In fairness, Professor, it is fair to
say that the private companies are waiting for the
energy review and waiting for the Government’s
statement, that is the simple answer, because we do
know from evidence that there are private
companies who wish to build, subject to the green
light, so I think we can all deal with that, put that
behind us. What I am interested in is that you have
actually said there is enough nuclear fuel for the end
of life in existing nuclear power stations; does that
take into account that there may be a review of the
life expectancy of all existing nuclear reactors in the
UK, extending their life beyond what is available at
the moment, and therefore how much surplus fuel
would there be for that review, if it takes place, of the
extended life?
Professor Gittus: None.

Q240 Mr Hoyle: So you have calculated just enough
resources.
Professor Gittus: I very much doubt whether the
lives of the existing stations will be extended. One or
perhaps two might.
Chairman: We have heard conflicting evidence on
that point. We will move on to the mainstream
subject that we intended to discuss today, first of all
the question of risk which you have already touched
on in your initial answer. Peter Bone.

Q241 Mr Bone: These are a series of questions about
your calculations of business risk, but just before I
go to that, you are coming from a nuclear
background.
Professor Gittus: Yes.

Q242 Mr Bone: And an insurance background. You
discussed insurance premiums for overseas
contracts, but of course you could always use a letter
of credit and then you would not need any insurance
premium, could you not?
Professor Gittus: The risk does not disappear if you
use a letter of credit, it is being shouldered.

Q243 Mr Bone: We will disagree.
Professor Gittus: You cannot possibly disagree
with that.

Q244 Mr Bone: I can. I will go from my basis of
chartered accountancy, you go from your basis of
insurance.
Professor Gittus: I have done both.

Q245 Mr Bone: Then you have a great advantage
over me; I have only run a plc and only been a
chartered accountant. Could you explain to me how
your journey from the nuclear and the insurance
industries enable you to calculate energy risks? How
did that journey all come together?

Professor Gittus: Really almost by accident. The
underwriter for nuclear risks was asked to set up
another syndicate to insure political risks and, more
or less at the same time, the DTI announced a one
day conference on energy—this was in 2001—and
asked me if I would give the first paper of the day
summarising energy forecasts globally. So I did this
and I encountered statements that had come to be
made—verbal statements—that this country was
going to rely on Russian gas—I am quoting now
from five years ago—and that any fool could see that
that was a mistake because you would not rely on it.
I am paraphrasing, but that is what people were
saying. I said to my colleague, you are now insuring
political risk, how does it diVer between Russia, for
example, and the Middle East from which we get our
oil and this country, and Canada from which we get
uranium and whatnot? He was able to answer it
immediately because of course he had had to read it
up in order to found a profitable syndicate, so that is
how I got into it. I then discovered that there are big
databases, and I referred to them in talking to Judy
Mallaber, and that there are also comparable
databases on business risk, nothing to do with
insurance, but the kind of things which you must
have used actually, running a plc, to decide just how
risky it was to trade with diVerent overseas
countries. Out of interest I compared these
databases which you can do very easily now, and I
found that they correlated; the diVerence was that
the business risk database used arbitrary numbers
and I put some of them in that Platts article, and they
were numbers between nought and a hundred for
risk, whereas of course the insurance premiums were
an actual measure of financial risk, increased by a
factor to make sure that the insurers would make a
profit. That is how I got into it; that is how I got
steeped in it.

Q246 Mr Bone: Talking about the business risk and
the insurance parameters and their calculation, you
say there are these databases but how are they
calculated in the first place?
Professor Gittus: The insurance risk is easy: all that
has happened there is that people look at their
accounts at the end of the year and they say things
like for insuring your financial risk when trading
between, I do not know, France and Portugal we
chose 0.73% premium and we have made a loss, had
we charged one and a half% we would have made the
18% profit that we like to make, so next year that is
what we are going to charge. That is how the
insurance database works, it is just pragmatic. The
business risk databases again are based on inputs
from businesses around the world which are served
by firms like RBC, for example, which is a risk-based
capital advisory consultancy. They apply this, many,
many companies around the world on business risk
and, in part exchange for giving them advice—they
inevitably charge them of course—part of what they
get for it is the actual business experience of their
clients, fed back to the centre—it is like a mutual
society—and that is how that works.
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Q247 Mr Bone: If I am following correctly, these
business risk and insurance parameters are based
really on all trade, it is not specific to the energy
sector.
Professor Gittus: No.

Q248 Mr Bone: That is correct, is it?
Professor Gittus: Absolutely correct.
Mr Bone: Thank you.

Q249 Mr Binley: I have been a senior manager in
publishing and database building, but do be gentle
with me. I want to move on to the comparison you
make in terms of risk between Russia and other
suppliers of gas because that is an important area of
knowledge. Can I ask if you have done a similar
analysis for the other countries from which the UK
may source gas in the future—just to name a few,
Norway, Netherlands, Algeria, Qatar, Egypt,
Malaysia, perhaps even west Africa. If so, what does
your analysis show in relation to those?
Professor Gittus: Yes, I have done all those and the
databases contain numbers for all the countries; if
you set up this kind of thing it is as easy to do it for
everybody as for one or two. It shows that Algeria is
risky, Norway is not, Qatar is not as risky as Russia,
but there is a risk there and it is riskier than Norway.
Those are the kinds of comparison.

Q250 Mr Binley: So they are the sorts of business
judgments that you would make when you were
talking to any supplier, that is the point I am trying
to make.
Professor Gittus: Yes.

Q251 Mr Binley: It seems to me that your judgment
is that one of the most risky of deals of this kind is
with the Russian Federation, is that so?
Professor Gittus: Yes, but partly because at the time
when I did the analysis it did seem that most of the
Russian gas supplies would come to us by pipelines
that pass either through the Ukraine or through the
Ukraine and Belarus.

Q252 Mr Binley: Now you are looking at the Baltic.
Professor Gittus: Now of course there is an
alternative route. You can see the problem, the
Ukraine—
Chairman: We are going to hear about the Russia/
Ukraine in detail in subsequent questions so we will
deal with that with other colleagues. On a general
broad overall—
Mr Binley: I would just like to ask about the Baltic
because that does—
Chairman: We will do that later, we will come back
to that in other questions.
Mr Binley: You have been gentle with me, thank you
for that.

Q253 Chairman: What is the risk of all these
countries going wrong together?
Professor Gittus: That is an issue that I address. You
might say zero but then you have got to think of
OPEC and you have got to look back to 1974. In
1974 Japan was almost ruined by the fact that

supplies of oil from OPEC countries had dried up on
political grounds; their GDP had been increasing by
an average of 8% per year until then and in that year,
instead of increasing by 8% it fell by 1%. That was
the start of the Japanese nuclear programme, that is
when they decided to have a very significant nuclear
contribution to generation, and they were receiving
oil from many diVerent countries, but their supplies
dried up. The question is, is the same kind of thing
likely to happen with gas? It is no good answering
that question with sweeping gestures and saying no
because the future of this country actually depends
very largely on the answer to a question like that, so
we have to address it very seriously. Of course, we do
not know the answer to it, but we do know that gas
suppliers do liaise and in papers that I have not
published but which are on my website, again work
done for BNFL, I have indicated the kinds of liaison
that do exist. It is not a kind of gas OPEC but it
could be the seeds of it and one can see it could be of
interest to gas producers to talk to each other. It is
not going to be zero, therefore, you cannot say “well
if Russia stops it, Qatar will keep on selling us tanks
full of it” because there is always the possibility that
they may find it in their interest, for a broad range
of reasons, some of them national security, to follow
suit. I have made some estimates of the likelihood
because I am in the business of producing numbers
and not adjectives and those guesses underpin part
of my Platts paper.
Chairman: Thank you, that was a helpful answer.
Lindsay Hoyle has a supplementary before I bring in
Mike Weir.

Q254 Mr Hoyle: Obviously, you do a lot of the risk
analysis about all these countries and security of
supply. What have you given to the gas and oil
reserves in the Falklands and that being used by the
UK, maybe as an alternative to nuclear?
Professor Gittus: The gas reserves where, I could
not hear?

Q255 Mr Hoyle: The Falkland Islands.
Professor Gittus: Yes, that is a possibility.

Q256 Mr Hoyle: Have you done any risk analysis
because it is outside OPEC, there are huge reserves
and obviously in a favourable position as an
overseas territory of the UK.
Professor Gittus: How much do they supply?

Q257 Mr Hoyle: The claims are that there are huge
reserves there.
Professor Gittus: How much are they supplying?

Q258 Mr Hoyle: None at the moment, that is what
I am saying, so the UK is the oyster.
Professor Gittus: I could ask you the same question
about the Alberta oil sands.
Mr Hoyle: I do not think it is an overseas territory
though.
Mr Wright: It should be.
Chairman: That is definitely outside the terms of this
inquiry. We are now going to look at Russia in a
little more detail. Mike Weir.
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Q259 Mr Weir: I was interested, Professor, in what
you were saying earlier about political risk and I
noticed that much of the argument you include when
dealing with the Russian Federation is not directly
related to the gas supply itself.
Professor Gittus: No.

Q260 Mr Weir: But political risks within the country
and democratic accountability or the lack of it,
corruption and the low quality of bureaucracy. I just
wondered, we are looking ahead and looking at
contracts 10 or 15 years ahead perhaps with Russia,
is it wise to use a snapshot of what is happening just
now when we are looking at some long term
contracts?
Professor Gittus: In the Platts paper the next
diagram to the one you are referring to gives some
kind of answer to that question because it stretches
out to 2025—the Chairman is probably looking at
that in glorious technicolor. The answer of course is
that if we could all forecast the future we would be
so rich we would not need to sit here talking to each
other, but you have to do the best you can. The
people who provide the business risk databases, but
not the insurance database, have set up calculation
routines to try and predict the future, in much the
same way as people try and forecast what is going to
happen with the FTSE and usually make a loss out
of it.

Q261 Mr Weir: Absolutely.
Professor Gittus: I have used their calculation
routines to make forecasts for the future and they do
not look terribly helpful. The forecasts that I arrived
at are that, if anything, things will get worse in the
Ukraine before they get better and that they are not
going to change very much for Russia.

Q262 Mr Weir: I understood from your earlier
answer that your main concern about Russian gas
supply was the fact that it came through the Ukraine
and Belarus rather than the situation in the Russian
Federation.
Professor Gittus: No, that is not true, but you could
be forgiven for thinking that because I stopped in the
middle. No, the risk for Russia and I am talking
about my databases is about the same as it is for the
Ukraine and Belarus, but if you have anything
serious there is a chance that if Russia sends it then
the Ukraine might stop it, you can see how that
might arise: “You have doubled the price of gas for
us, we shall stop you supplying other people.”

Q263 Mr Weir: In that scenario then presumably the
insurance risk is greater if it is linked to a third
country like the Ukraine rather than coming over
the Baltic pipeline or whatever.
Professor Gittus: You can calculate the whole risk. I
do not want to be boring about this, but I do not
know if you remember something called KirchoV’s
laws from school?

Q264 Mr Weir: Never heard of it.
Professor Gittus: It used to be part of physics and it
may have disappeared now.

Q265 Mr Weir: That is why I have never heard of it.
Professor Gittus: It is a way of answering the
question that you have just presented, given that gas
flows through pipes with valves in them of course
and pumps, through all the countries between us and
the suppliers, and all these countries present
diVerent political risks, supposing that you make the
step of saying these risks apply to gas and as you
pointed out they apply to all sorts of things then you
can calculate the likelihood that our supply will be
interrupted as a result of interruptions in one of the
series of countries, given that it is coming through
this network by several diVerent routes, so that if one
country and one pipeline stops it, all the other
countries in another pipeline the Baltic, say may
permit it to come and so in that case you would still
get half your supply from this distant source. Those
are the kinds of calculations that I have made.
Chairman: Thank you. That leads on to Roger
Berry’s questions.

Q266 Roger Berry: Professor, you say that the most
unreliable source of energy is gas piped from Russia
and from Iran.
Professor Gittus: Yes.

Q267 Roger Berry: When we took evidence earlier
this year from Professor Jonathan Stern he made an
interesting comment that concerns about security of
sources of imported gas supply were really all about
notions of the ‘nasty untrustworthy foreigner’. He
said that because—
Professor Gittus: Adjectives.

Q268 Roger Berry: Indeed, but this is the point, he
said there is no evidence from Europe or anywhere
else in the world that imported gas supplies have
been or are necessarily likely to be less secure than
supplies of domestically produced gas. Is he wrong
in your view?
Professor Gittus: No, he is right, he is right so far, but
we are talking about the future and if you were
asking me to comment on oil then of course the
answer would have to be diVerent—I have just
summarised what happened with oil. What I am
saying is this, the political and business risk
associated with the oil supply countries is, broadly
speaking, the same as it is for the gas supply
countries. They are not the ‘point one per centers’
like we are that we were talking about, they are the
‘one per centers and one’, they are all like that. I am
not being critical, I am being factual, these are the
numbers that come from business experience. What
I am saying is that we run as big a risk in the future of
having our gas supplies interrupted from those gas-
supplying countries as we have actually experienced
in the past, every eight years actually, of having oil
supplies interrupted from the oil supply countries. It
does not go against what Professor Stern said, but it
is a forecast, not an observation of what has been
happening with gas in the past.
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Q269 Roger Berry: You admit it is a forecast based
on risk factors that are not specifically energy sector
related, they are general business and political risk
factors.
Professor Gittus: I have related them to the oil
sector. I have shown in the work I did for BNFL,
which is on my website and summarised by them in
their proof of evidence in 2002, that the frequency
with which oil has been interrupted does correlate
with the business risk parameters.

Q270 Roger Berry: But we are talking about gas.
Professor Gittus: You asked me the question about
energy and I said that in the oil sector of energy they
are correlated.

Q271 Roger Berry: We are talking about gas; how do
you respond to Professor Stern’s view that the
problem of security of supply in the UK, the
problem that was observed earlier this year, the big
issue was not the Ukraine it was the fire at the Rough
storage facility, and his point was that it is additional
gas storage that is necessary for security of supply,
he is far less concerned about imports of Russian
gas. He also made the observation—and your
comment on this would also be welcomed—that
Russia needs income from gas exports to Western
Europe just as much as we need their gas.
Professor Gittus: There are three answers to that.
First of all, we have got a lot of oil storage and so has
Japan but both countries in 1974 were seriously
deprived of oil from importers and neither could
make it up out of storage, so we need to have more
storage for gas pro rata than we have storage for oil.
We have got hardly any at the moment and there
seem to be more or less no plans to provide any.
Some of your witnesses—because I have read the
proceedings of course—have actually said that they
do not think that any special steps should be taken
to provide additional gas storage. Of course we need
more storage, he is right about that, and we need a
lot because we have not got enough oil storage, that
was the problem when those tanks caught fire. That
is the main point, he is right.

Q272 Roger Berry: The history of gas supply is one
thing, but you are talking about future risks and
where future risk is based on more general
perceptions of political and business risks: the
criteria in figure 2 for example in relation to the
political risks of the Russian Federation. These are
not specific to the gas industry at all and therefore I
am concerned about the reliability of the numbers,
but coming back to the specific question I wanted to
ask finally: given that these risks are based on
insurance company data, the risks as perceived by
people who are engaged in international trade, then
surely the market, some would argue, can simply
take these risks into account; therefore, why do we
not just sit back and let the market do it?
Professor Gittus: That is what happened in Japan.

Q273 Roger Berry: Is that the right thing to do?
Professor Gittus: No, because what they did was to
wait until they had been economically disabled by a
lack of oil supplies in 1974 and only then decided to
build nuclear power stations, given that it has taken
30 years to build enough nuclear power stations, at
the rate of about one and a half a year, to generate
35% of their electricity. That is no good at all, that is
a kind of business cycle response in which you wait
until you have been punished before you start doing
the right thing. What you have got to do is what we
are all trying to do actually—what you are trying to
do and what I have tried to do—make the best
forecasts that you can and act on those. You say you
are bothered about the risk parameters but so am I,
they are very uncertain. As a source of prediction
they are very uncertain, but they are better than
adjectives.

Q274 Roger Berry: Numbers are not necessarily
better than adjectives if the numbers are not derived
in a robust manner, but my very final question, if I
may, Chairman: as I understand it then your low
carbon scenario, your view presumably is therefore
that given the market cannot deliver this solution,
with all the insurance, with Lloyds Bank and all
these people, the market cannot deliver—
Professor Gittus: Not Lloyds Bank, Lloyd’s
insurance market.

Q275 Roger Berry: Forgive me, Lloyd’s insurance.
Professor Gittus: They are very, very diVerent, they
are the biggest insurance market in the world.

Q276 Roger Berry: Yes, but they are clearly just not
good enough to be able to send the right signals to
the private sector to give us a private sector solution.
Am I right in understanding that you are saying that
because the markets simply cannot solve this
problem, the Government should pick winners,
should go along with your view about the balance
between the various sources of energy supply is
based on your assessment of the risks and it is clearly
a Government responsibility to make that decision,
is that right?
Professor Gittus: No.

Q277 Roger Berry: If it is not the market and not the
Government, who is it?
Professor Gittus: What I believe is that we should do
it in the way the Finns are doing it, and that the
Government should take part of the financial risk of
an overspend in the building of a fleet of, say, five
nuclear power stations in this country. The
Government should be recompensed for taking that
risk, just as if it was an insurance company, by the
payment of a premium.
Chairman: We might have a chance to come back to
some supplementaries, but let us finish oV with the
gas issues and we might have time to explore some of
your views. Mark Hunter’s question flows from the
Russian issues and we will come back to that, Roger,
at the end.
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Q278 Mark Hunter: Can I ask you, Professor Gittus,
in your view would Gazprom be any more reliable a
source of gas if it actually owned gas supply
companies in Western Europe with a need to
guarantee regular supplies to both domestic and
industrial markets?
Professor Gittus: If who owned it, sorry?

Q279 Mark Hunter: Would Gazprom be more
reliable as a source if it actually owned gas supply
companies in Western Europe?
Professor Gittus: I do not know, I cannot answer
that.

Q280 Mark Hunter: You have been fairly free, with
due respect, in your opinions up to now.
Professor Gittus: I have just responded to questions.
Mark Hunter: As somebody who clearly knows a lot
about the subject I was interested in what your
opinion is.
Chairman: To be fair to the Professor he has been
expressing what he regards as facts up to now; now
he is being asked to make a commercial judgment, is
that the diVerence?

Q281 Mark Hunter: I am not asking for a
commercial judgment, I am interested in a
personal opinion.
Professor Gittus: In regard to the facts I have given
information about premium; of course I have, I have
given it freely, but they are not opinions. I cannot
answer your question, but I could no doubt go away
and think about it and come up with an answer and
I would be very willing next week to try and send you
an answer.

Q282 Mark Hunter: We are just interested in your
views about it.
Professor Gittus: Yes, it is a very valid one because
it is in the news and it is very likely to occur, but I
have not analysed it but I will send the Clerk my
answer.
Mark Hunter: I will look forward to receiving it in
due course.
Chairman: We are hoping to be able to speak to
Gazprom at some stage so your views would be very
much welcomed, thank you very much indeed.
Tony Wright.

Q283 Mr Wright: It is quite clear, and I think it is
accepted throughout the industry and the wider
general public, that the gas coming from the UK
Continental Shelf is running out and quite clearly we
are going to have a deficit in terms of the gas that we
require, but that would be more than oVset by the
gas that we are going to get from Norway and the
Netherlands, certainly for the foreseeable future.
Coupled with that, the new contracts that have been
given now with Exxon and with Centrica with regard
to LNG supplies from Qatar and possibly Malaysia
ought to add to that and the greater storage that we
will have in terms of the LNG. Are you not painting
a scenario that really is not going to happen in terms

of the problems that you related to us with regard to
UK dependence on gas from Russia and Iran? That
scenario really is not going to happen, is it?
Professor Gittus: But that is not the scenario that I
have addressed. In my Platts paper I have
summarised what I have done, and in an answer to
a question over here I indicated that I have covered
all the gas supply countries.

Q284 Mr Wright: You say within the paper itself
“The most unreliable source of energy is gas piped
from Russia and from Iran. In addition to gas piped
from Russia and Iran, the UK imports LNG from
Algeria and Qatar.” You mention that within the
paper itself, so obviously you raise the spectre and
also you have said here today quite clearly and at
length about the problems of supply through Russia,
whether through the Ukraine or through other
countries.
Professor Gittus: Yes.

Q285 Mr Wright: That is an issue that you are
addressing, but quite clearly it will not be an issue as
far as the UK supply of gas is concerned. Do you
accept that?
Professor Gittus: No, that is not what I have said in
the paper.

Q286 Mr Wright: What I am saying to you is that the
problems with the supply of gas from Russia are not
going to be an issue for the UK.
Professor Gittus: But I have spelled out in the paper
that one would forecast that it would be a problem.

Q287 Mr Wright: What I am saying to you is that we
are going to be more than oVset with our supply that
we are missing from the UK Continental Shelf by
supplies from Norway and the Netherlands, so the
Russian scenario does not even enter into our
equations.
Professor Gittus: So we shall never import gas
from Russia?

Q288 Mr Wright: I am not saying we should never
import gas from Russia, but what I am saying to you
is that quite clearly it should not even be a concern
of ours about the security of supply from Russia
because there will be LNG from Qatar and
Malaysia, there will be natural gas coming via
Norway through the Langeled pipeline, from the
Netherlands through the interconnector and we will
have enough supply for the foreseeable future.
Professor Gittus: That is your analysis and it is quite
diVerent to mine.

Q289 Mr Wright: Your analysis is that we will
actually have to rely at some time or other on gas
coming through Russia.
Professor Gittus: Not rely on it, but we shall
receive it.

Q290 Mr Wright: Will it be integral to the security of
supply issues to the UK’s economy?
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Professor Gittus: I forecast that it will, yes. I may be
wrong and I have not seen the data on which you are
basing your statements so I could very well not be
correct, but from the information that I have got, I
forecast that if we go down the route of abandoning
nuclear and relying, when once our own gas supplies
have been run down, on gas imported from within
Europe but also from outside Europe, then I have
given my forecasts on the likelihood that we will
have interruptions. I cannot challenge what you say
because I have not seen your numbers, you have
seen mine.

Q291 Mr Wright: For instance, Exxon told us quite
clearly that their supply of LNG from Qatar alone,
if that was to supply the UK, they have enough
supplies for the whole of the UK gas requirements
for 250 years. That is quite significant. I am not
suggesting that they are just going to supply the UK,
but they are the type of figures that we are talking
about in respect of the gas that is there, and I accept
that perhaps Qatar is not as secure as the supply
from Norway through Langeled or through the
Netherlands, but that just indicates the amount of
gas that is out there in the market.
Professor Gittus: Let me tell you this, Saudi Arabia
has got enough oil to supply the UK’s requirements
for 250 years; admittedly, it is supplying all sorts of
other markets so we cannot just rely on them, but
they and the other Arab countries starved them
somewhat in 1974 and reduced their supplies to
Japan to such an extent that the country was
almost ruined.

Q292 Chairman: The consensus of the evidence we
have heard until now from academics, regulators,
industry is that there is plenty of gas out there and
actually we do not need to worry, but what we ought
to worry about is the way the European gas market
functions and the way the UK gas market rather
than availability, but you are putting up a very
strong flag that the past is not necessarily a guide to
the future.
Professor Gittus: What I am saying actually is that
our past experience with oil from risky countries
should be looked at when you are considering taking
our supplies of gas from equally risky sources. You
should look at it.

Q293 Chairman: The argument that the Soviet
Union and I mean the Soviet Union never broke a
gas supply contract, despite the Cold War, should
not concern us; that is again a misleading guide to
the future?
Professor Gittus: It is part of our guidance,
obviously, it is part of our experience, but I would
not just go on that, I would go on the very simple fact
that I have raised, which is that we will be importing
gas from risky countries and is it not possible that
they will do for us with gas what the Arab states did
for us with oil?

Chairman: Other colleagues want to come in, but I
am going to bring in Mick Clapham who has got a
question on another aspect of carbon and security of
supply, and then we will take supplementaries on the
whole thing. Mick can do his coal one.
Roger Berry: Mine follows yours though, Chairman.
Chairman: Very quickly then.

Q294 Roger Berry: Over the years of the Soviet
Union and so forth the insurance industry would
have been coming up with figures about risks of
doing business with the Soviet Union. Given that
there is no problem with gas exports, would those
numbers have suggested that this was a highly risky
activity or not?
Professor Gittus: I could not hear exactly what you
said, sorry.

Q295 Roger Berry: Given that during the Cold War,
Russia did not fail to honour gas contracts and
therefore it appears that there were not problems,
the insurance industry presumably in assessing the
risks of trade with the Soviet Union, my guess would
be—correct me if I am wrong—that they would have
suggested higher risks then than today. My question
is was the experience of gas exports from the Soviet
Union consistent with the indicators that the
insurance industry were giving in relation to risk
assessment?
Professor Gittus: None of us received any gas from
the Soviet Union at that time.

Q296 Roger Berry: No, but you have said that the
figures you used, as I understand it, do not relate to
gas specifically, they relate to specific business and
political risk factors as indicated in your paper.
Professor Gittus: I do not know, I do not know what
the risk factors were at that time, we are going back
20 years, but I can find out.

Q297 Roger Berry: That would be interesting.
Professor Gittus: Chairman, I will undertake to send
those numbers.
Chairman: I am trying to think where the Soviet
Union actually exported its gas to; I think it
exported it to Germany, but I am exposing my
ignorance which is never a good thing for the
Chairman to do. Let us go on with Mick Clapham’s
question.

Q298 Mr Clapham: Professor, I gain from what you
said earlier that you perceive that we should hedge
against the risk of interruption in the supply of gas
by ensuring a diversity of energy mix, would that
be correct?
Professor Gittus: Absolutely correct, yes.

Q299 Mr Clapham: Of course, within that energy
mix is coal which at the current time provides about
33% of our electricity generation.
Professor Gittus: Yes.

Q300 Mr Clapham: I note from your paper that you
are rather sanguine about coal, you say “My risk
analysis shows that the UK’s supplies of coal are
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very unlikely to be interrupted and Australia and
three other friendly countries each export more coal
than the UK imports.” The importation of coal to
the UK has to some degree changed; we took quite
a substantial amount from Russia last year, for
example.
Professor Gittus: Yes.

Q301 Mr Clapham: We import roughly 35 million
tonnes which goes to coal burn. A good part of that
came from Russia and a little from South Africa,
and there are indications that the Australian coal
market has now been dedicated more or less to
China. The supply of coal to some degree out there
on the international coal market, is more restricted
than would otherwise have been thought, and
certainly I feel that your paper perhaps misses that
point.
Professor Gittus: I did not know about this
arrangement between Australia and China. I know
of it now because they have also sold most of their
LNG to China last week. It is a very fluid sort of
situation and that is quite concerning.

Q302 Mr Clapham: That increases your worry that
we are now becoming dependent upon Eastern
Europe, particularly Russia, for our coal?
Professor Gittus: Yes.

Q303 Mr Clapham: Would you be more concerned
if you knew, for example, that when UK Coal, the
company that owns the British coal mines, reported
to this Committee a week ago they did not foresee
the opening up of new coal mines, they were, in fact,
basically saying that the indigenous coal mining
industry in the UK may only have a life of about 20
years? Does that increase your concerns?
Professor Gittus: It does, I think that is terrible. We
have got enormous reserves of coal and techniques
for carbon sequestration are coming up. They are
not with us yet, but most of my life has been spent
doing research and development, and I can see from
my reading that we are going to have that. It will be
economic to sequester three quarters of the carbon
from this kind of resource. From looking at other
countries, I can see that the coal industries are
beginning to revive, and what had been thought of
as resources that were not worth mining, people are
beginning to mine them and open up new mines
even. I had thought that we would go the same way
in this country. We have got that resource, and it
seems almost criminal not to proceed with the
development of this. As I say, the great advantage
that we have at the moment amongst all our
competitors is the high security of supply that we
have. All of the steps which we can take, like using
our coal or making it available, are steps which we
should take, otherwise we run the risk, as I have
shown you in an earlier paper, of going from being
the most secure to the most insecure when it comes
to security of supply in the G8 over the next 25 years.

Q304 Mr Clapham: Given that if a decision is made
to build new nuclear power stations it is going to be
well after 2015 when they are likely to be online

producing electricity, bearing in mind that the
decommissioning of nuclear stations and coal
stations in between is likely to produce an energy gap
well before nuclear could be producing, do you feel
that we should be concentrating more on, for
example, the supercritical boiler being refitted to
coal-fired power stations and perhaps a greater
emphasis by government on the UK coal industry?
Professor Gittus: I cannot comment on the
supercritical boiler, that lies outside the things I
know about at the moment anyway but, certainly if
the market is not able to keep our coal industry
going for more than 20 years—the figure you used—
then government intervention is called for with coal.
Mr Clapham: Thank you.

Q305 Chairman: I expect you have made Mr
Clapham very happy with those answers. If the
Committee wants to ask some questions, which I
may have interrupted earlier, and you have got the
time, Professor, we might return to some of the
nuclear questions if the Committee wants to?
Professor Gittus: I have got time, yes.

Q306 Chairman: The picture that the industry has
painted for us in evidence is that they do not want the
American model. They would obviously really quite
like the Finnish model, but that also involves long-
term contracts with specific high-level users of the
baseload electricity supply, in the paper industry in
particular. What they have said they want is
practical arrangements for pre-licensing of reactor
designs, an improved planning framework to make
sure that the inquiries do not drag on too long with
all the national issues which go to the local level, for
example, and above all, in common with every sector
of the energy economy, they want to know how the
carbon price is going to be set over a much longer
timescale than the Emissions Trading Scheme
currently allows. They say if you do those three
things and give us a government commitment which
goes beyond the initial path, in other words a cross-
party consensus is built, but the arrangements in it
will not be disturbed, they say at current levels of
energy prices they will build new nuclear power
stations. Do you believe that?
Professor Gittus: Yes, I do. I have read that evidence,
and it is commensurate with what is being said in
other countries as well. I do not want to draw
examples from other countries because I know you
tend to feel that is a waste of time, but that is what
is happening in the States, and one can see other
countries following the Finnish example.

Q307 Chairman: Are they sharing the risk?
Professor Gittus: They are sharing risk out, 24
diVerent bodies are sharing the risk, and clearly that
is the way to go. The other way to go is to parachute
nuclear technology in, which is what was done in
South Korea, where they started their nuclear
energy programme simply by having foreign designs
built by foreign contractors, accepting the safety
cases and licensing arrangements which had been
proposed by the suppliers. Under those
circumstances people were able to build station after
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station to time and cost. We are not going to permit
ourselves to do that as a country, we have got too
much experience in the nuclear sector and too many
people who know about it. Clearly, we are going to
have environmental assessment, licensing, safety
analysis, public inquiries perhaps, and our
experience with those in the past, with Sizewell B for
example, was that they increased the capital cost of
the thing by about 35% or even more. I was involved
with the inquiries there. Clearly people are going to
say, “We want to know about that, we want a one-
step licensing process like the US NRC have
introduced and we want to have pre-qualified
designs of reactor which are acceptable to the
licensing authority. Those things have been done in
America. It has cost a lot of money and has taken
more than ten years to bring that situation about in
the USA. I do not see that people are concerned
about the diYculties that we will have in introducing
the things you mentioned, which I have just
summarised, in a short timescale here. I do not see
how we solve that, it is a diYcult problem. We have
left it all so late when it comes to keeping our nuclear
programme going.

Q308 Roger Berry: You advocate government
subsidy of nuclear through risk-sharing.
Professor Gittus: No, government insurance of the
risk, for which they would be paid a commercial
premium.

Q309 Roger Berry: In your article in relation to
Australia you talk about government subsidy?
Professor Gittus: No, that is the second of two plans.
A summary of my Australian report is available on
the Amsted website. All 400 pages of it have been
published, so there is no restriction there.

Q310 Roger Berry: You do not regard the sharing of
risk by government as being a form of subsidy?
Professor Gittus: If they are paid for taking the risk
they are like an insurance company which does not
subsidise the insurer.

Q311 Roger Berry: No, but presumably the
government is sharing the risk because the market
will not pick up such a risk at a price which makes it
competitive?
Professor Gittus: That is because the government
has got the diversity which the market has not got.
The Treasury is taking risks in every sector and
many of them are not correlated. If it was an
insurance company it would make an absolute
fortune because of that enormous diversification.
Chairman: You are advertising privatisation of the
Treasury!

Q312 Roger Berry: Would you argue that
government should share the risk in relation to other
energy sources as well in the same way?
Professor Gittus: Yes, of course.

Q313 Chairman: That has been very interesting, not
without its moment of frisson. We are grateful to
you, Professor. Thank you very much indeed.
Professor Gittus: I hope my behaviour has not been
oVensive to the Committee, I just try to join in with
the general discussion.

Q314 Chairman: Professor, I think the Committee
quite often gives as good as it gets on occasions as
well.
Professor Gittus: Thank you very much, I have
enjoyed it.
Chairman: Thank you.
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Q315 Chairman: Gentlemen, welcome to our
evidence session on UK dependence on gas and coal
imports. We are nearing the end of our inquiry. I
think this is the last but one evidence session in our
programme. We are very grateful to you for coming
and for your written memoranda. Can I begin, as I
always do, by asking you to introduce yourselves?
Mr Robinson: My name is Alan Robinson. I am now
employed by RWE Trading. I have been in the
industry for 26 years—CEGB, National Power,
Innogy, npower, and very recently I have moved
across to the trading floor. I am still involved,
though, in long-term strategic issues but my day job
is involved in actually despatching the power
stations and delivering the fuel to the power stations
on a day- to- day basis.
Mr Mannering: My name is David Mannering. I am
Director of Economic Regulation at RWE npower.
My background has been in regulation more or less
since privatisation, starting with National Grid,
then National Power, and then I spent five years with
Anglian Water, and now I am back with RWE
npower.

Q316 Chairman: Can I begin by asking you a broad
question about your reading of the market. You
have told us that you think the Government’s
assumptions about growth in demand for electricity
are “unrealistically low”. What do you think the
growth in demand is going to be over the next, say,
20 years?
Mr Robinson: We would start from the same place as
the DTI, and indeed the same place as National Grid
do in their long-term, seven-year statement, which is
that you start with an assumption about GDP
growth at 2.5 to 3% a year, and then you allow for
two factors: one is energy eYciency improvement
and one is just a general reduction in the energy
intensity of the economy. Traditionally, those would
have knocked 1 to 1.5% oV GDP, and you would
have had a growth of 1.5 to 2%. We would suggest
that perhaps going forward with further, more
intensive eVorts on energy eYciency, that might be
more like 1 or 1 and a bit. Our view is 1 to 1.2%, that
sort of level, per year compounding into the future.
The Government figures I think start with a similar
number, which they call “without special measures”,
and then they flatten it to pretty well zero growth
with special measures. We think that those special
measures, which generally are energy eYciency, are
probably already in our numbers. We are very
closely aligned with the NGC forecasts, the

government forecasts, which have largely been
renewed for carbon allocation purposes and they
are, perhaps understandably, a little on the
optimistic side in terms of energy eYciency. In
dealing with long-term security issues, one does not
want to start with an overly-optimistic assumption
about demand management. One has to build that
on top as an additional measure, rather than as an
underlying factor.

Q317 Chairman: There is a phrase which economists
like to use, ceteris paribus (other things being equal)
which applies to my next question. Ceteris paribus,
therefore: what do you think the consequences of
that forecast are for demand dependence on gas and
coal-fired generation and therefore for our
dependence particularly on gas imports?
Mr Robinson: We have said in our evidence that one
of the consequences of aiming at a lowish-number
for demand, given that new plants, particularly in
the medium-term, are likely to be gas, does mean
you probably understate the amount of new gas
required, and obviously you change the percentage
total. You change the denominator as well in the
equation. Our judgment would mean therefore that
we think more gas will be required in the short term.
Our overall view, like that of many other witnesses
you have spoken to, is that diversity is the key issue
here, but inevitably, in the short and medium-term,
the only new plant that is likely to be built is gas. Our
view is very much one of quickly bringing the other
options into play. You are still probably talking six,
seven or eight years at the earliest for some of the
other larger options, and perhaps 10 years plus for
nuclear. Yes, it will mean more gas; it will mean a
greater dependence on gas, and therefore inevitably
with UK Continental Shelf declining, a consequent
additional dependence on imported gas.

Q318 Chairman: You gave some quite dramatic
figures in your written evidence to us. You said that
this could result in greater than 80% dependence on
imported gas and as much as 75% of electricity
generation fuelled by gas by 2025. That means that
in less than 20 years’ time, 75% of electricity will be
coming largely from imported gas.
Mr Robinson: Yes. That comes back to your opening
piece of Latin, which says very much that we have
assumed in that, quite deliberately, that everything
that is built is CCGT. We do not believe that is going
to be the outcome in the 2025 timeframe, but we feel
it is the illative starting point: if nothing else changes,
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if we do not sort out some of the issues on which we
can touch on, consenting and enabling of other
technologies, then that is the consequence. I do not
believe it is the likely outcome because I think other
measures will be taken, but it just concentrates the
mind on where we would otherwise have to go.

