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1. The Government is expected to respond in writing to all reports from the 
Committee (other than purely formal reports) within two months of 
publication. 

2. The Committee makes all Government responses available to the House and 
publishes them as required. 

3. This report accordingly makes available, for the information of the House, 
those Government responses to our reports as listed on the Contents page of 
this Report. 
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Government Responses

16th REPORT: THE WORLD TRADE ORGANISATION: THE ROLE OF THE EU POST CANCÚN

Letter from the Rt Hon Patricia Hewitt MP, Secretary of State, Department of Trade and Industry
to the Chairman

I enclose the Government’s response to the House of Lords European Union Committee Report on the WTO:
the Role of EU Post-Cancún.

I also enclose a copy of the White Paper, “Making Globalisation a Force for Good”, published on 6 July 2004
(not printed), which describes the UK’s approach to international trade policy, and is referred to in the
Government’s response.

2 September 2004

The Department of Trade and Industry’s Response

The Context of Our Inquiry

155. We recommend that the Government continues to pursue further trade liberalisation as an important policy
objective. The continued removal of trade barriers will lead to greater economic growth and jobs around the world.

We agree that greater openness to trade can benefit the UK and the world economy as a whole. Our approach
to this issue is set out in detail in the White Paper, “Making Globalisation a Force for Good”, published on
6 July 2004.

United Kingdom and EU Interests in the Doha Round

156. If United Kingdom companies are to compete eVectively in world markets they need to make use of the most
competitive sources of supply, including global outsourcing where this makes good business sense.

Whilst we would like to keep as many jobs in the UK as we can, we must accept that some companies will want
to “oVshore” jobs in order to compete globally. Location is a business decision in which the Government
cannot and should not interfere. This will inevitably result in some jobs being displaced. The UK Government
will do all it can to help those aVected find alternative employment and to ensure that the UK economy
continues to grow and create new employment opportunities.

157. We support the EU’s recent oVer to “move” on export subsidies. The EU should negotiate on the basis that,
as long as others follow suit, it will firmly commit itself to phasing out its agricultural export subsidies by a
specified date or dates.

In agreeing a Framework in the DDA negotiations on 31 July/1 August 2004, the EU followed this
recommendation and negotiated hard, with considerable success, to ensure that the EU oVer to “move” on
export subsidies was matched by parallel movement by other developed countries on their forms of export
support. The agriculture text at Annex A of the Framework Agreement now includes an agreement to
negotiate an end date for the elimination of export subsidies as part of the Doha Round. Government support
for export credits, guarantees and insurance exceeding 180 days is also to be eliminated and disciplines are to
be introduced on related issues. Disciplines will also be introduced on food aid, with the aim of preventing
commercial displacement, while future negotiations will address the role of international organisations with
respect to the provision of food aid and whether food aid should be provided in fully grant form.

158. The Doha Round should aim for the elimination or significant reduction of industrial tariVs, although
developing countries should have longer implementation periods.

The main objective of the EU, and UK, in the Doha Round non-agricultural market access (NAMA)
negotiations is a substantial increase in real access to global markets through a significant reduction, and
where possible elimination, of tariVs including through the elimination of peak rates, reduction in high tariVs
and narrowing of tariV escalation and reduction in non-tariV barriers. It is generally accepted among WTO
members that special and diVerential treatment for developing countries should include longer
implementation periods.
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159. The United Kingdom should press for a wide-ranging EU approach to the Doha Round aimed at tackling
the main barriers to trade in services.

We agree. The UK sees the further reduction in barriers to trade in services both as a key priority for the UK
and an outcome that could potentially be of very significant benefit to developing countries. Commensurate
with the right of WTO members to regulate, the UK will continue to press, through the EU, for a
comprehensive and open negotiation without any a priori exceptions. The EU has already tabled an initial
oVer that is arguably the best on the table including a substantial oVer on Mode 4 and new oVers and
improvements in most other sectors. The oVer is conditional on the submission of substantive oVers from
other WTO members in sectors where the EU has made requests.

160. The EU must put the failure of Cancún behind it and work for agreement by the end of July 2004 on a
framework for negotiations in order to secure a successful outcome to the Doha Round by early 2006.

Since the breakdown of talks at Cancún, the Commission has played a positive and proactive role in the
negotiations leading up to the Framework Agreement of 1 August. In particular, the conditional oVer to
eliminate export subsidies breathed new life into agricultural discussions. The UK has consistently supported
the Commission’s approach.

The Changed Landscape of Negotiations

161. The EU, along with other WTO members, needs to adapt to the changes taking place in world trade
negotiations. In return, leaders of the G20 and G90 need to recognise their responsibility in contributing to the re-
launch and successful conclusion of the Round.

The UK has welcomed the establishment of the G20 and G90 groupings in the run up to the Cancún
Ministerial and since. These new groupings have contributed to negotiating dynamics at the WTO in a way
that better reflects the broader span of diverse national interests now, as compared with the period of the
Uruguay Round negotiations (1986–93). They have given a more co-ordinated and stronger voice to diVerent
groups of developing countries. The UK will continue to encourage the EU in its informal dialogue with the
G20 and G90 and other groups in the WTO. The purpose of all these groups is to supplement the formal
process by building greater understanding of mutual positions and so build convergence as complex
negotiations proceed.

162. Although the growth of South-South trade over the last decade has been substantial, there remains
considerable potential for further liberalisation. The recent agreement between India, South Africa and Brazil is
an encouraging sign. This Committee strongly supports the extension of such agreements to the less-developed
countries.

South-South trade has increased by 10 per cent per year between 1990 and 2001, twice as fast as world trade
more generally. This increase in trade has been focused primarily on Asia, in part reflecting sheer market size.
The UK is keen for all developing countries, particularly least-developed countries in Africa and elsewhere,
to reap the poverty alleviation benefits of greater South-South trade. Developing country tariVs have fallen
by about two-thirds over the past 20 years, most notably in Asia, but there is still scope for further tariV
liberalisation, particularly in Africa. The recent launch in Sâo Paulo of a further round of negotiations for the
General System of TariV Preferences between developing countries is to be welcomed. However previous
rounds have not resulted in much liberalisation nor have substantial preferences being oVered to least-
developing countries. The UK hopes that in these negotiations there will be a higher level of ambition.

Timing

163. We accordingly recommend that:

— a framework for the Doha Round negotiations must be agreed by the end of July 2004;

— a firm date of early 2006 must be set as the target date for the end of the Doha Round negotiations.

The Framework Agreement was agreed in the early hours of 31 July/ 1 August 2004. Securing the Agreement
should allow technical discussions on the DDA to continue in the autumn when the level of political
engagement from a number of key WTO members is likely to be reduced, particularly with the change in the
College of Commissioners and the US Presidential elections. We will be pushing for substantial progress to
be made on the DDA before the WTO Ministerial in Hong Kong in December 2005 and for an early and
ambitious conclusion to the round.
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Agriculture

164. The EU does not need to attempt to determine at this stage the final outcome of negotiations on the contents
of the domestic support boxes. However, having established a credible system of subsidy classification in the
Uruguay Round, WTO members including the EU should avoid re-opening the boxes in the context of the
Doha Round.

On domestic support, the Framework Agreement calls for a substantial reduction in the overall level of
support (Amber and Blue boxes and de minimis). The reductions will be tiered with the highest support levels
being reduced by the greatest amount; this will ensure a move towards harmonisation of total support. The
Blue box remains intact, although it will be reduced and capped at 5 per cent of overall agricultural production
as from year one. There are some changes to the Blue box criteria, to accommodate certain types of US
support.

The EU successfully negotiated for the Green box to remain unchanged (essential from a CAP reform
perspective), although it will be reviewed (to ensure that all current Green box measures meet the existing
criteria) and clarified (to make clearer the scope of the provisions).

165. We support the EU’s willingness to negotiate on the elimination of all export subsidies. The EU should
proceed on the basis that, in line with the Doha declaration, all WTO members should phase out all export
subsidies or equivalents by a specified date. We recognise that the timetable for individual products remains for
negotiation.

We agree. The UK firmly supported the oVer made by Commissioners Lamy and Fischler in their letter of 9
May to WTO Ministers to eliminate export subsidies, conditional on parallel movement by other WTO
Members on all forms of export competition. The oVer advanced negotiations on export competition and
helped produce the detailed wording on export competition contained in agriculture text at Annex A of the
Framework Agreement of 1 August. The text sets out the elimination of export credits, export credit
guarantees or insurance programmes with repayment periods beyond 180 days, together with additional
disciplines where the repayment periods are of 180 days or less. Food aid will be subject to disciplines to be
agreed, which will aim to prevent commercial displacement, while future negotiations will address the role of
international organisations with respect to the provision of food aid and whether food aid should be provided
in fully grant form. As the report recognises, the end date (or dates) for the elimination of these export
subsidies will be agreed in future negotiations within the Doha Round. In the Agreement all WTO members
approved a single approach for developed and developing countries towards market access under which tariV
reductions on agricultural products will be made through a tiered formula.

166. Export subsidies and measures of equivalent eVect are of course not limited to the EU. In that context the
EU should maintain its demands that the US and other developed countries must also phase out the subsidy
element in food aid and export credit.

We agree. Please see response to question 165 above.

167. We support the principle of South-South trade and would be keen for further discussion to help remove
existing obstacles to such trade. In particular, we recognise the potential for South-South trade to benefit those
developing countries who will be disadvantaged by the agreements that are likely to be necessary on market
access—as is the case for the ACP countries.

Reducing trade barriers between developing countries will bring benefits to consumers through lower prices
and more eVective competition within their domestic markets, and to producers by increasing the size of their
potential market. The UK therefore welcomes the lowering of tariV barriers between developing countries
through regional economic integration initiatives and regional trade agreements. An increase in South-South
trade must be seen as a complement for increasing North-South trade, not as a replacement for it nor an excuse
to lower ambitions for further trade liberalisation by developed countries.

168. Market access may well prove the most diYcult of the agricultural issues to resolve. For the relaunch of the
Doha Round the EU will have to be flexible in negotiations over alternative formulae to be adopted in working
out reductions in tariVs and other forms of agricultural protection. A final settlement to conclude the Doha Round
will require the EU to move further in improving market access for agricultural imports than it has so far been
prepared to do.

We agree that market access has remained the most diYcult and least well defined aspect of the Framework
Agreement on agriculture. The EU did show considerable flexibility in negotiating a common approach to
market access acceptable to all WTO members. The WTO Framework Agreement has concluded that there
should be a single approach applying to all members and that this should be tiered, with the highest tariVs
taking the highest cuts. Reductions will be “substantial” and will require the EU to improve market access
further, although provision has been agreed for sensitive products.
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There will be some tariV quota expansion. TariV escalation will be addressed through a formula yet to be
agreed and the issues of tariV simplification and the Special Safeguard Clause (SSG) remain under negotiation.

169. We strongly support use of theWTO to provide practical and eVective means for agricultural liberalisation.
The EU can no longer postpone action on diYcult issues. Every eVort should be made to reach agreement within
the Doha Round.

The UK is fully committed to multilateral trade negotiations, as embodied by the WTO, and to the Doha
Round in particular. It is generally accepted that agriculture, which is by far the most heavily protected sector
and which is of most importance to developing countries, is the key to progress in the round, with liberalisation
allowing developing countries to trade their way out of poverty. The Framework Agreement of
31 July/1 August 2004 moves us closer to substantive agricultural liberalisation. The UK will be pushing to
reach an ambitious agreement on agriculture within the round and will press for further significant reform of
the Common Agricultural Policy, in particular of those market regimes, such as sugar and dairy, that have so
far been only partially reformed.

170. The United Kingdom should continue to exert pressure on her EU partners over agricultural reform,
encouraging them to go further as quickly as possible. Spending has been agreed for the CAP budget up to 2013.
This ceiling should be seen as the outside limit, and must not be exceeded.

We agree. The UK will continue to argue for further significant reform of the CAP—particularly of those
market regimes, such as dairy and sugar, which remain only partially reformed. The UK is committed to
ensuring that the ceiling set by Heads of State and Government is not exceeded.

171. In order to relaunch the Doha negotiations the EU should:

— proceed on the basis that it will commit to the phasing out of all export subsidies by specified dates, on
the understanding that other WTO member countries do the same.

— Show the necessary flexibility to ensure that a formula (without precise figures at this stage) is agreed
for reducing tariVs on agricultural imports.

Please see response to question 165 above.

172. In order to bring the Doha Round to a successful conclusion:

— The precise timetable for phasing out export subsidies by product will need to be negotiated.

— EU reform of the sugar regime is an opportunity to demonstrate real commitment to liberalisation, and
should proceed as quickly as possible.

— The EU will need to commit to greater market access for agricultural imports than it has so far been
prepared to do.

As set out in the Framework Agreement, the end date and timetable for eliminating trade-distorting elements
of export competition will be subject to future negotiations within the Round. The market access text in the
Framework Agreement provides a basis for further negotiations, notably from the EU perspective on the level
of tariV reductions and the detailed provisions relating to sensitive products. The UK is committed to radical
reform of the sugar regime. We supported in the Agriculture and Fisheries Council the recent Commission
Communication on sugar reform, which proposes substantial price and quota cuts. We await legislative
proposals from the Commission in the autumn.

Singapore Issues

173. We believe that the EU’s approach should be to:

— drop some Singapore issues from the Single Undertaking,

— press for a consensus to launch negotiations on trade facilitation and on transparency in government
procurement within the Single Undertaking, and

— if any or all of the issues are excluded from the Round, explore progress on a plurilateral basis.

The Framework Agreement reached in Geneva on 1 August 2004 included a commitment to take forward
work within the Single Undertaking on trade facilitation. None of the other so-called “Singapore issues” will
now be dealt with under the Single Undertaking, but the framework does not preclude discussions on them
being taken forward in some forum outside of the Single Undertaking. It remains to be seen what form such
discussions may take.
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Multilateral and Bilateral Approaches

174. We conclude that there is no inherent contradiction between multilateral and bilateral approaches, and that
the bilateral route can add value as long as it does not replace multilateral negotiations.

The UK believes that bilateral trade agreements can complement multilateral trade agreements. We recognise,
however, that there is limited capacity within many developing country governments to negotiate trade
agreements. Consequently developed countries should both support greater trade negotiating capacity
building in these developing countries and avoid reducing their ability to represent their interests eVectively
in the multilateral negotiations by overburdening them with bilateral trade negotiations. The UK therefore
supports the Commission’s current policy of not launching any further bilateral trade negotiations until after
the current WTO Round is concluded.

175. We recommend that the EU should continue to prioritise and push for gains in the multilateral WTO forum,
given the greater gains that are achievable.

We agree. A successful outcome of the Doha Development Agenda remains the UK’s highest trade policy
objective. Studies have suggested that an ambitious and successful outcome to the current WTO Doha Round
of negotiations could produce annual benefits of between $250 billion and $600 billion. The World Bank
estimate that a pro-poor outcome could reduce the number of people living on less than $2 a day by 144
million, including 60 million in sub-Saharan Africa. In the recent Trade and Investment White Paper “Making
Globalisation a force for good”, the Government laid out how further trade liberalisation would also benefit
the UK economy.

Formulation of EU Trade Policy

176. We do not believe radical changes are required in the way EU trade policy is formulated and executed.
However, the Commission should maintain and if possible increase the flow of information and consultation on
trade policy.

We agree that there is no need for radical changes in the way that EU trade policy is formulated and executed
at present. We also agree that it is vital for the European Commission at least to maintain the present level of
consultation and information with the member states. The UK seeks to ensure this by playing an active role
in the Article 133 Committee (and related bodies), the main forum for debating the detail of trade policy issues.
The establishment of a committee in the European Parliament dealing specifically with international trade
issues provides an opportunity for improved consultation with, and information to a wider political audience.