Q319 Chairman: There will be no new coal-fired
generation then alongside that CCGT?
Mr Robinson: Not in that assumption, but, yes, our
assumption would be that indeed there will be some
new coal plant coming into play in eight, nine or 10
years’ time. Yes, in that timeframe there will be coal
and therefore gas will be lower than we said, but we
started with that just to give a base case and say that
is the worst; it is not a question of the lights going out
because CCGTs can and will be built. It is a question
of increasing dependence on gas and, given our
belief that diversity is a key part of the answer, that
would be an over-dependence on gas, in our
judgment.
Mr Mannering: Since we did the analysis that
underpinned that reply, we have done some updated
analyses. The balance between coal and gas has
shifted somewhat more towards it being more of an
even decision between the two technologies.
Mr Robinson: From an economic investment
perspective, the two look much more similar than
perhaps they did even a couple of years ago.
Chairman: That is very interesting. Let us look first
at your gas situation and then move to coal.

Q320 Mr Wright: In terms of the importation of gas,
we have heard evidence from a number of companies
that have suggested that they have some rather large
projects in being at the moment which are going to
take into account that importation of gas, such as
the Langled Field and ExxonMobil in terms of the
LNG depot. What we have not seen is any evidence
about any projects that you as a company, RWE
npower, are involved in. Do you have any projects?
Where does your gas come from at the moment?
Mr Robinson: The projects we are involved in are
ones that will probably already have been covered in
the sense that we are not the lead players in projects.
We are involved in a number of potential LNG
import projects, et cetera. They are confidential in
their nature because it is a very competitive area at
the moment. Yes, we are involved in some of those
LNG projects, looking at long-term arrangements,
contracts and possible capital investment, but the
reason we have not led on them is because we are not
the lead player. Upstream gas is not a key part of our
business. Within RWE, there is a company RWE
Dea that is an upstream gas company but it is a very
small part of what our business is. We are much
more about securing contracts on other people’s
facilities. That is really the way we have seen it.

Q321 Mr Wright: Where do you get your gas supply
from at the moment at your existing stations?
Mr Robinson: We have a number of long-term
contracts that were put in place at the time the
stations were built. Some of them are just flat, 15-
year contracts for an amount of gas; others are

fuelled contracts where you take the output of a field
and, as the field declines, so the volume declines. We
have some of those. Otherwise, for the balance of
our requirements we look usually about three years
ahead into the market and we source gas on a rolling
programme in the traded market in the UK. That is
where it comes from: it is a mixture of long-term
contracts, medium-term contracts, and forward
purchasing in the traded market.

Q322 Mr Wright: So you are satisfied in terms of the
security of supply for gas that can look after your
projects in the foreseeable future?
Mr Robinson: Yes. The reason to be involved in
these LNG projects is that we think it is right to have
a mixture of tenor, as the traders would say, of
period ahead that you buy. That is the right risk
approach , not to buy everything on a long-term
contract nor everything in the spot market but to do
a rolling programme of contracts of diVerent
durations. It is our long-term contracts that were
obviously signed a number of years ago that are
starting to come to an end, and we see those very
much being replaced by arrangements to import
LNG particularly.

Q323 Mr Clapham: Mr Robinson, just before I turn
to look at coal, your coal-fired stations in particular,
coming back to your analysis there of gas in the
energy mix, if we look at the shorter period—you
were looking at the long term—we know that there
is likely to be a gap around 2012–2015. Even if a
decision is made therefore to bring on new nuclear
build, we still have that first gap to deal with. We
know that we are going to have gas coming in from
Norway and there is likely to be a glut of gas in
another 12 months on the market. There are people
who say the market needs to be controlled, otherwise
we may have another dash for gas. The forecast that
you have given for the longer term of 80% of our
electricity generating capacity coming from gas is
likely to come sooner, maybe not the 80% but
perhaps 60%. That therefore means that the
diversity that we are looking for in the market could
in fact be thwarted. Is it your view that gas should be
controlled when that first new import of gas comes
in from Norway or are you satisfied, do you feel that
the market will actually decide which is going to be
the energy mix?
Mr Robinson: Let me correct one point. The
statement we made about gas is not a forecast; it is a
consequence of doing nothing. We are not
proposing that nothing be done, so it is not in that
sense a forecast; it is just saying that if you do
nothing and just let gas be the only form of new
plant, then that is the natural consequence of that
situation. Coming back to your question, though,
we do expect to see some coal coming in around
2015, maybe a little earlier than that, with some
clean coal projects. We have announced our own
study for the Tilbury project. We can come back to
that if you want to do that. Otherwise, you are right
to say that for the next four or five years, clearly
there is going to be significant emphasis on energy
eYciency. We have some thoughts about how those
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eVorts can be redoubled. Also, you have to be aware
that the majority of the plant that will close over that
period is plant that is closing not for any market or
technical reason but purely for regulatory reasons.
Clearly, that is an option that exists in seven, eight
or nine years’ time. If there is some new plant under
construction, perhaps committed in five years’ time,
some new nuclear, some clean coal, et cetera, then
there has to be a question mark about whether plant
that is due to close in 2012, 2013 and 2014 could be
life-extended a few more years to cover some of that
gap. We would certainly say that there is very little,
if any, of the plant on the system, non-nuclear plant
at least, which is technically incapable of running on.
It could all be refurbished; it could all be kept going
for some more years, if that was needed to fill a gap.
It is a short-term option and it is good to have short-
term options because uncertainty means that you
would want to have some things you can turn on and
oV at one or two years’ notice rather than at eight or
ten years’ notice. We do think that the coal and oil
plant are candidates for rethinking about exact life
expectancy in a few years’ time when we really know
where we stand on the other options.

Q324 Mr Clapham: Turning to what you say in your
submission about coal, you tell us that you burnt in
2005 something like 7,089 kilo tonnes of coal. Where
did most of that coal come from?
Mr Robinson: Of that 7 million tonnes, the vast
majority is imported. The reason for that is that our
three Coal-Fired power stations are all southerly
based and the one at Tilbury on the Thames does not
even have a rail link; it is an importing coal station
with a jetty and international coal ships come
straight into the station. Didcot is linked directly by
rail to our own facility within the port at Bristol and
it takes its coal that way. Aberthaw is the one station
that does burn some local Welsh coal. The quantities
of that are constrained for two reasons: one is that
we could not get anywhere near our sulphur content
if we were to use all local coal; secondly, the
availability of Welsh coal has actually declined
anyway. There are quite a few, like Tower Colliery,
which is right at the back-end of its life and is
beginning to run down just through naturally using
the recoverable reserves. About one-third of
Aberthaw’s coal is Welsh coal; all of the coal at
Tilbury and nearly all of the coal at Didcot is
imported. The source of that coal varies from year to
year depending on the quality we require, the
sulphur level, the ash quality level and the cost of
shipping. You will appreciate that with the Chinese
economy shipping charges around the world vary
enormously over the years. When shipping costs are
low, it tends to be more Australian and South
African; when shipping costs are high, it tends to be
more local in the sense of Russian, Polish, that sort
of more local sourcing of coal. Last year, just over
half was Russian coal, about 29% was South
African, and something like 12% was Welsh coal,
and the balance was small amounts of coal from
Indonesia, USA and a few other odd spot cargoes
from other locations. That is the broad balance but

it does change from one year to another because we
buy on quality and price, and shipping costs in
particular are a key factor in that decision.

Q325 Mr Clapham: The two things that you are
looking for from your imported coal, is, one, to
ensure that the price is right, but, two, the sulphur
content?
Mr Robinson: It is particularly the sulphur content.
If I use the example of Aberthaw, we have to achieve
an average sulphur content of below 0.6%. Welsh
coal is typically 1 to 1 and a bit% sulphur.
International coal of that quality is generally 0.4%
sulphur. You can immediately see that you have to
do about two-thirds imported coal, one-third Welsh
just to maintain a sulphur balance. If you try to get
a higher proportion of Welsh coal, you would have
to turn the station down to achieve the sulphur limit,
so it is a self-defeating attempt if you wanted to
move. Once the flue gas desulphurisation equipment
is fitted from 2008, clearly that largely solves the
sulphur issue. There are still some other quality
factors to bear in mind, but it does do that. We are in
discussion with half a dozen parties in Wales about
longer term contracts, post-2008 contracts, but they
do pretty well all require planning of some sort—
open cast, either extensions or new mines—and that
is a slow and diYcult process. I know it has been
subject to judicial review and challenge in the couple
of projects that have tried to proceed to date. We are
having to manage on both fronts. We can burn more
Welsh coal and we are negotiating contracts. At the
same time, we are maintaining our import
capabilities so that we can see which option to play
out for us.

Q326 Mr Clapham: Given that the UK coal industry
is now down to six or seven collieries and that the
world market price is beginning to change a little,
which makes British coal comparable, would there
be any chance of looking at longer term contracts
with British coal producers, bearing in mind what
you have said about the need perhaps to sleep on the
coal in order to be able to reduce the sulphur?
Mr Robinson: For the Welsh, that is very much
where we are headed. The station at Aberthaw is
specifically designed to burn what is called low
volatile coal, which are the anthracitic coals that you
get in South Wales, but are available on the world
market as well. Local coal, known quality, short
delivery routes clearly have the advantage that we
are looking at. In terms of delivery, Tilbury is really
not a credible delivery for UK coal. It would mean
literally taking it from a mine to a port, loading it on
a ship and bringing it round, and that would be a
very expensive triple-handling job. Didcot in
Oxfordshire obviously historically going back all the
way to the CEGB days, has taken Midlands coal,
but again it is very expensive to bring in any further
than the south Midlands, a short hop from the port
at Bristol but a very expensive run down from
Yorkshire, and Scottish coal would be infeasible.
We are the furthest away from the UK coalfields,
apart from the Welsh, and that reflects our
purchases.
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Q327 Mr Clapham: You mentioned flue gas
desulphurisation at Aberthaw. Are you likely to go
that far with regard to Didcot and Tilbury?
Mr Robinson: No. We have had to make irreversible
decisions under the Large Combustion Plant
Directive, not easy decisions, clearly. We have had
to look at each of our stations in turn and really look
hard at the feasibility and economics of running
them after 2008 with FGD. We are spending over
£100 million at Aberthaw on that one. We felt that
was a justifiable economic decision, but we also
recognise that within a portfolio of coal stations,
some have to operate at medium to lower load
factors, which makes it very hard for them to
remunerate these big capital investments. Quite
correctly across the system as a whole, some stations
have opted to fit FGD; others have opted not to. At
Didcot there were significant feasibility issues as
well, such as moving materials and everything else
that would be required to run FGD at Didcot.
Tilbury can achieve a strong environmental
performance just through the control of the type of
coal it takes internationally. We felt again that FGD
was not justified and that we can achieve some very
good sulphur performances just by controlling the
coal guides.

Q328 Mr Clapham: What about your plans for new
clean coal burn? For example, do you have any super
critical boilers?
Mr Robinson: Yes. We have announced a feasibility
study for Tilbury. It is our smallest station with 350
megawatt units; it is one of our oldest, so it is
probably the one we are likely to close first. We are
looking at re-planting it with high eYciency coal,
which at least initially is enabled for carbon capture.
It is at an early stage. We have announced the study
so that we can talk openly to all the stakeholders
involved. We announced that a couple of months
ago, and we have started that work, but we are
looking at all the diVerent technologies. Our parent
company, RWE in Germany, has announced that it
will build an integrated gasification combined cycle
station with carbon capture and storage in a local
onshore gas field. They are well away with that. We
are looking at the more high eYciency traditional
coal station with carbon capture. They are looking
at the integrated gasification and we are sharing
technical knowledge across the group and
developing those options. Yes, it is early days, but
we feel that we need to get on with it and to look at
all the options.

Q329 Mr Bone: I want to get in my mind that you are
suggesting that taking coal from a British coal field
and putting on a train and trundling it down to
Didcot is more expensive than taking coal that has
to be dug out in Australia, boxed from somewhere
to an Australian port, transported halfway round
the world, then put on a train to Didcot. Is that
right?
Mr Robinson: In terms of net cost, yes, because UK
coal is intrinsically more expensive to mine. At the
moment, Australian coal with transportation
because of where we are, on that equation probably

would not work, but in terms of Russian coal, South
African coal, et cetera, it is cheaper to bring it in
large vessels into Bristol and then on a train to
Didcot than it is to bring UK coal down, as well as
again the sulphur issue. Because Didcot will not
have FGD fitted, we still would be under very strict
sulphur constraints at Didcot. So again we have to
maintain a very low sulphur diet. I have been
involved in the UK coal industry for many years. I
negotiated long-term, five-year contracts with RJB
Mining some years ago for National Power. Yes, I
believe the UK coal industry has a strong future but
its best future is supplying its coal to the
neighbouring coal stations that were built right next
door, for good reason, rather than shipping it the
length and breadth of Britain.

Q330 Mr Bone: I did get it wrong. It was not the
transportation costs that you were suggesting were
unfavourable; it was the fact of the price of the coal.
Mr Robinson: The additional transportation costs
would tip the balance. It is not the total
transportation costs but the additional cost of
spending another £3 to £4 per tonne bringing it a
long distance that would just tip the balance in the
economic stakes. Frankly, it would give a lower
value to UK coal because we would have to net that
back to the pit. We could pay a lower price than a
more local generator could for the same coal because
we would have to recoup that extra cost.

Q331 Mr Hoyle: You have stated with regard to
Welsh coal that there are always delays in planning
guidance issues and securing consents and that is
why there have been no new pits. Is it fair to say that?
Mr Robinson: It is certainly true of our experience in
South Wales. I can talk publicly about one or two
issues. Those who are familiar with the South Wales
coal area will perhaps know of a project called Ffos-
y-Fran which has been nearly there for eight years. I
think it is eight years since it was originally thought
of. It did originally get planning consent. That has
now been challenged and has gone to judicial review
to review the Welsh Assembly’s decisions and the
fact that the planning guidance for open-cast mining
in Wales allows mining nearer to houses than is
allowed in England or Scotland. What is being
challenged is why the rules have not been changed in
Wales as well. This is fairly typical of the situation
that exists. We have been purchasing coal from
existing facilities, from Tower, the deep drift mine
there, and indeed from three or four companies that
run open-cast, but all of those licensed deposits are
running down and, within a couple of years, will be
run down not quite to nothing but will certainly need
topping up with new consented pits. We are lending
a hand wherever we can in lobbying to help that
happen, but it is a slow process.

Q332 Mr Hoyle: The reality is that you do not mind
raping the countryside through open-cast but you
do not believe that sinking a new pit with new shafts
would be the answer.
Mr Robinson: Two of the mines from which we take
coal in Wales are deep mines.
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Q333 Mr Hoyle: Are they new mines? This is about
planning consent?
Mr Robinson: As I say, two are deep mines; one is
certainly looking to sink new shafts and is looking
for a contract from us. That is one of the parties to
which we are talking. So we do not have a particular
thing about open-cast versus deep mines; it is just
that the majority of the recoverable reserves in
Wales now tend to be open-cast mines.

Q334 Mr Hoyle: UK Coal have said to us that the
biggest problem is that pits will not exist in 20 years’
time. The diYculty is not that they will not be
sinking any new shafts but trying to ensure keeping
the existing pits open is diYcult enough. They are
saying that the reality is the price that you will pay
for coal is killing the UK coal industry.
Mr Robinson: The price we would pay for coal is
associated with the international competitive price.
That has always been the case. We would not be
negotiating with half a dozen parties if they all felt
that we were not able to meet their aspirations in
terms of what they need to open up new facilities.

Q335 Mr Hoyle: Do you really care if there is an
indigenous UK coal industry?
Mr Robinson: It certainly contributes to the security
of supplies. It is much less clear for Didcot and
Tilbury, for the reasons I have explained. Clearly,
Aberthaw contributes to our security of supply so
that we have a mixture of sources of coal. In
particular, the international spot market where you
can source additional coal quickly if the burn is
higher and demand is higher in a particular year
underpinned with some longer term contracts for
indigenous coal is a good mix and we would want to
maintain it.

Q336 Mr Hoyle: If I have followed what UK Coal is
saying, it is because you do not pay a fair price for
coal that they—
Mr Robinson: I have no information about that. We
do not buy any coal from UK Coal.

Q337 Chairman: It is important to clarify this. You
have gone to customers—
Mr Robinson: We do not buy any coal from UK
Coal because they do not own any Welsh coal pits.
We buy Welsh coal from a range of companies.

Q338 Mr Hoyle: Would you say that security of
supply is important? Security of supply is only there
if there is coal to buy?
Mr Robinson: Yes.
Mr Hoyle: Therefore, the only way that you can
continue with UK Coal is if you were to put a
premium on to ensure that we could sink a new shaft,
or it would pay for existing coal?

Q339 Chairman: I know you do not deal with UK
Coal at all. Lindsay, you have asked him to be
objective and I think what is needed is help with the
English pits rather than the Welsh pits from your
experience of the industry.

Mr Robinson: I think there are two issues. To me, the
key issue of supporting new investment is the term of
the contract. It is not a question simply of saying,
“Let’s pay an uneconomic rate and hope somehow
to pass that on to someone else”. It is a question of
paying the right rate but, if capital is needed,
whether it is a new open-cast mine where you incur
significant cost to take the burden oV and to place
bonds to repair it all at the end, or whether it is a
shaft, it is still an up-front capital cost, which is only
economic if supported by a term contract. As for the
nature of that term contract, we would obviously
prefer on balance that to be indexed to international
coal prices. I have dealt with UK Coal or RJB and
British Coal before them, and they do prefer
international prices where international prices are
high and they prefer RPI Indexed prices when
international prices are low. If you want a term
contract, you have to decide up-front how you are
going to index the price. You cannot keep coming
back and saying, “We want an international price
but the international price has dropped, so can we
change it again?” We have a mix. We have some
contracts that are fixed price; some related to
inflation; and some indexed to international prices.
It is a free negotiation with the supplier as to which
type of contract works and we can price up the risks
and benefits of those diVerent contract structures.

Q340 Mr Hoyle: Should we really be concerned
about the security of supply for gas and coal then?
Mr Robinson: I think we should be concerned to
maintain sources of both so that both contribute to
the generation of electricity in the UK. I think that
is the key point. As I say, I think there is a strong
future for coal in the UK. For those owners of power
stations that have opted into the Large Combustion
Plant Directive, they have, perhaps for the first time
for many years, a knowledge that that station has at
least a 10-year life and they may need to consider
their contracting strategy in the light of that. If you
go back a number of years when it always seemed
that coal stations were just about to close and the
pits with them, then it became diYcult on both sides
to let term contracts. Now I think everyone believes
that the opted-in plant have at least 10 more years
and that does create the ability to back investment
with contracts. I cannot tie anyone else to that but
that is my judgment.

Q341 Mr Hoyle: There is a great worry at the
moment, and we have seen it already. You have
talked about Australian coal. You say it is far away
and distant, but the reality is that Australian coal is
being sucked up by China. We also see India’s
growth at the same time as that of China. These two
great expanding markets have great energy needs
and they are turning to gas and coal. That is what is
driving the issues about security of supply in this
country because previously we dealt with Australia.
All right, we are going to look at Russia, South
African coal and a little bit from Indonesian but the
truth of the matter is Australia did not even blink;
China just soaked all that up and it is now looking
for more.
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Mr Robinson: China exported about 80 million
tonnes of coal last year and was I think the third
largest coal exporter, so it is still a net exporter. To
come back to your question, am I satisfied that long-
term I can source coal internationally? Yes, I am
fully satisfied. You are talking about a world market
of something like 4 billion tonnes a year production,
of which over 500 million is internationally traded.
Can I source five or six million tonnes reliably for my
uses? Yes, I can. There are many plans in many
countries around the world to expand that. The
shipping is easily expanded if necessary, so, yes, I
believe that there is a long-term secure international
market for coal from stable places, not from
diYcult places.

Q342 Mr Hoyle: That is excellent. Is that the same
for gas as well?
Mr Robinson: For gas again it is a question of diverse
sources. We have seen recently the growth in LNG
projects. We are now seeing that gas is becoming the
global market where it was previously a regional
market, if you like, or the European gas market. It is
now very much a global market with LNG ships that
can move from the Henry Hub point in east coast
America through to Europe and the Far East as well.
Certainly, all the studies we have looked at suggest
that there is again a lot of gas out there, but much of
it will have to be in liquefied form into the future. I
think that is fair. That is one of the reasons why I
mentioned earlier that we are looking at securing
LNG-based contracts.

Q343 Mr Hoyle: I have mentioned about demand
being driven by China and India. How do you see
coal and gas prices in the future? Will the price
continue to rise or do you think the price will be level
at where we are now? What are your projections?
Mr Robinson: The big advantage of diversity is that
you can switch generation according to relative fuel
prices. It is very diYcult to see gas in the medium or
even the long-term moving very far away from the
oil-indexed route, for some perfectly good reasons
and some perhaps less good reasons, but I think it
will stay heavily indexed to oil, whereas coal price
tends to be fairly independent of oil. Obviously there
is a certain amount of oil in the freight costs. What
we see is the relative costs of coal and gas moving
around quite a lot. That is why a diverse mix is
commercially attractive. If you can move generation
in a high gas-priced year more to your coal stations,
and then if the coal price starts to rise, you can move
back, you can re-balance your portfolio. That is why
commercial integrated generators value diversity.
Many economists say that they do not and it will
become a monoculture. I am saying that we do value
diversity because it is commercially sensible to be
able to switch fuels as prices move and to try to keep
the total cost down to the minimum.

Q344 Mr Bone: I want to ask one or two questions
about improving security of supply. We are getting
diVerent views on how important that is. You seem
to be quite relaxed and you suggested a list of
possible ways of doing it: diversity of sources, supply

chain for gas, improved storage, demand reduction
for energy, energy eYciency and demand
management. One of the things that has come up
frequently as we have taken evidence is the fact that
the European market, as you referred to it earlier, is
not a European market; it is a protectionist market
in continental Europe and an open market in the
UK. Are you satisfied with the action recently taken
by the European Commission to open up the
continental gas market?
Mr Mannering: I think what we have seen from the
European Commission is a period of quite
extraordinary energy on this particular topic. There
have been a number of initiatives that are underway
at the moment. First of all, we have the DG
Competition inquiry into the operation of the energy
markets across Europe, which is currently
underway. Secondly, we have the benchmarking
report by DG TREN, which will be reporting
towards the end of this year, and will be looking at
the development of competition in individual
countries across the EU, and will be making
recommendations as to whether there are any
further legislative changes that need to be made.
Thirdly, we have the gas regulation, which came into
eVect just two days ago, and which makes great steps
towards the kind of liberalisation that is so
important to the UK’s access to European gas
supplies. For example, it promotes the transparency
in tariVs for the transport of gas. It promotes
transparency in the utilisation of capacity and the
amount of free capacity, so that will make it much
easier for companies like our own, RWE Trading,
who specialise in trading gas from continental
Europe and importing it into the UK when we need
it, to undertake that function. At the same time,
recently, on 25 April, the European Regulators’
Group for Electricity and Gas, which is a group of
the 25 national regulators set up by the EU, has
recently launched the Gas Regional Initiative
specifically aimed at making the European markets
more integrated and breaking down the barriers.
The UK is in the north and north-west region, which
puts us together with most of the markets where we
would be seeking to source our gas. Lastly, there is
the European Union’s priority interconnection
initiative, where they are funding feasibility studies
with a view to looking at where interconnections
should be built as a priority. I am very optimistic
that the European Union will be moving on apace
with integration measures that will really open up
the markets and improve our access to Europe.

Q345 Mr Bone: With all due respect, that sounds like
the normal EU claptrap and waZe. What on earth
have you got evidentially to suggest that they are
actually doing anything? Our consumers—our
domestic gas payers, our domestic business
customers—have been screwed by the European
Union, to be honest, over the last few years. We have
done what the European Union said should be done.
Our continental cousins have not. Do you really
think that in six months’ time that is going to
change?
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Mr Mannering: I think one needs to take a step back
and reflect that it perhaps took us 15 years to move
to the position of the liberalised, fully competitive
market that we have in the UK now. The electricity
industry was privatised in 1989. I do not think the
full GB arrangements came in until 2005. It has
taken the UK quite a long time to get to the fully
competitive, fully liberalised market that we now
have. To some extent, we anticipated some of the
regulations of Europe where we were ahead of the
game. As I have mentioned, the gas regulation that
builds on the Gas Directive only became eVective
two days ago on 1 July. I think we have to give time
for these measures to take eVect. It is probably a bit
premature to pass judgment as to whether they are
eVective or not. As I have said, if they are not
eVective, DG-TREN will be producing its report at
the end of the year on how progress has been made.
If it finds that insuYcient progress has been made
against Directives that are in place, then they will be
recommending further measures. I would say to you
that at the moment there is a very large number of
very energetic European initiatives in train. We need
to give them time to see if they work.

Q346 Mr Bone: I am going to press you on this point
because this is not just some academic argument
about the UK and the European Union. It really
does aVect households. I am thinking about the
evidence that it is calculated that the average family
paid £189 a year extra last year because of the failure
to liberalise the EU market. We have seen that the
wholesale gas price was more than double here from
what it was in the continental European Union. We
really are at a significant disadvantage. Do you think
that is going to be cleared up, shall we say, within the
next year?
Mr Robinson: Do we think it is going to be cleared
up absolutely in the next year? The simple answer is
no. As David has said, there is a new energy in
Europe, an energy which has never existed before, to
try to get the UK style market really operating.
What are we doing about it? It is hugely in our
interests as well. We are a trading group. We have
created a trading group to try to trade across Europe
to try to arbitrage out these price diVerences and
make sure that there is, if you like, close to a single
price across Europe. We are absolutely wedded to
that. We can but lobby; we fully support all the
Ofgem work that they have been doing in their
investigations. We have experienced the same
problems. We have tried to move gas from Germany
across into Belgium and found it diYcult to get
capacity. We are not blaming individual companies
because we understand that there are regulatory
constraints on the use of storage and all sorts of
things, which need to be sorted out. For once, I am
optimistic on this because I have seen really strong
action now from Brussels to try to get it sorted and
push individual Member States to do it. It certainly
has our support from RWE.

Q347 Chairman: What do you mean by “we” in this
context? RWE is riding a couple of diVerent horses,
is it not? In the UK, you are in a liberalised market.

In Germany you are the heart of the cartel
arrangements that Peter Bone is attacking. It may be
that your evidence on energy is that it pays to know
the fact that you know your own front door was
opened on a dawn raid by the Commission, how
many days ago was it now?
Mr Robinson: We are talking gas here and our Chief
Executive Harry Roels has made it very clear that we
fully support liberalisation of gas markets across
Europe.

Q348 Chairman: You did have a dawn raid six weeks
ago, did you not, from the Commission?
Mr Robinson: Not on the issues of gas; those were
other local issues not anything to do with European
gas markets.
Mr Mannering: I would say that RWE very much
supports liberalisation and supports competition.
There is a lot of evidence to justify that claim. It is
just not an empty statement. For example, the
company has built new interconnectors between
Germany and Holland and Germany and France
recently. It is currently exploring the possibility of
building a further interconnector between Germany
and Holland. As you may know, the European
Commission has really emphasised the importance
of interconnection to create market integration and
moving towards the European market. RWE is one
of four companies that has recently started
publishing production data on the European Energy
Exchange. RWE Energy was one of the companies
that unbundled its businesses before German law
required them to do so under the Directive.
Mr Robinson: To summarise, we are very much a
free market company. We have a Chief Executive, an
ex-Shell guy, who believes absolutely in free
markets. That is the way we are trying to drive our
business and set up our business.

Q349 Mr Bone: To follow on from what you have
said, I want to talk about the LNG import capacity.
Last winter when we thought that that was going to
be used a lot more, there was a lack of capacity. Why
do you think that happened?
Mr Mannering: There are a number of possible
explanations. Ofgem is currently very actively
pursuing an initiative across Europe to try to
understand in more detail the reasons for that. The
discussions that I have had with colleagues
internally suggest that most of the explanations may
have a contribution to make to the answer that
Ofgem would come up with ultimately. The first
point to note is that just because there are pipelines
on a map does not mean that gas can flow through
those pipelines. In particular, there is a point on the
Holland-Belgian border, I think it is called Zelzate,
where gas literally cannot flow into Belgium.
Mr Robinson: The pressure diVerentials and the way
it flows are not in that direction. There are physical
constraints there stopping Dutch gas getting into
Belgium, for example, which is where it needs to get
to if it is going to flow through into the UK. With the
Balgzand to Bacton link directly from Holland,
maybe that will bypass that.
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Q350 Mr Bone: This is new evidence, is it not? I do
not think we have heard this before. The gas that was
going to come through our interconnector from, say,
Holland, could not come through because it got
stuck.
Mr Robinson: That happens at certain times of year
with certain flows and things like that. For gas to
flow, clearly you have to have a greater pressure for
it flow down. There are certain times of year in the
winter when it is very diYcult to flow gas in that
direction down that pipe. I think that is something
that Ofgem have already worked out, that the flows
between Holland and Belgium have physical
constraints, as they do between Germany and
Belgium as well. Getting gas into Belgium has
proved to be a constraint. As I think Ofgem
observed, how is it a constraint one day and then
suddenly later on in the winter when Rough went
down, it ceased to become a constraint? I think that
is because it is a physical factor; it depends what gas
is coming out of what store when, what LNG has
being delivered at what terminal. It is to do with
managing flows in networks. It is not perfect by any
stretch. I think people are now investing to get round
these issues. We are certainly encouraging that
investment. I think there are genuine physical
reasons. It is not someone somewhere is sitting there
saying, “Let’s try to be awkward here”. People
would love to sell gas into the higher priced UK
market.

Q351 Mr Bone: There are one or two bizarre things
about the whole of last winter, are there not? You
would have thought that that was the case.
Mr Robinson: In the same way as today the
interconnector is exporting heavily because UK gas
is much cheaper than continental gas at the moment,
so it is going the other way.

Q352 Mr Bone: Can I make my last point? You may
have answered this. Did other suppliers have the gas
which they could have sent here if we had had the
right sort of infrastructure, or better infrastructure?
Mr Robinson: I think certainly for the early part of
the winter, the simple answer is that they had gas in
storage but, for understandable reasons based on
their own need or projections of what their
requirements were across the winter, they were
reluctant perhaps to release it. The physical limits
came in as well but I think there is a lot of storage
in Europe, more storage than in the UK, but that is
because most of the gas flows into Europe are base-
load constant supplies coming in from Russia and
Norway and the only way of managing summer to
winter demand levels is through storage. Therefore,
at the very beginning of winter, when you pump the
stores up, you are still expecting to need that gas in
February and March to meet your own customers’
needs. I believe they have similar regulations to ours.
We have storage monitors in the UK which allow the
National Grid Transco to block gas coming out of
storage if they feel that too early in the winter the
storage is being drawn down too fast. It is diYcult to

criticise our colleagues in Europe for having similar
regulations because we have them as well, even in
our free market.
Mr Mannering: The point is that although Ofgem
say that there was a price diVerential and you would
expect gas to flow, as Alan has said, what that does
not take into account is that continental companies
buy for their customers’ needs, and they will then
have to buy back the gas at some future point. It is
very likely that they may have to pay more than they
sold it for. It is not economically viable for them to
do it either, quite apart from the fact that clearly
understandably the prime concern of any company
is first for its customers’ needs.

Q353 Chairman: I am a little confused as to how I
sum up your evidence on this point in one or two
sentences, which I am always anxious to be able to
do. At one stage we have a dysfunctional gas market
that is universally criticised and condemned by all
and sundry and the European Commission praised
for its robust action to free it up and liberalise it.
Now we hear it is a bunch of very happy little traders
really anxious to sell their gas to us but given it by
only entirely rational economic situations of the
marketplaces and infrastructure issues. I am just a
bit puzzled.
Mr Robinson: Perhaps to draw the two together, the
missing ingredient in that recipe is the fact that the
market structures are in themselves a barrier. Some
of the market structures make it diYcult to move this
gas quickly and easily to get access to the pipelines
on a spot basis rather than a contractual basis. We
are mentioning some physical things that we did not
talk about because I had assumed you had had quite
a lot of evidence about it already. Yes, there are
contractual and market structure blockages to
people who have already bought the capacity in the
pipe; they do not have use-it-or-lose-it rights; and it
is very diYcult for them, even if they wanted to, to
sell it on in some of the market structures that exist.
It is not just physical. There are contractual and
market structure blockages as well.
Chairman: Thank you, you have brought the two
halves together.

Q354 Mr Wright: I suppose one of the ways over this
particular problem about supply is to have a dual-
fuel plant, such as the one you have at Didcot. Could
you let us know how that was used last winter?
Mr Robinson: Didcot A coal-fired station is 400–500
megawatt coal units; three of the four are also
capable of burning gas. They can switch online from
coal to gas, any mix of the two, and switch back and
forth. It is a very flexible set-up at the station. To be
honest, the winter use of that is not something that
occurs because clearly that is an economic switch. Is
gas cheaper than coal, allowing for carbon, sulphur
and other costs? Clearly in the winter the station is
already fully on burning coal. If it was burning gas,
it could release the gas in the market but it will not be
economically; it will be burning coal anyway in the
winter. So it tends to burn gas at certain periods in
the summer, and a few weeks ago it burnt gas for a
while at times when in particular the interconnector
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is down to Europe. The UK is still a net producer/
exporter of gas in the summer. Didcot can take some
of that spare gas and not burn coal in that period.
The more useful thing for the winter, if I could
develop the question, is really: how do we use the rest
of our portfolio in this fuel flexibility, this diversity I
talked about earlier? How is it practically used? I
think the very good example is on the peak days in
February and March for peak gas prices. Oil-fired
power stations, at Littlebrook down the river on the
Thames and at Fawley near Southampton, which
would normally run one or two hours through the
peak, we switched on to run for 16 hours from before
breakfast through to late evening. We switched the
CCGTs oV and released the gas back into the gas
market, so that we can literally better use stored oil,
if you like, rather than stored gas. Obviously those
gas-fired stations, we can then oVer back to National
Grid. If they do need them at peak, then they let us
know, and we will then purchase a small amount of
gas on the spot market just for peak running.
EVectively that is how the fuel switch occurs in our
portfolio. In the summer, yes, we can switch coal/gas
but in the winter the coal is running anyway, so it is
not helping to release any gas, but we can run oil and
release gas. We saw the CCGTs in total do more
than Rough. People talk about having a second
Rough. We have a second Rough; it is the CCGT
portfolio. Overall in the winter, they turn down by
more than the peak export of Rough, and they
reduce their total winter demand by more than the
total store capacity of Rough. The CCGTs are a
second Rough, all the time you have the diverse fuel
mix of coal and oil and other plant to make the
electricity instead of the gas.

Q355 Mr Wright: To get this right, you said that
during February and March when the peak varies
you can release the gas back into the market again?
Mr Robinson: Yes, by running other plant.

Q356 Mr Wright: Would that mean that you could
actually make a profit on that? You have bought the
gas on the spot market and you could put it back
into the market again at a profit?
Mr Robinson: Yes, if we bought the gas on a term
contract or whatever. That is how markets work. We
would look at the overall net cost of producing
electricity, but if the value of gas in the gas market,
allowing for the eYciency of conversion to CCGTs
and carbon costs, is higher than the cost of burning
oil and the carbon cost and all the other factors, then
we will switch our merit order round, if you like, and
we will run oil plant ahead of gas plant and sell the
gas back into the market. Yes, it is all about cost
minimisation and if that means we can sell the gas on
at a profit, we will sell at a profit. Of course, at the
same time our retail business is having to source
additional gas, so some of that extra gas we may use
internally because as the weather gets colder, clearly
people consume more gas within our retail business
and we have to go into the market and source
additional gas. On any one cold day we are both
releasing gas from our generation facility but we are

also having to source additional short-term gas to
make sure our retail customers get all the gas that
they require.

Q357 Mr Wright: Would you consider any plants to
be of the flexible nature that you have got at Didcot,
dual-fuel?
Mr Robinson: There is a limited use of that sort of
fuel switch, the coal/gas fuel switch. Certainly we
have seen a lot of CCGTs in the system that have the
capability of switching to distillate oil, doing that,
and, again, it is a similar economic switch in that
distillate is more expensive than heavy fuel oil we
burn at Littlebrook, but eYciency of the CCGT
burn is higher than the eYciency of oil. It is a very
similar economic switch. Clearly, in the sorts of
markets we have seen and the volatilities we have
seen, anyone looking at new CCGTs will certainly be
seriously looking at whether they want to make them
dual-fired from day one. I think that is more likely
where fuel switching will be seen. We saw a lot of fuel
switching this winter and I think it will be a feature
of next winter as well with more oil being burnt,
more coal, in order to release gas at the
appropriate time.

Q358 Mr Wright: Do you see a role for the
government in trying to encourage the maintenance
of this type of flexibility?
Mr Robinson: Frankly, I think there is no need. All
the economic incentives are there for people to do it.
It costs money to retain that capability and you
make these decisions every day, that is what running
a commercial business in markets is about, often you
have to spend the money upfront in the hope that an
opportunity arises to take benefit from it. We
brought back Little Barford power station in
Cambridgeshire. We had dual-firing with oil
capability, distillate capability originally, we had
eVectively mothballed it but we brought it back last
winter because the economics were right, so we made
the investment to bring it back and use it in the
marketplace. That is the beauty of flexible plant
portfolio, you can make these decisions six months
out, one year out. For this winter we are bringing
back another oil unit at Fawley near Southampton,
a second oil unit at that station, because we judge the
market will pay for it, but it is going to cost us
millions of pounds to bring it back. It is our
commercial risk; maybe the market needs it and
maybe it does not, but our judgment is it will so we
are bringing it back for this winter.