177. We do not see a compelling argument for increasing the formal powers of the European Parliament. Doing
so would risk slowing down and politicising what is already a diYcult negotiating process within the Doha Round.
Furthermore, comparisons with the Fast Track authority in the United States highlight the potential danger for
the European Parliament to become a lobby for protectionist interests, and thus for anti-liberalisation voices.

The European Parliament provides a useful role in informally reviewing and commenting on EU trade policy
and has a formal role in assenting to the conclusion of the most important trade agreements. In the short to
medium term, closer involvement in trade policy issues will be provided by the newly established European
Parliament Committee on International Trade. Further formal involvement of the European Parliament will
occur when the Treaty on the European Union Constitution enters into force. Under the revised text of the
Common Commercial Policy (Article III-315), the European Parliament will act as co-legislator with the
Council. Furthermore, the Commission will be formally required to report regularly to the European
Parliament (and to the Article 133 Committee) on the progress of negotiations on trade agreements.

178. We recommend that there should be strong continuing dialogue between the Council, Commission and
Parliament on trade policy, but that the formal powers of the European Parliament should not be increased.

Please see the reply to question 177 above.

179. There is scope for the United Kingdom to use its influence within the EU to make the case for agricultural
reform. The Government should also use its strong links with the US to encourage them to look seriously at
reforms to their own agricultural sector in order to get the Doha Round relaunched. The Government should
continue to use its connections with individual Commonwealth countries in order to encourage progress on Doha.

Ministers and oYcials from DTI, DEFRA, DFID and FCO have been making strongly the case for
agricultural and trade liberalisation and the importance of progress on the DDA, with counterparts in other
EU Member States, the US and Commonwealth countries, and will continue to do so.
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180. We urge the United KingdomGovernment to use its connections with the US, Commonwealth countries and
others to press for progress within the Doha Round.

We are committed to the timely conclusion of an ambitious round and will continue to encourage other WTO
members, at both Ministerial and oYcial level, to take substantive steps towards this goal.

Role of WTO in Global Governance

181. The WTO should not be held responsible for failure to achieve non-trade objectives nor blamed for policy
shortcomings elsewhere. But theWTOmembership should acknowledge that its agreements have implications for
other policy areas. EVorts to achieve international standards on labour and environmental protection should be
pursued by national governments in other fora.

The UK believes that the setting, implementation and enforcement of international standards on labour and
environmental protection should be dealt with by the relevant international organisations with expertise in
these areas (eg the International Labour Organisation (ILO) and United Nations Environment Programme
(UNEP)). However the UK also recognises that trade agreements can have implications for other policy areas.
The UK is therefore pleased that the Doha Round of WTO negotiations includes a mandate for Members to
negotiate on the relationship between existing WTO rules and specific trade obligations set out in Multilateral
Environmental Agreements (MEAs) and on procedures for relevant information exchange and observership
status for relevant MEA Secretariats. We will continue to push for a successful outcome on all aspects of these
negotiations by the end of the trade round. We will also continue to push separately for reciprocal observership
status between the WTO and the International Labour Organisation (ILO). The UK has also actively
participated in the EU review of the methodology used in its Sustainability Impact Assessments. These are an
important tool in ensuring that trade liberalisation more generally maximises economic, social and
environmental benefits and minimises any negatives.

Role of NGOs in Multilateral Trading Framework

182. WewelcomeNGOcontributions to a broader debate on trade policy and their assistance in capacity-building
in developing countries.

NGO campaigning and advocacy on trade policy issues has raised the profile of trade justice and the complex
implications of trade liberalisation for developing countries, both within the UK and with developing country
governments themselves. The Government welcomes constructive criticism and substantive research
contributions to this important debate.

183. We are not convinced by the arguments of those NGOs who try to call into question the benefits which
globalisation and trade liberalisation oVer to developing countries.

The recent DTI and HMT Economics Paper “Liberalisation and Globalisation: Maximising the Benefits of
International Trade and Investment” spelt out the economic arguments for the benefits of trade liberalisation
for developing countries. The changes that result from liberalisation have a diVerential impact on diVerent
groups in each society, even though evidence demonstrates it is generally beneficial for the poor. It is
important, once the likely changes are clear, to use impact assessment to determine the policy measures
(usually at a national level) needed to mitigate the impact of changes on specific groups and ensure the benefits
of liberalisation are spread as widely as possible through each participating economy. Protectionism, as
advocated by some NGOs, also has a diVerential impact and can often benefit narrow groups at the expense
of the wider and poorer population.

184. NGOs should be transparent about their aims and accountable for their actions when advising developing
countries on trade policy.

We agree. The accountability of governments is in most cases defined though the democratic process. That of
NGOs is less clear. Some are making robust attempts to draw in a wider group of their supporters into their
own policy formation and decision-making processes to increase their accountability to supporters. In
particular, where NGOs are advising governments on trade policy, or even in some cases acting on their behalf
during trade negotiations, they should be clearly accountable not only to their supporters, often in developed
countries, but also to the relevant developing countries for the advice oVered on their behalf.
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Reform of the WTO

185. We therefore recommend that:

(iii) in the short term, the WTO should focus on procedural improvements which would make it easier for
substantive agreements to be reached, notably better preparation and organisation of ministerial
meetings.

We agree. The UK will hold the Presidency of the European Union in the second half of 2005 when the next
WTO Ministerial is scheduled to be held in Hong Kong. This will provide the UK with a unique opportunity
to influence both the preparation and presentation of the EU’s position and, through the EU, the work of the
WTO in the lead-up to and during the Ministerial meeting. It will be a key objective of the UK Presidency to
ensure that the EU contributes positively to the preparation and organisation of the next WTO Ministerial
meeting and the advancement of the negotiations on the Doha Development Agenda.

(iv) other, more major reforms of the WTO, relating to the Secretariat and Director-General, should be
addressed only after the successful conclusion of the Doha Round.

The UK recognises the need for some systemic reform of the institutional structure of the WTO, particularly
as regards the role of the Director-General and the Secretariat. However, we consider that to embark on such
a course of action whilst seeking to bring the Doha Development Agenda to a successful conclusion would be
unwise. It would risk over-burdening the on-going negotiations and would pose an insurmountable burden on
some WTO Members who have limited institutional capacity. The Government agrees with the Committee’s
recommendation that such institutional reform should be undertaken only once the Doha Development
Agenda is successfully concluded. However, we will continue to develop our ideas on this important issue in
the meantime.

Letter from the Chairman to Rt Hon Patricia Hewitt MP

Thank you for your response to Sub-Committee A’s report on the WTO and the role of the EU post-Cancún.
The Committee was pleased with the outcome of the negotiations, which were broadly in line with the
recommendations of Sub-Committee A’s report, and grateful for the update on the agreement reached, which
your note provided.

While the Framework Agreement is a great step forward, much work remains to be done before the Round
is completed. The Committee welcomes the Government’s determination to push for an “early and ambitious
conclusion” to the Doha Round.

The Committee was reassured by the Government’s continued commitment to reforming the Common
Agricultural Policy, and urges the Government to continue to press for an “ambitious” agreement on
agriculture within the Round.

The Committee also welcomes the Government’s intention to push for a “comprehensive and open
negotiation” on trade in services, recognising the importance of progress in this area for the UK economy.

The Committee was disappointed that “transparency in government procurement” was not maintained within
the Doha Round. Does the Government intend to pursue progress on this issue in a plurilateral forum?

The Committee was not surprised to find the remaining Singapore Issues, on competition and investment,
dropped from the Single Undertaking. However, in its report the Sub-Committee recommended that these be
pursued with interested parties outside of the main negotiation. Since the current agreement does not preclude
discussions being taken forward outside the Single Undertaking, does the Government intend to push for such
talks to take place?

Finally, can the Government assure the Committee that it will use its presidency of the G8 next year to secure
commitments from the members of the G8 to conclude the Doha Round by early 2006, as recommended by
Sub-Committee A in its report? It will be particularly important to secure such a commitment from the
President of the United States, in order to have the fast track Trade Promotion Authority extended, without
which progress on the Round cannot be made.

15 September 2004
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17th REPORT: GAS: LIBERALISED MARKETS AND SECURITY OF SUPPLY

The Department of Trade and Industry’s Response

Introduction

1. The Government welcomes the Committee’s report. It is a useful addition to the debate on the challenges
of EU market liberalisation, the likely evolution of world gas markets and the implications for security of
supply. It raises important issues for the Commission, Government and the European energy sector
regulators.

2. This response first sets out relevant developments in European regulation and domestic legislation since
the Government submitted its memorandum to the Committee in March. It then comments on some of the
general issues raised by the report, before addressing each of the Committee’s detailed recommendations in
turn.

EU Developments since March 2004

3. The Government’s memorandum to the Committee in March noted three European regulatory
instruments of particular relevance to the development of the European gas market: the Second Gas Directive,
the Regulation on Conditions of Access to the Gas Transmission Networks, and the Directive to Safeguard
Security of Gas Supply. Progress on these instruments since the Government submitted its memorandum may
be summarised as follows:

(i) As the Committee (and the Government’s memorandum) noted, the Second Gas Directive was
adopted in June 2003. The Government considered this a very significant development, to be warmly
welcomed. The Directive not only established common rules for the transmission, distribution and
storage of natural gas and for market access, but also set out a timetable leading to full EU gas
market liberalisation by July 2007. Great Britain, which already has liberalised, competitive markets,
is already largely compliant. For those few areas where it is not fully compliant, we expect to
complete implementation by November 2004. The Directive’s third party access requirements for
LNG import terminals (S.I. 2004/2043) came into force on 26 August.

(ii) The European Commission has proposed a new Regulation on Conditions of Access to the Gas
Transmission Networks. This will establish a mechanism for eVective, fair and enforceable rules
across the EU for third party access to gas transportation networks, and is also to be welcomed.
Member States reached political agreement on the draft Regulation at the EU’s Energy Council in
June 2004.

(iii) The Directive to Safeguard Security of Gas Supply was adopted in April 20041. This sets out the roles
and responsibilities of gas market players, the Commission, and governments, for ensuring security
of supply in a liberalised market. It must be implemented by May 2006.

4. Taken together, the implementation of the Second Gas Directive, the proposed Regulation on Conditions
of Access to the Gas Transmission Networks, and the new Directive to Safeguard Security of Gas Supply, will
represent a major step forward towards the creation of a fully liberalised internal EU market in gas.

Domestic legislative developments

5. The Energy Act 2004, which received Royal Assent on 22 July 2004, contains two Sections of particular
significance for the gas market:

(i) Section 172 requires the Secretary of State to publish an annual report on security of energy supplies,
and lay that report before Parliament. It is an important step forward in enabling Parliament,
industry and the public at large to scrutinise the Secretary of State’s assessment of the security of
energy supplies in Great Britain, and to call her to account. Subsection 1 of Section 172 requires the
Secretary of State to make a broad assessment of the availability of gas and electricity to meet the
reasonable demands of consumers in GB. If the report were being produced now it would be
appropriate for it to cover many of the issues which concern the Committee, including the progress
of energy market liberalisation in Europe, and treaty negotiations for international gas pipelines.

1 Directive 2004/67/EC.
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(ii) Sections 149–153 require the licensing of Gas interconnectors. This will contribute to the long-term
flexibility of UK gas supplies and the eVective regulation of interconnectors in the interests of
consumers.

The Committee’s Report

6. The Government agrees with the Committee that maintaining the reliability of the UK’s energy supplies
is of vital importance.

7. Government policy, as set out in the Energy White Paper, is to have a market-based approach to delivering
energy security. The Government’s role is to ensure we have the right framework in place to enable the market
to deliver. This includes continued work to create and maintain competitive energy markets in the UK,
Europe, and internationally; vigilant monitoring of market developments; and providing information to the
market. The First Annual Report on the Energy White Paper was published in April 20042.

8. As it has made clear to the Committee, the Government believes the market is currently working well to
deliver secure energy supplies, and we expect it to continue to do so. In May 2004, the DTI and Ofgem Joint
Energy Security of Supply Working Group (JESS) published its latest report3 assessing risks to the UK’s
future gas and electricity supplies over a timescale of at least seven years. This presented a healthy outlook,
though it indicated that gas supplies may be tighter than in recent winters for 2004–05 and 2005–06, due to
the decline in UKCS gas production combined with the fact that UK gas import infrastructure is at an early
stage of development.

9. The Committee has focussed considerable attention on the possible consequences of, and preparations for,
low probability high impact events. The Government notes that in May 2004, NGT published its preliminary
Winter Outlook Report for the coming winter. NGT forecast that gas supplies to customers could be
maintained, even in low probability, extreme circumstances of 1 in 50 winter (ie extreme weather conditions
that on average will occur once every 50 years), though in those extreme circumstances large industrial and
commercial customers would be expected to reduce their demands for gas in return for substantial payments
from suppliers. Noting NGT’s report, Ofgem cited evidence of large gas users reducing their demand in
response to rising prices4. It concluded that, in a very severe winter, the market would be able to deliver the
required level of demand side response, through gas fired power stations reducing their demand for gas by
switching to back-up fuels or reducing their generation when their electricity generation was not required (ie
overnight and during non-peak periods during the day) and large industrial users reducing their demand for
gas in response to higher prices. These large users would be paid to do so—either directly by suppliers/traders
when they reduce their demand or indirectly through much lower annual supply prices when agreeing their
interruptible contracts.

10. The Committee’s report makes 16 specific recommendations. The remainder of this response document
considers each of these in turn, bar the Committee’s final recommendation (para 140), which is addressed to
the House.

The Committee’s Recommendations

Accessibility: The Liberalisation of the European Union Gas Market

125. We recommend that the Government urge the Commission to carry out a review in 2006 in order to promote
rapid and common implementation of the Directive (Para 38).

The Government agrees that it is essential that the Commission review the implementation of the Second Gas
Directive. It is required to do so by Article 31: Article 31(1) requires it to review the implementation of the
Directive annually, and Article 31(3) requires it to submit a detailed report to the Council and the European
Parliament by 1 January 2006, which will be subject to careful scrutiny. The Commission will have our full
support and cooperation when preparing its report.

The Government will encourage the Commission to keep the development and state of competition of
European gas markets under active review. Where there is evidence of abuse of market power, or of a lack of
competition, we shall also encourage the Commission to use their powers under competition law to investigate
and, if necessary, take action.
2 Creating a Low Carbon Economy, First Annual Report on the implementation of the Energy White Paper, April 2004, URN 04/384

www.dti.qov.uk/enerqv/sepn/firstannualreport.shtml
3 Joint Energy Security of Supply Working Group (JESS), Fourth Report, URN 04/331 http://www.dti.gov.uk/energy/jess/

jessreport4.pdf
4 Review of electricity and gas arrangements for winter 2004/05 http://www.ofgem.gov.uk/temp/ofgem/cache/cmsattach/7076–10404.pdf
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126. Wewelcome the action that the European Commission has taken in introducing the Second InternalMarket
Gas Directive and in, proposing a Regulation governing Third Party Access (Para 41).

The Government agrees. As noted above, the Second Gas Directive represents a major step forward towards
the creation of a fully liberalised EU market in gas, while there is political agreement on the draft Regulation
on Conditions for Access to Gas Transmission Networks. The Government welcomes these developments,
and looks forward to final adoption of the Regulation. Although the latest draft is not entirely comprehensive,
its introduction of binding guidelines in a range of areas nevertheless sets an important precedent for binding
guidelines on other issues. As such, it constitutes a milestone in the provision of fair and equal access to gas
networks across the EU.