Q359 Mr Clapham: Is there not another aspect of
this and that is the coal-fired stations are even more
flexible than the gas-fired stations, they can be
brought on and oV quicker and, therefore, there is a
predisposition to use the coal burners in the winter
time? For example, in this last winter we were
producing 50% of our electricity at peak periods
from coal.
Mr Robinson: There are two parts to that. Coal was
significantly cheaper than gas, so coal plant would
have been running first in cost order. Traditionally
you would have been right. If you had asked me
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three or four years ago I would have said coal plant
is definitely a lot more flexible than CCGTs. The
coal plant has got no less flexible but people are
beginning to learn how to be a lot more flexible in the
running of CCGTs. In the same way as when the
coal plant was built in the 1960s and 1970s everyone
said it could not do shift, it cannot switch oV, it
cannot be done, when markets require it people
learn how to do it, and certainly we have seen most
CCGTs, if not all, capable of now switching oV and
turning up and down during the day very much in a
similar way to the coal plant. The advantage is we
have no less flexibility there and we have added
flexibility in the gas portfolio now.

Q360 Roger Berry: How good are markets at dealing
with strategic gas storage? Some people have looked
at the experience of the last two winters and drawn
the conclusion that government should impose a
requirement for storage capacity on gas supply
companies and other witnesses we have had have
said the opposite. What is your view on that? Do you
think government has got a role to play there?
Mr Robinson: I am very, very firmly in the
opposite camp.

Q361 Roger Berry: I thought you might be! Why
would this be, Mr Robinson?
Mr Robinson: For a couple of good reasons, I think.
One is that I believe once you decide that you are not
sure whether markets are going to work and you
start planning centrally ‘plan Bs’, as it were, it almost
becomes a self-fulfilling prophecy. We have got a lot
of people using a lot of innovative ideas to develop
further types of gas storage: onshore, oVshore,
liquefied storage, all sorts of stuV. If you announced
that there is to be some centrally built gas store I
suspect the first thing it would do is it would stop all
of those projects because they would all say, “This is
going to be a huge overhang in the market, it makes
it impossible for us to judge whether our projects are
going to be economic because there is to be some
centrally managed store”. For that reason I think it
will operate against security of supply and will turn
what is currently a market which does deliver
security into a centrally planned market, or half a
market, and I am a great believer that you cannot
have half a market, you either have a market or you
do not. There is that reason. The second reason is
another large gas store like Rough would be a very
expensive proposition, I think ILEX have estimated
£2.5 billion for a single gas store, where I have
indicated we have a facility already within the
CCGT fleet if we maintain some diversity of other
plant that does more than Rough and did not cost
anything extra to create. I think it would be a very
expensive project and it would be a major overhang
on the market. The only people that I think strongly
support it within the industry are those maybe
charged to build and operate it, but no-one who is
active in the market would support it, I think.

Q362 Roger Berry: So your experience is that the
market delivers infrastructure in time?
Mr Robinson: Yes.

Q363 Roger Berry: And consumers never find
themselves in diYculties because some
infrastructure apparently is not there when it is
needed?
Mr Robinson: The market generally builds it on
time. There are sometimes delays that are not of the
market’s making. We talked about the Langeled
pipeline from Norway coming in this coming winter.
That was delayed for no technical reasons, no
development reasons, it was delayed, I believe,
because the treaties with Norway were not processed
to the original timescale. There are lots of other
issues. Generally markets deliver on time.

Q364 Roger Berry: There are a whole range of
infrastructures one can think of where there have
been overruns, where deadlines for completing
infrastructure have not been met. Is it unique to gas
supply that this never happens?
Mr Robinson: It is not a question of any individual
project, I am just saying in the market generally,
even if projects are delayed, other flexibilities are
brought to bear, as we saw this last winter. We saw
the CCGTs responding and other market reactions
to it, and that is the great thing about markets, it is
not a question that you have to have that one
project. If you have got a diverse set of solutions, if
one project is delayed other factors come in and
other people realign their positions to cover for that.
I do not believe that any centrally planned projects
are any more or less likely to be successful from a
technical and timing perspective but I do think they
will stop people investing in the current
infrastructure that is being looked at from a
commercial basis and, therefore, you will move very
rapidly to forcing centrally planned infrastructure
which is something we have been trying to move
away from.

Q365 Roger Berry: Presumably your general
position would be that it is quite erroneous for
governments to talk about a concern about security
of supply, they should ignore that problem entirely
and simply leave things to the market?
Mr Robinson: No, I do not believe that is the correct
statement. I believe that the government should be
enablers of it, not providers of the direct solution. So
the government are quite rightly asking what
constrains projects coming on quickly, what gets in
the way of markets delivering, and let us remove
those barriers to allow things to happen more
swiftly, and that is where you get concerns about
planning and lots of other things, things that the
government can do. It is not for the government to
say, “Let us build them instead” because I do not
think that would help us very much.

Q366 Roger Berry: Let us move on to planning. In
paragraph 16 of your submission you talk about the
importance of streamlining planning procedures.
Are you satisfied with the Secretary of State’s recent
announcement of changes to the planning regime for
gas storage?
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Mr Robinson: Yes, and I think that is a good
example of being able to set out a factor which
otherwise would not be taken into account in a
planning inquiry, that there is a national need or a
national advantage. We have seen that being
developed a little bit in wind as well. We have
certainly put forward in more detailed evidence in
the Energy Review that for clean coal, for carbon
capture, for nuclear, it is very important that there is
an overarching Strategic Environmental Assessment
first, which is government managed, which does
create that very framework which says, “This is
acceptable, it is practical, a sensible way forward”. It
is a choice that the market then has, it is not forcing
people to do it but it is enabling, and, as I say, the
role of government in security of supply is as an
enabler.

Q367 Chairman: Just a few concluding questions
from me, if I may. First of all, you have been trailing
your coat a little bit in public as a company about
this Pembroke CCGT power station, 2000
megawatts, so presumably that is three or four
CCGT units in one place.
Mr Robinson: Yes.

Q368 Chairman: A hell of a bloody big gas-fired
power station that would be at 2000. Are you going
to build it?
Mr Robinson: We would like permission to build it.
At the moment we are still in the consenting process.
Eighteen months after the application has gone in we
are still answering questions from statutory
consultees, et cetera, and I do not want to go into
detail, we can write to you if you want us to about it.
One of our issues about the planning process is that
there are, rightly, a whole group of statutory
consultees on each project, and I have no problem
with that at all, and I have no problem with positions
that they take, but they do not have any
responsibility at all to respond within timeframes.
We have spent 18 months providing more and more
data to everyone who asks and they then turn round
and say, “We have got so much data now it is going
to take us many more months to process it”. It is
frustrating. Yes, we would like to build it. We have
got the grid connections sorted out. We are going
through the tendering process for the plant. We
would be ready to go on that project come this
autumn if the consent were there but it will not be by
this autumn because it is already too late to achieve
that, so the project will be delayed. Frankly, we
thought allowing two years for the consenting
process for building a CCGT on an old oil-fired
power station site ought to be plenty but it is proving
not to be.

Q369 Chairman: I think you make quite a powerful
case there. I think the Committee would like to take
advantage of that note about the diYculties because
planning issues have come up regularly across the
whole scene of energy, whether it is nuclear, grid, gas
or gas storage.
Mr Robinson: A real example may be helpful to you.

Q370 Chairman: It would be very helpful indeed.
That leads me on to a rather complicated omnibus
question. You have said that the cost advantage of
gas is likely to lead ceteris paribus again to less
diversity or more diversity. Scottish Power and the
Environmental Audit Committee in their recent
report said that they are worried that the current
focus of the Energy Review on nuclear power will
actually divert attention away from what needs to be
done to plug the generating gap over the next five to
ten years, which that Pembroke station will
obviously make a contribution to. They are worried
about the adequacy of CCGT provision in the short
to medium-term. Others of our witnesses have said if
you do nuclear then renewables loses its momentum,
clean coal technology loses its momentum, it will
distract from energy eYciency, you do not need
energy eYciency because energy is freely available
again. Do you think the market which you praised
in your answers to Roger Berry is going to sustain
progress on all these diVerent fronts and deliver a
diverse energy mix?
Mr Robinson: I do not buy the argument of
distraction. Within RWE npower, which is one of
the largest renewable energy companies, and I used
to be responsible for that and its CHP area, it has
one of the largest CHP businesses. It has coal, it has
oil, it has CCGT. It is looking at clean coal, it is
looking at further CCGT options, it is looking at
demand-side management. Large companies and
industries can actually manage to do more than one
thing at a time. I do not buy the major distraction
argument. I do buy the argument that there is a need
for a clear route map, a clear plan for how some of
these longer term technologies are going to be
enabled so that when we get to that point in six or
seven years’ time perhaps there will be genuine
choices available to companies like ours as to what
to build. As I think David touched on earlier, the
economics of nuclear, coal and of gas are spookily
similar at the moment in terms of long-term view, so
you would have to take a view about carbon, et
cetera, but the ranges overlap each other very
heavily and, therefore, for the first time perhaps for
a number of years, there is a real reason to expect a
diversity of solutions to be chosen but, of course,
those solutions have got to be enabled first.
Therefore, we see a parallel track of getting our act
together as a nation on carbon capture and clean
coal, on nuclear, on oVshore wind, on all of those
issues which have a longer lead time, while at the
same time ensuring that there are short-term options
available to fill in for as long as is needed, and we are
working to that end.

Q371 Chairman: That leads me on neatly to the next
question I was going to ask. I think I can anticipate
your answer but I shall ask it nonetheless. Do you
think government should try to bring about a
specific generating mix or should it just adopt a
technology neutral approach and see what the
market delivers?
Mr Robinson: The simple answer is you have guessed
what my answer is going to be. No, government
should not be attempting to pick technologies. I
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would put two caveats on that. Firstly, I think there
is a role for government in pump-priming novel
technologies, marine and other things which need
some research monies, some upfront funding.
Particularly where there is an industrial opportunity
for the UK there is a role for government in that, but
that is pump-priming. The second one is that
government should be removing barriers which
disadvantage one technology over another. That is
not quite the same as favouring, but there are other
technologies that are available which are perhaps
disadvantaged by the way that the regulatory
framework has been set up. Yes, the government
should make eVorts in those specific areas to re-level
the playing field.

Q372 Chairman: Can you give us an example of that?
Mr Robinson: I think biofuel for heat is
disadvantaged. Biofuel for electricity gets
Renewable Obligations Certificates, if you have
biofuel for a CHP scheme you get no value for the
heat by using biofuel, things like that. The tax
treatment of long life assets like a nuclear or coal-
fired power station is much less favourable in the tax
stream than a CCGT. Why? It is not obvious to me.

Q373 Chairman: I do not think we knew that. That
is a very interesting little nugget you have given us
there.
Mr Robinson: I can give you the one minute
explanation and I can certainly send you a note on
it. The simple explanation is that any asset which has
a projected life of longer than 25 years is deemed by
the Treasury to be what is called a long life asset,
very originally. That has what is called 6% writing
down allowances, so how quickly you can count the
capital gains tax is a very slow process. It takes
forever to get any capital allowances back. An asset
with a shorter life, which a CCGT technically would
have, gets what is called 25% allowances so it gets
most of its capital allowances allowable against tax
much, much more quickly. A project that does not
involve capital at all, like buying carbon permits,
goes straight against your revenue and, therefore,
gets immediate tax allowances against profit because
it is this year’s expenditure. So you have got three
diVerent options to achieve a carbon reduction with
three very diVerent treatments. Our estimate is that
the cost of nuclear is disadvantaged, lifetime costs,
by about 20% relative to revenue cost and about 10%
relative to CCGTs purely by the tax treatment.

Q374 Chairman: Well, well, well. That is why you are
not interested in nuclear as a company.
Mr Robinson: I am not saying one thing or the other.
I am saying that is why I am oV to the Treasury in a
few weeks’ time to try and find out from them
whether this is deliberate or whether it is just an
accidental factor of the fact that these tax rules exist
for all industry, they are not specific to the electricity
industry, but their consequence, I am sure
unintended, is to disadvantage. The longer life asset
you try to build, the worse tax treatment you get for
your pains.

Q375 Chairman: That is fascinating. We do not have
you on the list of people who are interested in the
building of a nuclear power station. Are you actually
looking at the possibility?
Mr Robinson: We are looking at the nuclear issue
alongside other people. We are certainly in favour of
enabling the option, as I said earlier, we just feel it is
far too early to start making commercial statements,
so that is where we stand.

Q376 Mr Hoyle: We had another witness who
suggested that energy prices to UK industry were 20-
25% higher than in Europe. Is that fair, do you
think?
Mr Robinson: I have not seen the exact comparators
recently so I cannot comment on the numbers. I am
certainly aware that energy prices over the last ten
years have been 20-25% lower in the UK. I could not
give you the spot comparison now. I know Ofgem
are producing figures, I do not know whether you
are familiar with them, David.
Mr Mannering: The DTI produce some data but it is
usually about six months or more out of date so it is
quite hard to get up-to-date with this and to know
whether they are doing a like-for-like comparison
because sometimes the data that is chosen on the
other side comes from long-term contracts that
would not be replaced if they were done today.

Q377 Mr Hoyle: So you have nothing to say whether
the 20% or 22% higher is true?
Mr Robinson: I know that the prices in the UK are
now very much within the pack of European prices
overall but countries define industrial sectors
diVerently and things like that, so one would have to
look quite hard to get a true comparison.

Q378 Mr Hoyle: It was a car plant that said the
energy costs are 22% higher in the UK than in the
European factories.
Mr Robinson: For a specific customer of specific
demand size in a specific country that might be the
case, I do not know.

Q379 Mr Bone: I think the thing that came out was
that UK companies are very eYcient but the
problem that we saw with the European market was
the wholesale price of gas. Gas is gas and it is
ludicrous that there is such a diVerence in what is
supposed to be one market area. I think that is the
thing that concerns us most about it.
Mr Robinson: As we say, a lot of the European gas
is clearly priced on long-term contracts and does not
have that same seasonal eVect that you see in the UK
because it is very much oV price, whereas most UK
industrial companies now buy on a rolling basis
rather than fixed term contracts. In the summer they
will be seeing significantly lower gas prices in the UK
than on the continent. In the winter the position
tends to reverse because there is a much flatter
profile across the year in Europe than there is in
the UK.
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Q380 Chairman: Finally, this is not a short subject to
raise as a final question so I raise it with some
concern: mechanisms to establish the price of
carbon, which are obviously crucial factors in your
investment decision-making process. The ETS—the
Government announced its position in the second
round last week—is hardly a long-life mechanism, to
use your phrase about taxation. What would you do
to create more certainty to enable investment in coal
and nuclear particularly to be treated on a level
playing field with other shorter term assets?
Mr Robinson: Our view, and I know the players in
the market tend to split into two here into those who
want to see some fixed price, some underpins, some
carbon contracts, is we are not in favour of that
approach. We are very much in favour of seeing at
least a 15-year phase 3 recognising that phases 1 and
2 to some extent have been teething phases, but let
us get properly into it for phase three. Our view is
very much one that says we accept the price of
carbon, the precise price being a market risk
alongside the cost of gas and the dollar-pound
exchange rate and the other things, and we will
manage that risk, we are not asking for anyone to fix
the price for us, in fact we would be against fixing the
market price for something that should float as a
market price. What we are very much in favour of is
a certainty of the regulatory regime in which we can
then take a sensible judgment about what that price
is in the same way as we take judgments about the
other commodity prices that impact on our business.
We will make judgments but it is very diYcult at the
moment as we stagger along in little chunks. You
mentioned last week’s announcement and I defy
anyone to have read that announcement and really
know exactly what it means, so we continue to see
information released in a very bitty way which
makes it very diYcult for people to make judgments.
We are a long-term market. We would like to see the
UK Government building much stronger alliances
in Europe to really make the EU ETS work and to
further internationalise it so it becomes a genuinely
global carbon trading system. We think that will
produce the right signals, the right stability of price,
because the bigger the market the more stable the
pricing. We will make our judgments against that.

Q381 Chairman: The Government is using quite a lot
of its auctioning capability in this second round, do
you welcome that?
Mr Robinson: We are neutral to it. We understand
why the Government is doing it. We understand the
economic theory behind auctioning but, equally, we
recognise there are grandfathering issues in terms of
existing investments, et cetera. We see that as within
the rules of the EU ETS and what we have called for
is the rules to be consistently applied.
Mr Mannering: It does provide an opportunity for
the Government to use the revenues in a way that we
have advocated for some technologies for pump-
priming purposes, for example. Another point that
I would like to get over in relation to phase 2 is the
importance of encouraging all sectors to participate
in the EU ETS by setting them allowances that relate
to what they can achieve in terms of emission
reduction. In phase 1, for example, we saw that more
or less all the sectors were given allowances on a
business-as-usual basis and that did not really give
them enough incentive to trade whereas the
electricity sector was set a target much tighter than
anybody else, and to promote the kind of liquid
trading environment that is more likely to achieve a
correct price, which Alan was talking about, it
would be much more satisfactory if there was more
incentive on all sectors to participate in the trading.

Q382 Chairman: That concludes all our questions,
gentlemen. Is there anything else you felt you wanted
to say?
Mr Robinson: No. I think we have had a very good
thrash around the subject.

Q383 Chairman: Thank you very much. We look
forward to that further note about the planning
permission issue.
Mr Robinson: Would you like a note on taxation?
Chairman: We would welcome it if you want to give
it to us. That is two notes then. Thank you very
much indeed for that.
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Q384 Chairman: Gentlemen, welcome to this
evidence session on the UK’s dependency on gas
imports; that is the subject of this particular part of
our inquiry which started before the Energy Review
was published. We are very grateful to you for
coming this afternoon, and I wonder if I could begin
by asking you to introduce yourselves for the record.
Mr Vasiliev: I am the Chief Executive of Gazprom
Marketing and Trading. This company is based in
London, which is responsible for marketing and
trading gas in the UK, Ireland, Belgium, Holland
and France.
Mr Martin: I joined Gazprom Market and Trading
last year in October. I am head of trading. Previous
to that I worked in Shell for 15 years, the last five
years as head of European gas and power trading.

Q385 Chairman: Thank you. We know that Russia
has enormous reserves in gas but we often forget just
how big Russia is and the huge distances which that
gas has to travel to reach its markets. For how long
do you think Gazprom will be able to supply Europe
with gas from easily accessible reserves, and I mean
both financially and technically accessible reserves?
Mr Vasiliev: I think it is important to know that the
overall reserve that Gazprom has is around 29
trillion cubic metres. Sorry, I just used cubic metres
but just to give you the flavour of this figure, it is 17%
of overall world gas reserves. So right now I think
Gazprom is supplying 25% of Europe, and I think
Gazprom’s ambition is to continue supply in
Western and Eastern Europe. Also, I think to supply
other markets like Asia and the United States, and,
as you see I think from all the figures, we have
enough gas to fulfil all our commitments and we
think that there is no question that, when Gazprom
reserves are depleted, we have enough gas to fulfil all
our obligations in Europe in the future.

Q386 Chairman: So can you give me a feel for the
sort of length of time you think you will be able to
export the significant volumes of gas?
Mr Vasiliev: The time period?

Q387 Chairman: Yes.
Mr Vasiliev: We are doing a lot of work. In terms of
resources I remember seven years ago Gazprom
made an estimate of how long the Norwegian reserve
was to supply the European market, and at that time
we had the figure of twenty years. But new
technology is coming and new reserves which have
been found which are more diYcult to explore are

now with new technology possible. That is why I
think the rate of reserves is increasing. That is why I
do not want to anchor you with numbers like 50, 100
or 170 years, if you just divide the current demands
on the gas reserve, but I think this time period is
quite significant.

Q388 Mr Weir: You mentioned the sales to Europe
but also the ambition to sell to other parts of the
world, and indeed Russian authorities recently drew
attention to the fact that there are many potential
markets other than the European Union. To what
extent is Europe already in competition with other
purchasers for Russian gas?
Mr Vasiliev: I do not think we would put the
question like there is a ‘competition’ between either
Europe or other parts of the world. Europe is the
main market for Gazprom; I think we have long-
term relations and we have a long history of gas
supply in Europe, which started more than 35 years
ago. This is the main market for Gazprom, and I
think that in the near future this market will be the
main export market for Gazprom. Of course I think
that we have enough gas to supply Europe; we have
enough reserves to meet demands in Europe and to
meet demands in Asia and to meet demands in the
United States.

Q389 Mr Weir: So you are confident even with
selling to Asia and the United States there is not
going to be a problem with continuing to supply
Western Europe with gas?
Mr Vasiliev: Exactly. I am very confident that
Gazprom has enough reserves to meet the demands
of all these markets.

Q390 Mr Weir: But some Russian commentators
have suggested that it would be desirable to reduce
Gazprom’s financial dependence on the European
market. Are you taking active steps then to diversify
your customer base by looking at Asian and
American markets?
Mr Vasiliev: I think it is the right of these analysts to
make their assumptions. As I said, Gazprom is
committed to the market. We built the
infrastructure, we invested in Europe, that is why I
think that Europe is one of the important markets
for Gazprom in the future.
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Q391 Mr Weir: But to turn the argument on its head,
you do not feel that Gazprom itself does not want to
be too tied to one market? Should it not be looking
at keeping its options open in the other markets?
Mr Vasiliev: I think it is important that Gazprom is
a commercial company and is looking at economics,
and maybe I will switch to another topic. When you
are talking about LNG—and maybe later we will
talk about the UK— LNG is quite easy to divert, for
example, reading the price signal, from UK to
United States, and maybe in a certain period of time
the gas will not flow to UK but will go to the United
States. With pipeline gas it is much more diYcult.
There is investment in the pipeline system, so there
is not such a huge opportunity for diversification.
Investment in the pipeline system relies on the gas
flowing on a long-term basis for a long period of
time, so all these issues should be borne in mind in
terms of the decision which way we are going or not.
The reason Gazprom wants to explore the new
markets is because we have enough reserves and it
will want to receive additional value from that. That
is why we are looking at other markets like Asia or
the United States.

Q392 Judy Mallaber: We noticed that last winter
there was a problem in supply because of the very
cold weather. Although you were able to deliver to
Western Europe contracted gas supplies there was a
request for additional supplies, because it was so
cold you were having to meet domestic demand so
there was not an unlimited supply, and there has
been some concern already mentioned about
whether you are investing enough to be able to have
the full exploitation of your gas reserves. What are
you doing to open up new reserves which might be
tapped for sales to Europe to meet the exceptional
circumstances we had last year when there was a
request for greater gas supplies?
Mr Vasiliev: To answer the first part of the question,
last winter was extremely cold, I think, not only in
some parts of Europe but also in Russia, but I think
the Russian infrastructure system and the
production system could work perfectly. In some
sense the system was stretched because, as far as I
know, in some parts of the production fields the
temperature was -64F. It is very diYcult to imagine,
sitting here in London, what -64F means, but this
was an extremely cold winter, one of the coldest
winters in the 60 we could have. As far as I know,
your system, the National Grid system, is just
designed for one in 50 winter, so if this happened in
the UK your system will not operate at all. But our
system in Russia will continue operating and
performing our obligations, and we will increase our
production to fill demand. But just to understand,
the system was stretched and it was very diYcult
because it was extremely cold in Russia, but still
Russia showed that even in this demand which
happened last winter Russia is capable of fulfilling
its obligation. On the other part of your question
about the investment, each year Gazprom has
continued to invest US$9-10 billion in the new
reserve, and these are annual figures. What is also
important is that the investments are coming not just

in the new fields and production, because I think at
the beginning the Chairman announced that there
are huge distances from the fields in Siberia and, for
example, the UK market and just to give you an
example it would be more than 7,000 miles from the
fields to the end consumer in the UK, so it will
physically take 11 days I think for the gas with the
molecules to come through all these countries to the
UK, so what is important is not only investment in
production but also in transportation, so the
question is not only how to produce but how to
bring the gas from point A to B. That is why part of
our investment plan and what we are doing is
investment in the infrastructure. If you are interested
more in the detail maybe I should take a step back
because I am just responsible for marketing and
trading in the UK, so I do not completely have all the
details about these plans and the investment in each
particular field that we are doing, but if you are
interested in this information Gazprom is ready to
provide you with the written evidence, and we would
be ready to give it to you in one or two days.

Q393 Judy Mallaber: It would be helpful to have
information about investment and also what the
increase in production is that you are undertaking,
and I do not know whether you are able to say
whether your competitors in Russia are increasing
gas production and investing in new reserves?
Mr Vasiliev: Unfortunately I am not aware of any
competitors’ production but, again, if Gazprom has
this information I promise you we will provide it to
you in written evidence within one or two days.

Q394 Judy Mallaber: That would be very helpful.
Does Gazprom supply gas from the Central Asian
Republics in Europe, or do their gas reserves come
via you?
Mr Vasiliev: I think it is important to note that that
is how Gazprom built its portfolio, with the gas we
are buying from Central Asia and the gas we are
producing in Russia. That is how we built our
portfolio and this is how this portfolio is being
brought to Europe. I think it is important to note,
and maybe this is a question also related to our
supplies to the UK, that it is very diYcult to say from
a molecule point of view whether this gas is from
Russia or from Norway, for example, if we are
talking about the supply in the UK, because when
you sign the agreements with the transportation
company it is a kind of black box. So you give the gas
at point A and then I think by an act of God at the
same time the same amount of gas comes from point
B, and what is happening inside of the box is only
known to the transporter, because what they are
doing is they are optimising their flow and mixing
the gas and trying to find the best way to divert the
gas. That is why the question about the molecule is
very diYcult to answer.

Q395 Mr Wright: Our predecessor Committee in the
last Parliament took evidence which suggested that
one of the growing tensions between the European
Union and Russia over gas was the demand amongst
the supporters of market liberalisation to end the
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traditional long-term gas supply contracts. What
sort of contracts could give security to companies
such as Gazprom which quite clearly have to make
long-term investments in infrastructure to deliver
that gas to the communities?
Mr Vasiliev: I think this type of long-term contract
is the basis on which Gazprom worked for more
than 35 years, and when I am talking about long-
term contracts I am talking about 20-25 year
contracts, which just helped Gazprom to attract
financing and helped Gazprom to finance a huge
project, so all this investment in the new field will
actually be US Dollars investment. But saying that,
for example, in our company in London, we have the
long-term contract with Gazprom Moscow, so
Gazprom signed a long-term contract with
Gazprom Marketing and Trading, and Gazprom
Marketing and Trading are selling this gas in the
market—

Q396 Mr Wright: So you would consider a long-
term contract would be 20-25 years?
Mr Vasiliev: Yes. What I am saying is that Gazprom
has a long-term contract with us but Gazprom
Marketing and Trading sells under diVerent terms
and conditions, so because we are working in a
liberalised market in the UK and liberalising
markets in Continental Europe, I think that we as
Gazprom Marketing and Trading are providing a
diVerent service, providing a diVerent type of
contract. What I am trying to say is that Gazprom is
learning how to work with a diVerent type of
contract, so it could be one year, three years, or less
than one year. Of course, in our portfolio long-term
contracts are the basis for financing, and this is not
only the question that Gazprom wants to do it; it is
the question to banks. I also want to note that when
we are talking to United States’ markets, for
example, even UK markets, when we are talking to
banks they say, “We are ready to accept the price
risk in liberalised markets but we are not ready to
accept the volume risk”. Mostly we can debate there
is no volume risk in liberalised markets so we can
always sell the gas, the question is at what price, but
still the banks do not want to take the volume risk.
That is why they prefer to have a long-term contract
at credible supplies, and this is the requirement of
the banks to finance future investment in Russia.

Q397 Mr Wright: Do you think this contract will be
compatible to encourage liquidity and competition
within the European market?
Mr Vasiliev: I think in future Europe will be fully
liberalised and the portfolio will be diVerent. If you
look at the material markets a certain percentage
will be based on a long-term contract, a certain
percentage of the contract will be based on spot
trades, a certain percentage on the short-term and
mid-term contract. If you look at the UK or the US
there is a diVerent percentage of contracts which
exist in the market and those long-term contracts
will never die. There will still be buyers who will be
interested in long-term contracts, and there will be
other customers who are interested in absolutely

diVerent contracts. The markets need all types of
contracts and I think that will be the future of
European markets.

Q398 Chairman: Can I ask you, on the subject of
liberalisation, about investment by foreign
companies in Russia with Gazprom? I am just a little
bit unclear. What is the status of the Sakhalin
project? That is agreed, is it not? The investments by
Exxon Mobil and Royal Dutch Shell?
Mr Vasiliev: I think it is agreed and Exxon Mobil
and Shell have invested in Sakhalin 1 and 2, and just
to give you one example I think it was last year we
agreed with Shell about a swap so that Gazprom was
coming into the Sakhalin 2 project, and Shell were
getting 50% of Gazprom’s reserves in the field of
Zapolyarnoye, so they already I think are in the final
phase of the development of the fields. As far as I
know, and if you need the written evidence we can
provide you with it but as far as I know, Sakhalin
Energy, which I think is a dimension of Shell, is
already signing contracts with diVerent Japanese
and American customers.

Q399 Chairman: And excuse my ignorance but the
Shtokman project, which I think was due to be
announced this week or next, at around the time of
the G8 Summit, is that separate?
Mr Vasiliev: I think it is separate but, again,
Shtokman is a huge project and, as far as I
understand, Gazprom, I think I told you, for
arrangements which we called assets warmth, so the
foreign companies are getting access to the Gazprom
reserves but I think in return we want to give either
the upstream assets in diVerent countries or the
downstream or midstream assets in diVerent
countries as well. So as far as we understand it the
Shtokman project is a huge and complicated project,
that is why I can only repeat what Mr Khristenko
said, our Minister, that the decision about the
parties is expected later this year.

Q400 Chairman: But the Shtokman project would
supply gas to the United States of America, would
it not?
Mr Vasiliev: I think this is the primary market but
the UK will be also one of the markets.

Q401 Chairman: It is obviously encouraging for us
to see investment being made by major
multinational companies alongside Gazprom in
Russia, but there are also some other signals which
could be a little bit more cause for concern. The Bill
currently going through your Parliament to give you
total control of all exports from Russia seems to run
slightly contrary to the liberalising instinct of the rest
of Europe. What is the origin of that Bill, how
important is it to Gazprom, and why?
Mr Vasiliev: Again, I cannot comment on behalf of
the Russian Government but basically this Bill has
just confirmed the current status quo, that the gas
export comes 100% to Gazprom, so nothing has
changed under this Bill. The issue is also related to
the realisation of the Russian market, because there
is a huge gap between the domestic prices and other
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export prices. That is why I think we have taken a
decision again in the Russian government and why
Gazprom supported the liberalisation of the
Russian market, but I think it is a very diYcult and
complicated topic. As far as I know it took the
United Kingdom more than 20 years to liberalise the
european markets; we are in the first phase and I
think the subjects are connected.

Q402 Chairman: But can you see it makes observers
here sometimes a little nervous when they see a very
powerful company like yours, one of the most
powerful in Europe, being given that very privileged
and specialist access when it comes to exports?
Mr Vasiliev: First, as I said, it has already existed for
35 years, and that gives you a certain comfort, but I
do not see any diVerence, for example, between you
receiving gas from Algeria, which is also a significant
operator, or even Norway, which we could call a
management operator. That is what I think is the
diVerence with Russian supply.

Q403 Mr Hoyle: The Chairman has started the point
I was going to make, actually. Does Gazprom see its
demand to be able to operate within the single
market on the same terms as European companies as
being compromised in the way that the new law, that
the Chairman has just mentioned, is a monopoly on
the exports of gas in Russia? Is this not an example
of double standards? I think the Chairman is
absolutely right. At the same time you are saying:
“Well, it is not us, it is the Russian government”, but
did the Gazprom board of directors support the new
law and, if it did not, did it lobby the Duma either to
secure its passage or to abort its passage?
Mr Vasiliev: I do not have the information; I think
that is the decision of our board of directors and I am
not directly involved but, again, we could give you
written evidence on that. But I could comment on
what you are saying. I do not see a double standard.
The issue is that the Russian market is not
liberalised. There is a huge gap between prices in
Russia and export prices, so until the market has
matured it is premature to take the decision which
you are talking about.

Q404 Mr Hoyle: Let me try a diVerent way, in a
sense. Does Gazprom see its own corporate
governance responsibilities as being compromised
by the fact it is only controlled by the Russian State?
Mr Vasiliev: I think the Russian State is present on
our board of directors—

Q405 Mr Hoyle: But they also own 51%. The five
members of the Presidential Administration sit on
the Gazprom board, as well as the first Deputy
Prime Minister, so one might wonder surely there is
a big influence of what the Russian Government
wants to see? In fact, the argument would be, as an
example, that cutting gas supplies to the Ukraine at
the beginning of 2006 was widely seen as being
motivated by foreign policy and a priority of the
Russian State rather than Gazprom?

Mr Vasiliev: Again, I think there are two topics here.
One topic is the 50 plus 1% share in the participation,
as you have already noticed, the seats on the board
of directors, and the decisions of the government just
come to the board of directors of Gazprom. In terms
of Gazprom as a company, it is a commercial
company and what we are doing within Europe is
commercially driven.

Q406 Mr Hoyle: So what you are saying is what
happens in Russia is diVerent from the Ukraine and
what happens in Europe, within the company?
Mr Vasiliev: No. What I am saying is that Gazprom
is a commercial company.

Q407 Mr Hoyle: That is owned by the State, owned
by the Russian Government 51%?
Mr Vasiliev: No. It is not a state-owned company.
As I said, it is 50 plus 1%, and the Russian
Government is sitting on the board, and is taking the
decision. I am not arguing that the most important
decisions are taken by the State but I think our share
is even less than Norwegian Statoil, which is a much
larger state or, for example, Gaz de France or
EDF—

Q408 Mr Hoyle: But they did not turn oV the gas
to Ukraine.
Mr Vasiliev:—they are doing their jobs through the
boards of directors.

Q409 Mr Hoyle: But in fairness they did not turn oV
the gas to Ukraine. What we are talking about is a
majority vote. If you have got over 50%, you own the
company.
Mr Vasiliev: I think it gives the right to take a certain
decision, but it does not mean that it is a state-owned
company.

Q410 Mr Hoyle: Would you not think this should
not be a consideration in the UK’s attitude towards
Gazprom and its desire to acquire a controlling
share in Centrica, or other energy suppliers?
Mr Vasiliev: Of course I agree there is a certain
perception about Russia and Gazprom, as well as in
Russia there is a certain perception about Britain,
but I think that the perception that exists in the UK
does not mean necessarily that it is true, and part of
the reason that I am here and why Gazprom is ready
to talk about this is to show you that the perception
about Gazprom and Russia is a little diVerent from
what is the practice.

Q411 Chairman: Following on from that, what
interested me about the whole Ukrainian aVair was
not that you cut oV the Ukraine because they were
not paying very much for their gas, and there has
been a justification in the UK press that you will get
them more in line with market prices, but you carry
on supplying Belarus at very low levels. It does look
as if gas prices are a tool of diplomacy viewed
from London.
Mr Vasiliev: As you know, we are right now in
negotiation with Belarus to increase the price, and
that was already a decision taken almost six or seven
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months ago, just to give you an example that your
comment is not completely right. That is why I think
Gazprom was trying to build the relationship based
on the market price. But the other issue that is very
important to note is that the price that Ukraine is
getting is significantly lower than the market, and I
would like to hear your opinion on the fact that
during last November, when there were peak prices
in the UK, your industry, your fertilising and
chemical plants shut down their production because
they could not compete with the low price of the
Ukrainian production, and I expected the United
Kingdom and the European Union also to pay
attention to that. That means that your industry,
and this is plain, on the competitive price and the
market price is a source of energy, but I think you are
competing with the Ukrainian production which is
getting cheaper, subsidised prices.

Q412 Chairman: On transit, briefly, there is a lot of
gas in Russia, and you have not made the point yet,
which I thought you might have made, that you have
never breached a contract to Europe in your time
supplying Europe as a gas supplier, even during the
Cold War, but there are concerns about transit
problems for gas. Should we be more concerned
about transit problems across Europe than we are
about supply of gas?
Mr Vasiliev: It is important to produce the gas but
what is also important is to bring the gas from point
A to point B. Right now 80% of Gazprom’s exports
are coming to the Ukraine, so when you are talking
about the security of supply in the UK one of the
options is diversification of supply but also
diversification of the routes, and Gazprom is also
concerned about that so this is why we are looking
at alternative routes of how to bring the gas into
Europe and part of this is our North European gas
pipeline project.

Q413 Chairman: I am very grateful for what you
have said so far but let’s look more specifically at the
UK now, if we may. What is your aspiration for
market share in the UK?
Mr Martin: What we are looking to do is diversify
our portfolio. Up until recently Gazprom has been
trading at a wholesale level and we have been doing
with other wholesale counterparts, including the
likes of Centrica, for example, and our recent
acquisition of the Pennine customer base and the
deal we have structured with NGSS gives us a
diVerent access to the market. What we are looking
to do is move to the SME sector, so that will give us
eVectively full exposure from wholesale all the way,
right down to small restaurants, pubs and chains,
apart from the domestic. What we are looking to do
is substantially grow our SME share over the next
year or so in particular. Immediately what we are
looking to do is embed the Pennine customer base
and make sure that we serve those customers well,
and then look to rapidly expand after that and grow
the portfolio. In terms of absolute market share we
have heard quite a few stories in terms of what it is
going to be, but obviously Gazprom is well
positioned with its interconnector, with its

commodity position, and also with the ability to
diversify its portfolio. You have probably also
recently read that we have structured deal swaps
with the likes of DONG, the state gas company,
whereby we have sold DONG, for I guess export, gas
from central Europe; now we have taken that gas
back in the UK. When the Langeled pipe system
comes on what we are looking to do is have more
diversity in our portfolio by structuring similar types
of deals with other players as well, so what we should
have is the ability to supply customers from a range
of sources, third party, plus also our own as well. In
terms of where we get to as a percentage, it is going
to be a significant market share, it is going to grow
over the next couple of years, and what we are going
to do is look to spread that risk in terms of third
parties and also the way we sell that gas to the
market as well.