127. Member States should be discouraged from protecting national energy champions when the thrust of
European Union legislation is to create a common, pan-European market in gas. Economic forces are moving in
the direction of global markets for gas and the European Union’s Lisbon Agenda seeks competitive energy
markets to help the global competitiveness of the European Union economy (Para 42).

The Government agrees that protected national energy champions are incompatible with a functioning single
European energy market. It has registered this concern with the European Commission. In the Government’s
view national champions are undesirable, because they distort competition in the energy market by
maintaining or creating market power and by erecting barriers to new entry; and they can distort the important
role that capital markets play in ensuring that energy companies are eYcient. Furthermore, in an increasingly
integrated EU energy market, a failure of competition to develop or be sustained in one area or national
market can have profound ripple eVects on prices and competition in other, connected markets.

This is an area which the Commission should keep actively under review, under its general competition law
powers.

However, the unbundling of transmission systems from the supply function, with regulated access on the basis
of transparent and non-discriminatory tariVs, provided they are rigorously enforced, should act as a
constraint, within the EU, on the abuse of market power that can arise from vertical integration. The sectoral
regulators will have a key role in this regard.

128. Weare concerned thatMember StateRegulators have to strike the right balance to sustainmajor investment
decisions that may well have an eVect on other Member States. For example, a major infrastructure decision in
the centre of the European landmass will undoubtedly aVect the energy policies of adjacent Member States. We
see it as the Commission’s role to encourage a commonality of approach by the individual Member State
Regulators (Para 43).

The Government agrees that major investment decisions may have an eVect beyond national boundaries, and
it agrees that a commonality of approach between Member States is therefore to be encouraged. The
Committee of European Energy Regulators (CEER) and the European Regulatory Group for Electricity and
Gas (ERGEG)5 will provide opportunities for discussions in this area. However it is important that future
investment decisions are made eYciently, against a background of careful consideration of demand from
customers and suppliers.

The Government welcomes the formation of the comitology committee under the draft Regulation on Third
Party Access, and of ERGEG, as they will provide fora to consider the interaction between the regimes in
diVerent Member States. This will contribute to the development of consistent approaches, for example as
between investment incentive regimes.

129. We recommend that the Government support the European Commission in its promotion of full
liberalisation of the energy markets, and especially, the gas markets (Para 44).

The Government continues to support the Commission in its promotion of full liberalisation of energy
markets, and considers this to be an initiative of fundamental importance. The UK is in the vanguard of
Member States in promoting the move to a single European energy (gas and electricity) market.
5 Established by Commission Decision 2003/796 of 11 November 2003.
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130. We urge the Government to be supportive of the Commission in its oversight and monitoring of the
implementation of the Directive and the Regulation (Para 45).

The Government agrees that the Commission’s role is essential to the successful introduction, and
maintenance, of a single European energy market. It will give its full support to the Commission in its oversight
and monitoring of the implementation of the Directive and Regulation.

Availability: Security of Supply and Investment

131. We recommend that the Government review its current estimates of future world demand to see how these
figures compare with the IEA’s revised estimates and to examine what eVect a rapidly increasing global demand
will have on the availability of gas and on prices (Para 60).

The Government already keeps its own analysis of energy markets under continual review. It recognises the
significance of competing demand for gas, and, in its memorandum to the Committee, highlighted this as one
of the possible risks to security of supply into the EU.

It is market players themselves who will be closest to and would, initially, be most aVected by the kind of
market development envisaged by the Committee, and underlying this recommendation. They have the
commercial incentives to assess and respond to developments in the international gas market. They endeavour
to protect their position by matching their supply portfolios with their customer base, and they have the ability
to spread risk through the structure of their supply portfolios. Recent developments, including new
infrastructure (such as the proposed LNG terminals at the Isle of Grain and Milford Haven, the increase in
import capacity on the Belgian interconnector, and proposed new pipelines from the Netherlands and
Norway), and also new supply agreements into the British market, demonstrate that the market is delivering.

The Government’s main role, here as elsewhere, is to support the eVective operation of the market. It does this
by signalling its commitment to the operation of the market (as in the Energy White Paper); by seeking to
identify, and where possible address, non-commercial barriers; by working with other Governments and
international bodies to put in place appropriate regimes to facilitate international trade in gas; and by active
support for the work of the International Energy Agency, which plays an essential role in contributing to the
analysis and understanding of developments in international energy markets.

132. It will be vitally important for the decisions of all European Member States’ Regulators to be transparent
and to be seen to be even-handed. As individual Member States implement the Directive and establish Regulators
where these do not exist already, theremay well be notable diVerences between the powers the diVerent Regulators
enjoy. In turn, this will aVect the nature of the decisions they are able tomake and, where cross-border investments
are concerned, such diversity of regulation could cause diYculty. Over time, the European gas pipeline system will
become a more integrated and unified system, and existing price diVerentials will erode. We welcome the
European Commission’s foresight in introducing the proposed Regulation on Third Party Access as an important
step towards the creation of a unified market in Europe.We recommend that the Commission andMember States
consider clearly how regulation of these important markets is to evolve, and that the many detailed questions
relating to the commercial and operational aspects of its implementation are addressed as soon as possible
(Para 81).

The Government agrees with this analysis and with the recommendation.

Fair, reasonable, and transparent regulation by the Regulators of Member States is vital to the eVective
functioning of European energy markets. Consistent implementation of current and future regulation is also
very important.

As underlined elsewhere in this response, the Government agrees that the Commission’s introduction of the
proposed Regulation on Third Party Access is to be welcomed, and represents significant progress towards a
fully liberalised single market in gas. The comitology committee to be introduced under the draft Regulation,
and ERGEG, which will be responsible for developing and agreeing the detailed guidelines and amending
them as appropriate, will have an important role in ensuring consistency of approach across national
boundaries.

The UK Government will continue to engage with the Commission and Member States on the evolution of
regulation in the energy markets and on initiatives to meet the challenges presented by the progress to a single
EU energy market.
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Low Probability/High Impact Shocks

133. We recommend that the Government review existing regulations to examine the possibility of introducing
fast-track reconnection practices for emergencies (Para 93).

The Government notes that the Committee is seeking to draw lessons from the loss of gas supply that occurred
in Victoria, Australia, in September 1998. It agrees that there are very important lessons to learn from the
Australian incident. These include in particular the speed with which the authorities took decisions, how they
acted on the ground, and how they used the media to keep the public informed and engaged in the process.

But there are important diVerences that need to be taken into account when customer reconnections are
needed, such as the fact that (unlike in the UK), consumer gas control valves in Australia are located on the
outside of properties, which allows energy company staV, and State Emergency Service volunteers, to execute
the turn-oV process quickly and so maintain pressure.

The Government has been working with industry, under the auspices of the Gas and Electricity Industry
Emergency Committee (GEIEC), to review existing plans for dealing with emergencies aVecting both the gas
and electricity sectors6 An Incident Response Plan (IRP) has been created.

The GEIEC has a process that allows for the suspension of the Gas Safety (Installation and Use) Regulations
1998 by the HSE, if the situation calls for it. This will depend on the pressure in the network, the length of
time the system has been non-operational, and the severity of weather and temperatures being experienced.

The GEIEC has also developed procedures to enable swift reconnections. During the process of restoring the
system after a gas supply disruption, self-restoration (also known as self-relight) would be an important
contributor, as it was in Australia. The extent to which this approach may be utilised would need to be
established very early on during the incident. Under certain circumstances it could account for over 80 per
cent of reconnections. The process would require eVective communication with consumers via the media, and
support on the ground to assist customers who experience diYculties relighting their appliances. This is
recognised in the Incident Response Plan.

Skilled labour would be required in all situations where self-restoration is not possible. Once the level of self-
restoration has been established, a manpower-planning model would be used to estimate the amount of labour
needed. This model takes account, in deriving its estimate, of workload volumes and manpower productivity.
Once the overall requirement is known, there are three possible sources of skilled labour:

— National Grid Transco would determine the number of staV it will allocate to the incident;

— If these resources are insuYcient, contact would be made with Centrica plc, and arrangements made
for additional labour to be made available;

— If the combined numbers are insuYcient, access would be made to the CORGI database and local
installers identified, contacted and their labour made available to support restoration.

The GEIEC gas task group has looked at the specific issue of priority reconnection of vulnerable customers
following an incident. It has established appropriate processes to determine how this could be achieved in the
specific circumstances of an emergency, which support the Incident Response Plan.

134. We are disturbed by the very low storage capacity available to the United Kingdom during this period.While
we would not go so far as to recommend an increase in storage approaching that of continental Member States—
on the grounds that after 2007 a suYcient diversification of supply would in itself provide a measure of insurance
to cover such shocks—nevertheless, we do see a case for the Government to look urgently at the measures needed
to protect consumers as the United Kingdom market ceases to enjoy the security of ample production capacity
from the United Kingdom oVshore fields close to the market (Para 99).

The Government acknowledges that, as the North Sea declines, and with it the swing capacity that the
Southern North Sea fields (especially) have provided, so there will be a market need for new forms of flexibility,
including close-to-market flexibility. The flexibility could in principle be achieved on the supply side, through
new gas import infrastructure or gas storage facilities; or on the demand side, through an improved demand
response; or both.

The market fundamentals include a large seasonal swing between summer and winter demand. In practice, the
Government would therefore expect the market drivers to emphasise the supply side, and the opportunities
for close-to-market storage. This is happening. The widening seasonal (summer-winter) spread in wholesale
gas prices provides a stimulant for new gas storage projects. As the most recent JESS report shows, a number
of gas storage projects in Great Britain, are now targeting this opportunity:

6 See also the response to Recommendation 139, below.
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Storage project Owner/ Size Date Status Under
Proposer construction?

Humbly Grove, Hants. Star Energy 280 mcm First gas Q2 Planning Yes
Ltd 2005 permission

granted

Preesall, Lancs. Canatxx Total First gas Q1 Planning No
capacity 5 2007 permission

bcm submitted,
Dec. 2003

Welton, Lincs. Star Energy 420 mcm First gas Q2 Planning No
Ltd 2007 application

submitted

Aldbrough, N. Yorks. Combined 420 mcm 2007/08 Planning Yes
development storage permission

between capacity awarded,
Statoil and Feb. 2000

Scottish and
Southern

Energy

Byley, Cheshire Scottish 170 mcm 2007/08 No
Power Planning

permission
now subject

to legal
challenge

Source: DTI-Ofgem JESS Report (May 2004) (up-dated)

If all of these projects proceed, in a timely manner, they would provide a valuable increase in our storage
capacity.

The role of the Government is not to intervene in the market, but to ensure a framework in which the market
can operate eVectively. The DTI and Ofgem seek to provide an appropriate light-touch regulatory
environment. They ensure that the market is aware of the opportunities through the regular reports of JESS.
In addition DTI informs relevant local planning authorities, considering planning applications, of the energy
policy background. This approach has already had some success, as two new commercial storage sites, Hole
House Farm and Hatfield Moor, have been constructed since Ofgem opened the storage market to
competition. Although these sites are relatively small, they do provide reassurance that storage sites can and
will be built when the investments are economic.

135. The Regulator should be required to recognise the importance of peak coverage when dealing with
investment decisions. This should also extend to issues such as connecting the proposed liquefied natural gas
(LNG) terminals to the existing pipeline system in such a way as to ensure that these links are sized to handle
extensive peak demand in winter (Para 102).

Ofgem’s primary duty is to “protect the interests of consumers in relation to gas conveyed through pipes,
wherever appropriate by promoting eVective competition between persons engaged in, or in commercial
activities connected with, the shipping, transportation or supply of gas so conveyed.”7 The current regulatory
regime, developed by Ofgem, acknowledges the needs to respond to the changing levels of annual and peak
demand for entry capacity, and to provide appropriate funding and incentives for economic and eYcient
investment by Transco.

Transco’s Gas Transporter (GT) licence includes an entry capacity investment incentive scheme which, for a
defined period, allows Transco to earn a much higher rate of return (of 12.25 per cent) where it invests in the
national transmission system (NTS) in response to changes in the levels and locations of demand for entry
capacity. This enables investment closely to match changing patterns of demand, and it also provides some
incentive on Transco to reduce the lead-time for bringing new capacity on to the system.
7 Section 9, Utilities Act 2000.
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Demand for entry capacity and for use of the associated connection pipe to the NTS is signalled through bids
submitted by parties (licensed gas shippers) in annual long-term auctions for entry capacity. Shippers bid for
the level of capacity to meet their needs at each entry point against a price schedule. Shippers can bid (up to
15 years in advance) for up to 13 years of capacity in each auction. This enables the shippers to signal eVectively
to Transco their demand for peak capacity, and provides Transco with the information it needs to make
eYcient investment decisions.

Transco also has a licence obligation to plan and develop the network to meet a defined peak day security
standard. The regulatory incentives seek to ensure that capacity is provided in accordance with this obligation
and in response to market demand—so improving security of supply. Transco must decide on the level of
network investment that it wishes to undertake in response to demand signalled by shippers in the auctions.

Under these arrangements, Ofgem has a limited role in reviewing Transco’s proposals and deciding whether
to veto proposals to sell incremental capacity.

The market provides incentives on gas and electricity producers, suppliers and storage operators to ensure
there is suYcient energy supply to meet peak demand (taking into account any demand-side response, for
example from larger users, when prices and demand are high). Ofgem and the DTI keep the market’s
performance in responding to these incentives under review through JESS.

136. We acknowledge theMinister’s answer to be finely judged. But we remain uneasy and therefore recommend
that the Government review, as a matter of urgency, the projected demand for the next two to three winters in the
light of increased global demand for gas and the ability of United Kingdom supply companies to access gas from
the continental pipeline system, and in the market itself, the scope to realise demand-side flexibility in the
balancing of supply and demand (Para 107).

The Government and Ofgem keep the outlook for winter demand closely under review, in consultation with
National Grid Transco.

As noted above, the May 2004 JESS report indicated that gas supplies for the winters of 2004/5 and 2005/6
may be tighter than in recent winters, due to the decline in UKCS gas production combined with the fact that
UK gas import infrastructure is at an early stage of development.

National Grid Transco has also published its preliminary Winter Outlook Report for the coming winter. In
relation to gas, NGT forecast that gas supplies will be lower than they were forecasting a year ago, but that
supplies to customers can be maintained, even in a severe winter, though in the extreme conditions of a 1 in
50 winter a demand side response would be necessary. The position for the following winter will be assessed
by NGT in due course, but is unlikely to reflect a significant departure from current market conditions.

Commenting on the NGT report, Ofgem cited evidence of gas users reducing demand in response to rising
prices. It concluded that, in a very severe winter, the market would be able to deliver the required level of
demand-side response, through gas fired power stations and large industrial users reducing their demand for
gas in response to higher prices, and potentially being paid by other market participants to do so. For example,
many gas-fired power stations have the capacity to run on distillate, and could switch fuel supplies if the
relative prices of gas, distillate and electricity made it advantageous to do so.

The Government’s present assessment, in the light of all the available information, is that the market is
working well to deliver secure energy supplies. We expect it to continue to do so. It is confident that the current
market and institutional framework, including the role of Ofgem in regulating the networks, is the most
eVective way of assessing and managing risks and delivering secure supplies at reasonable costs to customers.
It should be borne in mind, however, that, no matter how much is spent on a system of energy infrastructure,
there can be no absolute guarantee of security of gas supply, in any country, in all possible extreme
circumstances.