Q414 Chairman: Obviously there is quite a high
demand for your gas; it is a popular thing to have at
present; do you think you will be able to achieve
your commercial objectives in the UK?
Mr Martin: I think we will. We see the UK market
as very interesting due to the liberalisation process
and the opportunity it aVords; we have substantially
invested in the UK via the Interconnector pipeline,
via storage deals, and we are also doing that in terms
of our recent acquisition, although it is relatively
small on that scale, and also the fact we are willing
to structure long-term deals like the DONG deal to
diversify our supply portfolio. I believe the UK is
seen as a significant market for Gazprom Market
and Trading.

Q415 Chairman: Of course, one of the best ways of
building your market share in the UK is through an
acquisition, and we have seen comments attributed
to but not directly quoted from the Russian Envoy
to the G8, Igor Shuvalov, that in his view if other
countries let Russia into their downstream markets,
it will never be in Russia’s interest to disrupt supplies
and this will increase energy security. Presumably
conceptually you would agree with what Mr
Shuvalov has said there?
Mr Martin: I must say I struggle with the argument
not to see. I think Russia has had a history of long-
term supply to Europe. For 30 plus years it has been
doing it very successfully. I guess the issues that have
arisen at the start of the year have woken up the
general public to how successful gas export has been
in supplying very steadily and building excellent
relations across Europe. Certainly when I was at
Shell everybody knew that Gazprom is a key
counterpart. That was shared by all the majors, and
the likes of Centrica. So what Gazprom is looking
for, certainly what GM&T is trying to achieve, is a
security of demand for the Gazprom group; to be
able to grow in diVerent ways to ensure that we have
a home for our molecules to send them through,
even if not directly our molecules, as Mr Vasiliev
said, so if we swap them with third parties. That
makes a lot of sense. If you think about the logistics
it flows as gas from east to west and a lot of
companies that supply the UK have the ability to
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send that supply into central Europe as well, so the
ability to do swap supply in central Europe and for
them to give us back in the UK makes great sense
to us.

Q416 Chairman: You clearly have the gas and the
technical resources to deliver it, but you also have
quite a lot of money, of financial clout and we also
hear lots of rumours about your shopping list here in
the UK. You have talked about one acquisition you
have made already, Pennine. Are there plans for
further significant acquisitions in the UK?
Mr Vasiliev: Right now we have made the one
acquisition. It is not a big deal but this is very
important for Gazprom. Basically what happens is
this is the first time in the history of our company
that we are coming into retail business, so we do not
have as 100% company any retail business, any small
or medium-sized enterprises anyway, outside of
Russia. It is important for us to understand how this
retail business works. Although it is a small number
of customers we need to understand how the rules of
the market are working, how the regulation is
working, so right now we are more concentrating on
our current acquisition and we are trying to see how
we can make this particular company scale up, how
we can develop this company, this business further.
Whether it is going to be an organic growth or
whether there is going to be further acquisition I
think is already a second step and we are looking at
that, but right now we need to understand what we
have and how to develop that.

Chairman: You should think about a career in
politics—that is a very good answer!

Q417 Mr Hoyle: On the question of property rights,
is it Gazprom’s policy to honour all contracts signed
with foreign companies?
Mr Vasiliev: But what do you mean?

Q418 Mr Hoyle: If you sign a contract with a foreign
company, is the contract binding with Gazprom?
Mr Vasiliev: Do you mean on the gas supply?

Q419 Mr Hoyle: Yes. On gas fields.
Mr Vasiliev: Yes, of course.

Q420 Mr Hoyle: Because the Committee has
received written evidence from Moncrief Oil
claiming that Gazprom has failed to honour its
contract for the joint development of the Yuzhno-
Russkoe gas field in Eastern Siberia, and has illegally
resold its stake in the field to another company. How
does Gazprom intend to settle this matter?
Mr Vasiliev: Again, I am not much involved in this
one but we can give you the written evidence. My
only answer is that they are claiming this and they
have already claimed it in the US courts. As far as I
know they lost one trial; I think they are trying now
to sue BASF about this; but I think that the decision
who is right and who is wrong is the prerogative of
the US court so let us await the decision of the court
and not judge it now.

Q421 Mr Hoyle: But you have obviously recognised
there are UK investors involved as well and that they
could lose a lot of money if it is not solved. Does
Gazprom appreciate that this raises questions about
corporate ethics at a time when it is apparently
interested in entering the UK market? It certainly
sets the wrong precedent if you are looking to show
that this is a good company; we need to make sure
that these problems are settled, and settled very
quickly.
Mr Vasiliev: As I said regarding the previous
question on the decision from the United States
court, if we are talking about what is the corporate
governance or corporate ethics within Gazprom, let
me pass this question to Keith Martin who is a
British citizen and ask him what he thinks of the
corporate ethics within the Gazprom group.

Q422 Chairman: Before you do that, let us be clear,
you say that this matter has already been before a
US court once and found in your favour once?
Mr Vasiliev: Yes.
Mr Hoyle: There are also others. The property rights
already appear to be linked through the YUKOS
aVair so it is not just that; there are others. That is
what I am saying, Chairman, and I look forward to
further written submissions.

Q423 Chairman: Mr Martin, have you had more
disputes since you have been at Gazprom than at
Shell?
Mr Martin: No, not at all. On the governance at
Gazprom group, they did not quite know what to
expect. Clearly, from working in Shell I had an
understanding of the depth of the company and
what was possible with the company. The interesting
thing is this is the Gazprom group’s liberalising
vehicle; it is getting its exposure to liberalising
markets and how they work. The corporate
governance standard is incredibly high, all the way
from the financial rigours that the accounts go
through, the external audits, to the way we are
internally risk-managed and the way that is overseen
by another part of the group as well. Also, the fact
we have two groups looking over us—a supervisory
board and also a board of directors as well. So I have
found the corporate governance to be of the highest
possible standards. The other thing that is quite
interesting, certainly on the deals I have and I have
not had any exposure to the wider Gazprom group
except via gas export, is that they are men of their
word. When they strike a deal they strike it, and
certainly I have seen in the third party negotiations
that I have dealt with thus far, a handshake means
you do not need the contract to follow. I must admit
that is the thing that has surprised me, how much is
done in that respect. I think it is also followed up
rigorously by contracts to make sure they are
enforceable in law, but they have been very
honourable in all I have seen them do.

Q424 Roger Berry: Those who are concerned about
UK dependence on gas imports sometimes present a
vision of this long pipeline coming to Western
Europe and we are at the end of it and, therefore, one
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of the concerns is precisely that we are at the end of
it. Now, Mr Martin, you referred to the fact that
Gazprom, in looking at the UK market, would plan
to source gas supplies not only from Russia but from
whatever other sources might be convenient. I would
find it quite helpful if you could say a little bit more
about those other sources that you either currently
source from or that you have in mind in the near
future.
Mr Martin: I think there are a number of ways of
sourcing the gas. There is clearly the open market,
there is the wholesale trader market and we have
seen that getting deeper and longer in tenure. There
is also the significant infrastructure coming in line in
terms of Langeled and BBL and there are people
with significant stakes in those pipelines that are
looking to sell gas in the UK and ideally replace gas
in the continent, and the Gazprom group is ideally
placed to do that, so my guess is you are going to see
more DONG-type deals. So it makes perfect sense
for us. The Gazprom group has got an ambition to
be in the UK market, it wants to have this diversity,
so it is a marriage eVectively. You also have
substantial in-the-future LNG facilities coming on-
line again, and, again, Mr Vasiliev has made the
point that the UK is a target list for LNG.
Mr Vasiliev: We have just referenced several times
the DONG deal. Does everybody understand what
we are talking about?
Mr Martin: Do you know the way the DONG deal
worked?

Q425 Chairman: I do not so I would be grateful for
an explanation.
Mr Martin: The DONG deal is eVectively a
tripartite deal. The first part of the deal was a sale by
Gazexport to DONG so that it could enter a new
market, the Danish market. The second stage was a
sale by DONG to GM&T based in the UK when the
Langeled pipeline comes in. The first stage of the
deal on the DONG side is subject to the energy
volumes coming on-line, the new supply source, but
the beauty of it is DONG eVectively secures supplies
from gas exports, GM&T secures supplies in a place
where it is logistically weak relative to DONG, so
everybody wins and the real saver is the
transportation cost between the two.

Q426 Chairman: So, in a nutshell, if you could
summarise, your response to those who say the UK
should really be worried about purchases from
Gazprom because we are at the end of this pipeline,
all this gas is coming from Russia, it is a long way
away, it might somehow not get here—your reply
would be, in summary, what?
Mr Martin: The Gazprom group is putting its
money where its mouth is. It is investing heavily in
the pipeline infrastructure, the interconnector. It is
doing it via storage, it is doing it via acquisition to be
able to sell to diVerent parts of the market; it is also
doing it by structured third party deals as well, so I
think just about every conceivable combination of
being able to supply the UK is what the Gazprom
group is looking to do. That should be a fairly good

news story for the UK in terms of giving it comfort;
that the Gazprom group wants to have a long-term
exposure to the UK market.

Q427 Mr Wright: Last autumn everybody was
aware of the gas price spike that we suVered in the
UK, and even with that there was a problem with
supply and, indeed, you mentioned the
interconnector and the LNG import facilities, and
when we took evidence it was quite clear they were
not using the full capacity they could have been.
How confident are you that you can deliver the
contracted gas to the UK?
Mr Martin: Very confident. We do not agree
anything we do not think we can physically do, so we
are very, very confident. The issue around the use of
the interconnector has been widely debated, and I
am sure you have taken evidence from a number of
stakeholders. We are also keen to see the outcome of
that. The one thing for sure is we respond to price
signals so the Gazprom group and GM&T in
particular tried its best to flow extra gas from central
Europe over to Zeebrugge so we could sell it across
the pipeline as well. That was part of our submission
to Ofgem so we are very happy to talk about that.
Anything we can do to respond to price signals is
what we will do, but we do not sign contracts unless
we fully believe we can commit and honour them,
which we have done even during the price spikes,
and even during all the other problems we have
never failed to miss a contract in the UK.

Q428 Chairman: When we talk about your contracts
in the UK, the gas you are delivering in the UK, just
to understand your commercial strategy, we are not
just talking about Russian gas that would come in—
and I understand the technical problem about the
box and it goes in one end and comes out the other
and you are not sure what is Russian and what is
not—but you are also trading, are you not,
genuinely on the international market? For example,
you recently bought some gas, LNG, from Gaz de
France and imported it into the Isle of Grain, so you
really are trading internationally and bringing gas
from wherever you can get it?
Mr Martin: Yes. We act as a proper trader so if we
see an arbitrage opportunity we will take advantage
of the arbitrage opportunity. Likewise if we have
spare capacity and there is an ability to flow it,
according to pricing we will look to take that ability.

Q429 Mr Weir: On LNG, Mr Vasiliev earlier made
a perfectly valid point that they invested in
infrastructure to bring gas by pipeline which is a
guarantee the gas will come to the UK, and he also
made the point that LNG can react more to pricing,
and you will get a better pricing for LNG, say, in the
United States than in Europe because of diverting.
Now, we heard some evidence earlier that after
Hurricane Katrina hit the Gulf Coast LNG was
being diverted to the United States rather than
coming to the UK, so should we be worried that
Gazprom is importing much more LNG than is
coming through the pipeline?
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Mr Vasiliev: In terms of LNG, right now, the
Chairman mentioned the deal with Gaz de France so
basically it was a logistical swap. We gave the
European pipeline gas to Gaz de France which was
exactly the same amount of gas, I think, as the LNG
which we supplied to the UK. So right now I think
that Gazprom does not have equity in LNG gas, so
all the projects we have mentioned in our discussions
like the Shtokman project or the Baltic LNG project
will come on-stream I think in 2010 or 2011, so what
we are trying to do is just look at the opportunities
to trade, where we can get cheaper gas and deliver it
to the UK or to other markets. Again, to stress this
topic, I think LNG business is more global, more
mobile, so when we are talking about the huge
portfolio of energy in the UK market, the UK
market must understand that you are competing
globally, with the United States, Japan, Korea and
China—even with tankers, it is not so easy, you
cannot quickly divert the cargo so that is a kind of
exaggeration, but in terms of price signals, in terms
of the market, LNG, and gas actually, will flow from
the lower price market to the higher price market. In
some sense I think this business will develop and
grow so we do not see it as any threat. I think it is the
right decision for the United Kingdom to have
diversified supplies, with part based on LNG and
part on the pipeline gas, but I think still there should
be understanding that the capacity you have in the
UK does not automatically match exactly the
amount of gas that will come to the UK.

Q430 Chairman: Gas has become a very political
subject for a variety of reasons in the UK. Obviously
we had a very tight winter in the winter that has just
gone and we know we are going to have a tight
winter again in the winter to come, and at the time
of that growing concern there were the problems in
the Ukraine which rather focused attention on your
role. What would you say to British consumers who
were unnerved by what they saw happen in January
this year?
Mr Vasiliev: Just to give you a fact, whatever
happened in Ukraine Gazprom Marketing and
Trading fulfilled all its obligations, so all our
customers in the UK who had a contract with
Gazprom Marketing and Trading got the gas in
exactly the amounts which they needed.

Q431 Chairman: Obviously the rest of the European
Union has perhaps more reason to be anxious about
Russian gas than we have. We have a huge diverse
range of sources of supply: Norway, the Continental
Shelf itself, Qatar, which has said publicly that it
wants to get 20% I think of the UK market, Tunisia,
Egypt, there is a whole host of places out there. Why
is there so much interest in your company and
your country?

Mr Vasiliev: I think I would like to ask you maybe!

Q432 Chairman: I thought you might have an
answer. It is the Russian Bear, I think! Unless my
colleagues have any further questions, you have
managed to get through this without saying what
your market share aspirations are for the UK, unlike
Qatar, and all the shareholders in Centrica are still
on the edge of their seats waiting to know what your
aspirations are there too. I cannot lure you into
saying anything more about your intentions in the
UK market?
Mr Vasiliev: As we said, we are quite interested in
the UK market and Gazprom has certain
commitments to the UK market by signing long-
term contracts, by investing in the pipelines and the
interconnector; Gazprom is investing in storage, and
Gazprom is participating in its joint venture with
Germany in gas so we are continuing to look at
further investment in the UK. It is very important to
show that there is a certain commitment from
Gazprom to the UK market. Gazprom Marketing
and Trading is interested in building the trading
capability as a trader of energy in the market, so I
think that we are already contributing to decreasing
your gap between supply and demand. As I said, last
year we supplied 2.4 bcms which corresponds to just
2 or 3% of the market, so this year we will try to do
our best to deliver more. Of course, these are
insignificant volumes for the UK market, 4 or 5%
currently, but still it is already a contribution and
will assist in trying to decrease the gap between
supply and demand. So I think my response tends to
show that this market and the UK is very interesting
for Gazprom, and Gazprom has long-term
ambitions on that.

Q433 Mr Hoyle: Would it be fair to say that
Gazprom’s policies are only as good as each
Russian election?
Mr Vasiliev: As I said before it is worth 50 plus 1%—

Q434 Chairman: We had a Government Minister in
front of us this morning on another subject and he
kept on giving the same answer to questions too; you
have clearly learned a thing or two from him! Mr
Vasiliev and Mr Martin, we are very grateful to you.
Thank you for agreeing so willingly to come and give
evidence to this Committee, which we deeply
appreciate.
Mr Vasiliev: A last comment; we have brought some
brochures for you. I understand you may have
something more interesting to do tonight but these
brochures give full details about our investment.
What is important, I think, is that this first step is
that we are meeting and talking to you, but maybe
I could ask a personal favour of you. My boss and
Deputy Chairman, Mr Medvedev, is quite jealous
that you invited me and not him, so maybe next time
please invite him. He is ready to come and answer all
of your questions.

Chairman: That is an invitation we may well
reciprocate on, as it were; we are very grateful for
that thought. Thank you. We look forward to our
recess reading, I expect, rather than overnight
tonight. Gentlemen, thank you very much indeed.
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Q435 Chairman: Minister, welcome to this evidence
session in our continuing investigation into the
Government’s Energy Review. We are very grateful
to you for coming so soon after the summer recess to
update us. I should like to apologise to everyone in
the room for the crowded nature of today’s meeting.
The Commons authorities have seen fit to put us in
rather a smaller room than we needed and I
apologise for that. We have a lot of ground to cover
so I am encouraging my colleagues on the
Committee to ask short questions and, Minister, I
would encourage you to be as brief as is
commensurate with accuracy in your replies, if that
is possible. I should also like just to make clear what
structure we are following in our question session.
We are beginning with some wider policy questions
about the context of the Energy Review then moving
to reducing demand issues by looking at carbon
trading, then on to the nuclear question, new nuclear
build then moving to fossil fuels at that stage; and
ending with a session on distributed generation and
microgeneration, local energy and power. That is the
structure and I hope that helps. Welcome, Minister.
May I ask you to introduce your colleague?
Malcolm Wicks: I am joined by Paul McIntyre who
is the director of our Energy Review team. I shall
certainly have regard to your stricture to be brief in
my answers, particularly for the more diYcult
questions. May I say that we published the outcome
of the Energy Review back in July—on 11 July? The
purpose of the review was to address a range of
questions but in particular two major challenges
facing us in the 21st century: one, climate change or
global warming and the second, energy supply
and—I think the term is justified—energy security.
We are now going through a period of consultation
on a range of important and specific matters, so that
process is underway. In due course we shall be
publishing a White Paper on energy policy.

Q436 Chairman: That is helpful; thank you. We look
forward to that White Paper sometime in the New
Year I believe.
Malcolm Wicks: Sometime next year.

Q437 Chairman: Sometime next year; before the
summer recess anyhow. May I just put it to you that
this document, the original document on which the
review was based, is really about electricity

generation? It is about keeping the lights on first and
foremost, the second half of what you alluded to in
your opening remarks. It is even true of the follow-
up document that overwhelmingly it is about
electricity generation. There are sections on the
contribution that domestic space and water heating
can make but relatively brief sections. Was it not a
very heavily skewed consultation?
Malcolm Wicks: I do not think so. We were looking
at both demand and supply issues. There are very
strong statements there about energy eYciency.
Indeed we would go further in the housing sector
and say we should stop talking about energy
eYciency in a slightly woolly way and start to talk
about energy reduction in the housing sector and
therefore the reduction in carbon emissions and how
we can bring that about. On heating it is crucial. I
think some 30% of carbon emissions are from the
heating we use. At present most of us rely on gas
supplies for our domestic heating. There are issues
about gas supply but that has proved eYcient and
reliable. In the Energy Review we talk about the
need for us to do more work on combined heat and
power, which is a technology which has a lot of
advantages and which we see in other countries and
in other ways in terms of microgeneration; some of
the microgeneration is about the production of heat.
It is something we are very aware of.

Q438 Chairman: Was this first document not really
about the Prime Minister’s wish to get nuclear sorted
out? Was this not the real purpose of this first
document?
Malcolm Wicks: No and I am surprised you put it
that way. We were always concerned to conduct an
holistic review of energy policy with some strong
statements in the review report about demand and
eYciency.

Q439 Chairman: I know that numbers are not
everything, but we reckon that 45 of the 73 pages in
this document are about electricity generation and in
the final document there are really only six or seven
pages on domestic contribution. It is still
overwhelmingly about electricity, is it not?
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Malcolm Wicks: Much of it is about electricity of
course, but it is not all about electricity. We have
some things to say about transport and you will be
seeing more on that from the Government in the
future.

Q440 Chairman: Transport is not really under the
auspices of this Committee and we must leave that
for our colleagues in the Transport Committee, but
I am glad to hear that. You gave a figure earlier on,
but my figure is that 59% of total private energy
consumption by households is room heating and
you say that is mainly gas, so do we not need a much
greater emphasis on these other issues in the
continuation of the review?
Malcolm Wicks: We say quite a lot about gas supply
and we are at a critical time in terms of gas supply as
we move relatively quickly from being self-suYcient
in gas, because of the UKCS, the North Sea, to
becoming a heavy importer, indeed the key statistic
always in my mind is at the moment maybe 10% of
our gas is imported but by 2020, quite soon now, it
will not be 10% it will be 80 or 90%. We talk about
the implications of that.

Q441 Chairman: We will look at those issues later.
We have had a huge debate, in this Committee and
in the general public, about the carbon neutrality or
otherwise of nuclear power and the contribution
nuclear power can make, but if you actually manage
to move the British population largely from old
boilers to gas condensing boilers with solar systems
in their roof you could virtually halve the carbon
dioxide emissions. Is that not a more important
climate change objective than generation?
Malcolm Wicks: It is why the Government some
years ago said that new boilers have to be
condensing boilers. It is why the Department for
Communities and Local Government are working
very hard now on housing standards and also—and
I should be happy to discuss this with you at an
appropriate time today—it is why we talk about why
we need really a revolution as we move supply
companies, the people who sell us our gas and
electricity who after all have an incentive to sell us
more gas and electricity. How do we move them to
becoming what some would call energy supply
companies where actually they get incentivised for
helping us as householders to reduce our energy and
our carbon emissions? We say a great deal about that
and indeed some of the most radical proposals in the
document are around energy eYciency.

Q442 Chairman: If I were to express a view, I should
like to see the future debate on the Energy Review
concentrate much more on these issues. There are
some really important objectives to be achieved
there.
Malcolm Wicks: It is a crucial part of the agenda.
For some reason people want to talk about nuclear
all the time and we say some important things about
nuclear and we are hardly dodging that issue, but,
given at the moment—back to electricity—19% of
that electricity from up there is from nuclear

roughly, I have always said this was not going to be
a 19% review but a 100% review and not just about
electricity.

Q443 Mr Binley: My concerns are about the
demands we are placing on specific sectors to reach
our goals, particularly electricity generation and
heavy industry. You will know that they are already
subject to a sizeable number of controls ranging
through Climate Levy, EU Emissions Trading
Scheme, Large Combustion Plant Directive, and so
forth. I wonder whether we are not placing too many
demands on those specific industries whilst
neglecting others where fuel continues to increase.
Malcolm Wicks: All sectors, and indeed all
individuals, have to play a part in climate change.
One of the distinctive and encouraging features of
the British debate is the way in which we are a
society, a democracy, a Parliament which is
increasingly concerned about climate change. I
think most of us in this room would agree that the
science is now absolutely clear, that those in denial
about global warming are really the flat-earthers in
the world, increasingly a minority. If we think that
global warming is the most important challenge
facing the world—and I think many of us do—and
for once the politician, when talking about his or her
favourite subject, saying it is the most important
challenge facing the world, does not exaggerate. If
we think that is true then frankly we need to have a
multi-faceted approach to tackling it. In simple plain
English we throw everything at it and the heavy
users of energy, the industries, the energy sector,
because they are heavy users and therefore heavy
emitters, have to play a full part. Are there
significant parts to be played by other sectors in this
situation? Yes, there are and I am happy to say
something about how we want to introduce an
energy performance commitment. We need a
framework to encourage people who are not in the
European Union Emissions Trading Scheme, big
service industries like the supermarkets, Tesco’s and
Sainsbury’s, Government, the National Health
Service, to reduce emissions and we are working
hard on that.

Q444 Mr Binley: You are talking about new tools to
help these particular industries, these particular
sectors.
Malcolm Wicks: Yes.

Q445 Mr Binley: Can you expand on that just a
little?
Malcolm Wicks: Yes. If you look at the range of
mechanisms, the range of tools we have to reduce
emissions—we can talk about the relative balance
and the pros and cons of diVerent ones but I have
said that we need a whole menu of these things—we
have the EU Emissions Trading Scheme essentially
aimed at the energy sector and the heavy industrial
users of energy, the big emitters in steel and
chemicals, glassware and so on. It is a newish
scheme, it is not without diYculties at the moment,
but by producing that scheme on a European basis
we are encouraging those industries to make savings
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in terms of emissions, to become more energy
eYcient. When they do they can sell their allowances
and make bigger profits as a result. Those who do
not make a contribution in terms of energy eYciency
have to buy allowances. I think it is a particularly
intriguing way in which governments across Europe
have found and produced a market mechanism to
produce the desired results. We can talk about how
successful it is at the moment; I think it is rather
fragile. I should liken it to a two-year old who is just
learning to walk, but if we can grow that two-year
old into a mature mechanism, then all sorts of things
become possible in terms of bringing in surface
transport, aviation and could also be one way—
probably not the only way—of helping us fund
carbon capture and storage. So we have that for the
heavy industries, but we do not have it for others
who are not such sizeable emitters but quite
significant users of energy and therefore
contributors to carbon emissions like the retail
sector, like the Government even. The idea of an
energy performance commitment which we are
consulting on the pros and cons of would be to
produce a kind of emissions trading scheme for
those sectors. Do we not already see signs of some of
those retail people being on the agenda?

Q446 Mark Hunter: It seems to members of this
Committee that it would be unreasonable to expect
the DTI alone, perhaps even the DTI plus Defra, to
implement all of the changes outlined in the Energy
Review report. Yet we are concerned that in the past
other departments have paid little heed to the impact
of their policies on energy use. How do you propose
that the Government energy-proofs these policies
across the board and how will you achieve buy-in
from other colleagues?
Malcolm Wicks: The implication of the question is
right, that although you need a lead department on
energy and a lead department on the environment
those two departments are not the whole picture. We
have already touched on housing, which is
absolutely crucial and therefore the Department for
Communities and Local Government, the Treasury
obviously has a strong interest and so on. How we
achieve buy-in is through the Cabinet committee
system. There is a Cabinet committee on energy and
environment which we report to in this process
through to the Cabinet. Perhaps, with your
permission Chairman, I might ask my colleague Mr
McIntyre to say something about how we do this
machinery of government at oYcial level?
Mr McIntyre: May I start by referring to the way we
prepared the Energy Review report. We had an
inter-departmental team based in the DTI but with
representatives of all the departments with an
interest in that. In terms of preparation of the White
Paper, we have established a programme board
chaired by the DTI, but again with representatives
from across Whitehall, and that will drive progress
towards preparation of the White Paper.

Q447 Mark Hunter: Would you accept that in the
past evidence has suggested that other departments
have not always paid as much heed to the impact of
their own policies on energy use as perhaps they
should have done?
Malcolm Wicks: Yes, one would have to accept that.

Q448 Mark Hunter: What is going to be diVerent
this time?
Malcolm Wicks: Most institutions in Britain have
not taken energy savings seriously enough. Most
institutions have not and still do not take their
contribution to the problem of climate change
seriously enough. Therefore across Government as a
whole, apart from the policies we have on transport
and housing and energy, we need to make sure that
the entire Government moves towards a carbon
neutral status and this is our objective. I could go
into what that means, but the power of government
procurement is really very important here because
after all the Government buy a lot of lighting, as
does this Parliament—I suspect not terribly well—a
lot of appliances of diVerent kinds and we said in the
Energy Review that we are going to use government
procurement to drive up standards in terms of
electrical appliances; it is one part of the question.

Q449 Roger Berry: Could Mr McIntyre, just for the
record, be quite specific about which government
departments are involved in the way you have just
described?
Mr McIntyre: Yes, I can: first of all the DTI, then
also Defra, the Treasury, the Department for
Transport, the DCLG and the Number 10 Strategy
Unit as well.

Q450 Chairman: One thing which has always
puzzled me is why the Treasury leads on carbon
capture and storage.
Malcolm Wicks: I do not think it does lead on it.

Q451 Chairman: Your document talks about the
Pre-Budget Report and Treasury consultation.
Malcolm Wicks: Because it is an expensive
commodity is the very simple answer to that
question. They have been doing consultative work
on that and there is every likelihood that in the PBR
there may be some words from the Chancellor on it.
We have a great deal of interest in that at a technical
level; we are doing a great deal of work. I do not
think it is such a mystery. This is quite an expensive
commodity and how do we enable and incentivise?

Q452 Chairman: If the Treasury led on everything
which was expensive there would be no need for any
other government department. That argument is a
road to perdition.
Malcolm Wicks: You are talking about very close
colleagues.

Q453 Roger Berry: Given the importance the
Government rightly attach to fuel poverty, why is
the DWP not involved?
Malcolm Wicks: Mr McIntyre talked about the
major departments we have been consulting.
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Q454 Roger Berry: Is the DWP not a major
department? It was.
Malcolm Wicks: I served my time there for four
years. I have had conversations with a DWP
minister and we have met with the DWP oYcials
about some of the aspects on fuel poverty.

Q455 Mr Clapham: Just picking up what you said
about the Treasury, are negotiations taking place
with the Treasury regarding a demonstration plant
on carbon capture?
Malcolm Wicks: In the Energy Review we talk about
the need for a demonstration project; that is our
judgment about this. As you know, around the
world now there are bits of good practice which
suggest that carbon capture and storage could
become a reality, not least in Norway where they
have successfully returned CO2 to depleted
reservoirs and the CO2 had been there for eight or
nine years. This is not just theory; this is beginning
to be practice. What we do need in the world now are
some major projects, some major demonstration
projects. There is a lot of interest in Australia. I was
talking to the Australian minister about this only
last week when we met for a climate change meeting
in Mexico. There is interest in the United States and
certainly interest in Europe. Therefore it has been
said that there could be some statement on this in
the PBR.

Q456 Chairman: To be fair, though I have doubts
about the balance of the document when transport
merits eight pages—which must thrill the supporters
of the fictitious unlimited-spurt campaign, which
has puzzled some of my constituents over the
weekend, but leaving that aside—I think this report
is quite a good document, but probably the
document should have begun the consultation
process rather than concluded it. It seems to promise
so many consultations. My staV tell me there are 17.
Some are specific: Annex A says nuclear power is to
get a proper consultation; there are references to
seeking views for the policy framework so that is a
consultation and individuals, supported by oYcials
will lead discussions with industry on something
else. I do not know how many consultations there
are in this document in total of one kind or another,
but it is a huge ongoing work programme, is it not?
Malcolm Wicks: Yes, because this is a serious
business. One can always have fun about something
leading to another consultation; it is good fun. With
respect, it is serious because there is a range of
things; we have set out a framework and thank you
for what you said about the review which is a serious
evidence-based document.

Q457 Chairman: It is a good document.
Malcolm Wicks: Inevitably, once one has made a
decision that in the right circumstances there should
be nuclear reactors, there is a whole range of issues
around disposal of waste and we might come onto
planning. Similarly what we say about distributed
energy is important and needs further work with the
regulator to see how that might be brought about
et cetera.

Q458 Chairman: I am always nervous when
governments promise to seek views and consult. I
just want to know what procedures you have in place
to make sure every single one of those pledges to
consult and seek information is delivered on and
people like us in this Committee become aware. For
example, we think yesterday you issued a
consultation document on the Renewables
Obligation.
Malcolm Wicks: Yes.

Q459 Chairman: We cannot get hold of it. These
consultations are very important, but Mr Marris
could not even find it on the website this morning.
What I should like from you, Minister, is an
undertaking that after these consultations are
launched this Committee is kept fully informed
about each and every one of them and perhaps,
where documents are produced, that they are sent to
the Committee. That would be helpful.
Malcolm Wicks: I am told that it is on the web, but
we shall check on that.

Q460 Rob Marris: I cannot find it there. It may be on
there, but it is not findable, nor is it in the Library,
nor is it in the Vote OYce.
Malcolm Wicks: Let me ask Mr McIntyre to say a
little bit more about the consultation process. It
might be helpful if, after this meeting, we quickly
send you a note of the diVerent consultative exercises
that there will be.

Q461 Chairman: Yes, I should like that very much.
Thank you.
Mr McIntyre: On the question of consultations, the
purpose of the main document is to set out a sense of
direction, but also to set out within a number of the
areas that there is a need for Government to consult
on how that sense of direction should be translated
into detailed policy. The reform of the Renewables
Obligation is an important example of that and also
the case that the Minister has already mentioned, the
proposal for an energy performance commitment.
Some of these consultations have already been rolled
out, they are going to be rolled out over the autumn
and the plan is that as much as possible in terms of
conclusions from that further work and consultation
will be wrapped up in the White Paper.
Chairman: Perhaps you could ensure that we are
included in that roll-out process so we are aware of
the consultations as and when they begin please.

Q462 Mark Hunter: The Energy Challenge
document suggests that one of the ways of reducing
energy demand would be to shift energy suppliers
from a focus on selling as much energy as possible to
providing energy services such as energy eYciency
measures. It also says that the energy companies are
in fact willing to do this. Could you explain to us a
little how it would work and also whether or not you
think there would have to be public subsidy to help
poorer consumers take advantage of this?
Malcolm Wicks: There is no need for subsidy as
such. The problem here is that demand from the
housing sector is increasing. This is despite probably
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more insulation, more thermal eYciency, despite
some of the newer appliances we are buying being
more eYcient. With the whole range of electrical
appliances which we and our children have in our
houses now energy demand is going up. We think it
is possible and certainly desirable that energy
demand starts to decline and that is why your
question is important. How would this work? Again,
forgive me, it is something we need to consult the
industry about, but we do want to move towards a
situation where in future the supply companies, the
people who supply us with gas and electricity, will be
financially incentivised, they will make more money
if they help the housing sector and each of us as
individuals to become more eYcient and reduce our
demand. In other words, instead of company X
coming to us and basically saying they will sell us
gas, they will sell us electricity, it would be lovely if
we bought both from them and they would
occasionally read the meter and we pay them and
that is it, that is more or less the end of the
relationship. What this would involve would be the
company coming to us and asking to look at our
house, looking at the thermal eYciency, the need for
cavity wall insulation if that is appropriate, loft
insulation, asking to talk to us about the whole range
of appliances we use, asking to talk to us about
microgeneration, whether we would be interested in
thinking about microgeneration. That is the kind of
revolution we need to bring about.

Q463 Mark Hunter: Do you think price incentive is
key to that?
Malcolm Wicks: Yes. At the moment the incentives
from a climate change point of view, conservation
point of view, are all in the wrong direction, are they
not? If they sell more gas to you and me, they make
more money, more electricity. We have to reverse
that; it is a cultural revolution that we are bringing
about here.

Q464 Miss Kirkbride: Minister, I quite agree with
you that we need a cultural revolution, but given that
this Government is quite keen in interfering in all
sorts of walks of life I am surprised that you are not
willing to be more proactive when it comes to
changing the way we use our energy supply. I think
one of the principal barriers to many people actually
investing in mini wind turbines—my leader apart—
and solar power and all of these things is that the
returns are just not great enough. They are still too
expensive to cut your bills in any timescale that most
people looking at spending thousands of pounds in
reducing their energy consumption are really
prepared to consider. Unless the Government are
prepared to be more involved in forcing our hand to
do this and therefore hopefully making these things
cheaper by more people wanting them I do not think
you are going to get this cultural revolution and you
are not going to see demand going down by so much.
It is too easy to do nothing.
Malcolm Wicks: We have a programme of
government grants to householders. We have a low
carbon building programme which is worth some
£80 million and not all but some of that money will

go to householders to kit themselves out with
microgeneration so we do have a grant aid
programme. The real secret here, and it is a very
familiar story, is that at the beginning of new
technologies they are very expensive. The first
television was a very expensive item.

Q465 Miss Kirkbride: It has taken 30 years on
televisions, has it not?
Malcolm Wicks: What we need to do is start to
benefit from scale and with our £80 million, which
will enable us to bring on a lot of microgeneration
technologies, you will start to see the benefits of
scale, in other words prices will tumble. That has to
be it. The other important thing is that I hope a lot
of active citizens who might have reasonable salaries
will not always be looking for grants. People spend
a lot of money on electrical appliances, plasma TV
screens and that. I hope some of those individuals
will say that even if the payback period looks a bit
long this will be their contribution, they want to do
that. Just talking to people I know of more and more
people who would like to be doing something of this
kind. I do not think this is about too much
government intervention. I do think we have to resist
this a bit.

Q466 Mark Hunter: You will be aware that some of
the individuals who have pursued microgeneration
schemes are having diYculty selling the energy they
have generated back into the system because the
supply companies are not always as interested as
they might be in cooperating with them.
Malcolm Wicks: Two things. One is that the new Act
of Parliament on Climate Change, introduced by
our colleague Mark Lazarowicz, which has Royal
Assent, talks about the requirement for supply
companies to oVer a price to people. I said in that
committee that we would keep a careful eye on it to
make sure the price was right. Yesterday Ofgem, the
regulator, also said useful things about the need for
microgenerators to be able to sell their electricity if
they are lucky enough to generate so much that they
can sell it.

Q467 Mr Wright: We are talking about the energy
saving equipment and one of the problems the
manufacturers have is to look in that crystal ball
about what the Government’s view is going to be of
the demand there is going to be for their particular
products. Have the Government announced their
energy eYciency target for the energy eYciency
commitment after April 2008? If not, when is it going
to do so?
Malcolm Wicks: There are consultations now led by
Defra, on the energy eYciency commitment, but
Defra ministers have made clear their ambition
about increasing the scale of that commitment.

Q468 Mr Wright: When can we expect the target to
be put forward?
Malcolm Wicks: Next year, I am advised.
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Q469 Mr Wright: Do you consult with the
manufacturers of the energy saving equipment over
this particular issue?
Malcolm Wicks: Yes, we do have a lot of
consultations with manufacturers.

Q470 Chairman: We can still buy B-rated energy
eYcient condensing boilers. Would it not be good
just to wipe them away and only have A-rated
condensing boilers?
Malcolm Wicks: That is where we have to move to
and we have to move in that direction at a European
level. There is a good deal of interest in the European
Commission and the European Parliament about
that. It is not my subject as such, but ditto the kinds
of cars we are allowed to buy in Europe.

Q471 Chairman: In climate change terms that is
quite a quick gain.
Malcolm Wicks: It is, yes.

Q472 Mr Hoyle: Colleagues touched on the
problems for industry not knowing what the future
holds, but industry is taking the easy option, is it
not? What is happening is that we are setting targets
and expecting industry to meet those targets but
industry is turning round and saying “Hang on a
minute. We might as well do more damage to the
climate by moving abroad”. So they move to China
where nobody cares about the climate. We are
having a negative eVect and that is the danger. What
are we going to do to keep industry in the UK, not
allow it to move to China, Brazil or wherever it does
not matter about the climate because energy is
cheaper and labour costs cheap and this is going to
be at the expense of the UK. The problem is that they
are all fine words, they are all fine actions, but the
reality is that we could end up doing more damage
to the climate.
Malcolm Wicks: I understand the concern, but, with
respect, I think you exaggerate the argument. We are
seeing now a range of industries across Europe,
certainly across the United Kingdom, taking this
agenda very seriously and being incentivised to do so
by the European ETS. Clearly in terms of the crucial
details around the Emissions Trading Scheme, we do
have to be aware of that danger that we do not just
want to let some dirty industry, heavy emitters, to up
sticks and relocate where there is no regime. That is
a question of getting the balance right in the roll-out
of the Emissions Trading Scheme, but also of course
it points to the need to reach international
agreements about carbon. The meeting last week in
Monterrey, which I attended together with the
Secretary of State for the Environment, indeed the
Foreign Secretary gave a keynote speech, was very
much about the process of discussion
internationally, so that many of the emerging
economies like Mexico itself, South Africa,
obviously India and China, are part of this challenge
and are meeting the challenge.
Mr Hoyle: In fairness may I say I accept what you
are telling me, but the proof of the pudding is in the
evidence we have taken. We have had manufacturers
from the car industry saying that energy is one of the

issues and one of the reasons why they are not going
to produce in the UK. The truth of the matter is that
we have lost two major companies and both
reported to this Committee that it is red tape and
energy costs which are making them consider
moving elsewhere. I rest my case.
Chairman: Costs rather than carbon costs.
Mr Hoyle: Absolutely, but it is all built in.

Q473 Mr Weir: Everybody who generates electricity
has told us that what they really need is a robust
system to provide a long-term price for carbon
across a wide variety of sectors and they are talking
10 to 15 years. You talked a lot about the EU
Emissions Trading Scheme but one of the diYculties
with that was a sudden drop in the price of carbon
which went a long way to undermine the scheme.
Can we really expect the scheme to deliver this long-
term cost price for carbon?
Malcolm Wicks: I likened it earlier to a toddler; the
Emissions Trading Scheme is quite a young creature.
We are very committed to seeing it grow. We all
understand that while the UK has been rigorous
about its approach to our own allowances here in the
United Kingdom, some other countries, some other
parts of Europe frankly are just not playing the game
on climate change. There is a big test for the
European Union and the Commission in terms of
the current round, really to make sure that all nation
states, all 25 states in the European Union, are
serious about it when they are looking at their
national allowances. This is a very big test for the
Commission.

Q474 Mr Weir: How long are you going to allow the
toddler to grow? If the scientists are correct, we do
not have decades to get this right. It has to be done
soon. Has the German Government not taken steps
to give long-term commitments on carbon costs? Is
the UK Government thinking of doing something
similar?
Malcolm Wicks: The UK Government’s record is a
good one on this. If you look at the allowances we
oVer compared with some other nation states then
we are very serious about playing the game because
we are committed to the Emissions Trading Scheme.
I quite agree that time is not on our side. Global
warming is not theory, it is leading to rising infant
mortality rates from diarrhoea and malaria in Africa
even as we speak. Time is not on our side and we
need to act urgently, but it is vital that we put faith
in a European-wide scheme. While we are
responsible for two% of CO2 emissions in the UK,
the European Union is the international arena where
we need to engage. We are focusing on this very
hard.

Q475 Mr Weir: I accept that, but you also talked
earlier about bringing transport into this scheme at
some point. You were consulting about that. You
have been consulting also about bringing air
transport into this scheme. We are told that airlines
are going to be one of the biggest emitters, but there
does not seem to be much progress in bringing
airlines into the trading scheme.
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Malcolm Wicks: It is the position of the UK
Government that at the appropriate time aviation
should be part of the scheme. It is fragile at the
moment. This next round is a key test for the
Commission. We need to show that it is serious.
That will help the price of carbon, the market for
carbon. When it grows we can start to think about
transport, aviation and so on. I am very hopeful
about this. It is easy to be critical at the moment of
various nation states, but we need to grow this.
Logically I do not see why, in time, this should not
emerge as an international ETS. Why logically, at
the appropriate time, should California and Norway
and other states of diVerent kinds not join in this
scheme? There is a lot of interest in the United States
at state level in this kind of emissions scheme.
Mr Weir: You again talk about time and one of the
things is that the generators need something now to
give them a long-term price for carbon. How long
will the UK Government continue to discuss this or
will you look at taking unilateral action if the EU
Emissions Trading Scheme does not come up with a
suitable system shortly?

Q476 Chairman: You do say in your document that
you will keep open the option of further measures to
reinforce the operation of the scheme. When will
that keeping the option open be terminated and
action taken?
Malcolm Wicks: This next round and how it
progresses is absolutely crucial. You are right to
remind us that we do say that; we keep that option
open because we are committed to this. Obviously
you could take action at UK level far, far better if we
can build a robust creature at European Union level.
I share your frustration actually, but the DTI,
despite its immense powers does not run the
European Union; not yet. Therefore we have to
negotiate very hard with some of the countries.
Chairman: We did have the presidency quite
recently.

Q477 Rob Marris: In terms of building new nuclear
power stations, which at the moment certainly is
controversial, do the Government have in mind any
numbers which might be built in what the industry is
pleased to call a fleet.
Malcolm Wicks: Yes, I often puzzle over the word
“fleet”.

Q478 Rob Marris: Nuclear power stations sailing
around the estuaries of Britain polluting there.
Malcolm Wicks: We should not want them to float
oV. No, we do not. What the review document says
is that the Government feels that nuclear could be an
important part of the energy mix in the future. We
think that there are implications for the Government
around planning and the carbon framework is also
important. Given the relationship between the state
and the market, given that we are talking about a
liberalised market, given that we are talking about
private companies, it is not for Government.

Q479 Rob Marris: So you have no numbers in mind.
Malcolm Wicks: It is not for Government to say that
we shall have X nuclear reactors and so on. My
colleague Mr McIntyre might say something about
our assumptions when we do some analysis on this.
Chairman: I should just say that you have sent us
your response to our report on nuclear but the
Committee has not seen it yet. We know it has been
sent and we shall make arrangements to publish it as
soon as convenient but we have not actually
physically received it yet.

Q480 Rob Marris: Do I understand correctly that it
is broadly a question of leaving it to the market and
therefore you do not have in mind numbers of new
nuclear power stations because that will depend on
the energy mix as determined by the market. Do I
understand you correctly there?
Malcolm Wicks: Yes. Government will not be
building nuclear reactors, will not say they want X
number of nuclear reactors. I always thought myself
that if at the moment one fifth of our electricity is
from nuclear, if the market came forward with
something to replicate that broadly in the future,
from my own point of view it seems to me that would
make a useful contribution to the mix. We are not
going to do anything to facilitate that, nor this
percentage nor that percentage.

Q481 Rob Marris: Do I take it that if you are doing
nothing to facilitate that, there will be no direct
subsidies for new nuclear build?
Malcolm Wicks: No direct subsidies, no.

Q482 Rob Marris: And there will be no indirect
subsidies either.
Malcolm Wicks: No.

Q483 Rob Marris: Is that right? Is that the
Government’s position? No direct subsidies and no
indirect subsidies. Am I clear on that?
Malcolm Wicks: No cheques will be written, there
will be no sweetheart deals.

Q484 Rob Marris: Is new nuclear power station
building viable without a high price for carbon
under the Emissions Trading Scheme?
Malcolm Wicks: The carbon framework
incentivising carbon reduction hopefully through
the development of the ETS is very important here.
Also of course what is important and we set out
some arithmetic on our cost benefit analysis, is the
economics of nuclear vis-à-vis the economics of gas
and oil.

Q485 Rob Marris: Under the ETS does the price of
carbon not partly determine the economics of new
nuclear?
Malcolm Wicks: Yes, it does, but I am also saying
that the price of gas and alternative fuels is also
important. Although it would be a silly energy
minister who would predict prices, nevertheless the
economics have moved in favour of new nuclear
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because of the relatively high price we have seen
recently of oil and gas. It is not just to do with the
ETS it is to do with a wider economics judgment.

Q486 Rob Marris: What if, at the European level if
we get it, the ETS works in a way which most people
would see as desirable, namely emissions fall, in that
scenario the price of carbon is going to fall and that
is likely to make new nuclear less economically
viable. What would the Government seek to do in
that situation, which is in one sense a desirable
situation if the price of carbon is falling because
there are fewer emissions because people have
cleaned up their act literally and metaphorically?
Malcolm Wicks: We are certainly not there yet. The
whole objective is to see CO2 emissions fall. I think
this line of questioning is rightly focusing on the
importance of ETS but it is not the only focal point
and prices of rival fuels are also pretty important.
Mr McIntyre: On the point about the carbon price
and the possibility that it might fall if emissions fall,
the carbon price will be determined by the
relationship between emissions and the allocations
that the emitters get. It is not just determined by the
level of emissions. On the wider point, we did publish
with the review our economic study, our cost benefit
analysis of nuclear which sets out some scenarios for
the future. The economics depend on a number of
factors not just the carbon price. They depend on
assumptions about future gas prices because gas is
probably the alternative fuel for the generators and
also for nuclear costs, so these scenarios take
combinations of those factors and the conclusion we
reached was that on the scenarios which are more
likely the cost benefit analysis for nuclear comes out
as positive. There were also some scenarios where it
came out as negative and obviously a judgment has
to be made as to which of the scenarios is more
likely, but overall we felt that the judgment was
positive.

Q487 Rob Marris: Are you familiar with the work of
Amory Lovins at the Rocky Mountain Institute who
suggests that the opportunity cost of spending
money on nuclear build is actually bad for the
environment because you get a bigger bang for the
buck, a better improvement for the environment if
an equivalent amount of money is spent in energy
consumption reduction and in generation through
other means?
Malcolm Wicks: I have met him in the States and
talked to him and am aware of his views. I am aware
of a range of views and they do not all point in the
same direction. Our own judgment, to repeat myself
really, is that to tackle the issue of climate change—
there are other related issues about energy security
which are relevant to nuclear but in terms of climate
change—we just have to have a multi-pronged
approach. We made a judgment which might be
controversial that nuclear probably should be part
of that. For those who are sceptical about the
economics—I am not myself, but for those who are
sceptical and think it cannot be aVorded—then the
test will be, will it not, when the market does not
come forward with any proposals?

Q488 Rob Marris: As long as I can get you to
reiterate—and I was pleasantly surprised at your
statement—that there will be no direct subsidies for
new nuclear build in the United Kingdom and there
will be no indirect subsidies. Did I understand you
correctly?
Malcolm Wicks: That is right. We are not in the
business of subsidising nuclear energy.

Q489 Miss Kirkbride: Unlike the whole of the
industry, do you believe that it is possible to see a
private nuclear build programme in this country
unless the Government successfully negotiate the
long-term price of carbon? Can it still happen?
Malcolm Wicks: A thriving carbon market,
hopefully through the ETS, will help bring
forward—

Q490 Miss Kirkbride: Help or be crucial, be the
deciding factor?
Malcolm Wicks: I should say help. We are repeating
ourselves on this side now. I think the price vis-à-vis
gas is also pretty critical in this.

Q491 Miss Kirkbride: The Prime Minister is going to
be very disappointed because the industry does not
believe it can happen unless the Government play
their role in the long-term price of carbon.
Malcolm Wicks: That is not what I am hearing.

Q492 Chairman: Is the diVerence not that the
companies which like to build nuclear reactors can
take a view on what is going to happen to gas prices
and oil prices using their informed judgment of the
market? However, the price of carbon is set by
Government eVectively and they have to know what
the Government’s intentions are and you are being
a bit Delphic about it. I actually have to say that I
think it would help; I think Julie is right. What I hear
from the industry is that they have to have greater
certainty in the long-term price of carbon to make
that decision.
Malcolm Wicks: We are very committed to the long-
term nature of an emissions trading scheme. We hear
all the time—I agree with you on this—that the
industry wants certainty.

Q493 Chairman: Is the truth not that you are trying
to be good Europeans. You are making the pledge
to ETS but actually in the document you are rightly
saying that the Government will go beyond ETS if it
has to in order to deliver nuclear power. That is what
you are saying, is it not?
Malcolm Wicks: I am saying that the ETS is very
critical to this but it is not the only factor.

Q494 Mr Bone: You are very clear that there will not
be any indirect subsidies for new nuclear build. I am
surprised that I have heard that today. Does that
mean there will be not a single tax advantage for
building new nuclear build, as one example, because
that would be an indirect subsidy?
Malcolm Wicks: No, there will not be any special
fiscal arrangements for nuclear. It should not be a
surprise, with respect, because we have said it very
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clearly in the Energy Review. You could pursue this
if you wanted by saying that nuclear waste is quite a
complex subject and we are going to look very
carefully at that to make sure that the full costs of
new nuclear waste are paid by the market.

Q495 Roger Berry: The thing I do not understand
about the argument is that the Government said that
energy security is a policy objective. The energy
security is being identified as a benefit of nuclear, as
indeed for some other energy sources. I do not
understand a policy which says that energy security
is an objective and that nuclear helps fulfil this
objective and yet the Government will oVer no
incentives to achieve that objective by providing
support for nuclear. I just do not understand it.
Malcolm Wicks: Where we are in terms of trends and
policy objectives is that at the moment all the
projections show an increasing reliance on imports,
particularly for gas. I gave a figure earlier: by 2020 it
could be 90% of our gas being imported and it is only
10% at the moment. Is that a worry? I personally
think it is a worry and what we have to strive for in
the future is a better balance between the imports we
shall need to make—and we need to be careful about
where they come from; they must not all come from
one region and some should come in as liquefied
natural gas, some from pipelines from Norway, et
cetera. We need a better balance between that and a
bit more self-reliance and a bit more home-grown
energy. Fortunately some of the things we need to do
about global warming, energy eYciency,
renewables, nuclear, carbon capture storage are
some of the same things we need to do for energy
security. We have set out a framework which we
think will deliver that.

Q496 Roger Berry: But if the Government’s policy
towards the nuclear industry is that this is a matter
for the market to decide, but we have a problem of
energy security which has to be addressed by
Government, I do not understand how on the one
hand in relation to nuclear you say you will let the
market decide and there will be no intervention, yet
one of the reasons we are sympathetic to nuclear is
precisely because it gives us greater energy security.
You have a policy objective which suggests a policy
instrument doing something to support those energy
sources which promote energy security, yet you are
telling us that you are not going to do that.
Malcolm Wicks: It is because we have confidence
that the policy framework we are putting forward
will deliver that balance between home-grown
energy and imports that we are achieving. We feel
that will happen. One exception to this, where we are
more interventionist, is with renewables. I do not
know whether we are coming onto that. There we
have said that we should like to see 20% of our
electricity coming from renewables by 2020 and
through things like the Renewables Obligation and
one or two other mechanisms, grants, we are trying
to facilitate us hitting that target.

Q497 Mr Binley: I am sorry, Minister, but I really
am confused. Last year the Government promised
that they would make a final decision on nuclear for
better or for worse and I hear prevarication on this
subject which gets cloudier and cloudier. The
nuclear energy people tell us that decision needs to
be made very quickly because of the timeframe to
which you have alluded. Can you tell us when the
decision will be made?
Malcolm Wicks: You have not heard prevarication
from me because we have said in the Energy Review
document that we feel that nuclear should be part of
the mix in the future. I have also said—and this is
consistent with where we are in terms of the balance
between government policy and a liberalised
market—that it will be for the market to deliver that.
We are now going to pursue a range of consultations
to see what barriers there might be in terms of
planning, for example, which might get in the way of
that. We are not a command economy. Some
colleagues here may regret that. We are not in the
business of saying there will be ten nuclear reactors,
one in your constituency maybe, and we are going to
pay for them and lay the concrete and so on.

Q498 Mr Binley: One in yours?
Malcolm Wicks: Possibly. We are not in that
business and I doubt you would want us to be in
that business.

Q499 Mr Binley: At some stage somebody has to
make some decisions about this.
Malcolm Wicks: I thought we had? I thought there
had been some controversy about that.

Q500 Mr Binley: I am not sure you have.
Malcolm Wicks: I think we have made a decision.
Chairman: I think you probably have too.

Q501 Mr Weir: The nuclear industry have told us
when they came before us and it was reported again
at the weekend that pro-nuclear groups have said
and agreed that a long-term storage solution for
waste needs to be in place before there is any
investment in new stations. Do you think that the
work of the Committee on Radioactive Waste
Management has achieved that as yet?
Malcolm Wicks: It is an expert and very important
report and the formal position is that my colleague
the Secretary of State for the Environment will be
presenting the Government’s response to that
committee quite soon now.

Q502 Mr Weir: What timescale are you talking
about before there is actually a disposal system in
place for dealing with historic never mind new
waste?
Malcolm Wicks: I think you will see an
announcement before Christmas. It is for Defra to
say this not me, but that is roughly the timescale.
Obviously there is then a process of local
communities coming forward with oVers of being
the site for this. That is the process we are in. We are
talking about quite a long period here, of course
we are.



3544871007 Page Type [E] 01-11-07 22:58:31 Pag Table: COENEW PPSysB Unit: PAG1

Ev 78 Trade and Industry Committee: Evidence

10 October 2006 Malcolm Wicks and Mr Paul McIntyre

Q503 Mr Weir: I appreciate that as much as anyone.
Given that the cost for disposal of historic waste has
risen from an original figure quoted of about £40
billion to perhaps as much as £90 billion if stories be
true, you have told us that there will be no direct or
indirect subsidies for nuclear power stations. Is that
the same for the disposal of waste?
Malcolm Wicks: Yes.

Q504 Mr Weir: Are you expecting companies to pay
for that?
Malcolm Wicks: Yes.

Q505 Mr Weir: Absolutely?
Malcolm Wicks: Yes.

Q506 Mr Weir: Why then in the Energy Review and
again when the Secretary of State introduced it, did
he use a rather strange phrase “a full share of the cost
of disposal”? What do you mean by that? Can you
give us an assurance that they will pay all the costs
of disposal?
Malcolm Wicks: Yes, they will. We have two things,
have we not? We have a legacy of nuclear waste
which, perfectly properly as these were state
enterprises, the state has to sort out, it is long-term,
it is scientifically complex, engineering-wise it is
complex and it is certainly expensive. Surely we all
agree that given that legacy we have to do something
about that. I think that through the Nuclear
Decommissioning Authority, which is clearing up
the waste from diVerent sites, and the decision which
has to be made and will be made by Government
about the outcome of the Committee of Radioactive
Waste Management report, in other words the final
repository for the waste, I can be proud of the fact
that we are the first Government tackling this issue.
I am ashamed of the fact that governments and
parliaments in the past for several decades have
dodged the issue. I think that is a national disgrace.
We are actually tackling it and it is important. So we
are putting that in process and then of course, should
the market come forward with proposals for new
nuclear reactors, we need to work out a formula so
that they pay the full cost of disposing of that waste.

Q507 Chairman: May I just check? “Full cost” is still
an elusive phrase. Do you mean the marginal cost of
increasing storage capacity to cope with the
additional waste generated?
Malcolm Wicks: These are diYcult issues. Our
objective is that they should pay the full cost. We
need to think through exactly what that means in
terms of formula and arithmetic. I cannot quote you
the figure now. Perhaps Mr McIntyre could explain
the process we go through on this with your
permission.
Mr McIntyre: I cannot quote a figure either, but the
Minister is right that there will be a process now of
working with the industry to translate that principle
of full share of the costs into practice so that would-
be developers of new nuclear build have clarity
about what that would mean in practice.

Q508 Mr Weir: Will you then be setting up a fund
against a nuclear developer going bust in the future?
Will they be putting money in as they go along to
make sure that full cost is met?
Malcolm Wicks: These are issues we have to look at,
how money can be set aside on a regular basis for
eventual costs. That is just the kind of question we
need to look at in detail.

Q509 Mr Weir: You have not made a decision on
that yet?
Malcolm Wicks: No, we have not. We have to
consult on that. I do not apologise for us consulting
on that. It is in all sorts of ways a complex question.

Q510 Mr Weir: Everyone we spoke to highlighted
the importance of achieving a political consensus on
nuclear power before proceeding with new build.
Malcolm Wicks: Including the SNP?

Q511 Mr Weir: I said that “they” said, I did not say
I did. Do you think the Energy Review will achieve
that consensus or build towards a consensus?
Malcolm Wicks: I am certainly happy to shake the
warm hand of the Scottish Nationalist Party on
nuclear. This is an historic breakthrough and it will
be recorded in Scottish print as such I am sure, so
thank you for that.

Q512 Mr Weir: It is nice to see a minister twisting
words into something which was not said.
Malcolm Wicks: I am just being polite and repeating
your answer.

Q513 Mr Weir: I asked a question which other
people asked about political consensus. Do you
think there is any chance of a political consensus?
Malcolm Wicks: I shall make a note of your
constituency and consider it. Seriously, I think it is
important that the major political parties strive
towards a consensus on energy policy, I really do. I
shall not comment on Her Majesty’s Loyal
Opposition’s position, but if I have understood it—
and I do not always understand it—I think the
Conservative Party see a place for nuclear in the
right circumstances. Given all we have said about
long-term certainty, appropriate frameworks, it is
important that we strive for that consensus and I met
with shadow ministers, members of the Liberal
Democrat Party, now we are going to have a big
summit with the SNP on these issues, and that is
important.

Q514 Mr Weir: It is news to me.
Malcolm Wicks: The market and, more importantly,
the public would demand that of us. These are very
important issues. When the history of the twenty-
first century is written, not just for the UK but
globally, these twin issues, global warming and
energy security, will loom as importantly as some of
the big issues about war and peace and the rise of the
welfare state in the twentieth century. This is
absolutely vital and we should not play party politics
with it and we shall not.
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Mr Weir: I asked a straightforward question. There
was nothing party political about it.

Q515 Miss Kirkbride: Can you clarify whether there
can be any new nuclear build in Scotland without the
permission of the Parliament and therefore your
Liberal Democrat colleagues?
Malcolm Wicks: In terms of the planning regime for
that scale of plant, this is a matter for Scottish
Government because those planning issues are
devolved. This will be a matter for those in Scotland.

Q516 Miss Kirkbride: So “no”?
Malcolm Wicks: It is for them to determine. It is an
important British industry, it brings much
investment into communities, jobs and it is for the
people of Scotland to decide.

Q517 Miss Kirkbride: My question was whether you
needed the permission of the Scottish Parliament for
new nuclear build and the answer was yes, therefore
no, you cannot do without it.
Malcolm Wicks: That is the devolution settlement.

Q518 Chairman: This question of paying for waste is
actually quite an important one, as your document
acknowledges. I found on page 192 that “Details of
the work programme and timetable to establish
arrangements for dealing with the costs of
decommissioning and waste . . . will be published by
the time of the White Paper”. So actually, by the
time the White Paper is out, we shall only know how
you are going to analyse the problem, you will not
have reached a conclusion on the problem. Is that
right?
Mr McIntyre: The wording is “by the time of the
White Paper” and the objective will certainly be to
have made progress on this issue by the time of the
White Paper.

Q519 Chairman: It says “Details of the work
programme and timetable to establish
arrangements”. So by the time of the White Paper we
shall have the process by which you will arrive at an
agreement. It is actually also a very important issue
for the industry to have clarity on costs but it seems
that clarity on costs is quite a long way oV, if I have
understood your document correctly.
Mr McIntyre: There is no specific timetable for
reaching agreement on clarity about the costs as yet.

Q520 Chairman: Minister, if you were a private
investor, would you make an investment in a nuclear
power station not knowing how much the
Government would charge for decommissioning
and disposal of the waste?
Malcolm Wicks: No, but the investment decisions
may or may not relate to the timetable for the White
Paper. We just have to get this right. We have to do
proper work. We shall be able to give some pretty
clear indications by the time of the White Paper of
the direction in which we are moving, even if we
cannot put all the arithmetic.

Q521 Chairman: I am not trying to score cheap
points. These are very important issues for the
private investor.
Malcolm Wicks: I know that there is immense
interest, indeed suspicion, that somehow
Government are really planning to subsidise a new
generation of nuclear reactors. I want to make it
absolutely categorically clear that is not our
intention. I have said that there will be no Treasury
cheques, there will be no hidden incentives and there
will be no fiscal regimes special to the nuclear
industry, there really will not. I am absolutely
determined, in terms of these issues about eventual
decommissioning and waste, that will not imply
hidden subsidies either. Getting to the arithmetic for
that principle statement is a complex task and that is
not an excuse, it is a complex task. I am absolutely
clear that we are not in the business of subsidising
nuclear fullstop.
Chairman: We shall move on, otherwise we shall be
repeating ourselves. We shall turn to some of the
licensing and planning issues now, not just nuclear
but also the other energy technologies as well.

Q522 Rob Marris: Starting on nuclear, Mike Weir
was asking you about political consensus and we
have run that round the block. If we are going to
have this love-in, all lovey-dovey consensus on new
nuclear build in England and Wales perhaps, why, in
terms of nuclear, would we need this pre-licensing
and planning reform proposal if we are all going to
have our wonderful consensus about new nuclear
power stations?
Malcolm Wicks: We have a problem in our countries
that large projects—sometimes not so large
projects—are just taking too long to deliver, in the
case of power stations years and years and years with
the whole circus of legal costs and the whole theatre
around them. There is a determination, not just
across Government but I think many people share
this outside Government, that we should have a
more sensible and a speedier process and that would
go for onshore wind, oVshore wind, it would go for
nuclear, it would go for a whole range of
infrastructure that we need. By the way, you could
have this discussion about transport and many other
things; we happen to be having it about the
important area of energy. What we need to do, given
that Britain, one way or another, needs a huge
amount of investment in our energy structure over
the next 10 or 20 years, one way or another we need
a more sensible planning process. I emphasise that
this is not to deny local people and local interest
groups—environmental and others—a proper say
about the siting of particular pieces of kit. That has
to be maintained. The idea of pre-licensing is that
you can say here is a wind farm, here is a nuclear
reactor or a gas-powered station let us pre-license it
so that the regulators are satisfied that it is safe and
all the other things as a piece of kit. Then the local
inquiry can purely be about local issues rather than
becoming a national or international occasion to re-
open the whole debate about whether windmills or
nuclear are desirable. That is what we are trying to
do.
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Q523 Rob Marris: What has the reaction been to
that under The Energy Challenge, when you were
talking about streamlining the planning process for
energy projects, because that is what the DTI is
about?
Malcolm Wicks: The reaction from many people in
industry, business, trade unions, who know that we
need this infrastructure, is a recognition that at the
moment planning and the time for planning in
Britain is a bit of a joke and we do need to speed it
up. I am also sensitive to the fact that some
environmental groups think this is just a cover for
doing nuclear very quickly and it really is not about
that. I repeat that at a local level we need to have the
proper procedure for local people to represent
local views.

Q524 Rob Marris: Do you think pre-licensing just on
the nuclear would actually assist in speeding things
up, given, as I understand it, that the design for
Sizewell B was pre-licensed?
Malcolm Wicks: Yes, I do think pre-licensing for
nuclear, maybe for carbon capture and storage
projects, a range of things you could think of, would
speed things up.

Q525 Rob Marris: Would you be quite happy with a
nuclear power station in Croydon?
Malcolm Wicks: Yes . . . if there were a site.

Q526 Mr Weir: I am curious about what you were
saying about pre-licensing and pre-licensing the
station itself. That often still leaves the question with
power and it is the same with wind farms or anything
else; it is not just the station but the power lines
towards it, the siting of the pylons, all these issues
which bog down public inquiries in many ways. Are
you looking at doing anything about these? Are you
talking purely about the type of station itself?
Malcolm Wicks: No, we are looking more widely
at that.
Mr McIntyre: We would be looking at the associated
works involved for the transmission network as well.

Q527 Chairman: We will turn now to fossil fuels and
gas which have been in the news quite a lot recently.
Can I give you an opportunity first of all perhaps to
update us on how you think this winter is going to
be?
Malcolm Wicks: This winter is going to be the last of
two or three winters which we are experiencing
where the balance between demand and supply for
gas is going to be quite tight. That is what the
arithmetic suggests, it is an imperfect arithmetic
because much depends on the weather; long may this
mild waether continue. I do not know what it looks
like now, but long may yesterday continue. It is
going to be tight and the reason for that is that while
on the one hand the good news is—and we have seen
a lot about this in the last week— the Langeled
pipeline for the Norwegian gas fields is now open
and I had better not say that recently we have been
awash with gas because I get into trouble for that
sort of language—

Q528 Chairman: Well they seem to be giving away
gas.
Malcolm Wicks: Perhaps in the last week. There are
several other developments, including the
interconnector, which I know is controversial but it
has increased its scale; a number of developments
which are good news. There is Centrica’s Rough
storage facility which had an accident last winter at
a critical time and which is now more or less full up.
That is all the good news. Against that of course we
are seeing the continued decline of gas from the
North Sea and the wider UK continental shelf,
which is more or less making up for the new supplies.
Although I detect rather more confidence and
optimism in the air, we as Government need to keep
a very tight grip on this. We are in regular contact
with all the key agencies, all the key industries in the
North Sea, the supply companies, to make sure we
are in the best possible place to get through this
winter. It would be foolish for a mere Minister for
Energy to predict what will happen to price.

Q529 Chairman: The extraordinary events of the last
couple of weeks happened at a time when there is no
high demand level for gas in the UK. You do not
read anything into those negative gas prices in the
wholesale market for this winter.
Malcolm Wicks: No. Although we have known
about Langeled coming on stream at about this time
for a very long time the market has reacted in such
a way that has been atypical and it has been a blip.
Occasionally the energy market operates in a
territory between economics and the psychiatrist’s
couch and we have been through that era.

Q530 Chairman: You will understand that the
Committee are obviously concerned about domestic
fuel prices. We have written to all the major gas
suppliers asking them to explain their pricing
strategy and how they are responding to changing
market prices. Is there anything you would like to
say about domestic gas prices which must be of some
considerable concern?
Malcolm Wicks: They are of serious concern. Within
the whole energy debate about big issues of climate
change we have to make sure our most vulnerable
people are warm enough in the winter, to put it in
very simple terms. Obviously rising prices make it
more diYcult for us to eradicate fuel poverty and
that cruel correlation between people being old and
being cold. We are very concerned about this. I had
noted that our regulator—and that is what he is
there for—has spoken in tough language about his
need and his ability to keep a close look on what is
happening to prices. Alistair Buchanan has said
some very strong words. We fully back the regulator
in that. We have a regulator and I expect with
confidence that the regulator will do his duty.

Q531 Mr Hoyle: Obviously the public are very
interested about whether they are going to be warm
this winter. Whatever happens the question is
whether they can aVord to put the heating on. We
talk about older people, but there are people with
disabilities and there are also families and those are
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the people it is going to hit the hardest. There is great
concern that people are desperate about how they
will pay the energy bills over the winter period; that
is if the lights do not go out and the gas fires go out.
If, everything being equal, the gas continues to flow
thoroughly, which we expect, and I recognise what
you are telling us, we should not have a shortage, we
should be fine, but how will people pay the bills?
What we have seen is the price going up and up—yet
there is a rumour that gas prices may come down—
people have been so frightened about the price of gas
that they have entered into two-, three-, four-year
agreements that they cannot get out of and yet may
not be able to aVord to put the heating on. What is
your worry?
Malcolm Wicks: I am worried about those very same
issues. I recognise that it is not just the elderly, but
the elderly in particular always pay their bills and
that fear that they may turn the fires oV is a very real
one that we need to overcome. That is why I have
said what I have said about the regulator needing to
keep a very close eye on this. Alistair Buchanan, the
chief executive of Ofgem, has spoken very strongly
about this. I have said that we expect the regulator
to do his duty at the appropriate time on this.
Meanwhile it is so important that we make sure that
the help is available in England through Warm
Front and the equivalents in Scotland and Wales to
make these homes more energy eYcient, which is
why we are looking at the Energy EYciency
Commitment. In the last Pre-Budget Report £300
million extra was found by the Chancellor for these
kinds of anti fuel poverty programmes. All that is
important. We have £300 for the over-80s’ winter
fuel payments, £200 for the over-60s. What we are
going to be doing with the Department for Work
and Pensions, with whom we do work very closely
on this—we have been discussing this recently—is to
try to target some of the most vulnerable households
and really bring to their attention and enable them
to have some of the energy eYciency programmes
which are in being. One of the sad things when you
look at housing data—certainly when I last looked
at it—is that very often the most vulnerable people,
not just the old but the old elderly—inelegant
phrase—those over 80, are likely often to be in the
most energy ineYcient dwellings, particularly when
they are owner-occupiers or private tenants. We
need to target that group with the help that is
available.

Q532 Mr Hoyle: Who do you think has let the
consumer down? Do you think it is the suppliers or
do you think it is lack of government intervention?
At what point do you think the Government will
intervene? We both know that the lack of storage
facilities helped increase the gas prices last time they
hit the spike with no spare capacity in storage and we
are still below our European competitors. They have
many more storage facilities. If the companies are
not going to do it, will the Government intervene
and build them for them and then charge them?
Malcolm Wicks: In terms of who has let the
customer down, I explained earlier the
circumstances, the circumstances being that we have

a rundown of supplies from the North Sea, the wider
UK Continental Shelf; I am advised the rundown of
gas happened at a faster rate than many of the
experts were predicting several years ago. There is a
sense in which the huge amount of infrastructure
which is now coming forward: the Langeled pipeline
in the first quarter of 2008; the LNG, [liquefied
natural gas] coming in from Qatar, which in time will
be 20% of our gas requirement, all that
infrastructure is coming into play. All I would say as
Energy Minister for 15 months or whatever it has
been is that I had rather hoped the market would
have responded a year or two earlier than it did. I do
not blame anyone; there is a huge global demand
and no-one could have predicted prices. That is the
situation. In terms of the vulnerable customer, to use
that awful phrase, we are where we are and we have
to make sure we target the most vulnerable more
eVectively with the resources we have at present,
which are quite considerable in terms of home
energy eYciency.

Q533 Mr Hoyle: I totally agree. On LNG I agree
with you that we have the ability now to bring in
LNG, but we had a ship which was on its way to the
UK to deliver some LNG, the Americans put in
another bid, the ship was turned round and it did not
arrive in the UK. What guarantees can we have in
the future that the price will not change on its way
here and be redirected?
Malcolm Wicks: Last year essentially the Isle of
Grain terminal performed well for the great bulk of
the time the LNG was coming in from BP and
Sonatrach from Algeria. The Qataris and big
companies have invested a huge amount of money in
Milford Haven in an LNG terminal and I do not
think you make that kind of investment if you are
not confident the gas is going to arrive.

Q534 Mr Wright: In terms of the market forces,
Ofgem would argue that it is not a dysfunctional
market, but what we saw last year was obviously
very, very close to an involuntary gas defect in terms
of supply to industry at the end of last year. When
you came to give us evidence last time you predicted
that there would not be the associated problems
which were in the press. What we have to look at is
what happened in the last week or two when gas was
just flooding the market in terms of the price; it
absolutely collapsed. Surely that pinpoints the fact
that the market forces cannot predict the right
amount of gas at the right time. Surely that indicates
that we are at the mercy of the industry itself. Quite
clearly there has been a massive amount of
investment in new lines; you mentioned Langeled,
there is LNG, there is the BBL pipeline, all of these
pipelines, with the price of the commodity not at a
high level. Surely that is going to create a problem
for them, therefore market forces cannot determine
getting the gas at the right time.
Malcolm Wicks: It is back to our earlier
conversation and I shall come to your question in a
moment. Let us be absolutely clear that there is no
threat in terms of energy supplies to the British
household; I just want to make that clear and no-one
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was implying that. Last year some silly things were
said about that. The British domestic customer will
get gas.

Q535 Mr Hoyle: Only if they can aVord to put it on.
Malcolm Wicks: Yes; sure. I just want to clarify that
for those present. One of our numerous
consultations is about the adequacy of supply and
within that the issue of storage. We shall be
consulting on that. I personally think that we need
more storage capacity for gas; that is my view. There
are in fact ten projects, I had better not say coming
on stream because planning permissions may
interfere with some of them, but the industry is
investing a lot more in storage. Do we need more
storage than we have had in recent years? Yes, we do
and we need to talk to the industry about that. In
very simple terms, what has happened is that there
was a time when we could rely on the North Sea as
a natural store: we now have to be slightly smarter
than that because we cannot rely on that historically
going forward. We need more storage capacity and
there are other supply issues we shall be consulting
on.