137. Clearly if there were, for example, a terrorist attack on either of the two existing terminals at St Fergus in
Scotland and Bacton in Norfolk, then this could produce a national emergency for which the Government would
have to assume immediate responsibility. The Committee, however, was in no position to judge whether this would
produce the dire result, which, on the face of it, might appear; the gas infrastructure has considerable redundancy
built into it to ensure a continuous supply to customers. We would welcome the Government’s assurances on this.
(Para 110).

This recommendation is considered in the response, below, to recommendation 139.
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138. For Ofgem, with its unrivalled success in promoting and facilitating the gas and electricity privatisation, the
dilemma is how to frame Britain’s fully liberalised gas and electricity markets so as to serve these wider policy
objectives [viz, environmental, social and security. of supply] without at the same time compromising the dynamic
of the market and blunting the incentives, responsibilities and liabilities of the participants in it. The diYculty for
both Ofgem and the Government will lie in resolving this dilemma now that the British gas market is moving from
self-suYciency towards growing dependence on access to continental infrastructure, when the continental
interpretation of market liberalisation is more limited than that of the United Kingdom and when, in any case, a
fully liberalised European gas market is probably still years away from realisation. We would welcome the
Government’s view on how this situation might be addressed (Para 111).

The Government recognises the need to strike the right balance between a number of policy priorities in this
area. Both Government and Ofgem are required to do so by the legislative framework under the Gas Act and
the Electricity Act. The Energy Act 2004 has strengthened accountability for policy delivery in this regard, in
particular through the requirement of Section 172 for the Government to report annually on security of
supply, and by Section 81 which amends the reporting requirement under the Sustainable Energy Act.

The Government does not regard the need to fulfil these duties as posing a dilemma. It believes that the
objectives are broadly compatible. For example, gas has environmental advantages over other fossil fuels; it
is delivered through the market; the market mechanism (with appropriate incentives such as the imbalance
regime) provides the diversity of supply that is central to security of supply; and, because of its cost advantage,
gas has a major role in addressing fuel poverty. Against this background (and notwithstanding current gas
price increases) the Government believes the market is capable of delivering diverse, secure, sustainable gas
supplies at aVordable prices.

Neither the fact that the era of UK self-suYciency in gas is drawing to a close, nor the current limits to
European liberalisation, need prevent the UK market functioning eYciently such that it serves the wider policy
objectives, provided the correct framework is maintained by the Government and Ofgem. This is evidenced
respectively by the experiences of the majority of countries in the G7, which are already net importers of
energy, and those that are outside the European market.

The Government is confident that the current UK framework will continue to deliver the desired outcomes.
For example, the current UK gas market arrangements are already delivering a number of competing gas
import projects, potentially delivering gas from such diverse sources as Norway, the Netherlands, Russia,
Algeria, Qatar, other LNG exporters, or other sources of piped gas or LNG into continental Europe.

However, it would be very much to the benefit of UK and other EU gas consumers, in terms of competitive
prices and security of supply, if the EU were to provide an eVective single European energy market.

139. We conclude that there is considerable, if unquantifiable risk, particularly short-term, to the United
Kingdom gas supply system and we urge the Government to review its emergency procedures for handling a sudden
and major loss of gas (Para 112).

The answer seeks to address recommendations 137 and 139.

Government has been working closely with the upstream oil and gas industry to ensure that suYcient
arrangements are in place to prevent, control or recover from any incident which is likely to threaten oil and
gas supplies to the UK, including terrorist attack. This includes providing security advice to key installations,
carrying out risk assessments of the critical supply systems and developing procedures, in collaboration with
industry, to maintain oil and gas supplies. These arrangements are reviewed annually to ensure that they meet
the prevailing needs of the industry and are consistent with downstream plans. The St Fergus and Bacton gas
terminals are parts of a complex supply system, which are reviewed within these arrangements.

As noted above, the Government has also been working with industry under the auspices of the Gas and
Electricity Industry Emergency Committee (GEIEC)8 to review existing plans for dealing with emergencies
aVecting both the gas and electricity sectors, including those prompted by terrorist activity. An Incident
Response Plan (IRP) has been created which will be tested and reviewed on a regular basis to ensure that it is
fit for purpose. Three GEIEC sub-groups were also established to look at issues specific to communications,
electricity and gas.

There is considerable flexibility in the system to ensure that gas supplies to customers can be maintained in
many scenarios. In the longer term the development of new gas import infrastructure will reduce our
dependence on existing gas supplies via the St. Fergus and Bacton terminals. However, arrangements are in
place for handling gas supply disruptions and re-connections.
8 See also the response to Recommendation 133, above.
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There are five stages of responses that NGT follows when dealing with an incident which causes a potential
(moving to an actual) gas supply deficit. These
are:

— Stage 1: Potential supply deficit. The primary transporter can maximise use of spare gas in the
system, maximise use of Local Distribution Zone (LDZ) storage, admit emergency specification gas
into the network, and interrupt consumers if facing an emergency.

— Stage 2: Declaration of a Gas Deficit Emergency or Critical Transportation Constraint. The
primary transporter can make use of additional shipper beach gas and additional storage gas.

— Stage 3: Firm Load Shedding, Gas Deficit or Critical Transportation Constraint Emergency. The
Primary Transporter on behalf of the NEC co-ordinates transporters in a reduction in demand in
the network or parts of the network as applicable by firm load shedding.

— Stage 4: Allocation of Available Gas and System Isolation, Gas Deficit or Critical Transportation
Constraint Emergency. The Network Emergency Coordinator (NEC) allocates the available gas to
specific secondary systems and associated supplementary systems by physically restricting the
oVtake of gas by secondary systems to the allocated amount and isolating secondary and or
supplementary systems.

— Stage 5: System Restoration, Gas Deficit or Critical Transportation Constraint Emergency. When
suYcient supplies are available to restore pressure to isolated systems or revoke emergency actions
taken during Stage 1,2,3, and 4, the NEC will initiate the restoration process and, on completion,
declare the end of the Network Gas Supply Emergency, Gas Deficit or Critical Transportation
Constraint Emergency.

It would not be appropriate to speculate as to the likelihood of a terrorist attack on gas infrastructure, or on
the possible impact that attacks on specific facilities could have on gas supply.

September 2004

Letter from the Chairman to Mike O’Brien MP, Minister for Energy, e-Commerce and Postal Services,
Department of Trade and Industry

We are grateful for the Government Response dated September 2004 which we regard as a serious and
measured examination of the recommendations made in our report. We do have, however, residual concerns
and would welcome your views on these points.

We are primarily concerned about: the EU-wide translation of the Third Party Access Regulation into detailed
operational and commercial practices, standards and codes; the resilience of the UK gas industry against
severe weather demand; and the likely market for companies supplying gas to the UK market in a tight
international market for gas.

EU-wide Translation of the Third Party Access Regulation into Detailed Operational and

Commercial Practices, Standards and Code

In our Report we stressed the need for the EU energy regulators to work together with resolute shared
commitment in implementing the access Regulation through consistent EU-wide arrangements, standards
and network codes, thereby ensuring that Europe’s inter-connected gas transmission networks operated fairly,
openly and eYciently as a unified whole.

We noted that past experience gave little encouragement in this regard.

Today, with growing concern over the security of gas supply, the Continental “national champions” and their
sponsoring governments are, if anything, likely to move slowly and cautiously in dismantling well-tried, but
illiberal, arrangements in favour of the new EU measures designed to bring about market liberalisation. So,
we can expect the detailed implementation of the Regulation to expose diVerences of emphasis and
interpretation of what is meant by gas market liberalisation on the part of individual states and their
industries.

It follows that Ofgem, championed by your Department and actively supported by the main participants in
the British gas industry (above all National Grid Transco, as operator of the National Transmission System),
has a crucial role to play in advocating and leading the translation of the access Regulation into detailed,
consistent operational and commercial arrangements.

In your response, you readily agree with the thrust of these points, but there is nothing to suggest that the
practical demands of the task are recognised so that they might be properly addressed.
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The problem is that our new policy objective appears one of leading from the centre of the EU-wide eVort to
translate the Regulation into eVective operational and commercial arrangements, whereas until fairly recently
the British gas industry has been essentially self-contained and self-suYcient—at best, semi-detached from the
Continental European gas industries and their governments. Not being dependent on the Continental gas
infrastructure and not transporting our gas on the basis of “contract carriage”, we have left it to the big
Continental gas companies and their governments to manage their markets, develop the supporting
infrastructure, and devise the related commercial and operational arrangements.

Companies like Ruhrgas, Gaz de France, Gas Unie (Netherlands) and ENI (Italy) have committed their most
senior people and large supporting staVs to every aspect of the task of interpreting and implementing this
legislation—operational, commercial and technical. The networks of committees, working groups and
conferences are heavily manpower intensive. Necessarily, this is the medium through which influence must
now be exerted and beneficial change argued for and implemented.

The current pressures in the UK could hardly be less conducive to providing the requisite expertise and
experience on the scale needed to match this prolonged task. For example, we understand that the DTI will
be reducing its establishment across the board. Ofgem has undertaken progressively to reduce its costs and
hence manpower. Within National Grid Transco, Transco is under strong regulatory pressure to cut costs and
reduce numbers. In any case, a lot of its management attention will be pre-occupied with the organisational
restructuring of the overall network and the sale of four regional distribution networks to diVerent buyers. It
does not seem, at first sight, that the Government and the industry will be able to apply the necessary resources
to aVect the way in which the Regulation is translated into practice.

Resilience against Severe Weather Demand—the Cold Snap Versus a Prolonged Cold Period

In the Report we question the resilience of the gas supply system against low-probability, high-impact shocks
particularly over the next 2–3 winters.

In the Government Response to the Report you refer to Ofgem’s conclusion that:

“... the market would be able to deliver the required level of demand-side response, through gas fired
power stations and large industrial users reducing their demand for gas in response to higher prices,
and potentially being paid by other market participants to do so. For example, many gas-fired power
stations have the capacity to run on distillate, and could switch fuel supplies if the relative prices of
gas, distillate and electricity make it advantageous to do so.”

Arguably, this analysis of the British gas industry’s resilience against severe weather demand relates more to
the shock of a sharp cold snap rather than a prolonged cold period, not necessarily at the 1 in 20-year much
less 1 in 50-year intensity.

For a long time now we have not experienced more than the occasional cold snap, and even then the intensity
has not reached the 1 in 20 level. With increasing diYculty as the rate of indigenous gas production has
declined, the system has coped.

The question we pose is whether the strong demand-side response on the part of power-stations, and the big
industrial gas users, that Ofgem is ultimately relying on could be sustained over a longer period of severe
weather across the country. Power stations and big industrial users may indeed make the necessary back-up
arrangements so as to release gas when prices peak. But these big consumers would soon exhaust the quantities
of back-up stocks that could be justified commercially on the basis of the weather patterns of recent years; and
such stocks could not be replenished easily if the severe weather continued.

Might this be something the Joint Energy Security of Supply Working Group (JESS) should investigate?

Will Suppliers Procure Sufficient Gas to Meet Overall Demand in a Tight International Market?

The Government’s policy of relying on market forces to ensure supply security in Britain’s fully liberalised
market depends crucially on suppliers anticipating the future needs of their customers and procuring suYcient
supplies of gas against such projections. With ample supplies of gas available from UK producers and
internationally, there have so far been few concerns in this regard. In an over-supplied market, additional
reasonably-priced gas could always be procured at short notice to meet any shortfalls.

Today, however, the outlook is for a tight gas market, both in the UK and internationally, and gas prices are
rising. Faced with sharply-increased wholesale gas prices, Centrica, for example, has had to increase the price
of gas to its retail customers. Although other gas suppliers are having to follow suit, it is widely expected, not
least by Centrica, that it will lose market share, trading this oV against the retention of an adequate retail
margin.
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In these new circumstances, suppliers will find it more diYcult and risky to forecast future customer demand
and procure a secure supply portfolio to match the demand forecast. As well as uncertainty over customer-
switching in response to rising retail prices, there is uncertainty over the impact of higher prices on overall
levels of gas demand.

In the over-supplied British gas market of recent years, suppliers could remain relatively flexible and
unencumbered in procuring supplies of gas and electricity to meet the needs of its huge customer base.

A tight market is a sellers’ market, so increasingly suppliers have been finding it necessary to underpin their
supply portfolio with physical assets, or at least more onerous long-term contractual commitments and this
against the history of British Gas’s crisis of the mid-1990s when the pre-liberalisation legacy of long-term take-
or-pay gas purchase contracts left British Gas stranded with huge uncovered financial liabilities as it lost
market share to the incoming competing suppliers.

As the British gas industry becomes increasingly dependent on imports, suppliers serving the British gas
market are likely to find themselves competing for international supplies against national champions and
others from less liberal markets ready and able to undertake onerous long-term commitments in return for
supply security. In these circumstances, British suppliers will presumably want to be conservative in assessing
their future supply requirements. Given the added demand-side uncertainties of a liberalised market, they
could ill aVord to become over-committed on the supply side without covering the exposure against future
price movements. If all the suppliers serving the British market feel bound to err on the cautious side in
procuring supplies from a tight international market, who will be the provider of last resort? Can we risk
relying “just-in-time” on the short-term market?

Do we need to consider more carefully the implications for security of supply of an import-dependent, fully-
liberalised British market competing internationally for gas supplies in a tight international market when, in
spite of the EU’s market liberalisation aims, many of the Continental European suppliers will continue to be
protected from full competition for what may be a prolonged period of transition?

The Committee looks forward to your further response to all these questions as our ongoing scrutiny proceeds.

27 October 2004

Letter from Mike O’Brien MP to the Chairman

Thank you for your letter of 27 October, outlining your residual concerns following the Government Response
to the recommendations made in the Report entitled “Gas: Liberalised Markets and Security of Supply”. Your
letter raised a number points that I will address in turn.

You express concern about the implementation of the Third Party Access Regulation. You note that some
Member States are likely to have diVerent interpretations of what is meant by gas liberalisation and may move
slowly in dismantling existing illiberal arrangements. You doubt that we in the UK will have the necessary
resources to influence the way the Regulation is translated into practice. I agree that some of the large
European companies have greater resources than UK companies and can probably devote more time to
seeking to influence developments EU-wide. However, I believe that we have been successful in influencing
the EU legislation. This is borne out by the fact that it enshrines the principles which govern the way the UK
energy markets operate and the detailed arrangements mirror ours. In short, our track record gives us a loud
voice in Brussels. Moreover, Ofgem speaks with an increasingly authoritative voice in EU regulatory circles.
So far as implementation is concerned, the Regulation has direct eVect so is not open to diVering
interpretations in Member States. We look to the Commission to ensure that it is applied to the letter in all
Member States and to take enforcement action against those who do not comply with its requirements. Indeed
I raised this issue in broad terms in the margins of the Energy Council meeting on 27 November with the new
Energy Commissioner Andris Piebalgs.

You also express concerns about the resilience of the UK gas market against severe weather demand. As you
know, National Grid Transco (NGT) have obligations relating to the capacity of the transmission system,
which is required to be able to deliver the quantities of gas which would be required to meet the peak aggregate
daily demand such as would be seen in a 1 in 20 winter. Furthermore, through Transco’s Network Code,
shippers have strong economic incentives to balance, on a daily basis, the gas that they put into the system
with the demands of their customers. Balancing supply and demand may of course involve contributions both
from the supply and the demand side.

As for the question of whether a demand-side response to a longer period of severe weather across the country
could be sustained, the last meeting of the JESS group, on 29 September, considered this question on the basis
of a note by National Grid Transco (NGT). That note drew on analysis undertaken for NGT’s Winter
Outlook report 2004–2005.
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NGT has developed an integrated model for the simulation of gas and electricity demand under a variety of
historical weather patterns to estimate the minimum CCGT gas demand that would be required consistent
with meeting forecast electricity demands. Using assumptions of generation availability through the winter,
the analysis suggests that if the market acted in such a way as to minimise CCGT gas consumption, this sector
could make a contribution to the total level of demand-side response that would be required under severe
conditions in the 2004–05 winter, while maintaining electricity security of supply.

In relation to the use of back-up fuel, the JESS report contains analysis of the number of hours that CCGT
generation capacity can be maintained using alternative fuel stocks. This concludes that around half of the
4.6GW of generation capacity which can use distillate fuel as back-up would be lost after a continuous period
of 168 hours (seven days), if stocks were initially at their maximum level. However, the outcome in practice
will depend on daily CCGT generation profiles. For example, concentration of gas-fired power generation in
peak periods (and reduction outside peak hours), as opposed to continuous use, would extend the availability
of back-up fuel stocks, as would profiling of gas supply interruptions. Further, restocking of back-up fuels
may be feasible during non-peak periods even during severe weather conditions.

Ultimately, as you acknowledge, we have no empirical evidence of the ability of the demand side to cope with
a prolonged cold spell, since the weather has not delivered one of these for many years now; and there may
well be scope for further theoretical research in the absence of that. In principle, however, the market is so
designed as to ensure that generators and suppliers themselves have commercial incentives to supply the
energy they have contracted to supply and therefore to assess and manage the risks arising from low-
probability, high-impact events such as a prolonged, nationwide cold spell. The Government remains of the
view that properly incentivised and informed market participants are best placed to fulfil that role and
therefore limits its own contribution to the establishment of an appropriate market framework and the
provision of information, including through the work of JESS which will continue to keep this and other issues
under review.

Your final area of concern surrounded the willingness of producers to buy suYcient gas to meet overall
demand in a tight international market. You expressed doubt that suppliers will procure a secure supply
portfolio in the face of uncertain customer demand. The regulatory and commercial incentives are, again,
highly relevant. These include the obligation on shippers to balance their inputs to and oV takes from the NTS
on a daily basis, with exposure to cash-out charges in respect of imbalances. Suppliers are able to buy gas both
on the forward market and at a day’s notice on the spot market should demand be higher than anticipated.
Furthermore, the Government does not believe that all gas supply companies will have a tendency to under-
contract in a situation of uncertain customer demand. In a tight market, such as the UK is experiencing at the
moment, suppliers might decide to over-contract or to keep supply in reserve. Indeed, the current lack of
liquidity in the UK’s wholesale market may in part be due to producers withholding gas from the market in
order to cover their supply obligations in January.

You also expressed concern about whether UK suppliers will be able to compete with international
competitors from less liberal market places more able to undertake long term contracts. You used the example
of the British Gas crisis of the mid 1990s, where long term contracts, signed in an unliberalised gas market,
were no longer profitable as competing suppliers entered the UK gas market. Should this scenario arise again,
that it is the “national champions” of unliberalised EU gas markets that will be more exposed and experience
similar issues to those faced by British Gas in the 1990s, as their home markets liberalise and they face attrition
of their customer bases.

The UK, because of its liquid and flexible market, is an attractive place to sell gas. When the spot market price
indicates that supplying the UK will be profitable we can expect demand to be met by supply through the
interconnection with the continent. Moreover, the UK will soon be able to import significant volumes of gas
via the planned 3 major LNG terminals. Our liberalised market is contributing to diversity of sourcing, and
the major supplier to the domestic gas market is developing a diverse supply portfolio. If the UK does
encounter problems from the dominant position of market incumbents in Europe, the Government will be
looking to the relevant competition authorities, at Member State or Commission level, to resolve them.

One further note, although the UK is currently experiencing a tight market due to a decline in North Sea gas
production, the House of Lords report noted that new gas import infrastructure is expected to become
operational over the next three years and this will alleviate the situation. Moreover, the IEA estimate that
world gas reserves are ample to meet forecast world demand. Therefore, although the fully liberalised British
market will indeed be competing with European suppliers in the process of liberalisation, they will not be
competing for a scarce resource in a tight international market, subject to import capacity being in place.
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Ensuring security of UK energy supplies is a key Government objective and the issues you have raised are very
important. I welcome the additional scrutiny that comes from the attention of a Select Committee.

21 December 2004

Letter from the Chairman to Mike O’Brien, MP

Thank you for your letter of 21 December 2004 which unfortunately was not received in this oYce until 10
January 2005. Sub-Committee B considered this very detailed response to their remaining queries at their
meeting on 24 January 2005.

The Sub-Committee will continue to monitor developments in this area closely.

10 February 2005

21st REPORT: THE 2005 EC BUDGET

Letter from Ruth Kelly MP, Financial Secretary to the Treasury, HM Treasury to the Chairman

Thank you very much for the House of Lords European Union Committee Report on the 2005 EC Budget.
I am grateful to the members of the Committee for their thoughtful and constructive contributions to the
debate. The Government’s response to the Committee’s conclusions is attached as Annex 2 to this letter.

As you are probably aware the Council of the European Union formally established the 2005 Draft Budget
(DB) of the European Communities at the ECOFIN (Budget) Council on 16 July, following conciliation with
the European Parliament. The DB was based on a package put together by the Dutch Presidency following
discussions of the Commission’s 2005 Preliminary Draft Budget (PDB) in Council’s budget committee.

My Explanatory Memorandum of 11 May 2004 set out the PDB proposals in detail. The DB documents will
be published in the autumn and discussed further at the Council’s second reading in November, following
amendments and modifications proposed by the European Parliament in its first reading in October. The main
features of the DB are set out below.

— The D B proposes a total of euro; 115.98 billion in commitment appropriations, and ƒ105.22 billion
in payment appropriations9. This represents a reduction of ƒ1.27 billion (or 1.1 per cent) for
commitments and ƒ4.35 billion (or 4.0 per cent) for payments compared to the Commission’s PDB.
These figures are well within the ceilings set by the multi-annual Financial Perspective (FP), leaving
increased margins of ƒ3.62 billion for commitments and ƒ9.01 billion for payments.

— In Heading 1 (Agriculture), commitment and payment appropriations for agricultural expenditure
(Category la) were reduced by ƒ1 billion compared to the PDB, leaving a margin of ƒ1.76 billion
below the FP ceiling for commitments10.

— This represents a horizontal cut across all chapters greater than ƒ800 million, and reflects the
Council’s estimate of actual financing needs during 2004. It does not aVect direct payments to
farmers in the ten new Member States, which are being made for the first time in 2005.

— In Heading 2 (Structural Operations), payment appropriations were cut by ƒ3 billion compared to
the PDB. This cut is split between the Structural Funds programmes (-ƒ2.45 billion), Community
Initiatives (-ƒ253 million) and completion of earlier programmes (-ƒ301 million), and is designed to
bring payment appropriations more closely in line with implementation capability, and thereby to
minimise the budget surplus.

— In Heading 3 (Internal Policies), commitment appropriations were reduced by ƒ55.2 million and
payment appropriations by ƒ42.4 million compared to the PDB, leaving a total margin of ƒ108.7
million under the FP ceiling for commitments. This overall cut was achieved in three ways: through
targeted cuts to annually-decided budget lines where the justification for funding in the PDB was
poor (such as press and communication and a proposed preparatory action on security research); by
reducing subsidies for certain agencies (in particular to take account of revised estimates of start-up
costs); and by striking out certain items of unnecessary new expenditure proposed in the PDB
(notably the European Police College and maritime anti-pollution measures). Allocations for multi-
annual programmes under the co-decision procedure, as amended for enlargement in 2004, were
not aVected.

9 For Pound Sterling figures, please refer to the summary table in Annex 1 to this letter.
10 There is a global FP ceiling for payments, but this is not divided into more specific ceilings for individual categories. Hence individual

category margins are given only for commitments.
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— In Heading 4 (External Actions), commitment appropriations were reduced by ƒ129.4 million and
payment appropriations by ƒ24 million, leaving a margin of ƒ14.4 million under the FP ceiling for
commitments. This allows the full assistance budgeted for reconstruction in Iraq in 2005 (ƒ200
million) to be financed within the Financial Perspective ceiling, removing the need to call on the
flexibility instrument. It also allows for a modest ƒ7.6 million increase in appropriations for the
Common Foreign and Security Policy (CFSP), to ƒ62.6 million (equal to the level in 2004).
Reflecting the lack of Council consensus on priorities, this package was made possible by a modest
horizontal cut of around 2.85 per cent to all the main budget lines, excluding co-decided
programmes, programmes determined by international agreements, Iraq and Afghanistan. The
Government endorsed this blunt approach in order to secure budget discipline, but successfully
shielded humanitarian aid from the full impact of the cut.

— In Heading 5 (Administration), commitment and payment appropriations were cut by ƒ80.6 million,
leaving an increased margin of ƒ51.9 million under the FP ceiling for this category. These cuts are
designed to ensure that appropriations for administration are based on a realistic assessment of
operational needs, taking into account the increased demands resulting from enlargement while
exploiting the possibilities for economies of scale and redeployment of existing staV resources.

— In Heading 7 (Pre-Accession Strategy), payment appropriations were reduced by ƒ200 million
(ƒ110 million for the SAPARD instrument and ƒ90 million for assistance to Turkey). This reflects
the Council’s expectation that the implementation of payments for these instruments will be lower
than that forecast in the Commission’s PDB, in line with a more disciplined approach to payment
appropriations across the budget. These reductions in payments do not aVect the level of pre-
accession aid ultimately committed to the accession countries.

There were no changes to the PDB proposals for Headings 6 (Reserves) and 8 (Compensation). Tables
summarising the changes between the PDB and the DB are set out in Annex 1 to this letter.

The European Parliament (EP) Committee on Budgets (CoBu) met the Council for the last time with its
current membership. A new CoBu will be appointed over the summer, to reflect the outcome of the recent
European Parliamentary elections. Consequently, it was not possible to close any chapters of the 2005 budget
by agreement of the Council and EP at trilogue. However, the Council and EP were able to agree three
procedural declarations relating to the budget: a declaration calling for more detailed financial programming
from the Commission for Headings 3 and 4; a declaration asking the Commission to include the needs of Iraq
in financial programming for 2006; and a declaration in which all three institutions expressed their willingness
to cooperate and exchange information in negotiations on the next Financial Perspective.

The Government believes the Council’s 2005 DB goes a considerable way to meeting its key objectives. In
particular, the DB maintains budget discipline: it significantly reduces the level of payment appropriations in
Headings 1,2 and 7, to reflect a more realistic forecast of implementation; it finances Heading 4 within the FP
ceiling, while protecting allocations for Iraq and securing a modest increase for CFSP; and it takes a rigorous
approach to expenditure in Headings 3 and 5, delivering savings and increasing margins for flexibility. In
addition, the 2005 DB remains fully consistent with the financial settlement for the new Member States agreed
at Copenhagen in December 2002. The Government will continue to pursue its key objectives in the
subsequent stages of the 2005 budget process.

18 August 2004

Annex 1

Table 1: 2005 PDB and Draft EC Budget (Euros)

(EUR million) 2005 PDB 2005 Draft Budget Change PDB/DB
CA PA CA PA CA PA

Agriculture 50 675.5 50 113.9 49 675.5 49 113.9 "1 000.0 "1 000.0
Margin 763.5 1 763.5

Structural Operations 42 378.5 35 396.0 42 378.5 32 396.0 0 "3 000.0
Margin 62.5 62.5

Internal Policies 8 958.6 7 728.6 8 903.4 7 686.2 "55.2 "42.4
Margin 53.4 108.6

External Actions 5 234.0 5 010.2 5 104.6 4 986.2 "129.4 "24
Margin "115.0 14.4
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(EUR million) 2005 PDB 2005 Draft Budget Change PDB/DB
CA PA CA PA CA PA

Administration11 6 388.7 6 388.7 6 308.1 6 308.1 "80.6 "80.6
Margin 0.0 51.9

Reserves 446.0 446.0 446.0 446.0 0 0
Margin 0.0 0.0

Pre-Accession Aid 1 856.0 3 179.8 1 856.0 2 979.8 0 "200.0
Margin 1 616.0 1 616.0

Compensations 1 305.0 1 305.0 1 305.0 1 305.0 0 0
Margin 0.0 0.0

Total 117 242.2 109 568.2 115 977.0 105 221.2 "1 265.2 "4 347.0
FP Ceiling 119 594.0 114 235.0 119 594.0 114 235.0

Margin 2 351.8 4 666.8 3 617.0 9 013.8

Table 2: 2005 PDB and Draft EC Budget (Sterling)

(GBP million12) 2005 PDB 2005 Draft Budget Change PDB/DB
CA PA CA PA CA PA

Agriculture 33 990.6 33 613.9 33 319 .8 32 943.1 "670.8 "670.8
Margin 512.1 1 182.9

Structural Operations 28 425.4 23 741.9 28 425.4 21 729.6 0 "2 012.3
Margin 41.9 41.9

Internal Policies 6 009.0 5 184.0 5 972.0 5 155.5 "37.0 "28.4
Margin 35.8 72.8

External Actions 3 510.7 3 360.6 3 423.9 3 344.5 "86.8 "16.1
Margin "77.1 9.7

Administration 4 295.2 4 285.2 4 231.2 4 231.2 "54.1 "54.1
Margin 0.0 34.8

Reserves 299.2 299.2 299.2 299.2 0.0 0.0
Margin 0.0 0.0

Pre-Accession Aid 1 244.9 2 132.9 1 244.9 1 998.7 0.0 "134.2
Margin 1 083.9 1 083.9

Compensations 875.3 875.3 875.3 875.3 0.0 0.0
Margin 0.0 0.0

Total 78 640.3 73 492.9 77 791.6 70 577.1 "848.6 "2 915.8
FP Ceiling 80 217.7 76 623.1 80 217.7 76 623.1

Margin 1 577.4 3 1307.3 2 426.0 6 046.0

Note: CA % commitment appropriations, PA % payment appropriations. Figures in tables may not add up
exactly due to rounding.

Annex 2

HM Treasury’s Response

1. Activity-Based Budgeting

Committee Conclusion: We recognise that the Government has been very active in convincing the Commission
and other Member States that all future budgets must be presented in the Activity-Based Budgeting format. The
Committee welcomes this new approach to monitoring spending which should lead to greater transparency. We
look forward to seeing the eYciency savings Activity-Based Budgeting will lead to over time, and we ask the
Government to keep the Committee informed of the progress made.
11 The total PDB figure for Heading 5 is ƒ28.7 million higher than that cited in the Explanatory Memorandum of 11 May, reflecting the

fact that the Commission issued a correction of its PDB forecast for administrative expenditure in the interim.
12 Converted at rate of ƒ1% 0.67075 (30/6/2004).
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Government response: The Government will continue to support the Commission in implementing Activity-
Based Budgeting (ABB), and to work with other Member States to ensure that annual budget negotiations
take better account of ABB information. We will keep the Committee informed on progress during the annual
budget scrutiny process.

2. The 2005 EC Budget

Committee Conclusion: We note with approval that the proposed total expenditure levels in the 2005
Preliminary Draft Budget are significantly lower than the agreed ceiling of 1.24 per cent of EU Gross National
Income.

Government response: The Government will continue to apply a rigorous approach to expenditure in the
annual budget process and seek to ensure that the level of payment appropriations reflects genuine needs. The
Draft Budget established by the Council on 16 July reduces global payments by ƒ4.3 billion to 0.99 per cent
of EU GNI (compared to 1.04 per cent in the PDB).