Q536 Mr Wright: Is it not a fact that the high price
we are now paying for the energy costs, at a time
when there is a glut of gas on the market is because
the system is actually not functioning as it should be,
therefore the consumers are paying a high price for
what is really a dysfunctional market?
Malcolm Wicks: Let us remember that for ten years,
that kind of period, the liberalised market delivered
lower prices than in most of Europe both to industry
and the domestic customer. It is only in the last year
or so that we have run into some diYculties. It is still
the case—though I shall check this and clarify it—
that our domestic householders are paying lower
costs than the average in Europe. I think that is the
position. Let us put that in context. What is
dysfunctional is the European energy market. There
is no doubt about that. It is the policy of the
European Union to have a liberalised market, in
other words proper competition, no monopoly or
duopoly situations, proper competition. We have it
in Britain and in many other parts of continental
Europe we do not have it. That is an ongoing thing
that the UK Government is pressing the European
Commission on and our partners in Europe. We
have two European Commissioners who have made
strong statements about this; not just statements,
they have had dawn raids against some of the
companies, seizing documents. There is real
determination at Commission level to liberalise the
market. That is important because we all know what
happened last year with the poor old Interconnector.
The Interconnector was a perfectly decent project, a
feat of engineering, but when our prices were sky
high on the spot market the gas was just not flowing
in through the Interconnector in suYcient
quantities. That was a delinquent market, it was not
behaving properly because of restrictive practices
and we are pressing very hard on those issues.

Q537 Mr Bone: We are going back to what the
Minister was very kindly talking about when he last
came to see us.
Malcolm Wicks: Yes.

Q538 Mr Bone: It was perhaps a little unfair earlier
on when a Member asked whether the problems
were the Government’s fault or the industry’s fault. I
think part of the problem lies with the EU. You were
going to go into battle on behalf of the country and
the Energy Council. How would you say we are
doing out of ten with our challenge to Europe to do
what it is supposed to do? Are we five out of ten,
eight out of ten or one out of ten?
Malcolm Wicks: I am being serious now and for our
commitment on this I would give us modestly ten out
of ten because that is the highest mark I can award
on your points system. Seriously, when we had the
Presidency of the European Union we pressed this,
it was top of the agenda in all sorts of ways.

Q539 Mr Bone: And absolutely nothing has
happened.
Malcolm Wicks: I think we are seeing results. You
have the two Commissioners now who produce
strong reports. I know that you are a fervent
European and something has happened. We have
had the dawn raids, they have seized documents.
That is pretty tough from the European
Commission. They have seized documents and they
are determined to do this. I am trying to be honest
about all this now.

Q540 Chairman: Being as honest as you are able to
be.
Malcolm Wicks: I am sure the minute will be
amended to “being as honest as always”. The other
thing which has happened which is more worrying is
that since the spat between Russia and the Ukraine
you have seen in certain countries a rise of a new
kind of energy nationalism, a more parochial
concern. We shall just have to see how these two
forces battle each other out. From the UK point of
view, we are absolutely determined. Why? Actually
this is good news for European industry, it is good
news for the European domestic customer because
the record in Britain, over ten years until recently,
has shown that this produces much lower prices and
we want it for Europe, we want it for Britain.

Q541 Chairman: We all accept that the European
market is dysfunctional, we all know it is going to
take a long time to sort out the dysfunctionality,
there are long-term contracts to be unwound, a mass
of complex investigations to be undertaken, it is not
going to be a quick fix. We started too late in the
process, but we shall get there in the end. The British
market is also dysfunctional, that is what we have
seen recently, is it not? We have a problem of our
own as well, as Tony Wright was highlighting.
Malcolm Wicks: I am not sure I would concede that.
What I would say is that we recognise that there are
issues around supply and there are issues around
storage which we are consulting on.
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Q542 Chairman: We shall now turn to fuel poverty.
Malcolm Wicks: We touched on it earlier.
Chairman: We shall touch on it at greater length.

Q543 Roger Berry: I understand the deep
involvement of DWP in all of the work of this
review, although in over 200 pages of the Review
document we have four and a half pages on fuel
poverty. I would be the first to acknowledge the
enormous amount the Government have done thus
far in tackling fuel poverty, there is no question
about that, but does the Minister not agree with me
that in terms of new proposals this Review is a
little thin?
Malcolm Wicks: There are two or three aspects to
tackling fuel poverty. One is the price issue of course.
What we have seen is very considerable progress. I
am trying to find the figures here about the number
of households in fuel poverty. We can talk about the
definition but we are down from 5.1 million
households in 1996 in fuel poverty to 1.2 million in
England more recently. Of course the line on the
graph paper starts to move in the wrong direction
because of rising energy prices, hence our need for
the regulator and more supplies and these big macro
issues as well as those regulatory issues that we need
to touch on. There are no quick fixes on that.
Secondly, we need to move forward on income
maintenance. When I was Pensions Minister the
development of pension credit particularly aimed at
the poorest householders, particularly the older
elderly, was very important. Winter fuel payments
have been crucial because, given the fear of the bill
arriving, the arrival of the £200 or £300 shortly
before Christmas does give some comfort. It will be
for the Chancellor to look at future provisions in
that direction. Then of course we need to move
forward on the home energy eYciency schemes, the
Warm Front, the energy commitment, all of these
fronts.

Q544 Roger Berry: Which is why I acknowledged all
of that and sang their praises and asked where we go
from here. The specific emphasis in the Review is
people eligible for pension credit aged over 70.
Presumably, given that you cannot control gas
prices, the three things you can do are: the level of
pension credit; the extent of take-up which is
referred to; and thirdly energy-saving measures,
Warm Front and so on. Given that of this group, as
your report points out, one in five of people eligible
for pension credit over 70 are living in fuel poverty,
which of these three instruments will give us the
biggest bang, the biggest result?
Malcolm Wicks: It is a balance between them all, is
it not? You cannot just say one of the three, to be
honest. In the long term thermal eYciency and
enabling people to have drier and warmer homes
through new appliances, through loft insulation, all
of those things, maybe using renewables and
microgeneration to tackle fuel poverty, which is
something I want to develop. That is important. The
Energy Review was not the place—and you will
understand this—for us to make public expenditure

announcements and budgetary announcements.
That is properly the province of the Chancellor of
the Exchequer not the Energy Review.

Q545 Roger Berry: There are possibly just one or
two financial implications of this Review, but if these
are ones which have to be deferred, so be it. The
question was actually a factual question. The
Department for Work and Pensions must know, for
example, if you had 100% take-up of pension credit
for this group, how many it would take out of
pensioner poverty. That is the kind of information
which would be useful. If that practically solves the
problem them you have some idea about the
solution. If it is Warm Front type measures, could I
ask you specifically, given the approaching winter,
where there is concern obviously, are the
Government contemplating fast-tracking people in
this group in terms of Warm Front?
Malcolm Wicks: That is what we are trying to do.

Q546 Roger Berry: Is there a commitment to fast
track, because it is not in this document?
Malcolm Wicks: I do not know that fast track is the
right term because that suggests a queue-jumping
thing.

Q547 Roger Berry: For reasons you have given this
is a particularly vulnerable group of people.
Malcolm Wicks: Of course they are; of course they
are. We want to identify more people on pension
credit who could benefit from the help of Warm
Front and the equivalent in Wales and Scotland so
that we can get the process moving just as quickly as
possible. That is what we are doing. I spend a lot of
time trying to improve the take-up of pension credit
and it is not for this Select Committee but the take-
up rate is very good, particularly amongst the
poorest and so on. It would bring a lot of extra
money to people. Even if you did move to a 100%
take-up, it is not going to solve the problem of fuel
poverty. It is one answer, but it is only one answer.

Q548 Roger Berry: Which would suggest, although
obviously you cannot say anything this morning,
that the Chancellor ought to look at the level of
benefits for people over 70 as well as the energy
saving measures. In paragraph 2.110 the report says
“We recognise that older households in receipt of
Pension Credit are not the only group suVering from
fuel poverty. We will consider rolling out this
approach to further identified vulnerable groups
after this winter”. Is it possible to give the
Committee a clue as to who these other vulnerable
groups might be that you have in mind?
Malcolm Wicks: Clearly, although there is a
particular concern about the elderly, particularly
those over 80, say, because physiologically they are
less resilient when it comes to the cold—you may
recall that as a young man I did some research on
this problem myself—but there are clearly others
with disabilities of diVerent kinds, some families
with young children living in appallingly insulated
dwellings. These groups are of concern too; of
course they are.
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Q549 Roger Berry: This Committee and others have
pointed out that there is a very large number of
severely disabled people who, for example, have
mobility impairments and therefore if it really is a
winter fuel allowance and not simply an alternative
way of topping up the basic state pension, it really is
meant to deal with people who face a winter fuel
crisis. I welcome the fact that you have said the
Government are considering extending support to
groups such as that.
Malcolm Wicks: What I have recognised is that it is
not just the elderly who are vulnerable and obviously
there is a debate as to whether that income
maintenance for some of those groups is best
delivered through disability benefits of diVerent
kinds or in other ways. I do not think I have arrived
at the conclusion that you would like me to on that
one.

Q550 Roger Berry: I think you are getting closer, are
you not?
Malcolm Wicks: I do not think so. That is another
ministry I used to be in and another select committee
I used to be a member of.
Roger Berry: May I just emphasise that I really
genuinely do believe that the attention in this Review
given to fuel poverty in terms of new proposals is a
bit thin? If it is waiting on the Treasury, so be it, but
I very much hope you will take some of these
comments on board which I know have been raised
with you by some organisations outside this
Committee as well.

Q551 Chairman: Speaking as someone whose fuel
bill is going up very sharply this winter, despite
insulation and a condensing boiler—
Malcolm Wicks: I do not think you are in our target
group, but I shall check.
Chairman: My point is that I should like to see the
extra VAT I am going to be paying the Chancellor
in higher fuel prices directed back to vulnerable
groups. The Chancellor is making extra money so he
has more money to spend on those vulnerable
groups.

Q552 Mr Weir: This particular phrase struck me as
well, “after this winter”. Given that we are told that
the supply situation with gas will stabilise after this
winter, Scottish Gas—I presume British Gas down
here—are guaranteeing price falls next year. Why is
it after this winter, which is obviously going to be
crucial to many people who have had huge increases
in bills over this year, before you are looking at
rolling these out? Are you not prepared to look at
these for this winter to help people now rather than
when prices start to fall next year?
Malcolm Wicks: Let us remember that these home
energy eYciency schemes in Scotland, England and
Wales are there already; they have helped many
hundreds and thousands of people in diVerent
circumstances and they remain there. It is the task of
diVerent agencies, statutory and voluntary, to find
people who need help. That work continues. What
we are saying is that on top of that, for this winter,
we are mounting a special initiative to identify some

of the most vulnerable elderly people who might
need help. This is not the only weapon in the
armoury in terms of trying to help these people.

Q553 Mr Weir: Yes, but you specifically identify
other vulnerable groups, but you are not doing
anything for them this winter according to what is
said here.
Malcolm Wicks: I have just explained, have I not,
that through the existing programmes many of those
people are being helped? On top of that there is going
to be a special initiative for the vulnerable.

Q554 Mr Weir: What about the winter fuel
allowance which was mentioned earlier which is
important for many pensioners and we all concede
that?
Malcolm Wicks: Mr Berry pushed me on that one
and I shall not hide behind the fact that I am no
longer in that Department. There is a perfectly
legitimate argument which would say that for many
of those vulnerable groups there are other income
maintenance measures: the range of disability
benefits; for vulnerable families the tax credits and
child benefit and the rest. I understand the
argument.

Q555 Chairman: They are not going up on quite the
scale of the fuel bill yet.
Malcolm Wicks: There is an argument that winter
fuel payments should be extended to other groups
and it is not for me to enter into that argument
today.
Chairman: It is nice to have that on the record.

Q556 Rob Marris: I just want to focus a bit more on
the Warm Front thing. In light of our earlier
discussions today it appears a bit contradictory to be
handing out money to people to burn more fuel
when we are trying to protect the environment and
the way to square that circle is on the Warm Front
kind of initiatives in terms of energy conservation. I
wonder whether I could get an undertaking from
you, because what seems to be happening in my area
is that Warm Front use very expensive contractors.
There is a threshold for the amount Warm Front will
pay out for a pensioner and the amount of the bill
above that threshold is sought from the pensioner
himself or herself. Clearly if Warm Front are using
expensive contractors the proportion of cases where
a personal contribution is sought from the pensioner
will rise. It appears—and I stress the word
“appears”—to be a racket. I am still trying to get
somewhere with Warm Front on why they use the
contractors they use and the prices they charge. I
wonder whether you could give a little help from
your end to look into this because of course if—and
I stress the word “if”—high prices are being charged
by the contractors, they are ripping oV the taxpayer
as well as the pensioners.
Malcolm Wicks: If you have evidence of a racket, I
should like to see it. We cannot have any
racketeering in this area.
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Rob Marris: I should like the Department perhaps to
furnish the Committee with what oversight you do
to make sure there is no racketeering, what
structures are in place to make sure that exclusive
contracts are not signed.
Chairman: We did not tell you we would be asking
this question so it would be helpful if you could give
us a note on this aspect of your procedures.

Q557 Rob Marris: No, I was not asking for an
answer today.
Malcolm Wicks: I shall take that away. Many of us
as constituency MPs have visited homes of quite
vulnerable people when this work is done and nearly
always with beneficial results and happy customers.
It is awful to think that some of those vulnerable
people could be subjected to racketeering, should
that exist. I shall look at the oversight and the
monitoring, of course I shall.

Q558 Rob Marris: I wish to make it clear that I
support the scheme. I think it is a good scheme, but
I just wanted a note on what oversight there is to try
to prevent any such racketeering.
Malcolm Wicks: Right; we shall do that.
Mr Hoyle: You pointed out that people like the
Chairman do not need the winter fuel allowance, but
many MPs actually receive a winter fuel allowance.
Maybe we would be better oV looking, via your good
oYces in speaking with the Chancellor, at certain
groups who ought not to be getting this money and
we ought to give it to people who are much more in
need, such people as those with disabilities. Maybe
we ought just to re-look at that so we can actually re-
circulate the money to where people need it.

Q559 Chairman: We shall take that as a statement
unless you want to respond Minister.
Malcolm Wicks: I think we should say for the
chronological record that the Chairman is not yet
eligible for winter fuel payments and judging by his
appearance many years will elapse before he is
eligible.

Q560 Chairman: Flattery is not necessary Minister;
you are a very good witness.
Malcolm Wicks: It is certainly not necessary this
late; maybe at the beginning.

Q561 Chairman: Earlier would have been more
worthwhile.
Malcolm Wicks: Yes, earlier would have been
more helpful.
Chairman: We shall turn to some of the strategic
issues about fossil fuels.

Q562 Mr Clapham: This session has been very
interesting. I think we detect a change in emphasis
since the beginning of the Energy Review. We were
told during some of the evidence we took that we
should not be too worried about being over-
dependent, for example on gas. This morning you
have pointed out that the way in which the market is
developing, by 2020 we may be 80% dependent upon
imported gas. Given that at the start of the Energy

Review security of supply was a very important
aspect, have you now changed your view and are you
going to leave the energy economy to be decided by
the market process and in doing so have you
accepted that it is going to be dominated by gas?
Malcolm Wicks: Certainly what I accept, given what
has happened to our own reserves in the North Sea,
is that we are going to be heavily dependent on
imports of gas for the foreseeable future. It is
therefore important that we try to get a better
balance than the pure projections would suggest,
first of all by investing in energy eYciency, because
the best energy of all is the energy we do not need to
use; secondly, from renewables, because by
definition that is based in the UK or just oVshore
and if we can move towards 20% of our electricity
coming from renewables that would be good.
Enabling nuclear to come forward, should the
investors want to deliver on that, is important for
our security too and also in terms of coal we need to
have a proper and rigorous look at the future of
British coal. Coal is often not talked about a great
deal—it is by Mr Clapham and myself but not by
many others—yet about 30% of our electricity
generation comes from coal annually. Last winter it
was more like 50% for periods. Most of that coal but
not all of it is imported. As you know, we are
establishing a coal forum where we shall bring
together diVerent parties, including the trade
unions, including the generators, including the coal
producers to discuss the issues at stake there. I had
already had preparatory meetings on that and we
have an important agenda. The coal forum meets for
the first time in a month or so.

Q563 Mr Clapham: It seems to me that you have
now decided to move away from the whole idea of a
very diversified energy economy. We have heard
what was said for example on nuclear, the gas
importation is going to result in 20% by 2020. Most
of that gas by that time is likely to be coming from
one source, from Russia.
Malcolm Wicks: No; no. With respect, no.

Q564 Mr Clapham: But we are talking in terms of a
large amount of the gas coming from that area of the
world. Bearing in mind that of the four major oil and
gas companies in the world, two of which, Shell and
BP, are now saying they only have about 10% of the
world’s reserves, does not the fact that we are going
to become overly dependent upon one source of
supply or one region of supply really put us into a
very diYcult situation when we are talking about
ensuring security and ensuring stable prices?
Malcolm Wicks: Where are we? We have agreed that
there is going to be a decline in the gas we are getting
from our own North Sea, the wider UK Continental
Shelf and it could be 80 or 90% from other parts of
the world by 2020. That is where we are. We need
that gas. In terms of domestic heating, to take an
obvious example, there are no immediate short-term
other options on that. We need that gas. Will we be
importing a lot of gas? Yes, we will but it will not all
be from one place. It is absolutely crucial, in terms
of diversity, that we source it from diVerent places
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and in diVerent ways. I have mentioned the LNG
from Qatar. I visited the plant in Qatar, a very
impressive place, the terminal being built at Milford
Haven. That could deliver 20% of our domestic gas
requirement. The Langeled pipeline from the
Norwegian fields could produce another 20%. We
shall get gas from other places such as Algeria and
maybe some from Russia. The Russian issue is a
much bigger one for other parts of the European
Union than for us. We have to be smart about where
we source gas from, but what I said, and I think the
Energy Review points in this direction, against what
a pure market-driven approach might have delivered
if we had not had the Energy Review, is that we need
to produce more energy ourselves and now we are
repeating ourselves through renewables, nuclear and
a long, hard look at coal and by fully exploiting the
North Sea. Although it is in decline, we have a very
robust relationship with the industry and there are
all sorts of possible resources west of Shetland for
example which we need to exploit with the industry.

Q565 Mr Clapham: So what you are telling us is that
despite the fact we set oV on the Energy Review to
look at diversity, the market mechanism is going to
deliver for us a dependency on gas.
Malcolm Wicks: That is not what I have just said,
is it?

Q566 Mr Clapham: It seemed to me that it was.
Malcolm Wicks: No, what I said was that we are
going to have to import a load of gas, yes, but we are
not going to do it from just one or two regions of the
world, we are going to do it from diVerent places, we
are going to do it through pipelines, LNG,
interconnectors. Let us be as smart as we can about
diversity, but we need to balance that with other
sources of energy, much of which we can produce
here in Britain.

Q567 Mr Clapham: Let us just turn to the coal scene.
A large part of our imports of coal—and we import
35 million tonnes of coal per year for burning in
power stations—used to come from a whole number
of sources around the world, a lot of it from
Australia. However, as you are aware from your
meeting with the Energy Minister in Australia,
Australia now has long-term contracts with the
Asian-Pacific economies, China, Japan, India, so
there is likely to be little coal from there. Last year
the coal came into the UK from two sources,
basically from Russia and from South Africa. Are
we able to say that is a stable source of supply or are
you taking the view that we need to do more to
ensure that the indigenous source of supply is
maintained in the UK?
Malcolm Wicks: Just as with gas we need to source
our coal from diVerent places. You are right, the last
data I saw on this shows quite a large chunk of it—
we could give you figures—is coming from Russia.
There is no problem about that supply. Coal reserves
are abundant throughout the world. I do not feel so
anxious about this as I might with some other
imports. I have said—we are at one on this—that if

we can see a future for the British coal industry then
we have to go for it. The purpose of the coal forum
is to test out that idea.

Q568 Mr Clapham: Let us go for it and let us look at
the big issue which is facing the coal industry at the
present time. They are being disadvantaged by the
earlier contracts which were signed. They are only
getting a small amount of revenue from their main
source, which is the generators, the local generators
and they are facing a situation where there is likely
to be the closure of two coal mines unless we can get
an understanding with those generators to pay a
reasonable price for the coal they get from an
indigenous source and a source which does create
security. Are you prepared to intervene to try to
bring the sides together so that they can come to an
understanding on the price of the coal which is
supplied by British collieries?
Malcolm Wicks: This is a diYcult and complex
matter. You are right that the coal industry has some
fairly long-term contracts with generators. It would
be very odd for Government—and we are not going
to—to try to rewrite contracts freely entered into.

Q569 Mr Clapham: Facilitate the sides coming
together.
Malcolm Wicks: My understanding is that some of
our collieries are now being paid a lower price than
the world price of coal. That is the issue and that is
diYcult for them. There are two things really. One
is—and this is the purpose of the coal forum—that
we need to bring the generators together with the
coal producers just to talk really. It seems to me that
there has not been as much dialogue as there should
be and the coal forum will enable that to happen and
there are some encouraging developments already
on that. Your second one was whether I am prepared
to . . . ?

Q570 Mr Clapham: Facilitate the coming together of
the two sides.
Malcolm Wicks: Government really has to be very
careful. These are commercial contracts. It would
not be right for Government to say that they have to
rewrite that contract or for us to do very much by
way of intervention. Should we use our good oYces
to encourage the coal producers and the generators
to talk about current problems? Yes, we should and
I already have.

Q571 Mr Clapham: With regard to the coal forum,
it is going to be much more then than a talking shop,
we are going to have the people who are really
involved in the industry, the generators together
with the coal suppliers, and maybe in that situation
some of these issues regarding contract prices could
be discussed in that forum.
Malcolm Wicks: Some of the broad issues. This is
not a negotiating body about particular contracts or
particular sums of money and it just would not work
and not be appropriate for the coal forum to become
a negotiating table. Some of the broader issues here
are important. It seems to me that basically we need
to test the hypothesis. What is the hypothesis? It is
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surely, given that there is a good deal of coal under
the ground in Britain and we have a tradition of coal
mining, that if we can only bring clean coal
technology to bear—it is expensive but if we can
bring clean coal technology to bear—and we can get
a better relationship in the long term between the
people who buy the stuV, the generators, and the
coal industry which produced the stuV, surely—this
is the hypothesis—there should be a reasonable
future for the British coal industry. That is the
hypothesis I want to test out in the coal forum. That
is why we established it.
Chairman: In concluding this section of the session
we shall just turn to the subject of the inquiry which
the Committee will begin its major work in very
shortly and that is microgeneration and local energy
generation.

Q572 Mr Bone: It would appear from all we have
heard that the Government had, before it went into
this Energy Review, the basis that we were going to
have a centralised distribution system. It does seem
that a chapter was bolted onto the Energy Review
because somebody said we must say something
about microgeneration and distributed generation.
Within that chapter you have someone who wants to
put a windmill on top of their house plus a small
wind farm or even a small operator of a gas turbine.
They obviously face diVerent issues. Was it even
worth putting that chapter in?
Malcolm Wicks: It was not bolted on. There is
growing interest in what people call, in a rather
inelegant phrase, distributed energy, local energy
sources. That can mean diVerent things. You are
going to do an inquiry on this. I welcome that. We
are very actively looking at this and in an
appropriate way we can work together on this. It is
very important. We did not bolt it on. I know some
protagonists try to say it is either national grid or
local energy. Actually what we are doing is testing
out whether these can be complementary; that is
pure commonsense. It includes issues about
combined heat and power and recently Greenpeace
challenged me to go to look at a combined heat and
power station in Copenhagen. I said to Greenpeace
“Only if you bring me back” and they did keep to the
deal. It was very impressive because it was much
larger than I thought, it was a huge power station, it
was burning straw as well as coal and a whole range
of things and it was producing heat for 200,000
households in Copenhagen and much business and
retail and so on. I was terribly impressed by it. We
need to understand better why CHP, which plays a
role in Britain but not a very significant one, has not
taken oV in the way that one might imagine it
should. We need to look at that and then of course
we need to look at some of the issues about more
microgeneration as well, which are very important
and the Government has published a strategy paper
in advance of the Energy Review on
microgeneration.

Q573 Mr Bone: That is very helpful because it leads
onto the second point I was trying to make. The
Energy Review promised aggressive implementation
of the microgeneration strategy. What did they
mean by that?
Malcolm Wicks: It means that we are very ambitious
for it and we want to see a roll-out of
microgeneration as quickly as possible. That is why
the Chancellor of the Exchequer found another £50
million for what we call our low carbon building
programme, so we have £80 million or thereabouts
to use. We want to roll that out as quickly as possible
over the next few years so that it will become more
common to see what you call windmills, wind
turbines, solar panelling, photovoltaics, heat pumps
and all the rest, see more of it on our own dwellings,
but, I think as important, in community centres,
libraries and schools. I am particularly committed to
the idea that we should enable more of our schools
to have something about them which is
microgeneration. Then, if you have that little panel
which I have seen which shows how much CO2 is
being saved, okay it might help the school with its
energy, but educationally it is absolutely crucial
because it is a fantastic way for teachers and
everyone else in a sense to reconnect the child with
what energy is all about and therefore connect
energy with what the environment of the planet is all
about and within our low carbon building
programme we are working on ways in which a
reasonable proportion of that can be used for
schools and microgeneration. I have seen it work in
practice and when it does it works very well.

Q574 Mr Bone: One of the problems is that when
you start using words like aggressive.
Malcolm Wicks: You did.

Q575 Mr Bone: No, you did in the Review.
Malcolm Wicks: Obviously an entirely sensible
usage of the word.

Q576 Mr Bone: There is a serious point. My
constituency is threatened with being surrounded by
windmills; we already have some. People feel that
when you start talking about aggressive it means you
are going to overrule local planning decisions. That
is the sort of thing people feel when you use that sort
of terminology.
Malcolm Wicks: I am talking about little windmills,
not big ones. I am talking about microgeneration.
There is a whole issue about the development of
onshore wind, but I thought by micro you meant—

Q577 Mr Bone: The problem is that it was all put in
the same chapter. Let us try another one then. How
will you measure your success in this area of your
aggressive policy? How will you measure whether
you have been aggressive enough?
Malcolm Wicks: I want to be sure what we are
talking about. Are we talking about
microgeneration?

Q578 Mr Bone: Yes, I am talking about that.
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Malcolm Wicks: What I said was that it will become
a more common sight on our public buildings, our
schools, church halls, homes to see some evidence of
microgeneration. That is how I would measure
success.

Q579 Mr Bone: Could we have perhaps a
percentage? Will 50% of schools have a windmill in
five years?
Malcolm Wicks: With respect, no you cannot have
a percentage because that is not quite where we are
really. It is very interesting though that in the Private
Member’s Act that Mark Lazarowicz won powers
have been taken to enable Government in due course
to set a target for microgeneration. We are not there
yet frankly.

Q580 Mr Bone: Is that the best I am going to get?
Malcolm Wicks: That is pretty good actually.

Q581 Chairman: I mean this in the nicest possible
way, but you do not strike me as the most aggressive
of ministers.
Malcolm Wicks: No, I am the most amiable
especially before select committees after almost
two hours.

Q582 Mrs Curtis-Thomas: When the National Grid
came to give us some evidence earlier on this year
they talked about what they would need to do in
order to allow microgeneration systems to link up to
the grid. They talked about a £1 billion plus
investment—£3 billion—which was needed in order
to link microgeneration back into the system and
they also cited it as a major inhibitor for the
development of microgeneration. Given that, you
have talked, wonderfully by the way, about the type
of grants which are currently available to people
living in domestic dwellings for microgeneration
systems. You talked about £80 million, but that
comes down to a 50% grant and I know quite a
number of people who have taken up that particular
option. That is fine, but the level of investment
needed in the grid is substantially more than that.
How do you see a continued expansion in
microgeneration within the context of a network
which is not actually geared to take any spare
capacity which may derive from that?
Malcolm Wicks: I would need to talk to National
Grid, as we do of course, on this particular issue to
make sure we are using the same language of
microgeneration.

Q583 Mrs Curtis-Thomas: It is fairly easy. Most
engineers in this country know that linking up a
nuclear power plant is not diYcult, but if you have
numbers four, six, ten and 12 Bartholomew Crescent
also wanting to link up to that system, then it seems
to be that there is a fundamental problem. They can
use the energy within their own establishment, but
they cannot export it out and back into the grid.
That is really what we want to see, is it not?
Malcolm Wicks: Yes, we do. It involves things like
smart metering as well so that the customer can see
what is being used. When I say I do not recognise

that figure I am not saying it is wrong or right; I just
need to talk to them about that. Generally we
recognise that in terms of broad approaches to
renewables and microgeneration, yes, of course
there are quite important challenges for National
Grid and local wiring systems.

Q584 Mrs Curtis-Thomas: I think those important
challenges have very, very big numbers attached to
them in terms of the investment required. At the
moment the lack of investment is probably impeding
the development of microgeneration systems.
Malcolm Wicks: I am sure there are people already,
but I shall check this, who are already selling back to
the grid without massive investment.

Q585 Mrs Curtis-Thomas: That may be because of
where they are located. I am only telling you what
National Grid actually said when they came to give
us evidence on this matter.
Malcolm Wicks: I had better check the record on
that and pursue that.

Q586 Mrs Curtis-Thomas: Your encouraging words
with regard to the adoption of microgeneration as
far as schools are concerned is very, very
encouraging and the marvellous programme we
have for building schools for the future means, for
instance, that every school in Knowsley is going to
be demolished bar one and new schools built. My
understanding is that at the moment the contract
documents for those schools do not stipulate that
they need to be environmentally friendly. So we can
talk about it and say how commendable this is, but
there is massive public investment going into new
buildings now. Mass creation is one thing, but
actually embedding that requirement into a contract
appears to me to be very, very diVerent. You talk
about getting other departments to do their bit, but
how does this actually translate in this massive
building programme?
Malcolm Wicks: It translates very clearly. I have met
with the appropriate Education Minister—it was
then Maria Eagle, who is now Sustainable
Development Minister—about this very issue. I can
assure you that the Department for Education and
Skills are very much seized by this and they are going
to be doing it. They recognise that we have a
fantastic opportunity in what is a massive school
building programme to make sure that—

Q587 Mrs Curtis-Thomas: Minister, may I just
interrupt? “Make sure that they are doing it” is not
actually translating into “they are doing it”. What I
should like to do is to get some Parliamentary
Questions put down so that we can see exactly how
many of those new schools have actually
implemented this excellent technology. That
investment should be put to better use and I certainly
want to see where the truth of the situation lies in
comparison to the rhetoric on this important matter.
We need that assistance.
Malcolm Wicks: May I suggest that I shall certainly
draw this to the attention of the Education Minister
responsible and your Committee will probably do
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this? I have been very impressed by their whole
approach on this and they see this as a major
opportunity, whereas, more modestly, I see what we
can do with some microgeneration money as a way
of putting it on some existing schools, those which
are not going to be rebuilt to give the children that
education opportunity.
Mrs Curtis-Thomas: I agree with that.

Q588 Chairman: This word “microgeneration” is
defined in the Energy Act as generating heat and
electricity, but when people hear the word
“generation” they imagine we are talking about
electricity. In microgeneration you would say that
heat production is if anything possibly more
important than electricity generation, would you
not?
Malcolm Wicks: Yes, indeed. Solar panelling is
about warming up water, very successfully I am told,
and of course within the array—I do not mean this
pejoratively—of weird and wonderful micro
technologies it seems to me the heat pump is a very
interesting development, reasonably popular in
many continental European countries and just
beginning to get into market here.

Q589 Chairman: If social housing units were built
with ground source heat pumps in, you would find
the people of England would not have any gas bills
to pay. There are extraordinary opportunities there.
Malcolm Wicks: It is notable that you have a
number of progressive authorities, Croydon under
Labour control, now I think changed party, I cannot
recall; Merton, a number of local authorities—

Q590 Chairman: And Woking under Liberal
Democrats.
Malcolm Wicks: I am sure one or two of those—who
now say that any new construction under a certain
number of dwellings—I cannot remember the
figure—has to have 10% of the energy coming from
renewables. The Department for Communities and
Local Government are looking at that and the
Mayor’s OYce in London and all that.

Q591 Chairman: There are just lots of words floating
around here. I do not think the vocabulary is clear
and helps. Your energy report talks about
distributed energy, the Act refers to
microgeneration. I do not think people know what
this is. There is a need for clarity of language here, is
there not? This is not a criticism of you; we have to
find a new vocabulary to express what it is.
Malcolm Wicks: I like the idea of a lot of words
floating around a select committee. You are right
except that there is a family of things here. The thing
I saw in Copenhagen, a whacking great power
station doing wonderful Combined Heat and Power,
was local at one level, for much of Copenhagen but
rather diVerent from the windmill I want to put on
my roof.

Chairman: I am more interested in a solar panel on
mine, but having a listed building they will not let me
of course.

Q592 Rob Marris: Who built and paid for that
power station in Copenhagen? Was it private sector
or public sector or private with public monies in it?
Malcolm Wicks: I think private sector but with
encouragement from public policy. I am sorry but I
am not at all sure.

Q593 Chairman: I am sure Greenpeace are listening
to this session and I am sure they will write to Mr
Marris and the Committee to tell us more about that
power station.
Malcolm Wicks: They will.

Q594 Chairman: May I just bang a particular drum?
I was very disappointed by your lack of ambition in
the document for micro-hydro installations “limited
by the availability of suitable locations”. I should
just like to draw your attention to Worcester city,
where I live. Powick Mills on the Teme had a hydro
station in 1894 which produced electricity for half of
the city until 1950. Fladbury Mill in my constituency
produced electricity for the whole village until the
mains came there. There is a lot of opportunity here
for micro hydro. Can I encourage you to be a bit
more robust?
Malcolm Wicks: It was remiss of us not to mention
that example in the Energy Review document.

Q595 Chairman: It was.
Malcolm Wicks: It does remind us, does it not, that
the watermills and all of those things were there
centuries before someone came up with the terrible
term “distributed energy”.

Q596 Chairman: Exactly. The idea that hydro all
comes from big dams in Scotland is misleading.
There are lots of local English opportunities and
Welsh opportunities to do it. Finally may I just
clarify? Do you know whether the Leader of the
House has any plans to give the House a debate on
the progress on the Energy Review? Is that
something you are pressing for?
Malcolm Wicks: I do not know of any plans. I
should certainly welcome such a debate.

Q597 Chairman: It would be helpful to have a debate
before the publication of the White Paper certainly;
it is such an important subject.
Malcolm Wicks: I should welcome a debate.
Certainly we have not really had the time today,
have we, to explore all the issues?

Q598 Chairman: No; exactly. The timing of the
White Paper again? Are you prepared on reflection
to give us more clarity about the timing of the
White Paper?
Malcolm Wicks: Yes, I can do that: next year.
Chairman: An honest answer anyhow. Minister,
thank you very much. We have put you through not
the windmill but the mill today and you have
responded magnificently. Thank you very much
indeed.
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Q599 Chairman: Gentlemen, welcome to this
evidence session, the first one taken on coal in this
energy inquiry, I think, so we are very grateful to you
and I hope you are pleased we have extended our
terms of reference to take account of some of the
coal issues that have emerged with great importance
from the review. Can I ask you to introduce
yourselves?
Mr Spindler: My name is Gerry Spindler. I am CEO
of UK Coal and I am very pleased to be here and
introduce not only myself but also UK Coal which
is not, having been changed remarkably by the mines
it operates and the people who work in them, as
history portrays it. It is a much changed producer,
having gone through a variety of changes and as
evidence of that it is reliable, low cost and has not
suVered any work stoppage in two years.
Mr Mawe: My name is Chris Mawe. I am the
financial director of UK Coal and I have been with
the company around two years. More recently, in
December last year, I took over the responsibility for
the sales activities of the company. I would like to
thank the Committee very much for extending the
remit of its investigation.

Q600 Chairman: You remind us in your
memorandum that the DTI thinks that coal is going
to give us about 17 per cent of total energy needs, 34
per cent electricity generation over the next ten years
or so. Given that there are tougher environment
standards for coal-fired plants and the Large
Combustion Plant Directive and so on, do you think
that 34 per cent figure for electricity generation is
likely to be a realistic figure? Will there be enough
coal plants around to meet those higher standards?
Mr Spindler: The 34 per cent is probably realistic.
Coal plants tend to be like the old family axe. It has
had three heads and six handles but it has been in the
same family for 200 years. The capacity for these
plants to have their lives extended through more
complete turnarounds and reinvestment is probably
being underestimated.

Q601 Mr Weir: What about the longer term? Is there
a longer term future for coal as a generating fuel?
Does it depend on the practical feasibility of carbon
sequestration?
Mr Spindler: It is almost an inevitable fuel. How
carbon sequestration treats it will determine what its
relative cost is but compared with other forms of
fuels and the existing technologies we see on the
horizon it will always have a place.

Q602 Mr Weir: What about its place in the
generation mix? You are talking about 34 per cent
over the next ten years. Do you see that increasing,
decreasing or staying the same in the longer term?
Mr Spindler: Certainly it will stay the same. The kind
of demands that are going to be made on the grid
and the kind of demands that coal-fired plants are
particularly adept at meeting—for example, base
load generation—are going to be more significant
requirements of the electrical needs in future years.

Q603 Chairman: On the question of carbon
sequestration, give me a sense of how important that
is going to be in determining the future of UK Coal.
Mr Spindler: I am not sure that I understand
completely.

Q604 Chairman: A lot of faith has been pinned on
carbon capture and storage.
Mr Spindler: Yes. I am not sure I understand the
costs for a viable mechanism for completely
converting all of the power plants in the UK to a
carbon sequestration scheme in the near future. As a
matter of fact, I do not. The US, for example, has
gone to a broad approach of coal gasification which
does not eliminate carbon but cuts it in half by
changing the nature of the fuel the plant burns.
Clean coal technologies will add to that, but what
carbon sequestration can contribute is yet to be
determined.

Q605 Chairman: That is quite a worrying statement
from an industry that is seen to be one of the major
sources of carbon dioxide production in the
generating sector. Our sister committee, the Science
and Technology Committee, is very excited about
the prospects for carbon capture and storage. It
suggests a series of regulatory changes the British
government should make and international
commitments. It should renegotiate international
treaties; it should clarify and permit massive
adoption of carbon capture and storage. Would you
encourage going down that route, to make sure that
can be adopted?
Mr Spindler: I would have to understand the
technology first and, bluntly, I do not.

Q606 Mr Hoyle: I wonder if you can let us know
what percentage of coal used by electricity
generators is imported at present?
Mr Spindler: A little over 50 per cent is currently
imported.
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Q607 Mr Hoyle: As near as damn it of the other 50
per cent, do you know how much is deep mined and
how much of it is opencast?
Mr Spindler: It is 50/50 approximately on that
remaining half so deep mines account for 25 per cent
currently and surface mines account for the other 25
per cent of the total coal requirements.

Q608 Mr Hoyle: Do you think UK Coal has a
future?
Mr Spindler: I do. UK Coal can produce the ten
million tonnes it currently does comfortably at
today’s market price. It is competitive, it does not
need direct support and possesses the ability to
contribute significantly to the coal mix and to energy
security for the country. The tonne that we do not
produce that will be imported will increasingly be
imported from Russia which is the current swing
supplier for all imported coal. The imports from
Russia have increased dramatically over the last year
or year and a half.

Q609 Mr Hoyle: A significant volume of coal does
come from Russia and South Africa in reality. Is the
reason for that that at the moment with price levels
there is not much in it? When I was talking to a
representative of Powergen, they said that the
advantage of Russian coal is it is very low in sulphur.
Mr Spindler: It is low in sulphur.

Q610 Mr Hoyle: That gives them an advantage in
something that is better for the environment.
Mr Spindler: If you have an FGD equipped plant,
you should be indiVerent to that advantage. The
Russian coals that are imported are significantly
diVerent from the market varieties of coal available
through Amsterdam because, first of all, they are
adapted for small ships. They come out of
Murmansk. Neighbouring ports have a slightly
higher freight rate and are suited to land into the
ports in the UK which will only take smaller ships,
but they are priced independently of the ARA.

Q611 Mr Hoyle: The future is good for Russian and
South African coal?
Mr Spindler: It is better for Russian coal for the UK.
South Africa will not be the swing supplier.

Q612 Mr Hoyle: Do you think there is a future? Do
you think you may sink a shaft in the future?
Mr Spindler: No. The price that is currently
available on the ARA, while quite suYcient to
generate the investment to oVset new developments
in existing mines or existing shafts, is not enough to
start sinking new shafts, particularly in the
regulatory and planning regime in the UK. I would
suggest that, with one possible exception at Daw
Mill, the UK has seen its last shaft for coal under
current economics.

Q613 Mr Hoyle: That is interesting because there are
rumours around that CORUS were looking to look
for coal extraction through a shaft.
Mr Spindler: I understand that.

Q614 Mr Hoyle: Therefore, there may be a future
after all.
Mr Spindler: There certainly would not be for the
steam coals of northern Yorkshire and
Nottinghamshire. CORUS is of course looking to
exploit the Welsh metallurgical coalfields, a diVerent
market altogether.

Q615 Mr Hoyle: Will the alternative be to raid the
countryside through opencast?
Mr Spindler: The alternative will be imports.

Q616 Mr Hoyle: I thought you said there was a
future for UK Coal. Maybe there is not.
Mr Spindler: I think there is. We have existing
reserves from the shafts we have now to last for 10
to 20 years, depending upon what the burn is. If that
tonnage is not there the replacement will come
from imports.

Q617 Mr Hoyle: You see the end of deep mined coal
within 20 years?
Mr Spindler: I could not predict the exact period.

Q618 Mr Hoyle: Thereabouts?
Mr Spindler: We have reserves to go for 20 years,
depending on the market. Our reserves are pretty
much price dependent. You can extend those
reserves even further and at some point perhaps even
sink a new shaft. It depends on the price that the
BTU or the gigajoule commands.

Q619 Mr Hoyle: If the price is right there could be a
new shaft in the future but it would have to be
reviewed as and when?
Mr Spindler: It would have to be reviewed and it
would require much higher prices than exist now.
Under current economics, there is not the ability to
put down a new 1,000 metre shaft to access new
base reserves.

Q620 Chairman: I am getting the impression from
you that you are pessimistic about that situation. We
will ask you some questions later about how the
situation might change but is UK Coal sitting there,
to use an appropriate metaphor, burning with desire
to expand the market, to sink those new shafts and
to reopen closed mines, which does become possible
at certain price levels, or is it just trying to eke out its
existence for the next 10 to 20 years while the
available supplies are exploited?
Mr Mawe: Within the energy review we are
essentially looking for some form of direction that
we could go in with the market. In particular, what
we are seeing is a growing reliance on imported coal
and a forecast that is currently within the DTI which
has usually been very pessimistic in terms of the
quantities of coal burnt, but that forecast shows that
we are going to need about 50 million tonnes of coal
per year, every year for the next ten years, which is a
substantial quantity. We are currently importing
about 30 million tonnes of that and domestically
producing about 20 million tonnes. Clearly, the
direction that comes out from the energy review as
to the requirements for coal will help us, eVectively
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as a private business, cut the cloth to make the
necessary investments. As Gerry has already pointed
out, we can significantly extend the amount of coal
production from the existing shafts that we have by
investing but clearly we would need some forward
visibility on how much money we would invest in
order to get coal. There has to be a fair market for
that coal going out, but if we see further future
reserves required there are coal reserves around the
country that can be accessed. The type of investment
that is needed to sink a new shaft is however several
hundred million pounds. It is a very, very long
investment period and a very, very long pay-back.
Some of the clean coal technology plants that are
coming—you cannot capture the carbon as yet but
they are carbon capture ready—would in fact justify
that sort of investment under certain circumstances.

Q621 Mr Wright: In terms of the price increase, it is
probably largely due to the fact that both China and
India’s rapid economic development has taken up a
lot of those resources. You mentioned that there was
no intention at this present time, because of the
prices, to sink a new shaft but at what sort of level
do you think there should be an increase? You
mentioned the figure of £700 million in development
costs. The same thing really applied to the oil and gas
industry when the majority of the gas and oil was
taken away and there was a certain amount left. The
price went up and, all of a sudden, they can open up
the caps again and extract that oil and gas. Is not the
same thing applicable to the coal industry? When the
market determines that the price will rise because of
the shortage within the UK, there will come a time
when it will be economical for the industry to once
again get the coal from either deep mine shafts or
from open cast mines. What sort of level do you
consider that would be at?
Mr Mawe: It varies reserve to reserve. One could
argue that the current levels that coal is at justify
some significant investment but what you do not
have is the forward visibility, because to repay that
level of investment you need contracts that run out
far beyond the timescales that the generators will
currently write. These are 10 to 15 year contracts.
We have heard uncertainties as far as the carbon
credit and carbon trading scheme and also the Large
Combustion Plant Directive can hinder that level of
investment. The issue is less frankly the current
delivered price level, which is very high for the
generators, and more the longevity with which that
price level will remain where it is. We strongly
believe that the price level will stay high. In fact, we
believe it will climb, particularly as China and India
demand much more coal. They are burning around
200 million tonnes of coal per year in addition to
what they are burning, which is essentially ten times
the UK’s total production every year. That will keep
prices very high but of course that is just simply a
forecast going forward. What is very diYcult for this
industry to see is a forward price projection as to
where that price will stay. Indeed, in the energy
review, what we are looking for is some indication,
some confidence or some assurance as to what the
DTI believes the future price is going to be for coal

under those demand scenarios. The key issue that we
face is unfortunately slightly more close to home in
as much as we have to make investments now in the
existing mines to access coal in the next five to ten
years. We need that level of assurance in order to be
able to make those investments notwithstanding
sinking new mine shafts.

Q622 Mr Wright: Surely the industry can see where
it is going under your own admission with China and
India. I think you said it is 200 million tonnes a year
that they use. Quite clearly it is going to grow. I think
you said there are 20 to 30 years left in what we have
at the present time?
Mr Mawe: We have around 300 million tonnes of
accessible reserves which can go quite a long time
but not with all of the current mines.

Q623 Mr Wright: Surely the industry itself can see it
has a long term future and indeed the price is bound
to increase as ours comes down? Surely the industry
can see that as a long term prospect? They do not
need the government to say within 10, 15 or 20 years
there is going to be an element of need and this is
going to be the pricing structure.
Mr Spindler: Part of the issue that we face is the fact
that the investment needs to be made now. It cannot
be deferred. It needs to be made under the current
economic circumstances we have, the current prices
which we can sell the coal for. That does not
represent the market price. We believe that the price
for a tonne of coal is going to increase enough to
justify continued development and production from
UK Coal’s mines. The issue is making the
investment in a timely enough fashion to make sure
that capacity is there when needed.

Q624 Mr Wright: We have been told that the
Harworth colliery is closing. Do you know the
reasons why it is closing?
Mr Spindler: The Harworth colliery is closing
because it cannot aVord to develop additional panels
under the contract it is currently serving.

Q625 Mr Wright: What is the planned closure
timescale of that?
Mr Spindler: The mine is exhausting its last panel
right now. That panel should finish about June or
July. We are attempting to get a contract that will
justify additional development.

Q626 Mr Wright: It is all down to contracts?
Mr Spindler: Yes.

Q627 Mr Wright: Have you approached the
government in respect of this?
Mr Spindler: We have informed the government of
the dilemma.

Q628 Judy Mallaber: We have talked primarily
about sinking shafts for deep mining. What are your
current expectations and projections on open cast
mining?
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Mr Spindler: We think, first of all, that an open cast
mine is a considerably diVerent animal. It is usually
much smaller, produces for a much shorter period of
time and can be put in more quickly so it can respond
to spikes in demand. It is much easier to ensure that
you make money in a service mine because you
would not put it in if you did not. For our purposes,
we project that the portion of service mining we have
will grow from where it currently is at about 600,000
tonnes up to as much as three to four million tonnes
if the market can sustain it and if we can get planning
permission.

Q629 Judy Mallaber: What is your expectation on
the likelihood of making that kind of expansion? In
which parts of the country would you think it is most
likely for you to be able to pursue it?
Mr Spindler: There certainly are reserves enough.
Most reserves that exist simply because of the
geology of the circumstance exist in the north east,
in Durham.

Q630 Judy Mallaber: You have not told me what
your projections and expectations are. Are you
expecting to be able to achieve that?
Mr Spindler: Yes.

Q631 Mr Weir: You seem to paint a picture of
generators as being very short-sighted, using their
purchasing power to beat down domestic coal prices
to such an extent that suppliers like yourself are
likely to go out of business through an inability to
invest in future production. Are they really that
myopic? Do they take no account of security of
supply for the future?
Mr Spindler: That is perhaps true. If I understand
what compels a generator, it is the matching of
contracts for supply with contracts for delivery.
Contracts for delivery are generally limited to a two
month duration. A contract for supply of longer
than that involves an unhedged risk.
Mr Mawe: The generators’ buying practices are very
entrenched from many years back where the
suppliers price the coal that they are buying against
the international market. The situation four or five
years ago was indeed very diVerent to the situation
today. There was over-supply and the DTI statistics
for coal burn showed a decreasing amount of coal
burn going forward. In that respect, the customers
have purchased coal from us expecting that to
persist. It has now changed around. The situation is
very diVerent. Coal burn is in fact increasing. What
we are trying to do is to achieve a mindset change
where the value of deep mined coal is fully reflected
in the contracts. Although you can say that the
generators are slightly myopic, at the moment what
we are trying to do is change that mindset to get
indigenously deep mined coal fully valued. For that
I will give you some examples. I refer to the
submission. Typically, the buying policies of certain
of the major generators are published and we have
put them in the document. They try to purchase
indigenously deep mined coal at below the
international market. That prices our coal at the
same level as coal that is located in Amsterdam. The

diVerence is that our coal is actually located one mile
away from the power station and it costs £5 per
tonne at least less in freight diVerential to bring it to
the power station. That is through an optimal port,
the nearest port. We do not get paid for that. What
we do not also get paid for is if you were replacing
our coal. You would have to bring it in through
another sub-optimal port which in general terms can
be Hunterston. As you are aware with the rail
infrastructure that we have, shipping huge quantities
of coal down the country’s rail network can be
problematic. That adds another £5 per tonne at
least. We do not get paid for that. We write long term
contracts in sterling. You have to buy coal in dollars.
We are also near to the customer. Quality
complaints and issues can be regulated because you
have a close working relationship. We are trying to
change views, successfully in some cases. If that
value is reflected, we will certainly have a very viable,
vibrant deep mining industry going forward that is
more than capable of producing 10 to 12 million
tonnes of coal. To put it into a little bit of
perspective, it may seem like a lot but that seven to
eight per cent of the power consumed in this country
will come from an indigenous source which, at a time
when we are importing ever more gas from Russia
and ever more coal from Russia, will make an
important contribution. We are moving in that
direction.
Mr Spindler: Because of the rationalisation that UK
Coal has made and the stabilisation of its cost
structure and because the market has cooperated,
the future for UK’s coal looks better than it ever has.
There is a fair amount of optimism for this but we
have to access the prices and be paid for the
advantages that Chris has alluded to.

Q632 Mr Weir: You talked earlier about needing a
direction from the government in the energy review.
It seems to me that what you are saying is you need
a better deal from the electricity generators who are
independent companies. I am not sure how a
direction from the government is going to change
that. What are you looking for the government to
say about coal in the energy review that would give
you confidence that your company and industry has
a strong future?
Mr Mawe: It would be sensible to have a statement
of need for indigenous deep mined coal. It would be
important for us all to recognise that we need a fair
market structure. You do have to remember the way
the industry has developed and moved. Our mines
eVectively have one customer to whom they can sell.
That customer can determine the price, can
benchmark the price, but we cannot realistically sell
the coal to other power stations because we have
limited customers who have flue gas
desulphurisation fitted. That is going to change as
more of the fleet get additional flue gas
desulphurisation but unfortunately that is too late
because the investments need to be made now. What
we are looking for is a fair market for our coal and
a fair level playing field when we are entering into
longer term contracts for the coal reserves that we
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have. We firmly believe that we can supply coal at
below the long term average cost of imported coal.
That is, the delivered cost.

Q633 Mr Weir: You are not looking for the
government to set a base price for coal for power
generation?
Mr Mawe: No, we are not. All we are looking for is
a little bit of market supervision. We are not looking
for intervention. It is very important to point out
that UK Coal are not looking for subsidy or any
form of heavy handed intervention. We are just
looking for supervision of the market to make sure
that the indigenous deep mine coal industry does not
wither because it cannot access the same prices that
are currently being paid for imported coals from
Russia.

Q634 Mr Weir: You touched earlier on the
diYculties in transportation from ports and such
like. The Coal Authority response to the energy
reviews argues that the constrained transport
infrastructure within the UK is a limitation on how
much imported coal can be eVectively moved from
the ports. Do you have any evidence that transport
inadequacies are causing diYculties in relation to
imported coal at present? In the longer term, would
not any future coal fired stations be built as close as
possible to import facilities, as the current ones were
built close to mines?
Mr Mawe: First of all, the new capacity point.
Scottish and Southern have announced that they are
investing in a 500 megawatt clean coal plant at
Ferrybridge. UK Coal are working together with
Scottish and Southern on that particular project. A
clean coal plant without carbon capture reduces
carbon emissions by round about 30 per cent so it is
much more eYcient, but the point is that that
particular generation plant is on the existing
Ferrybridge site which is next to Kellingly Colliery.
New plants could be built nearer to ports but it does
seem as though the trend is to build them on existing
sites. Planning and regulatory issues and skills as
well as grid access make it more economic to do that
and that perhaps would be the trend. It may not
happen that they are built nearer to ports. The
evidence we have is purely anecdotal rather than
factual on the rail infrastructure. As you know from
our submission, 50 per cent of electricity was
generated from coal this winter. Coal peaks and you
burn about 16 million tonnes in a heavy quarter
compared to eight million tonnes in the summer.
Because of the huge quantities of movements over
the winter, there were some diYculties with the rail
network, particularly shifting large quantities of
coal from Hunterston down into the Ayr Valley
where we are located. It is something that we have
anecdotal evidence on but nothing more than that.

Q635 Mr Weir: I was interested in what you were
saying about the new plant Scottish and Southern
are investing in, on an existing colliery. Have you
noticed any change in generators’ attitudes to
domestic coal as opposed to imported coal, given the

perceived problems there have been with their
increasing importation of gas and gas coming over
the interconnector?
Mr Mawe: We are seeing a change in attitude. It has
not yet moved far enough.

Q636 Mr Weir: It is going in the right direction?
Mr Mawe: It is going in the right direction. You have
to value UK deep mined coal diVerently to the way
it has been valued in the past. In the past it has been
benchmarked to international prices and frankly we
have been priced as the first tonne that anybody
buys, which is always the cheapest tonne. The last
tonne is the most expensive one. What is important
is that, in looking at deep mined coal going forward,
we are priced as the last incremental tonne. Why?
Because that last incremental tonne has to come into
Scotland. It has to be shipped by train down the
Settle/Carlisle railway. It has several changes of
drivers. It moves at 30 miles an hour. It is very
diYcult to move around. It is therefore more costly.
That is the tonne that we are replacing. We are
working hard to convince the customers that that is
the way we need to be dealt with for new contracts
and new arrangements going forward to supply coal
for these new, clean coal power stations and indeed
for the existing power plants that are out there.
Mr Spindler: Additional evidence which is not
anecdotal is that the Settle/Carlisle line was shut this
past winter. When it was closed, there was a
significant increase in the requirements from the
Kellingly mine, for example, and the call on the coal
there which we delivered went up by about 40 per
cent.

Q637 Mr Bone: Can I make sure I have this right?
UK Coal is a private company?
Mr Spindler: Yes. It is publicly traded.

Q638 Mr Bone: You have more than 50 per cent of
the UK market?
Mr Spindler: Yes, for domestic coal.

Q639 Mr Bone: You are a pretty dominant player in
the UK. I am trying to get my head round this very
good private company, sort of implying that it wants
government intervention in a contract which is a
commercial one. There are not many examples of
where the government intervenes in commercial
contracts. Why should it happen in your case?
Mr Spindler: The contracts reflect certain elements
that no longer exist, that are not applicable and are
damaging to not only ourselves but also we think the
energy supply picture for the UK. What we are
looking for is some supervision to be able to ensure
that we can access the prices that the open market
would give us because frankly we cannot access that
open market. There is nowhere else the UK’s coal
can go but UK plants. We do not have an
alternative. The generators do. They can always
bring in imported coal and are willing to do so for a
variety of reasons we have already mentioned, even
at a higher price. They are playing the spark spread
between gas and their profitability rather than the
absolute cost of the coal they deliver.
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Q640 Chairman: You say you have no alternative
but to sell to UK generators. That is because of the
relatively high sulphur content so that your coal is
not attractive to international markets?
Mr Spindler: It is also because the same rail that will
not bring in imports will not take out exports. The
capacity to export coal over rail and through the
ports does not exist either.

Q641 Chairman: Do you think you could export coal
if that capacity was there?
Mr Spindler: The sulphur would be a real issue.

Q642 Mr Bone: The problem really is that the
market is not working because you have a monopoly
purchaser from you?
Mr Spindler: That is one of the reasons.

Q643 Mr Bone: The government supports the coal
industry within EU state aid rules. Has that made
the situation worse or better?
Mr Spindler: We have received coal investment aid.
That indeed developed its own perverse motivations
and in our judgment it has not worked. Indeed, now
we have to return some of the investment aid we were
given and, as you are aware, that investment aid was
a percentage of the expenses we actually paid out for
development. We are returning that because the
mines where it was spent are now closing and, in
view of the fact that they are now uneconomic and
are closing, the money goes back. Frankly, that
returned money makes the investment aid for us,
looking at it from our point of view, a very
expensive debt.

Q644 Mr Bone: As usual with any state aid, it is not
really useful to the market or the company. Would
domestic, deep mined coal have had a fairer deal if
the government had not provided it with any aid at
all?
Mr Spindler: We would have had a fairer deal if we
had been able to get paid for the advantages we
delivered in terms of rail infrastructure and were
recognised and paid for that, rather than state aid,
yes.

Q645 Mr Bone: Moving on to carbon pricing, when
we started this most people said that coal was a dirty
fuel, was not of any interest any more so go away,
but it is obviously still a significant player. As we go
through the evidence, it seems to suggest that if we
had some definite policy on carbon pricing it might
be an advantage to your industry. Would that be a
fair comment?
Mr Mawe: It would in one way but not in another.
Firstly, we have to accept that when you burn a
tonne of coal you need two carbon credits. When
you burn the equivalent of gas you need one. Coal
has an extra price attached to it. Because of the
extremely high gas prices which are likely to persist,
the profit margins burning coal are still significantly
higher than burning gas. The positive of that is that
it will encourage investment in carbon sequestration
and CO2reduction and investment in new, clean coal
technology. That is a huge positive, particularly if

there were some forward visibility over the price of
carbon going out so that you knew what type of
return you were going to get on your investment.
The negative of course is that, in the shorter term,
carbon is a further volatile element within carbon
price moves, which does make the whole picture
slightly more complicated.

Q646 Mr Bone: If I am right, the German
government has issued carbon allowances for up to
18 years which have stimulated investment because
of the certainty. Do you think that is the way we
should be going here?
Mr Mawe: I am not sure. Certainty over carbon
would help the picture and the planning. Because of
the higher carbon intensity of coal it would also help
the abatement technologies and the investment in
new coal burning plant. Probably on balance it
would.

Q647 Mr Bone: That would be one of your daily
problems removed. I am interested in something
that was said earlier on about forward pricing. You
are a private company taking risk, so surely you
have to take a view on the forward pricing so that
you can make your investment decisions?
Mr Spindler: We can take a view on international
forward pricing. The resultant pricing that either we
deserve, enjoy or will actually get is something that
is a little more diYcult to determine.

Q648 Mr Bone: Is that particularly because you have
this sole purchaser?
Mr Spindler: Yes.

Q649 Chairman: I want to conclude by leading you
a little bit because the real reason we had you in was
to explore whether the government was right not to
put a specific question in the review about
dependence on coal imports as well as gas imports.
The review document asks a question about gas
imports, not about coal. It is a little known fact that
the city where I live, Worcester, was once the
country’s busiest port because some 200 years ago it
was a site for trans-shipment of British produced
coal coming by water taken to Colebrook and
Ironbridge. We have been shipping coal around our
country to keep our industry going for a good 200
years or more. Your submission is this: at precisely
the time when the government is thinking there
might be a future for increased coal use in electricity
generation in the UK and when China and India are
sucking up the increased exports from South Africa,
Australia and Colombia and America and Russia
will start to look towards China as a more attractive
solution, you close down finally the UK coal
industry. That is the essence of your concern, is it
not?
Mr Spindler: That is exactly so. These mines would
be, we believe, profitable in the coming years. The
fact that the margins are not available for current
investment condemns them. They will not be
available in future years when the price would more
than warrant their inclusion and you cannot store it.
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Q650 Chairman: Your submission is that the
generators who are, you say, taking a short term
view at present of their approach to UK produced
coal will be kicking themselves in 10 or 15 years’ time
when they find that world markets are very tight
indeed and that all that coal is still beneath our feet.
Mr Spindler: It depends upon the regulations
governing how they sell their power. If they continue
to exist as they are now, they probably will not
because as imported coal goes up so will imported
gas and the spark spread will continue to ensure
profitability.

Q651 Chairman: If there is UK generating plant in
the UK using coal as its source of power, it will be
able to get coal on world markets as long as coal is
being produced internationally if it is prepared to
pay the right price for it?
Mr Spindler: That probably is true. There is always
the risk that coal will not be available, that
transportation discontinuities will enter into the
picture in unforeseen ways that cannot be solved
simply by price. Theoretically, you could pick a price
at which the international market should work.
Chairman: Thank you very much indeed, gentlemen.
We are grateful for the opportunity to have heard
your evidence.
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APPENDIX 1

CORRESPONDENCE BETWEEN THE COMMITTEE AND ENERGY COMPANIES OVER
RETAIL PRICES

Letter from the Chairman of the Trade and Industry Committee sent to the six major energy suppliers

You are doubtless aware that the Trade and Industry Committee has had a longstanding interest in the
eVect of the wholesale gas price increases on the retail cost of gas and electricity to UK businesses and
vulnerable domestic customers. We last reported on this subject in December 2005—since when, there have
been further sharp increases in retail energy prices.

We will shortly complete our inquiry into UK dependence on gas and coal imports, part of our wider-
ranging look at the Government’s Energy Review. Given the fact that this will coincide with the annual
reappraisal of prospects for both gas delivery over the winter and prices over the next year or so, the
Committee would like to invite you to comment on the price increases since December 2005 and to give your
assessment of how gas wholesale prices are likely to move over the next year and the prospect for decreases
in retail prices to both I&C and domestic customers.

We shall take oral evidence from the Energy Minister on 10 October, and this issue is certain to feature
in that meeting. It would therefore be very helpful to receive any comments you may wish to make by the
end of this month.

19 September 2006

Letter from British Gas

It was a pleasure to meet you at our Conservative Party fringe on Monday and to touch on your
Committee’s ongoing inquiry into the Government’s Energy Review and wholesale prices. I promised to
respond to you with our views on some of the specific questions you had around the wholesale market that
you raised in a recent letter to Mark Clare.

As you are aware, the wholesale gas market has remained volatile since December 2005. Over the period
between winter 2002–03 and this next winter the wholesale cost of gas rose by nearly 200% and in the 12
months to July 2006 it rose by 70%. The average price for 2006 is 52p, 41% higher that 2005 at 36.8p.

With these continuing diYcult times in the energy market, British Gas made the decision not to pass on
the full impact of these higher wholesale prices to protect customers, with the result that the company has
incurred significant losses over the last 12 months. Following a £75 million loss in the second half of 2005,
British Gas made a £143 million loss for the first half of 2006. Clearly this level of loss is unsustainable and
the company has no longer been able to absorb the continuing increases in wholesale gas costs.

As a consequence of the rapidly increasing wholesale costs British Gas was forced to make two retail price
increases this year. In March we introduced a price increase of 22% for gas and electricity and more recently
in September a further price increase of 12.4% for gas and 9.4% for electricity was announced. Other
suppliers have also announced similar increases.

To ensure we can cope with winter demand, British Gas, as with all other energy suppliers, has already
locked in a significant proportion of out winter gas requirements—particularly for Q4 2006. For the gas
already secured, we incurred higher costs than are now available in the forward market for October and
November 2006. However, if we and all other companies left it to the last moment to buy gas in the market
to meet winter gas requirements, then there could be shortages at the point of delivery which would result
in spot prices being much higher than the forward prices we have seen.

Crucially forward prices for the main winter months are particularly high with December at 68p, January
at 75p and February at 73p. Prices for Q1 2007 overall are around 70p.

British Gas has already committed that it will not be raising prices further this year. From winter 2006
we would expect to see new infrastructure, the Langeled pipeline from Norway and BBL from Netherlands
to bring more gas and put a downward pressure on wholesale prices during 2007–08.

Indeed as a result of falling oil prices and the Langeled pipeline delivering its first supplies of gas last week,
wholesale gas prices for the last quarter of 2006 have softened, coming down by about a third. However it
is important to note that the prices have come from unparalled highs of 80p to 53p.

There remain many risks for this winter and the market is still not confident about gas flows going
forward. In particular there is uncertainty about how much gas will flow through new pipeline, how much
will come from Europe through the interconnector and the oil price risk from political uncertainty in the
Middle East.
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If there is a sustained fall in wholesale prices going through 2007 we would expect that to be reflected in
retail prices. In line with this, British Gas are the only energy supplier oVering a tariV that fixes prices in the
short-term and guarantees a fall in prices in the longer-term.

In the meantime we continue to do everything we can to help our vulnerable customers. We have
announced that we will be making 300,000 rebate payments of up to £90 available this winter help our most
vulnerable customers with their energy bills. This in addition to a £60 rebate we oVered last year. We
continue to work with local authorities, social housing partners and out six charity partners to deliver our
here to HELP programme which has already reached over 500,000 households in the UK and led to 41,000
charity referrals.

Finally as I mentioned at the fringe meeting we believe that the energy retail market remains highly
competitive. Gas prices are still lower in the UK than any other member state in the EU 15 both including
and excluding taxes despite the UK having the highest wholesale price. With customer switching rates at
about 150,000 per week, energy suppliers are also competing against each other to retain ad acquire
customers through innovative price and energy eYciency advice designed to help them save money.

We also believe that calls from some quarters for a Competition Commission inquiry into the UK energy
market are misplaced. The FSA, Ofgem and the DTI have held investigations within the last three years into
the UK market and found no signs of malpractice. My concern is that such calls divert attention from the
real problem which is the serious malfunction in the EU energy market.

I hope this information is of help. If you would like any further information, please do not hesitate to
contact me.

4 October 2006

Letter from EDF Energy

EDF Energy is one of the UK’s largest energy companies. We are a vertically integrated company with
a balanced portfolio of business throughout the energy chain—from generation through to supply. Most
pertinent to this inquiry:

— EDF Energy is a major supplier of gas and electricity, with over five million electricity and gas
customer accounts throughout the UK.

— We own and operate the electricity distribution networks serving London, the East and South East
of England, which means that around one quarter of the UK population relies on our distribution
networks for their electricity. This makes EDF Energy the largest electricity distribution network
operator in the UK.

— We are the fifth largest electricity generator in the UK. We own and operate an 800MW CCGT
(combined cycle gas turbine) power station at Sutton Bridge and 4 GW of coal-fired generation
assets that are currently being fitted with Flue Gas Desulphurisation equipment as well as CHP
and renewable generation assets.

— We are a major owner and provider of private electricity infrastructures in the UK including those
for the major London airports, the London Underground, the Channel Tunnel Rail Link, the
Docklands Light Railway and Canary Wharf.

— We are part of EDF Group, a leading European utility and a world leader in nuclear generation
with over 40 million customers across the world.

EDF Energy is committed to finding the right balance between providing sustainable financial returns
and investment.

Executive Summary

— The margin on both fuels has shrunk considerably over the past year and for gas has been negative
at some points in 2005 and 2006.

— The gas forward curve suggests that the price of wholesale gas will ease after this winter.

— Electricity prices are highly correlated to gas prices and should show a similar pattern.

— But there are still elements of risk—reflecting significant current uncertainties—in the forward
view for prices in both fuels.

— The rise in long-term prices that has occurred in the past few years is partly due to the market
beginning to signal the need for the major energy infrastructure investments that are required over
the next 20 years.

— Our strategic approach to buying forward has, to some extent, reduced the impact of very high
wholesale market prices on domestic and small business customers.

— For EDF Energy, the full eVect of electricity wholesale price rises has not been seen in increased
generation profitability, because generation profits are, in eVect, used to mitigate price rises in the
domestic and small business market.
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Historic Wholesale and Retail Energy Price Evolution

Figures 1 and 2 below plot annual wholesale costs (£/MWh) against the average UK annual bill (£/MWh)
from January 2001 to September 2006, averaged across all suppliers, PES areas and payment types for gas
and electricity.1 Consumer bill data is fully inclusive of all costs.2

Figure 1

Annual Gas Prices v Average Domestic Bills

0

5

10

15

20

25

30

03
/01

/20
01

03
/05

/20
01

03
/09

/20
01

03
/01

/20
02

03
/05

/20
02

03
/09

/20
02

03
/01

/20
03

03
/05

/20
03

03
/09

/20
03

03
/01

/20
04

03
/05

/20
04

03
/09

/20
04

03
/01

/20
05

03
/05

/20
05

03
/09

/20
05

03
/01

/20
06

03
/05

/20
06

03
/09

/20
06

£/
M

W
h

Gas Costs Gas Bills

Figure 2

03
/01

/20
01

03
/05

/20
01

03
/09

/20
01

03
/01

/20
02

03
/05

/20
02

03
/09

/20
02

03
/01

/20
03

03
/05

/20
03

03
/09

/20
03

03
/01

/20
04

03
/05

/20
04

03
/09

/20
04

03
/01

/20
05

03
/05

/20
05

03
/09

/20
05

03
/01

/20
06

03
/05

/20
06

03
/09

/20
06

120

100

80

60

40

20

0

£/
M

W
h

Annual Electricity Prices v Average Domestic Bills

Power costs Power Bills

(Source: Heren and Argus reports)

The data clearly show that there has been a major diVerence in percentage movements in wholesale costs
when compared to consumer prices with a 171% cost increase in wholesale gas prices matched with only a
106% increase in average gas bills. Similarly, wholesale prices in electricity have increased by 139% with only
a 59% increase in electricity bills.3

As a result, the margin on both fuels has shrunk considerably over the last year and for gas has been
negative at some points in 2005 and 2006. This has resulted from a time lag in wholesale price changes being
reflected in bills, in part arising from competitive market pressures. Whilst margins are returning to levels

1 Annual year ahead wholesale prices; typical bill for the next 12 months.
2 Includes wholesale costs, transmission/transportation costs, use of system costs, Renewables Obligation, cost to serve, margin

and VAT.
3 Percentage price changes measured from 03/01/2001 to 15/09/2006.
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more akin to those of 2003, there is still a margin shortfall that suppliers have experienced, arising from not
fully passing through to customers the full impact of the increase in wholesale prices (see section on
Prospects for Retail Prices for more detail), which suppliers may see the need to recover.

Prospects for Wholesale Prices

Figure 3 below shows that the forward curve (ie today’s price for future delivery) is currently trading
below 2005–06 prices. However, the sharpness of the recent decline does not continue into future prices and
a more gradual decline is evident. This leaves prices significantly above closing 2004 levels, largely because
of gas prices in Europe indexed with oil that in turn are supporting higher wholesale prices in the UK.

The gas forward curve suggests that the price of wholesale gas will ease after this winter as new import
capacity in the gas market combined with additional sources of gas (eg Ormen Lange) increase supply
margins in the UK gas market. There is still a risk premium in the gas that is available to cover demand for
winter 2006–07, which reflects uncertainties about the utilisation of new capacity this winter (there are no
additional significant sources of new supply until Ormen Lange comes on stream in October 2007). This
premium has decreased recently as the commissioning of new infrastructure to schedule has been confirmed
and with the return of the Rough storage facility to service.

Electricity prices are highly correlated to gas prices and show a similar pattern, although uncertainty
surrounding the price of CO2 in the EU Emission Trading Scheme (EU ETS), in particular in phase 2 which
commences in 2008, provides a further element of risk in these

Figure 3

Traded Annual Prices past and Forward Curve (18/9/06)
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The UK energy sector requires major investment over the next 20 years to replace closing oil, coal and
nuclear generation capacity and to secure new gas supplies to replace declining production from the UK
continental shelf. A key factor in securing this investment are forward prices in a competitive wholesale
market that will provide an acceptable rate of return to investors. The rise in long-term prices that has
occurred over the past few years is partly due to the market beginning to signal the need for this investment.
An equilibrium needs to be reached in which both competitive prices for end consumers and acceptable rates
of return to investors are maintained.

Prospects for Prices to End Consumers

In order to secure supply and reduce exposure to the volatility of wholesale prices, EDF Energy puts in
place forward contracts to fix prices over a medium term period for a large proportion of their expected
domestic and small business demand. The proportion of domestic and small business demand covered by
this hedge progressively reduces further out in time. The residual un-hedged volume reduces progressively
as real time is approached, with incremental purchases made at regular intervals at prevailing market prices.
This form of hedging strategy with small regular incremental purchases smoothes the impact of wholesale
price changes as the cost of the energy sold to domestic and small business customers at any point in time
is made up of the weighted average of purchases that have occurred over a long period of time (which could
be as much as several years in duration).
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This form of strategy, in part, enables price increases to domestic and small business customers to be
limited during periods of increasing wholesale prices as the average energy cost includes wholesale purchases
made several years ago when the forward curve was lower. This lag eVect is clearly visible in Figures 1
and 2. The converse, however, means that the costs of energy procured for domestic and small business
customers going forward will include a component of energy purchased in earlier periods when the forward
curve was higher than it currently is. Therefore domestic and small business customers will continue to see
the impact of the high wholesale costs in the forward curve experienced in 2005 and 2006 feeding into
domestic bills in 2007 and perhaps 2008. This form of forward purchase strategy by suppliers provides
market signals for new investment and insulates domestic and small business customers from short-term
market volatility.