3. The Government’s Priorities for the 2005 EC Budget

Reprioritise spending on External Action (Heading 4)

Committee Conclusion: In our report on the 2004 ECBudget, we supported the UKGovernment in its argument
for a greater margin in the external actions category precisely to avoid such overspends. It is disappointing that
the Government does not appear to have succeeded in persuading the budgetary authority to develop such an
increased margin.

Government response: The Draft Budget established by the Council on 16 July has brought expenditure for
Heading 4 below the Financial Perspective ceiling for 2005, and establishes a small margin for flexibility.

Committee Conclusion: As in our 2004 EC Budget report, we continue to support the Government in its eVorts
to improve the “poverty focus” of EC spending on external actions. However, we continue to believe that this focus
should not deflect from the EU’s other objectives of working towards stability in regions such as the Middle East
and the Balkans.

Government response: The Government will continue to work towards External Actions reform, including
through the annual budget process, to ensure that the external budget is more eVective across the range of EU
policy objectives. The Government believes that improving eVectiveness must mean focussing an increased
share of grant assistance on poor countries, where the needs are most acute and where limited resources can
have most impact. The Government recognises the need for a continuing engagement in middle income
regions, including the Middle East and the Balkans. Here, strengthening governance and institutions, and
making better use of the range of tools available, is key to achieving reforms and sustainable progress. This
requires a diVerentiated approach including political dialogue, grant and loan assistance, technical aid and
trade liberalisation as a response to evidence of reformist credentials.

Efficiency of Administration costs (Heading 5)

Committee Conclusion: Whilst accepting that enlargement necessitates some increase in administrative
resources, the Committee strongly supports the Government’s eVorts to ensure that the principles of eYciency and
value for money underpin any substantial increase. The Committee agrees with the Minister that before any
increase in EC budget lines is agreed, consideration should be given to whether costs could be reduced through
greater eYciency savings and the reprioritisation of existing resources,(Q 9).

Government response: The Government welcomes the Committee’s support.

4. Other Spending Categories

Agriculture (Heading 1)

Committee Conclusion: We strongly support the Government in its continued eVorts to achieve real CAP reform
and hope that the negotiations of the next Financial Perspective (2007–13) which will take place over the next
eighteen months may provide an opportunity to do so. We will return to the issue of CAP funding in our
forthcoming inquiry into the future financing of the EU.

Government response: The Government welcomes the Committee’s support.
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Structural Operations (Heading 2)

Committee Conclusion: We note the Government’s proposals for reform of the European Structural and
Cohesion Funds. We shall return more fully, as part of our forthcoming inquiry into the future financing of the
EU, to the proposals put to us by the Minister that European Structural Funds should be targeted only at poorer
nations to assist them in achieving the Lisbon Agenda goals (Q 11 & Q 20).

Government response: The Government looks forward to discussing its proposals for reform of the European
Structural and Cohesion Funds.

Internal Policies (Heading 3)

Committee Conclusion: The Committee agrees with the Minister that spending at EU level should be evaluated
against evidence that it adds value beyond what a Member State can achieve on its own (Q 12 & Q 21), and
believes that the Commission should be committed to analysing the need for expenditure on this basis.

Government response: The Government welcomes the Committee’s support. It believes that a more consistent
implementation of Activity-Based Budgeting will help ensure a more rigorous analysis of the need for
expenditure in the annual budget process.

5. Changes to the Financial Provisions Introduced in the Draft Constitutional Treaty

Committee Conclusion: The European Council agreed the final text for a Treaty establishing a Constitution for
Europe on 18 June 2004. The Committee is satisfied that the status quo for decision-making in the area of “Own
Resources” has been maintained in this Treaty. The Committee will consider in more detail further changes to the
EU’s Financial Provisions in its forthcoming inquiry into the future financing of the EU.

Government response: The Government looks forward to the Committee’s forthcoming inquiry into the future
financing of the EU.

23rd REPORT: JUDICIAL CO-OPERATION IN THE EU: THE ROLE OF EUROJUST

Letter from Caroline Flint MP, Parliamentary Under Secretary of State, Home Office, to the Chairman

I thank you for the 23rd Report of the Committee relating to the above-mentioned inquiry, in which you make
important conclusions and recommendations. This letter sets out the Government’s views on the report. I have
sent a letter with a similar content to the Chairman of the European Scrutiny Committee of the House of
Commons.

The Government welcomes the important conclusions and recommendations made in the report. We agree
with the conclusion of the Committee that Eurojust has achieved a great deal in the relatively short time since
it has been fully operational. We note the Committee’s finding that “Eurojust meets a real and increasing need
for assistance in facilitating the investigation and prosecution of complex cross-border criminal cases”. I also
agree that much credit must go to the national members and particularly to the President of the College,
Michael Kennedy, for setting up the organisation eVectively and demonstrating to national authorities the
added value that it can contribute to complex investigations.

The Government is pleased to note that Eurojust has made further progress since the publication of the report.
Eurojust and Norway have recently concluded and agreed the text of a draft co-operation agreement. This is in
line with the recommendation of the Committee that “ if Eurojust’s contacts with third countries involve the
transmission of information or other forms of assistance to third country authorities in individual countries
they should be based on formal agreements”. Eurojust has also produced a report on the scope for further
measures to improve its capacity to contribute to the fight against terrorism and we welcome the suggestions
it made, in line with the conclusion by the Committee that Eurojust can play a crucial part in fighting terrorism.

The Committee refers to the powers and tasks of the Eurojust national members and recommends that “ they
should retain at least the powers they held in their own jurisdictions”. We agree with this and believe that there
should be more standardisation of powers of national members.

The Government would want to see Eurojust adequately resourced. A secure IT system and a legal service/
research function—are important for Eurojust’s continued development. The combination of such facilities
and increased trust and understanding of the role of Eurojust brought about through eVective marketing, will
mean that Eurojust will receive more multi-lateral cases allowing it fully to utilise its caseworking capacity.
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The Government also supports the conclusion of the committee that Eurojust can perform a more strategic
function in producing best practice guidelines and holding high level seminars and can confirm that Eurojust
are actively pursuing this work. Indeed, we are aware that Eurojust national members have participated in a
number of seminars and meetings and the UK members of Eurojust have been particularly active in this area.

We note that the report calls for the relationship between Eurojust and OLAF to be improved and that a first
step could be a formal framework for co-operation. We agree that this relationship is regrettable and would
encourage Eurojust to actively pursue work in this area.

Letter undated

24th REPORT: STRENGTHENING OLAF, THE EUROPEAN ANTI-FRAUD OFFICE

Letter from Stephen Timms MP, Financial Secretary to the Treasury, HM Treasury to the Chairman

I was pleased to have the opportunity to consider Sub-Committee E’s report on its inquiry into “Strengthening
OLAF, the European Anti-Fraud OYce”. The Sub Committee has done a most thorough job in examining
these issues and I have no doubt that your findings will provide excellent input as and when these proposals
are discussed in Council.

I attach the Government’s formal response to the Report’s conclusions and recommendations.

6 October 2004

HM Treasury’s Response

Chapter 4: Conclusions and Recommendations (HM Treasury’s responses in italics)

98. There should be no decision by the Council on the proposed Regulations before the report of the Court
of Auditors is published, and both the Council and the European Parliament have had the opportunity to
consider that report and the revised Evaluation Report.

Agreed. The two Reports referred to should provide a fuller assessment of OLAF’s performance, against which
to determine any necessary changes. We understand that the Court of Auditors’ report is now expected at the end
of 2004; the Commission has not given a date for the publication of the revised Evaluation Report. So further
progress on this issue is unlikely before 2005.

99. The Commission’s proposal would not do much to strengthen the independence of OLAF. Only a more
radical change, severing OLAF completely from the Commission, would do this.

We agree with the Committee’s observation, but not the conclusion. The Government supported OLAF’s status as
a service of the Commission when it was established, on the grounds that many- problems with fraud and financial
management issues were inside the Commission so OLAF would be better able to pursue its investigations from
within. We have not seen any evidence to suggest that OLAF cannot work eVectively within the commission, so
do not see any reason to increase OLAF’s independence. Indeed, such a move might constrain OLAF’s access to
and understanding of internal processes and information. That said, if there were evidence that OLAF’s internal
investigations were not as eVective as they should be then the Government would be ready to consider proposals
to reconsider OLAF’s status.

100. The proposed Regulation would do little to increase or clarify the accountability of OLAF.

The Committee’s conclusion is correct. However, the Government does not believe it is necessary to increase or
clarify the accountability of OLAF. OLAF is already accountable to a Commissioner and to the Budgetary
Authority (Council and European Parliament).

101. Any rule governing the notification of an investigation to the Commission or other institution (Article
5a) must give the Director General of OLAF a suYcient margin of discretion. He must have some room to
decide when, to whom and how much information to disclose. The rule proposed by the Commission is too
restrictive and inflexible. Article 5a should be amended to give the Director General greater freedom as to
when to notify the institution, individual or agency concerned. There should be an obligation on the recipient
to restrict onward distribution of the information and to maintain confidentiality, if recommended by the
Director General. Where an institution considers precautionary or other measures need to be taken, there
should be a requirement to consult the Director General in advance.

Agreed. There is evidence that investigations have been jeopardised in the past, and that evidence has been
removed, because too much information was passed on to the wrong people. The Government will take up the
Committee’s suggestions as and when Council discusses the OLAF reform proposals.
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102. The Government proposes to seek assurances that Article 3 (External investigations) does not imply that
the ability and right of national agencies to conduct investigations within Member States could be impaired by
OLAF exercising their powers under the Article.. We agreed that it would be helpful to have such assurances.

Noted. The Government will seek these assurances, consulting the Commission, UK competent authorities and
our legal advisers.

103. OLAF and national authorities should work closely together so as to ensure that such evidence as is
obtained during investigations is admissible in national prosecutions.

Agreed. The Government will propose that Member States and OLAF seek legal advice on practices that will
ensure the evidence is admissible in national prosecutions.

104. It might be helpful, in a Union of 25 Member States, for more Member States to be involved in the work
of the Supervisory Committee and for the Committee itself to have wider resources to draw on.

The Government does not agree that Member States should have any role in the operation of the Supervisory
Committee, since that could compromise the independence of its Members. The Government agrees with the
Report (para 65) that it could be useful for the Supervisory Committee to have access to a more formal range
of advisers (the European Court of Auditors, the European Ombudsman, the European Parliament’s Budgetary
Control Committee, Eurojust, the judiciary).

105. Giving the Supervisory Committee any meaningful responsibility for safeguarding “procedural
guarantees” would change the role of that Committee. It should not become involved in the operational
activities of OLAF. The greater the role regarding the conduct of investigations that the rulings on compliance
with procedural rights, the more important would become the question of the accountability of the
Supervisory Committee itself.

Agreed.

106. The changes proposed in Article 7a(Procedural guarantees) would be an improvement, by drawing the
attention of the party under investigation (and its advisers) to its rights. Article 7a identifies the principal rights
engaged. Consideration should be given to including within Article 7a a statement of the right to legal
assistance and to interpretation/translation services.

Agreed. The Government will take this forward as and when the OLAF proposals are discussed in Council.

107. OLAF investigators should be allowed some discretion concerning the provision of a list of rights to the
person to be interviewed. The Commission and OLAF should consult widely on the detail of the contents of
any list. Those consulted should include legal practitioners and the staV unions.

Agreed.

108. The Supervisory Committee should not become involved in monitoring procedural rights. Our
Preference would be for the Community courts to discharge the role. But if that is not practicable then some
other solution must be found. One possibility is for the magistrates unit within OLAF to take on an active role
in monitoring compliance by OLAF investigators with procedural .guarantees. Or a separate oYcer (akin to
the Hearing OYcer in competition cases) in the Commission might become involved.

The Government is considering the Committee’s interesting suggestions and will take legal advice on whether this
might be a role for Community courts. We agree that to ensure consistent interpretation of procedural rights in
diVerent Member States, it would be necessary to give this role to a central organisation or person.

109. OLAF, Europol and Eurojust have been created in a piecemeal way. There appears to have been an
absence of co-ordination in the policy establishing these bodies.

Agreed. The Government believes that any further development of OLAF, Europol and Eurojust and a potential
European Public Prosecutor—must be considered in parallel and not in isolation.

110. The debate about the future of OLAF has become entwined with that of the establishment of a European
Public Prosecutor (EPP). We will return to the subject of the EPP if and when a formal proposal for its creation
is brought forward. In the meantime that possibility should not distract the Commission from the need to
consider ways in which OLAF can be made more eVective in the fight against fraud. No doubt the forthcoming
report of the Court of Auditors will reignite detailed consideration of that issue.

Agreed. The Government believes that OLAF should concentrate on eVective and improved operations, whether
or not the decision to create an EPP is taken. The Government is still not convinced that an EPP is necessary.

October 2004
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Letter from the Chairman to the Rt Hon Dawn Primarolo MP, Paymaster General, HM Treasury

The Government’s Response to the Report on OLAF was considered at the meeting of the Select Committee
on Tuesday 30 November. We note that on many points you agree with the recommendations made in the
Report and that the Committee’s views will be taken into consideration during the negotiations of
the Regulations governing OLAF. There is, however, one matter on which the Committee will be grateful for
more information and clarification of the Government’s position.

You will recall that the Committee found that the Commission’s proposal would not do much to strengthen
the independence of OLAF. We concluded that only a more radical change, severing OLAF completely from
the Commission, would do this (para 99). The Government do not agree with this conclusion. You say “We
have not seen any evidence to suggest that OLAF cannot work eVectively within the Commission, so do not
see any reason to increase OLAF’s independence. Indeed, such a move might constrain OLAF’s access to and
understanding of internal processes and information”. We would be grateful if you could set out the pros and
cons of OLAF being part of the Commission and why the Government believe that OLAF can do a better job
from inside, rather than outside, the Commission?

1 December 2004

Letter from the Stephen Timms MP, to the Chairman

Thank you for your letter of 1 December addressed to the Paymaster General, following the Committee’s
consideration of the Government’s Response to the above Report on OLAF. You asked the Government to
set out the pros and cons of OLAF being part of the Commission and why the Government believes that
OLAF can do a better job from inside, rather than outside, the Commission.

You will recall that there was a deal of discussion about what OLAF’s proper status should be, at the time it
was set up in 1999. The consensus view, which the Government supported, was that OLAF would be better
able to perform its duties as a service of the Commission rather than outside it. There were several reasons for
this. First, the Commission has a treaty requirement to put in place procedures to prevent fraud, including an
investigative function to identify cases of suspected fraud. This is what OLAF does. Second, it was felt that
an “inside” organisation would have a better understanding of the way the Commission functions, and would
be less likely to encounter barriers while investigating suspected fraud cases. Third, the OLAF regulation
provided for its autonomy through the establishment of an independent Supervisory Committee, and by
protecting its Director from being asked to take instructions from any government, institution, body, oYce
or agency. Fourth, it would have taken a lot longer to set up a fully independent anti-fraud oYce—probably
with a need for treaty change.

The Government’s view now is that OLAF has operated eVectively as a service within the Commission. As
noted in our response to the Committee’s report, we have not seen any evidence yet that an independent OLAF
would be more eVective. Indeed, if OLAF were to move outside the Commission its access to and
understanding of internal processes and information, and hence the eVectiveness of its investigations, might
be compromised. That said, we look forward to the findings of the revised evaluation report of OLAF and
stand ready to consider any recommendations that would improve its performance.