In contrast to domestic and small business customers, the buying behaviour of the large industrial and
commercial (I&C) customers requires suppliers to adopt a diVerent hedging strategy. Typically, most large
I&C customers are only prepared to enter into short term contracts. Suppliers risk very large volume swings
in their I&C portfolios depending upon their competitiveness in periodic contract rounds. It is therefore not
appropriate for suppliers to employ the same hedging strategy for I&C customers as they do for their
domestic and small business customers. Instead, suppliers usually lock in wholesale market purchases
required to service these contracts when the contract is agreed at prevailing market prices. As these I&C
customers renew their contracts, the pricing will reflect the actual wholesale prices prevailing at the time.

The Role of Vertical Integration

It is also worth commenting on the role of vertical integration. Some critics have suggested that all
vertically integrated companies are benefiting significantly from wholesale price rises by putting up
residential (and industrial) prices whilst making more profits in their wholesale business, thus improving the
overall profitability of their business. This is not the case for EDF Energy. EDF Energy has no upstream
gas assets and takes full account of the profits made by its generation business when setting tariVs.
Generation profits are in eVect used to mitigate price rises to our domestic and small business customers,
with the highly competitive nature of the market limiting the level to which we can raise tariVs. It is also
worth noting that recent rises in the input fuels of coal and gas have increased the costs of generation. The
introduction of the EU Emissions Trading Scheme in January 2005 has also introduced the opportunity cost
of CO2 as a further factor in wholesale electricity prices.

So, whilst the wholesale price of electricity has risen, so have the costs: therefore the full eVect of electricity
wholesale price rises is not seen in increasing generation profitability.

4 October 2006

Letter from E.ON UK plc

Lower Wholesale Prices and Retail Prices

Because wholesale gas prices are volatile we buy most of our gas in advance—up to several years ahead—
to reduce our residential customers exposure to short term variations in price.

In the industrial and commercial market we buy the gas at the start of each contract, and the rises in the
forward market have therefore been fully reflected in retail prices, and I am pleased to say that the fall in
the forward market is already reflected in recent contract prices.

In the domestic market be buy gas further ahead to provide more stable and predictable pricing for
domestic consumers. This has advantages from consumers when wholesale prices are rising as the impact
on them of higher wholesale prices is deferred. However it also means that, in a falling wholesale market,
they do not see the benefits of lower wholesale prices as early.

You asked for comments on price movements since December 2005. Last winter our retail prices were
not covering our future gas purchase costs by some very considerable margin. Since then, we raised our retail
gas prices by 24.4% in March 2006 and 18.4% in August 2006, to reflect the increases in our forward
wholesale gas costs.

We very much welcome the fall in forward gas prices over the past few months. This appears to have been
driven partly by increasing market confidence that suYcient supplies this winter will be available to meet
demand. Nevertheless the position this winter remains uncertain as is the future direction of forward gas
prices.

We do of course keep our prices under review but our current view is that wholesale prices would need
to have fallen on a much more sustained basis before we could consider reducing prices for domestic
consumers. The level at which we set prices will also have to reflect other costs. For example, we will see
significant increases in gas distribution costs in 2007 and the costs of energy eYciency commitment in 2008.
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For consumers the best guarantee they can have is that there is a highly competitive retail market with
large numbers of customers switching between suppliers. This is actively monitored by the regulator Ofgem.
Competition will maintain downward pressure on prices and ensure that any sustained reduction in supplier
costs is passed on to customers.

It is worth commenting on the longer-term outlook. As you know, the UK has benefited historically from
indigenous gas sources. This gas has historically been available at much cheaper levels than world prices
and the UKCS has also provided suYcient cheap “swing” flexibility to meet demand fluctuations, thereby
minimising market price volatility.

New import infrastructure built by E.ON and other companies will provide suYcient additional import
capacity to supply gas to the UK from 2006–07, alleviating recent capacity shortages, but the UK will be
subject to changes in the availability of gas from external sources (as well as from the UKCS), whether
supplied through pipeline from Russia or Norway, or LNG.

From 2008 the NBP forward curve is signalling that the UK is now part of the European/global gas
market with UK prices converging with global prices. Global gas prices are closely linked to oil prices which
are themselves volatile. This means that UK gas prices will be increasingly linked to the price of oil and that
we can expect volatility in UK wholesale gas prices to persist.

I hope that is helpful. Please let me know if you need more information.

12 October 2006

Letter from RWE Npower plc

Historic and Current Wholesale Prices

Since 2004 the UK wholesale energy markets have experienced unprecedented growth in price and
volatility. The chart below shows the change in the monthly out turn wholesale gas prices over the last five
years indicating both increased price levels and volatility.
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Throughout this year UK winter 2006–07 gas has been the highest priced hydrocarbon in the world.4

There are a number of reasons for this:

— Fears that 2005–06 conditions would persist.

— The fire on the Rough platform creating concerns that it would not be available or suYciently full
this winter.

— Concerns as to whether new infrastructure would be available to time.

These factors are now abating. However, whilst prompt prices have fallen back over recent months (see
diagram), this has been from record highs. Also, although prices have fallen for Winter 2006–07 they remain
very high. The forward price for Winter 2006–07 (around 65p/therm) is still above the out turn price during
Winter 2005–06.

4 Source Citigroup Global Markets.
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Future Wholesale Prices

The UK market does appear to have increased levels of available supply as new infrastructure comes on
stream such as new pipelines, storage capacity and LNG terminals.. It is not yet clear what eVect the new
infrastructure will have on price but UK wholesale gas prices will be set by a combination of three factors:-

— The European gas price which is heavily indexed to oil.

— The Global LNG market—the UK gas price could become an arbitrage between US and EU
prices.

— Gas on Gas competition—the UK will probably have the most diversified gas supplies of any
country.

The forecasting of any one of these drivers is diYcult but forecasting the overall eVect of all three is
particularly problematic. However, we do expect that the UK will have a highly dynamic wholesale gas price
mechanism.

Retail Risk Management Policy and Strategy

RWE npower’s retail business does not take speculative positions in the wholesale market. The retail
business’s principal activities are managing the risks and customer service requirements of energy supply to
domestic and business consumers.

Domestic customers

Energy tariVs provide the customer with a fixed price for a variable consumption volume, which the
retailer then hedges at fixed price and fixed volume in the wholesale market. For such an apparently simple
retail product the Retail suppliers’ portfolio risk is complex and includes among other things:

— Changes in customer numbers, the UK market has the highest churn rate of any energy market.

— Changes in customer profile and location.

— Weather influences on demand and so price both long term and short term.

— Hedging the movements in the wholesale market versus price exposure to our customer base.

RWE npower, and other retailers, do not leave the wholesale hedging decisions to the last minute. The
wholesale price risk is hedged at the same time as the retail price risk is recognised. This is a function of
forecast customer numbers and the uncertainty surrounding customer retention in a competitive market. It
is a complex relationship that is very diYcult to assess accurately particularly in a market as dynamic as the
UK. Broadly, a lower proportion of expected customer volume is hedged as we move further into the future.

The eVect of this hedge strategy is that customer prices are protected from the high volatility and seasonal
variations of wholesale prices and benefit from smoothing wholesale costs over a longer period of time. The
only gas hedged in the prompt wholesale market is due to changes to short term demand associated with
weather eVects. This in itself is a significant risk which the retailers bear as temperature is correlated to
demand and demand is correlated to price.

The retail price has out of necessity followed the wholesale price upwards as purchase costs rise and retail
margins get squeezed.

RWE npower’s hedging has dampened the volatility in wholesale gas costs although hedged costs lag
wholesale costs movements by a period dependant on the proportion of customer sales volume hedged prior
to delivery. Nevertheless, increases in hedged gas costs have not been accurately and continuously reflected
in domestic retail prices and, in these instances, RWE Npower’s margins have been adversely aVected.

Industrial & Commercial customers

Larger industrial customers are more sensitive to price and often willing to take more risk. Many industrial
and commercial (I&C) customers take gas on daily or month ahead index rather than fixed price or tariV. This
means that they will see more price volatility: some customers of course choose to modify their demand in
response to price. It is becoming clear that demand-price elasticity increases with price. Retail product
development in the I&C sector has responded much more quickly to the changes in the wholesale market and
customer implementation of energy price risk management strategies. Retail product development is
something that RWE npower anticipates will extend to residential customers in a simpler form.

The Future

The retail energy market is still evolving and the price rises are prompting competitive changes to the
products on oVer to the market including more tailored products to suit customers’ own personal situations.
Retail pricing, for example, may develop in a similar way to the mortgage market, where customers can
choose fixed price deals, tracker products, capped rates etc. The move to a more diverse product suite has
certainly been experienced in the I&C sector.
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The energy retail industry has largely fixed its wholesale energy costs for many months into the future and,
because of the smoothing eVect of hedging, its costs now may be lower than the peak prices that prevailed for
a few months earlier in the year. Nevertheless, as noted above, these prices are higher than those incurred
last year and, therefore, RWE npower would need to see a significant and sustained fall in wholesale prices
before the reduced purchase costs could be reflected in domestic tariVs.

3 October 2006

Letter from Scottish and Southern Energy

Wholesale Gas

Thank you for your letter of 19 September. I am pleased that the Trade and Industry Committee is
maintaining its interest in the issues surrounding wholesale gas prices.

SSE’s concerns about the operation of European energy markets are well-documented and the European
Commission’s preliminary inquiry into the operation of these markets also identified a number of issues in
respect of competition. Fundamentally, the market has been beset by a lack of transparency and a lack of
liquidity. We have made it clear in our response to the European Commission Green Paper on energy that
top priority needs to be given to ensuring there is a comprehensive and substantive outcome to the
Commission’s full competition inquiry into the functioning of the European energy markets.

The Committee’s concerns are also well-documented. As you know, in March 2005 it concluded that
without further real liberalisation of the European gas market, there would be a tendency for prices to
diverge significantly, and concerns about the illiquid and illiberal nature of the wholesale gas market were
expressed in its report in December 2005.

You are naturally interested in the inter-action between wholesale energy prices and the prices charged
to customers. This is a subject which is not well-understood. For example, a recent press report began with
the erroneous proposition that “Britain’s largest domestic gas suppliers are resisting calls to cut bills for
thousands of households across the country despite the recent drop in wholesale gas prices”.

From SSE’s perspective, the actual position is very straightforward. First, over the past three years of
rising wholesale prices, we have repeatedly delayed imposing price increases for domestic customers.
Second, those price increases which have been passed on to customers have been much less than the full
extent of the increases in wholesale prices. Third, as a responsible supplier wishing to be able to guarantee
customers’ supplies, we procure gas up to 18 months ahead of the time it is delivered to customers.

All of this means that domestic customers are still having to live with the consequences of three years of
wholesale energy price rises (but not the full consequences, because these have not been passed on to them)
and will, unfortunately, have to live with them for some time. Moreover, forward gas prices for the
forthcoming winter still remain above those of last winter. Taking all of this into account, the immediate
outlook for domestic customers is not positive. Nevertheless, if, as is to be hoped, there are in due course
sustained falls in wholesale energy prices, then SSE will move as quickly as possible to reverse the price rises
of recent years.

I hope this is helpful. I would, of course, be very pleased to meet you and other members of the Committee
to discuss these issues if that would be helpful.

21 September 2006

Letter from Scottish Power

Thank you for your letter of 19 September inviting comment on the relationship between wholesale and
retail energy prices over the last year, and the prospects for prices looking forward.

Whilst I understand your desire to look particularly at the period since December 2005 when you last
reported on this subject, it is nevertheless necessary to consider a longer period to get a representative picture
of the relationship between wholesale and retail prices given that retail prices tend to lag movements in
wholesale prices by many months.

Prices for what we call annual “flat gas” (ie where a constant volume is taken every day over the year)
increased from approximately 19.8p per therm in January 2003 to 52.2p as I write this letter. That is an
increase of 164%. Over the same period, the Scottish Power domestic gas price has increased by 94%. Our
competitors face the same wholesale price increase and all, to greater or lesser extent, have increased their
domestic prices by a lower percentage than the wholesale price increase.

ScottishPower is able to do this because we hedge our position by buying in the forward market up to two
years ahead, so that all our gas is not costing the latest wholesale price. This allows us to average out the
volatility present in wholesale markets and to hold retail tariVs stable for longer periods. Under this
approach retail prices do not immediately follow wholesale prices up; neither will they immediately follow
them down. At the time of writing, the retail price does not cover the latest forward wholesale price—even
after the recent softening in wholesale price which has received much comment in the media.
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The period since January 2003 has been one of sustained increases to wholesale prices. By January 2004
the forward price had risen to 23.8p per therm, by January 2005 to 31.5p and by December 2005 had reached
61.8p. This buying policy allowed us to delay retail prices increases. However over time the retail price needs
to fully reflect the wholesale cost or our business becomes unsustainable. The lack of a full pass through of
the wholesale price to retail customers in recent years has directly impacted the profitability of our
business—in simple terms we have delivered a return on our retail business well below our cost of capital.

Since December 2005 the annual forward wholesale price moved up to reach 67.1p per therm by the end
March 2006 before more recently falling to its current level of 52.2p. This reduction in gas price in part
reflects a fall in world oil prices, as well as more optimistic market sentiment on future gas supplies from the
Continent and Scandinavia. The latter reflects improving news on new infrastructure developments bringing
gas into UK, relieving some of the market anxiety over shortages this winter. Of course whilst physical
infrastructure is a positive development, it remains to be seen whether gas actually arrives in the UK when
most needed. Last winter demonstrated the fact that European energy markets are not as open as that in
the UK—gas did not flow through the interconnector when the price signals clearly indicate that it should
have. We have been active, together with other UK-owned energy companies, in taking our support for a
single competitive energy market with increased transparency to the EU.

The position on retail pricing is that at today’s wholesale price we are making losses in our retail energy
business. Our current retail tariV is based on our weighted average cost of gas that, as I explained above,
reflects longer term buying so we are not sustaining losses at present and retain some benefit from gas
purchased at lower prices. However, if no further reduction in wholesale price eventuates, we will have no
alternative but to increase retail prices further. In fact, wholesale prices will have to drop further, and stay
lower for a sustained period, simply to hold our present retail tariV.

It is also appropriate to mention the impact of two further factors. The first is the cost of the Government’s
Energy EYciency Commitment, which is costing our customers approximately £50 million per annum and,
based on statements from DEFRA, could increase to in excess of £100 million per annum from 2008. The
second is the increasing cost of bad debts which reflects, inter alia, the changing attitudes to credit and the
resultant loss of stigma associated with bankruptcy or IVA, the increasing number of customers who leave
premises without a forwarding address and the heavy restrictions preventing the industry from readily
disconnecting customers who have the resources to pay but fail to do so.I understand that various bodies
have called for tariV cuts now. Such calls fail to recognise the job that suppliers have done in shielding
customers from the worst eVects of the unprecedented rises in wholesale price. Whilst this may be a
politically unpalatable message to convey when retail prices have increased by large amounts over the past
18 months, it is nevertheless true and can be readily demonstrated.

The situation for business customers is somewhat diVerent in that prices have increased more in line with
wholesale costs with much less of a lag. The result is that their prices are already closer to the wholesale price.
Most industrial customers have annual contracts and should start to see the impact of falling wholesale
prices—provided the fall is sustained—when their contracts come up for renewal. There will be some
customers who have entered into longer-term contracts and they may see increased costs compared to prices
struck, say, two years ago.

The above picture uses only “flat gas” prices and it is important to recognise that domestic customers
clearly do not use gas in that way. They have a very seasonal usage pattern but also with significant shifts
in usage between one day and another, largely determined by weather. As well as generally higher wholesale
prices, we have witnessed an increase in price volatility and this volatility has a high cost impact on servicing
domestic customer demand. For example, in March 2006 we had a cold snap where our domestic demand
increased by 50% compared to seasonal normal and at the same time we had gas prices as high as £2.50 per
therm—Retail tariVs have to cover this very real volatility cost increase as well as the increase in “flat gas”.

Looking ahead, our view is that wholesale prices should, with further action by the Government and the
EU, fall further and align more closely with those prevailing in continental Europe. We do, however, believe
that volatility will remain high because of the decline in UK Continental Shelf production, which is the
source of much of the UK’s ability to absorb daily and seasonal changes in gas demand. Additional gas
storage capacity will be required to fulfil this buVering role in future, but this is unlikely to be available for
some years, primarily due to planning constraints. In addition, there remains the risk of significant volatility
in global commodity markets as a result of the threat of continued geopolitical instability, particularly in
the Middle East, and this has the potential to place upward pressure on UK gas prices.

The electricity wholesale price is closely linked to gas given the extent of generation from Closed Cycle
Gas Turbine plants. We therefore. believe, that as the wholesale gas price falls, the power price may also
reduce. However, there is a clear need for substantial new investment in UK generation capacity, and current
electricity prices coupled with the lack of a long-term framework for carbon pricing do not provide a
suYcient return to bring forward this new investment. That means that industry earnings from generation
will need to increase to fund investment. If that substantial investment does not take place between now and
approximately 2011, the historic balance where available supply has exceeded peak demand by some 20%
will no longer be sustained. We believe that the result of this will be an increased level of volatility in power
prices at times of peak demand.
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In conclusion, absent further geopolitical instability we see a backdrop of easing wholesale prices,
although in relative terms these will remain at high levels compared with the 1990s. In addition we see price
pressure flowing from increased commodity price volatility, a reduced margin of supply over demand and
environmental obligations introduced by the Government. We further believe that reductions in demand
from changes in consumer behaviour can play a real part in relieving some of these pressures, but that any
step change in this area requires a rapid Government-mandated national roll-out of smart metering.

4 October 2006

APPENDIX 2

Letter from Malcolm Wicks MP, Minister for Energy DTI

I was pleased to be able to appear before the committee on 10 October and answer your questions in
relation to the energy review and the significant programme of work we are now taking forward.

I agreed to come back to you on two specific points that were raised during the discussion.

1. The Honourable Member for Wolverhampton South West raised the issue of contractors used by the Warm
Front Scheme and Government measures to ensure no abuses of the system.

Eaga, the Warm Front Scheme Manager, sub-contracts a number of heating and insulation installers to
provide measures to perform this Warm Front work, via a competitive appointment process. Warm Front
has harmonised labour prices across a number of installer regions in England. This means that appointed
installers can only apply a standard labour charge for work carried out in any given location. For installers
to receive work through Warm Front they need to satisfy requirements for good customer service,
professional workmanship, and financial probity.

The Scheme also has two national contracts for the provision of heating materials. The prices for these
parts are agreed and reviewed centrally by Defra (a process outside the control of the sub-contracted
installers).

It should be stressed that Warm Front’s prices are independently monitored by Defra, and by White
Young Green, their independent quality assurance team. It is worth noting that Warm Front prices cannot
always be compared accurately with privately obtained quotes. This is due to the comprehensive after-care
package, which includes an annual service visit for all new boilers, and access to a 48-hour emergency
breakdown service.

Warm Front prices are under continuous review, and the Scheme continues to seek both eYciency and
economy savings wherever possible. Review of the competitiveness costs is something that is part of the
regular audit and monitoring process, that feeds in to the review of the delivery and impact of the Warm
Front Scheme.

2. The Honourable Member for Crosby raised the specific question of investment levels required to upgrade
the distribution network to allow for the connection of microgenerators.

The Microgeneration Strategy recognises the issues around connecting microgeneration technologies to
the distribution network and allowing them to export electricity back to those networks. As I mentioned in
my evidence session, it is already possible for interested parties to connect their microgeneration system to
the network and receive payment for their excess electricity. The network operators have indicated that they
are not concerned about this at the moment as the numbers involved are small, but as penetration levels rise
significantly (as I hope will happen as the measures in our strategy start to have an impact), work will need
to be undertaken to upgrade the network.

A study carried out by the Energy Saving Trust on behalf of the DTI (Potential for Microgeneration:
Study and Analysis) assessed the implications of substantial levels of microgeneration on the UK electricity
system. This built on an earlier study carried out for the DTI by Mott McDonald (System Integration of
Additional Microgeneration). The EST report suggests that, for relatively high levels of exported electricity,
the costs of upgrading the network could be anywhere between £122 million to £240 million. But there are
many variables that could impact on these cost levels—distribution networks vary widely and the
penetration at levels at which problems may occur and the costs of mitigation measures will also vary.
Another issue is whether the work s carried out as part of a programme of routine maintenance or whether
a specific programme is set in place.

I do intend to pursue this matter further, and my oYcials will meet with National Grid to discuss their
concerns. The issue will also be addressed as part of the review of the incentives and barriers to distributed
electricity generation following on from the Energy Review Report. This review will look at economic and
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other incentives on Distributed Network Operators to connect new generators and to upgrade distribution
networks in order to accommodate increasing amounts of distributed generation (including
microgeneration).

Following the questions raised by the Honourable Member for Crosby in relation to the use of
microgeneration in schools, I have written to the Minister of State for Schools drawing our exchange to his
attention. The committee also requested to be kept informed of all consultations as they happen. In the first
instance I would direct you to the energy review website, www.dti.gov.uk/energy/review, which has links to
each consultation as they are published. We would, of course, be happy to provide hard copies of the
documents should you require it.

6 October 2006

APPENDIX 3

Supplementary memorandum by the DTI
Winter 2006–07 Energy Supply

Summary

Supplies of gas and electricity have comfortably met demand this winter. UK North Sea gas production
has continued to meet a significant proportion of demand, and there have also been substantial and
consistent flows through new import infrastructure. Gas prices have been considerably lower this winter
than last, reflecting gas being relatively plentiful, increased confidence in availability of supplies, and modest
demand due to mild weather both here and on the Continent. There has also been significant price
convergence with Continental Europe. Following the fall in wholesale gas prices, four of the six major retail
suppliers have now announced price reductions for domestic customers. Gas and coal have both been
important for electricity generation, each accounting for around 40% of generation capacity for most of the
winter. For coal, this is down on the 50% it supplied last winter.

Gas Supply

Supplies of gas have comfortably met demand this winter. The market has delivered significant new gas
import infrastructure, which was in place for this winter. This included the Langeled pipeline from Norway,
commissioned in October, and the BBL (Balgzand Bacton pipeline) from the Netherlands, commissioned
on 1 December. The enhancement to import capacity of UK-Belgium interconnector was commissioned two
months early, on 1 October.

Production from the UK Continental Shelf and from Norway through Vesterled has been consistent,
delivering around 230 million cubic metres per day (mcm/d) against a total average demand of 340 mcm/d.
ie meeting around 70% of demand. The Langeled and BBL pipelines have delivered consistently, at around
45 and 25 mcm/d respectively. The LNG (Liquefied Natural Gas) import facility at Isle of Grain has
performed well, consistently delivering around 13 mcm/d against a 17mcm/d maximum capability. Flows
through the expanded Belgian Interconnector have generally been more limited, reflecting the small price
diVerentials with Continental Europe. For a significant part of the winter, the Interconnector has been in
export mode. At times of peak demand, however, the Belgian Interconnector delivered close to 40 mcm/d.
The build up of gas supply is shown in Figure 1. Flows through the Belgian Interconnnector and price
diVerentials with the Continent are shown in Figure 2.

During the winter, two other importation projects were commissioned. Excelerate Energy’s LNG project
at Teesside became available for commercial operation on 19 February. Additional compression for the
BBL pipeline, allowing it to increase its maximum gas delivery capability from 30mcm/d to 42 mcm/d,
became physically available on 1 January, two months ahead of schedule.

Electricity Supply

Electricity supplies have comfortably met demand this winter. There was a suYcient margin of installed
capacity (22%) to accommodate long-term outages at a number of British Energy nuclear stations (primarily
Hunterston B and Hinkley Point B), issues around boiler safety at the RadcliVe coal-fired power station in
the early part of winter, and reduced capacity at Longannet coal-fired station during January and February
while repairs were carried out on a coal conveyor belt. Gas and coal were the most important contributors
to the generation mix, each accounting for around 40% of electricity generation. In the later stages of winter,
there was an increase in the proportion of gas-fired generation, above forecast levels, reflecting lower gas
prices. The build up of electricity generation is shown in Figure 3.
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Weather and Demand

Demand for gas is significantly influenced by the weather, which aVects how much gas is needed for space
heating for domestic homes. Provisional figures show that winter 2006–07, with a mean temperature of
5.47)C, is the second warmest on the UK national record dating back to 1914. All three winter months
(December–February) have recorded above average temperatures, with January 2007 also the second
warmest on record at 6.0)C. Across Europe, temperatures have been even warmer, with anomalies of 3 to
5)C over large areas of Eastern Europe. These mild conditions have therefore led to reduced demand in the
UK and across Europe. Figure 4 shows the UK weather over the winter, using the Composite Weather
Variable, which takes into account temperature and wind speeds. It should be noted that within the power
sector, demand rose significantly from last year, typically by 25mcm/d, as a consequence of lower prices
favouring greater use of gas.

Role of Government and Industry

The Government established the Business Energy Forum in July 2006 to ensure that sound preparations
were made for winter energy supply. This is a high level strategic group, jointly chaired by DTI and CBI
and involving Ofgem, National Grid, energy suppliers and users and other key energy industry players. The
group ensured there was eVective communication and co-ordination of eVort. As part of this, DTI created
a dedicated website resource to provide information and signposting on winter energy supply issues.

Prices

Wholesale Gas prices have been considerably lower this winter than last, reflecting gas being relatively
plentiful, increased confidence in the availability of supplies, and modest demand due to mild weather. The
average spot price for January was 27 pence per therm (p/th). For February, the spot price averaged 20 p/
th. By comparison, the average price of gas in February 2006 was 65p/therm, over 3 times higher, and in
February 2005 was 40 p/th. There has also been significant price convergence with Continental Europe, with
price diVerentials typically less than a few pence per therm. Figure 5 shows UK, Continental and US average
monthly spot prices. This increased confidence in supplies has also been reflected by forward prices, where,
as shown in Figure 6, UK and Continental forward prices have been on a falling trend with significant
convergence. It should be noted that the increase in Henry Hub (US) prices has been driven by cold
conditions on the East Coast.

Wholesale prices in the UK have been less volatile this winter than last winter, although they have still
been volatile by long-term historic standards. Prices having typically varied between 20 and 40 pence per
therm during the winter, with one significant excursion to minus 5p/therm when Langeled unexpectedly
flowed significant volumes during testing.

Industrial prices and impacts

With reductions in the wholesale price, the situation for industrial customers buying gas at current prices
should have eased compared with last winter. However, gas prices remain uncomfortably high for users who
negotiated contracts when the forward price was high, eg last summer. Although there is evidence of
convergence of wholesale prices with those on the Continent, the Government is continuing to press for
greater transparency and liberalisation in Continental European markets. The Government supports the
ambitious proposals to develop the internal energy market which appear in the Commission’s Strategic
Energy Review and were endorsed by Member States at the Energy Council in February.

Domestic Gas and Electricity prices

Estimates for October 2006 show that prices in the UK including taxes were below the EU average
(median) for both domestic electricity and gas prices and have remained so even after increases at the start
of 2007. The UK’s domestic gas prices for medium sized consumers (including taxes) have been lower than
the EU 15 median since the late 1990s, including the last two years, despite UK wholesale prices being
higher. The main reason for this is the lower transportation and distribution costs in the UK’s more
competitive market.

As described above, wholesale prices have fallen over the last few months. Retail prices would also be
expected to fall, although Ofgem has indicated there can be a six to nine month lag before these price
reduction are passed on, just as there was a lag between wholesale prices increasing and domestic retail prices
being increased. Four of the six major suppliers have announced price reductions, and the others are
expected to follow shortly.

DTI

March 2007
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Figure 1
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Figure 2

Interconnector Flows and Price Differentials between NBP & Zeebrugge (ZH)
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Figure 3

Electricity Supply Build-Up
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Figure 5
UK, Continental & US Average Monthly Spot Prices
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Figure 6
UK, Continental & US Average Monthly Spot Prices
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APPENDIX 4

Supplementary note by Gazprom following evidence session on 18 July 2006

Question 392

Problems with Russian gas supplies to Europe which occurred last winter were not due to a shortage of
Gazprom’s gas reserves but the non-authorised siphoning of gas—intended for the Europeans—by Ukraine.

Gazprom is in the position of having the necessary volumes of reserves to be fully committed to all its
customers, both in and outside Russia. We have a clear understanding of how much gas should be produced,
where it was sourced and supplied to every category of our customers. Our business is based on market
demand; we produce as much gas as is required. Productions volumes are limited only be market capacity
and demand for gas at reasonable prices.

To secure gas supplies to the European customers in an emergency, for instance in an exceptionally cold
winter, Gazprom pumps gas into several storage facilities in Europe. Gazprom stores gas in the Reden
underground gas storage (Wingas Gmbh) and VNG AG UGS in German; UGS of OMV AG in Austria
and UGS Humbly Grove in Great Britain. Gazprom through it subsidiaries Wingas Gmbh and VNG AG
is a stakeholder in European companies—operators of the UGSs. Thus, for example, ZMB Gasspeicher
Holding, a “granddaughter” of Gazprom, will become an Operator of the underground gas storage to be
built at the Saltfleeby field in Great Britain. In addition, at present, according to the agreement between
Gazprom, RAG (Austria) and Wingas Gmbh in 2005, we are pumping cushion gas into UGS Haidach field
in Austria.

Gazprom’s resource base of 29,1 trillion cubic metres of gas—the biggest natural gas reserves in the
world—provides security of Russian gas supplies in the long term. The further development of this mineral
resource base remains one of the highest priorities in Gazprom’s activity. In 2005, Gazprom broke all
records for reserves growth since 1993, with an increment of more than 583.4 billion cubic metres. Reserves
increased over the annual production by more that 35 billion cubic metres. This means that out of 2005
reserves growth alone, Gazprom could supply a country like Germany for the 15 years.

This puts Gazprom in a very advantageous position compared with other companies that do not have the
capability to increase their physical reserves in this way. The problem of dwindling reserves—a problem
facing the gas business almost everywhere in the world—simply does not exist for Gazprom. While so many
other companies have to face the issue of “Where are we to get our gas?” for Gazprom the question has
always been “When is it best to get our gas?”.

The amount of the remaining gas reserves, taking into account their structure, will allow Gazprom to
produce up to 900 billion cubic metres of gas per year. The company managed to boost gas output and to
recover the reserves by suYciently increasing its annual investments. For the last four years, the total
amount of investment tripled and exceeded USD 10 billion.

Over recent years, Gazprom had managed to increase production in Western Siberia—allowing targeting
of new markets. The levels of output planned will be achieved at existing and newly-developed fields in the
Nadym-Pur-Taz region: the Yuzhno-Russkoye field, the Lower Cretaceous deposits in the Zapolyarnoye
and Pestsovoye fields, and the Achimov deposits in the Urengoy field.

In the future, we plan to get across Yamala field, where we will be able to acquire 250 billion cubic metres
of gas. It is important to mention East Siberian and Far east fields as well.

Question 393

Gazprom does not have access to information relating to the investment and production plans of our
competitors, other than that which is already in the public domain.

We are able to state, however that from year to year, Gazprom has been increasing its capital investments.
To compare, the figures in 2004 were 236.8 billion RR, in 2005—305 billion RR, and according to the
investment programme of Gazprom 310.1 billion RR has been approved for 2006. We carry out work
consistently to boost the mineral recourses base of the company, production growth, maintenance of
transportation capacity and development of natural gas storage facilities.

In 2005 we produced 547.9 billion metres, which is 2.8 billion cubic metres more than in 2004. Over five
years we have increased our annual gas output by 36 billion metres—an amount that is comparable to the
overall consumption of a country like Argentina. Gas production in 2006 will reach 548 billion cubic metres.
In 2010 Gazprom plans to produce 560 billion cubic metres, and in 2020 580–590 billion cubic metres of gas.
Thus, the levels of gas output are increasing year on year.

In our previous answer, we talked about Gazprom’s mechanism for production eYciency. Today, it is
transport that takes precedence in our investment programme. Getting the gas to the consumers is the first
priority, and apart from everything else, transportation is a much more capital-intensive process than actual
production. For this reason Gazprom’s current investment in the transport sector is approximately twice as
large as that allocated to gas production (60% of general investment amount).
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Question 403

The bill “Export of gas” became eVective last June. Members of Russian Federation State DUMA
initiated, drafted and worked the bill to be introduced. Natural gas from Russia can only be supplied by the
owner or 100% subsidiary of the Owner of the Unified subsidiary of the Owner of the Unified system for
gas supply.

Thus, this bill secures the future maintenance of the unified exporting principal routes and Russia’s full
commitment in terms of natural gas export agreements at the international level and as such is supported
by the Gazprom Board. Gazprom has been and will be a reliable supplier of gas to Europe. This is not just
words, but proven by time and performance (the company has been supplying gas to the European
customers over the last 30 years). For us it has always been very important to completely implement all our
contractual obligations.

Obviously there can’t be a security of energy supply to the customers without a security of demand to the
producers.

As for the liberalized market in Russia, today a draft of Gas Exchange Resolution is in the Russian
Government awaiting consent. It will allow Gazprom and other independent producers to trade 5 billion
cubic metres of gas in the power trading market.

Question 420

On 21 March 2006, Fort-Wolf city court accepted Gazprom’s application to drop the hearing and turned
down Moncrief Oil claims of having the rights to develop the Yuzhno-Russkoye field and demands for
compensation of “several million US dollars”. The court took into account Gazprom’s comments made on
the agreement between Moncrief Oil and JSC Zapsibgazprom. In the agreement it was said that all disputes
should be resolved in the International arbitration tribunal in the House of Trade and Industry of the
Russian Federation. Besides, the Fort-Wolf city court considered the charges pressed by the Moncrief Oil
as irrelevant for the court hearings in the State of Texas since Gazprom has not been and does not conduct
any business activities within the State. Therefore, the case was closed on the basis of jurisdiction failure.
Gazprom carried out operations at the Yuzhno-Russkoye field on entirely legal terms and basis. If
necessary, we are prepared to face other legal battles in court over such rights.

APPENDIX 5

Supplementary memorandum submitted by Ofgem

THE SUPPLY/DEMAND BALANCE IN WINTER 2005–06 AND WINTER 2006–07

Gas Supply

Winter 2005–06

Wholesale gas prices rose by 215% between March 2003 and March 2006. Prices rose because of a faster
than expected decline in North Sea gas production. This made us more reliant on importing gas from Europe
and the failure to liberalise the European market made it diYcult to buy and transport gas to the UK. This
was made worse last winter by colder weather and a fire at Britain’s largest oVshore gas storage facility that
left it unavailable for much of the winter.

See chart on the next page for more detail.

Winter 2006–07

Since last summer, wholesale prices have approximately halved. This is due mainly to lower demand
(because of warmer than average weather) and significant new sources of gas supply coming on stream:

— gas import capacity has increased by around 135%, to 235 million cubic metres (mcm) per day;

— series of major new infrastructure projects delivered on schedule has increased capacity and
diversity of supplies:

— IUK upgrade (Belgium interconnector): additional 20 mcm/day;

— new Langeled pipeline from Norway: 74 mcm/day;

— new BBL pipeline from Holland: upgraded to 42 mcm/day in January 2007 (opened in
December 2006 with capacity of 30 mcm /day); and

— new LNG import terminal at Teesside:5 11 mcm/day

See chart on the next page for more detail.

5 So far this facility has hardly been used because prices are too low and the additional gas is not required.
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Outlook for gas next winter

Further infrastructure projects are planned to arrive before the end of winter 2007–08:
— 2 new LNG import terminals in Wales: 45 mcm/day.

Daily gas supply, Winter 05/06
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Gas Demand

— Demand so far this winter has been quite low, largely due to the relatively mild weather conditions.
A cold spell in early February 2007 resulted in a spike in daily demand to the highest level for three
years. However, the level of supply available meant that spot prices remained stable.

Daily gas demand: Winter 06/07
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Gas Prices

— Winter 2006–07 forward prices remained very high for much of 2006, which reflected the
significant risks arising from the uncertainty surrounding:

(a) demand—in particular the weather; and

(b) supply—the delivery on schedule of a number of large and complex infrastructure projects
(listed above) and the return of the Rough storage facility to full working capability.

— As winter approached, uncertainties reduced about the completion dates of the various
infrastructure projects. In addition, a mild winter was forecast to depress demand. Prices fell as
the competitive market continued to respond to the changing supply and demand conditions (see
chart below).

Evolution of Q1 2007 gas price
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Electricity Generation and Demand

Electricity generation capacity and peak demand

Year 2005–06 2006–07

Generation capacity 75 Gigawatts 76.8 Gigawatts*
Peak demand 59.5 Gigawatts 57.7 Gigawatts

* Capacity was 76.8 GW at beginning of winter; 2 GW of nuclear capacity was lost early in the winter (due
to maintenance) and remains oZine. Additionally, 2 nuclear units came to the end of their operating lives
on 31 December 2006, reducing capacity by a further 0.8GW.

Electricity Prices

— Forward prices were high throughout early 2006 (see chart below) reflecting high gas prices, high
carbon prices (under EU ETS) and uncertainty over demand.

— Since then, electricity prices have fallen (see charts below and on the following page) as the
competitive electricity market has responded to changes in supply and demand factors. These
changes to market conditions included large falls in the prices of gas and carbon (see chart on
subsequent page), and electricity demand turning out to be lower than had been expected.

Evolution of Q1 2007 electricity price
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Electricity day-ahead prices: Winter 05/06
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Daily closing prices for EU-ETS allowances 
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