May I take this opportunity to report that there has not yet been any discussion in the Council about the
proposal to amend the OLAF Regulation that was the starting point for Sub-Committee E’s inquiry. It will
now be up to the incoming Luxembourg Presidency to consider this specific proposal, which we feel is best
done in conjunction with the Commission’s evaluation of OLAF’s performance, the proposal for a new
regulation on mutual administrative assistance in anti-fraud matters, and the forthcoming report of the
European Court of Auditors’ audit of OLAF.

16 December 2004

27th REPORT: SEXUAL EQUALITY IN ACCESS TO GOODS AND SERVICES:
REPORT VOLUME 1, EVIDENCE VOLUME II

Letter from the Rt Hon Jacqui Smith MP, Minister of State for Industry and the Regions and Deputy
Minister for Women and Equality to the Chairman

Thank you for providing us with copies of the European Union Committee Report on the Article 13 Equal
Treatment in Goods and Services Directive Inquiry Directive, which was published on 22 September.

I should like to take this opportunity to respond to the recommendations you make.
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Purpose of the Directive (Recommendation 10.2)

In negotiations we tried to ensure that the Directive was proportionate and consistent with the principles of
competence and subsidiarity and we believe we have been successful in this objective.

Definition of goods and services (Recommendations 10.3–10.5)

The Committee’s recommendation in paragraph 10.3 has been achieved by Recital 10 of the Directive, which
provides that

Services shall be taken to be those within the meaning of Article 50 of the Treaty establishing the
European Union.

In relation to paragraphs 10.4 and 10.5, we would draw to the Committee’s attention one further limitation
on the scope of the Directive, which was introduced at a late stage at the request of Germany. The change
proposed reads as follows:

This Directive does not prejudice the individual’s freedom to choose a contractual partner as long
as an individual’s choice of contractual partner is not based on that person’s sex.

We understand the purpose of this clause is to maintain the existing position in Germany, which is protected
by the German Constitution, to the eVect that a private individual has the freedom to choose who they
contract with in private situations, for example, in the case of the disposal of a car or of a musical instrument.
In this respect, therefore, the scope of the Directive will be a little narrower than that of the Sex Discrimination
Act but the UK will not be obliged, or indeed able, to narrow the scope of the SDA to reflect this.

Education (Recommendation 10.E)

The Government agrees with the Committee’s recommendation that education should be outside the scope of
the Directive, to maintain the subsidiarity principle and, particularly for the UK, the need to protect our single
sex schools. As the Committee noted, it would also be inappropriate for a distinction to be made between
private and public education. In view of this, the UK was successful in ensuring that the Directive makes clear
that both public and private education is out of its scope (Article 2a(2) and Recital 11).

Health (Recommendations 10.7 & 10.8)

The Government notes the recommendations by the committee to exclude health services provided by the
public sector from the Directive. Health care services will be included within the scope of the Directive to the
extent that they are services as defined by the Treaty. The Government does not object in principle to the
Directive applying to health care provided to NHS patients by the NHS. However, the Government takes the
view that treatment under the NHS is not a service under the Treaty. This is because NHS services are neither
provided for remuneration nor, in the case of NHS bodies such as NHS Trusts, are they provided by profit-
making bodies.

With regards to gender-specific treatment, the Directive as now proposed would bind only providers, and not
users of services so would not prevent patients expressing preferences about the gender of clinician they wish
to see. The latest proposals on exemptions would allow diVerences in treatment justified by a legitimate aim.
In addition, Recital 10a of the Directive provides that diVerences between men and women in the provision
of healthcare services which result from the physical diVerences between men and women do not relate to
comparable situations and, therefore, do not constitute discrimination. The Government is content that the
Directive as now proposed would not prohibit the targeting or treatment of gender-specific or gender-
predominant conditions or the provision of gender-specific programmes or facilities where this is appropriate
and necessary.

Housing (Recommendations.10.9 & 10.10)

The text of the Directive agreed on 4 October provides for exemptions in certain circumstances, which will
allow diVerences of treatment. The relevant Article requires a legitimate aim and the means of achieving the
aim to be appropriate and proportionate. The relevant recital then provides that what constitutes a legitimate
aim includes reasons of privacy and decency (in cases such as the provision of accommodation by a person in
a part of that person’s home) and the protection of victims of sex-related violence (in cases such as the
establishment of single sex shelters).
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Media and Advertising (Recommendation 10.11)

The text continues to exclude the content of media and advertising.

Sport, Religion and Voluntary Bodies (Recommendations 10.12–10.14)

Article 3(4) and Recital 12 comprise a broad general exemption in the text of the Directive coupled with a
reference to specific UK considerations in the Recital. In the light of the Committee’s recommendations we
did initially seek to include mention of the specific exemptions in the text of the Directive itself but this ran
into considerable resistance from other Member States and from the Commission.

Article 3(4) sets out two conditions which have to be satisfied before goods or services may be provided
exclusively or primarily to members of one sex. It provides that

This Directive does not preclude diVerences in treatment, if the provision of the goods and services
exclusively or primarily to members of one sex is justified by a legitimate aim and the means of
achieving that aim are appropriate and necessary.

Recital 12 then specifically refers to single sex voluntary bodies, clubs and sporting activities as examples of
a legitimate aim. In order to satisfy Article 3(4) it is still necessary, in those situations, for the body providing
the services to adopt measures which are “appropriate and necessary”.

Recital 12 provides that

DiVerences of treatment may only be accepted if they are justified by a legitimate aim. A legitimate
aim may, for example, be the protection of victims of sex-related violence (in cases such as the
establishment of single sex shelters), reasons of privacy and decency (in cases such as the provision
of accommodation by a person in a part of a person’s home), the promotion of gender equality or
of the interests of men or women (for example single sex voluntary bodies), the freedom of
association in cases of membership of single sex private clubs), and the organisation of sporting
activities (for example single sex sports events). Any limitation should nevertheless be appropriate
and necessary in accordance with the criteria derived from European Court of Justice case law.

As will be apparent to the Committee, Recital 12 does not refer to “religion”. This was because there was very
strong resistance from some other Member States to the express recognition of religion as a legitimate aim.

We, therefore, obtained a reference to religion in Recital 2a which, while not being specifically targeted to the
legitimate aim, has the advantage that it explains the scope of the Directive. This Recital provides that “While
prohibiting discrimination, it is important to respect other fundamental rights and freedoms, including the
protection of private and family life and transactions carried out in that context and the freedom of religion.”

Gender Re-Assignment (Recommendation 10.15)

The Committee recommended that consideration be given to the inclusion of explicit provisions related to
gender reassignment. During the course of the negotiations it became apparent that there was not a great deal
of support from the other Member States for an express extension of the Directive to discrimination on the
grounds of gender reassignment. This is consistent with other Directives, for example, the 1976 Equal
Treatment Directive (ETD) made no express mention of gender reassignment.

As a compromise a Joint Council and Commission Minute Statement has been entered into the Council
Minutes on Article 3 and its application to transsexuals. This states that

The Council and Commission recall the jurisprudence of the Court of Justice in case C-13/94 P v S
and Cornwall County Council, where the Court held that the right not to be discriminated against
on grounds of sex cannot be confined simply to discrimination based on the fact that a person is of
one or other sex, and may include discrimination arising from the gender reassignment of a person.

In P v S and Cornwall County Council (Case No. C-13/94) the ECJ ruled that less favourable treatment of a
person because he (or she) is contemplating a reassignment of gender is “based essentially on sex” and
therefore contrary to the Equal Treatment Directive. In response to the ECJ judgment in P v S the UK
introduced the Sex Discrimination (Gender Reassignment) Regulations 1999. These extended the Sex
Discrimination Act 1975 (SDA) to cover discrimination on the grounds of gender reassignment in
employment and vocational training—ie the areas in scope of the ETD. The SDA does not expressly cover
gender reassignment in the area of goods and services in its current form since the sections dealing with gender
reassignment are limited to employment and vocational training. When the Government comes to implement
the Directive we shall need to consider the application to transgender people with care, fully taking into
account the content of the Minute Statement.
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Positive Action (Recommendation 10.16)

The final wording on positive action, on Article 5, provides that

With a view to ensuring full equality in practice between women and men, the principle of equal
treatment shall not prevent any Member State from maintaining or adopting specific measures to
prevent or compensate for disadvantages linked to sex.

This is consistent with the Committee’s recommendation that positive action should be permitted but, as will
be apparent, there is no express provision to reflect the Committee’s concern that such action should be
proportionate and not to the disadvantage of males specifically.

A Joint Council and Commission Minute Statement on Article 5 states that

Article 5 enables Member States to permit the suppliers of goods or services to women and men to
take appropriate action in order to compensate women or men for disadvantages linked to their sex
so that, for example, where women are at greater risk of violence, road rescue services and taxi
services may provide priority services to women.

We feel that Article 5 is justified and that it is a beneficial provision. We were, however, unable to negotiate
an express proviso along the lines suggested by the Committee because, at the EU level, a provision permitting
positive discrimination is fairly common in EU discrimination law, for example, a similar provision has
appeared in Article 5 of the Race Directive 2000/43/EC and Article 7 of the Directive establishing a general
framework for equal treatment in employment and occupation 2000/78/EC. These provisions all tend to be
expressed in a similar way and the Commission is very resistant to the introduction of provisos in one Directive
on the basis that that will then be used as a precedent in another.

We do not anticipate, however, that Article 5 will operate to the disadvantage of men since it is drafted in
neutral terms so that a Member State is permitted to take positive action to benefit men or women as required
by the circumstances.

In addition, in considering the relationship of Article 5 with national law, it may be noted that Article 5 is a
permissive provision, as it permits Member States to take positive action but does not require them to do so.

In the UK there are a number of provisions in the Sex Discrimination Act 1975 which allow for positive action
to prevent or compensate for disadvantages linked to sex. For example, an employer may take steps to
encourage people of one sex to apply for work, or may train them for work, in which that sex is
underrepresented. This has been used, for example, to encourage girls to take up careers in male-dominated
professions such as science, and could equally be used to attract men into caring professions such as nursing.
Trade unions and employers organisations may ensure a reasonable minimum representation of members of
each sex by reserving or creating seats on elected bodies. The Sex Discrimination (Election Candidates) Act
2002 amended the SDA to enable political parties to take positive action to reduce gender inequality in
elected posts.

Although the cases where this provision would be needed in relation to the provision of goods and services
may be few, we feel that the principle is a good one. It has to be recognised that there are situations where
without the possibility of positive action, the formal equality imposed by anti-discrimination legislation will
have little real impact.

Burden of Proof (Recommendation 10.17)

The Committee recommended careful consideration of this provision and, in particular, the fact that the
Directive should provide that the burden of proof is only reversed once a prima facie case has been established.

We feel that Article 8.1 does reflect the Committee’s recommendations since it requires the complainant to
establish, before a court or other competent authority, “facts from which it may be presumed that there has
been direct or indirect discrimination” before the burden switches to the respondent “to prove that there has
been no breach of the principle of equal treatment.”

This is not a new or radical provision. It follows provisions which appear in the Race Directive 2000/43/EC,
the Employment Directive 2000/78/EC and the amended Equal Treatment Directive 2002/73/EC.

The SDA is already amended in several places to provide for the reversal of the burden of proof. The combined
eVect of sections 63 and 63A, for example, is that the burden of proof is reversed in claims before an
employment tribunal if a claim is made that unlawful discrimination has taken place in the context of
employment. Unfair dismissal on grounds of pregnancy is dealt with under the Employment Rights Act, so
diVerent provisions apply.
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At the moment this rule does not apply to complaints concerning the supply of good and services, but the
burden of proof is reversed in the case of some claims under Part III of the SDA, for example, where a claim
is made in relation to vocational training.

Article 4 (Recommendations 10.18 to 10.22)

The text of Article 4 and the accompanying recitals of the draft Directive on which political agreement was
reached at the Employment and Social and Health and Consumer AVairs (ESPHCA) Council on 4 October
2004 is significantly diVerent from the draft text considered by the Committee. We believe that the outcome
is a positive one for the UK’s financial services industry in that we have secured an exception from the principle
of equal treatment in setting premiums and benefits for insurance and related financial services. This is
consistent with the existing exemption in the Sex Discrimination Act 1974 which has been eVective for some
30 years and which provides an example of solid, successful domestic legislation which enables insurers and
others to use objective risk calculations by reference to actuarial or other data on which it is reasonable to rely.

The Government notes the Committee’s concern about the extent to which the Commission consulted the UK
insurance industry and professional actuarial bodies in preparing the Directive. The Committee may therefore
wish to note the proposed Working Group which is the subject of a Commission declaration entered into the
Council minutes. The Working Group will include representatives of the Governments of each Member State,
together with representatives from the insurance and related financial services sector, consumer bodies and
bodies for the promotion of equal treatment. The Working Group will contribute to the review that the
Commission is tasked with carrying out, including an examination of how Article 4 is implemented, and an
examination of the accuracy, quality and availability of data relevant to identifying cases in which sex is a
determining factor for the assessment of risks based on relevant and accurate actuarial and statistical data.

While the Working Group is carrying out its role and the Commission is considering its findings, the UK will
be able to utilise the new Article 4(2) of the Directive which provides that:

Member States may decide to permit proportionate diVerences in individuals’ premiums and benefits
where the use of sex is a determining factor in the assessment of risk based on relevant and accurate
actuarial and statistical data. The Member States concerned shall inform the Commission and ensure
that accurate data relevant to the use of sex as a determining actuarial factor are compiled, published
and regularly updated.

Although diVerent in detail, this is broadly similar to the overall approach adopted under the Sex
Discrimination Act 1974. Relevant actuarial and statistical data is already published and placed in the public
domain by various bodies such as the Government Actuary’s Department and the OYce for National
Statistics. It will be for insurance companies and suppliers of related financial services to ensure that their use
of sex based actuarial factors is proportionate and is based on relevant and accurate actuarial and
statistical data.

The Government notes the Committee’s recommendation that there should be independent monitoring of the
use made of sex based factors by insurers and suppliers of related financial services. We remain of the view
that it is not clear that the cost of such monitoring would justify the benefit derived from it, when the most
eVective competition mechanism is for consumers to shop around between providers to achieve the best value
for money. Neither the Financial Services Authority nor the Equal Opportunities Commission would
necessarily be an appropriate national body to carry out this work. We will keep an open mind on future
monitoring but we are not convinced that the current situation in the UK warrants such a radical departure
from existing practice.

Gender and Longevity (Recommendations 10.23 to 10.25)

The Government appreciates the acknowledgement by the Committee of the relevance of sex as a factor in
longevity and hence in the calculation of premiums and benefits for life assurance and annuities. There is
considerable academic debate about the extent to which this relevance is due on the one hand to genetic factors
beyond the control of the individual or on the other to environmental factors and to individual behaviour.
Factors other than sex are also relevant to life expectancy and are taken into account by insurers in setting
premiums and benefits, primarily the age of the consumer and also including an individual’s state of health
and smoker status. But all other things being equal, on average women have a longer life expectancy than men.

We hope that the Commission, together with the Working Group which it proposes to establish, will have the
opportunity to look at longevity rates across Europe since these are likely to vary from region to region and
from country to country. The UK has a good record of collecting data on male and female mortality and
morbidity. The Government shares the Committee’s view that if male and female longevity converged, then
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premiums and benefits should reflect that change. While male mortality is currently increasing at a faster rate
than female mortality and reducing the existing diVerential in the UK, future trends are diYcult to predict as
recent underestimates of the rate of increase in overall longevity have shown.

Insurance actuaries, academics and others with an interest in longevity will continue to collect data and to
monitor emerging trends.

Gender and Annuities (Recommendations 10.26 to 10.30)

The Government recognises the concerns that underlie the Committee’s recommendations in this area. We
believe that the agreement reached in October 2004 will enable the Commission and Member States to take a
more considered view of the issues during the implementation period and through the Working Group.

The Government believes that for insurance pricing to be fair to consumers, relevant risk factors must be taken
into account, including age and gender when appropriate. We have negotiated constructively to make sure
that the final agreement fully reflects UK priorities and concerns, whilst advancing gender equality to goods
and services, and respecting UK business and consumer interests.

As the Committee will appreciate, the Commission has the sole right to initiate community legislation. We
will ensure that the concerns expressed here form part of the considerations undertaken by the Commission’s
Working Group in which the Government will also play its role.

Gender and Motor Insurance (Recommendations 10.31 to 10.34)

The Government agrees that a comparative analysis of motor insurance pricing in EU member States would
aid the preparation of a full assessment of the impact of the proposed Directive. The Directive provides for a
review of Member States’ practices.

The Government agrees that it is a reasonable objective to seek to achieve fair and competitive pricing.
Whether it would also be a reasonable objective to seek to eliminate gender as a criterion for assessing motor
insurance risks depends on whether insurance companies can continue to demonstrate that gender is a
significant factor in certain cases, based on objective data, and that it is sensible to use that data. However,
should the Government wish, at some future date, to move away from the current position, the new way in
which these issues are expressed in this Directive opens up this possibility.

The Government believes that, in a competitive market, insurance companies have a strong commercial
motive to price motor insurance risks accurately and to provide good value for money. The committee has
taken evidence which shows that pricing for gender diVerences narrows with age. The greatest price
diVerentials are observed for young drivers. Here, insurers reward safe drivers with no-claims discounts which
reflect their increasing experience.

Next Steps

In Chris Pond’s letter to Lord Grenfell dated 18 October13 he explained that at the ESPHCA Council on
4 October 24 out of 25 Member States politically agreed the Directive with Germany abstaining due to
national interests concerning their constitutional law. My colleagues have since learned that the Directive is
now unlikely to go to Council in December as an “A” point for Germany to agree and will probably be a “B”
point at Coreper coming back to Council in 2005. As the UK has successfully achieved all of our negotiating
objectives, it is unlikely that we will be involved in any more negotiations on the Directive.

15 November 2004

30th REPORT: THE EU AND CLIMATE CHANGE: REPORT VOLUME I, EVIDENCE VOLUME II

Department for Food, Environment and Rural Affairs’ Response

Recommendations

42. We commend the EU for showing leadership in drawing up such a comprehensive and relevant set of measures
(through the European Climate Change Programme). These represent only the initial essential steps in achieving
the substantial reductions that are going to be required. The UK must continue to promote this programme and
participate wholeheartedly in it. So far, words have not been matched by deeds.
13 Correspondence with Ministers, 4th Report of Session 2005–06, HL Paper 16, p 358.
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The UK is very much in favour of the policies set out in the European Climate Change Programme. We are
looking forward to a timely review of the Programme by the Commission in 2005. OYcials from Member
States have been considering how the EU will show demonstrable progress towards our shared Kyoto
Protocol target this year and, where progress is needed, how this might be met through improvements to the
European Climate Change Programme. These ideas will be fed in to the Commission as part of their wider
review.

97. We would be concerned were allocations (for the EU ETS) to industry to continue without a greater degree
of consistency acrossMember States. Allocations must be such as to stimulate substantial reductions of emissions
of carbon dioxide across the EU and the development of new technologies. In the second phase of the scheme it
will be essential that the Commission takes firm action to ensure that allocations are wholly appropriate to achieve
the reductions required.

This Government is committed to harmonisation of the EU Emissions Trading Scheme in Phase 2 (2008–12),
and in particular facilitating a more stringent application of the Directive criteria in Phase 2 National
Allocation Plans by other Member States, especially in relation to Kyoto consistency and how allocations
compare to estimates of need (projections). Another key objective for the UK is encouraging greater
transparency in the European Commission’s decision-making process on Phase 2 National Allocation Plans.

105. The Linking Directive is a useful tool for helping developing countries to attract investments which limit
greenhouse gas emissions. This should be used to aid development and to encourage the take-up of new, low
emissions technologies. However, it is worrying that evidence shows that bureaucratic constraints havemeant that
only a few Clean Development Mechanism projects have been authorised. It is essential that the amount of red-
tape and costs required to establish such projects is kept to a minimum.

The Government agrees that the Clean Development Mechanism represents an important means for reducing
greenhouse gas emissions in developing countries, contributing to their sustainable development and
facilitating transfer of cleaner technologies. Quantification of projects’ emission reductions is complex but
with the approval of specific quantification methodologies we expect the process to improve. It is important
to have a robust and environmentally sound process, and we continue to press for eVective deployment of
resources to improve the eYciency and transparency of the Executive Board’s approval procedures.

109. We recommend that, in due course, the EU considers ways in which the EU ETS can be linked with other
trading schemes. These links could, if successful, pave the way for a global emissions trading scheme. We support
the emphasis in the Directive of linking only with countries or states that have binding national targets similar to
those to which the EU Member States are committed under the Kyoto Protocol.

We are committed to continuing to share our experiences with those interested in developing emissions trading
schemes, and to ensuring that the they could be compatible for future linking to our national or EU schemes.

A recent development in the US is the Regional Greenhouse Gas Initiative. On 24 July 2003, 10 North Eastern
States announced a proposal to develop a carbon cap and trade scheme for power plants in the North Eastern
USA. The rules are to be developed by April 2005. Other states, such as California, have also expressed an
interest in trading schemes.

127. We recommend that emissions from the intra-EU flights be brought into the EU ETS at the earliest
opportunity. We welcome the Government’s target of bringing aviation into the EU ETS by 2008, and look
forward to them making progress on this during their Presidency. In spite of the technical diYculties, radiative
forcing from aviation should also become part of the EU ETS as soon as possible; we recommend that serious
thought be given to the practicalities of this.

Taking aviation into the EU ETS is a top priority of the UK Presidency of the EU. The European Commission
have stated that they would like any measure which sets out how to tackle aviation emissions to take into
account the full climate change impact of aviation. This could include a Radiative Forcing “multiplier”
(typically 2.7) in the EU ETS, although other options such as carbon trading only, with flanking instruments,
are being looked at by our oYcials as well as by the Commission’s study into emissions trading and aviation.
Detailed policy continues to be worked up on these complex issues.

132. One suggestion made to the Committee is to introduce diVerentiated levels of VAT for energy eYcient
products.... Should this prove a realistic proposition, we recommend that the Government pursue it during their
Presidency of the EU.

The Government is working closely with its EU partners to find ways to further improve the energy
performance of appliances and a lot has been achieved already. We are keen to see greater flexibility
introduced within the VAT rules to allow diVerentiation as recommended by the Committee, and have been
pursuing this during negotiations on the EU VAT Directive.
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The Government is promoting the installation of more energy eYcient appliances through a number of energy
eYciency programmes including Building regulations, the Energy EYciency Commitment, the Energy Saving
Trust’s Energy EYciency Recommended Scheme and the Market Transformation Programme.

148. We have been encouraged by the many examples of clean technologies that are emerging. There is much
research going on at Member State level. However there can seem to be a lack of co-operation between current
research projects.We see an important role for the EU to co-ordinate European research projects, thusminimising
the potential for unnecessary overlapping research or, conversely, for gaps in research.

The Commission recognises the need for co-ordination of research at a European level, and is pursuing this
through a number of instruments, including Framework Programme 6, ERA-NET, the LIFE Programme,
and Technology Platforms. Furthermore, the Environmental Technologies Action Plan (published in January
2004) provides a specific European focus for encouraging co-ordinated innovation and deployment of eco-
innovations.

154. Assuming that the EU ETS proves to be successful, and provided there are adequate monitoring procedures,
we are in favour of the inclusion of the other five gases in the scheme in Phase 2, and we urge the Government to
encourage this.

We are using the UK Climate Change Programme review to consider options for the National Allocation Plan
for Phase 2 (2008–12). This may lead to include expansion of the Scheme to include other greenhouse gases,
or other sectors. Additionally, we will be undertaking an analytical study on the feasibility of such options and
any competitiveness issues to take into consideration.

161. There is scope for the EU further to encourage the development and use of biofuels.

The EU are encouraging biofuel production through the Common Agricultural Policy. Set-aside land can be
used to grow crops for biofuels and, in 2004, energy crop aid payment of ƒ45 per hectare was introduced for
growing energy crops on non set-aside land.

170. The EU and Member States at every level of Government should take every opportunity to increase public
awareness of climate change.

The EU actively engages in international action on public awareness through Article 6 of the UN Framework
Convention on Climate Change. The UK supports the work undertaken through this Article which advocates
administering awareness-raising activities and education through local channels. In the UK, Defra is
undertaking a new approach to communicating climate change to the public. Defra expects to make an
announcement on next steps shortly and will contribute substantial new resources over the period 2005–08 to
raise awareness and change public attitudes towards climate change.

183. It is crucial that the EU continues the dialogue with the United States on climate change (on technological
developments and post-2012 action).

Although the US will not ratify Kyoto, the UK is continuing our eVorts to build bridges at a technical level
with the US Administration, at State level (where much of the innovative work is being done) and through
non-governmental groups and businesses. We believe there are a number of areas for fruitful exchange with
the US such as sharing our experience on the early action that business can take; showing that action to tackle
climate change need not be costly and may actually enhance competitiveness; and exchanging views on
technological development and climate change science.

We see our dual Presidencies in 2005 of the G8 and of the EU as an opportunity to move forward
internationally on climate change and through them we can work to ensure that the EU continues to closely
engage with the US.

193. The EU should set as a priority for the next few years increasing the engagement of developing countries
in climate change policies. The EU should dissuade states from holding the view that strong economic growth is
axiomatically linked with large increases in the use of fossil fuels.

The EU is already engaged with a number of developing countries on the issue of climate change, including
China and India, and is seeking to strengthen this engagement through diVerent partnerships, initiatives and
bilateral processes.

The UK is extending its G8 and EU Presidency activities to include the emerging economies, including China,
India, Brazil and South Africa. The UK is also developing bilateral work, in particular with India and China,
which encourages these countries to engage in the climate change agenda at both the national and
international level.
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Through a number of programmes, such as the COOPENER aspect of Intelligent Energy for Europe, and
initiatives such as dialogue with China and Russia, the EU is striving to demonstrate to states that strong
economic growth can be achieved through improved energy technologies, energy eYciency and renewable
energy collaboration.

The UK is actively working to increase understanding among emerging economies that it is possible to
decouple emissions growth from economic growth, and that energy eYciency, as well as the use of low carbon
technology, will play an important role in this. We point to the experience of China, where between 1990 and
2002 the economy grew by 60 per cent, while emissions intensity decreased by 50 per cent.

196. We welcome the Government’s commitment to make climate change a priority for their Presidencies. It is
important that they set a few ambitious but realistic goals; such that we can judge whether real progress has been
made in furthering the climate change debate.

and

200. The committee believes that climate change is and will continue to be one of the most important challenges
facing the EU and the world. The implementation of EU policies, and the future negotiations on a post-Kyoto
international agreement are particularly important for the EU. It is imperative that the new Commission make
control of climate change a high priority and a matter of great urgency.

The UK is committed to finding a workable framework under which global greenhouse gas emissions can be
reduced to safe levels. We recognise that, given the global nature of the climate change challenge, it requires
a global solution and there is a need to build consensus on the scale and urgency of that challenge.

The UK is making climate change a priority for our Presidency of the EU this year. In particular, we will be
looking to make progress on several of key priorities; establishing an EU medium and long-term strategy on
climate change, and ensuring that the EU can show demonstrable progress towards our Kyoto target. We will
also be looking to make progress on the implementation of the EU Emissions Trading Scheme and the
integration of aviation emissions into it by 2008 or as soon as possible thereafter.

The UK’s Presidency of the EU is not just an opportunity to secure action and make progress within the EU,
but is another avenue through which the international climate change process can be reinvigorated. While the
international debate as to what a future framework would look like is still at a very early stage, the UK remains
flexible in looking at the options and is keen to solicit the views of others, to share thinking and to facilitate
continued dialogue.

31st REPORT: EU SECURITY STRATEGY

Letter from the Rt Hon Denis MacShane MP, Minister for Europe, Foreign and Commonwealth Office,
to the Chairman

Thank you for sending us a copy of your Committee’s report, “EU Security Strategy”. I am grateful to you
and your Committee for producing such a comprehensive and positive report.

I have read with interest the useful recommendations that you make in the report and I am pleased to attach
the Government’s response to these.

16 December 2004

Foreign and Commonwealth Office’s Response

The Government welcomes the Committee’s 31st report of session 2003–4 into the European Security Strategy
published on 26 October 2004 (HL Paper 180).

1. The Committee consider the Security Strategy a useful document and a welcome beginning. It marks an
important step forward in terms of breadth of vision and the identification of key themes.

It is inevitably aspirational. The EU has yet to identify and commit the necessary resources in terms of
personnel and material, including the logistical support, without which the Strategy cannot be regarded as
realistic. There are key elements missing from the Strategy which must be addressed if it is to be eVective.

The Government agrees that the European Security Strategy (ESS) is a welcome first step in developing an
EU vision to tackle the key security threats. The Government also agrees with the Committee’s assessment
that the Strategy is aspirational and that a great deal of work remains to be done in implementing the strategy,
and providing suYcient resources to back up the vision it sets out of more pro-active, capable and coherent
Union eVort on global security issues.
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However, the Government considers that the EU has made great progress in the last two years in enhancing
its policies to tackle the key security issues and its external policies. Although much remains to be done, the
Union now has the capability to launch a wide ranging civilian and military missions, has developed and
started to implement Action Plans to tackle terrorism and the proliferation of WMD, has mainstreamed key
security issues in its political dialogue with third countries.

The Government also welcomes steps taken by the EU to improve coherence between the internal and external
dimensions of security. The Hague Programme for Security, Freedom and Justice (2005–09) aims to deliver
better co-ordination of EU level counter terrorism eVorts; improved information exchange between national
law enforcement bodies; more secure external borders and identity documentation; and a continued emphasis
on mutual recognition for judicial co-operation. All these measures will contribute to security inside the
Union.

The EU needs to focus now on tackling the key threats of fragile states and regional conflicts and in
strengthening the multilateral system. The EU should maximise the coherence of its unique range of
instruments for addressing both state collapse and longer-term prevention. Greater attention needs to be given
in future implementation to the importance of economic and social development, and poverty reduction, in
addressing the conditions of inequality and exclusion that fuel grievances, conflict and threats to security.

2. The Committee have commented that more detailed information is required on the following priorities:

— implementation;

— where the strategy is to be applied; and

— the long term relationship with the US.

The Government agrees that the Union must translate the vision of the Strategy into reality: implementation
of the Strategy is key to ensuring the Union’s credibility on security issues with its international partners. The
December 2003 European Council identified four priority areas for immediate implementation of the Strategy:
counter-terrorism, the wider Middle East, Bosnia and eVective multilateralism. The Government agreed with
these objectives: they were closely in line with its White Paper published the same month, “UK International
Priorities—A Strategy for the FCO”. The June 2004 European Council endorsed the work in progress in all
these areas. The Union continues to step up its eVorts outside these four priority areas including in tackling
organised crime, proliferation of WMD and in enhancing our crisis management capabilities. The
Government therefore believes the Union has already made good progress in putting much of the Strategy
into practice in the key policy areas—although much remains to be done particularly with regards coherence
of external policies and suYcient resources—both areas the Committee have identified.

The Government does not think that the Union should be selective about where it applies the Strategy. The
ESS sets a vision for enhancing the Union’s external action as a whole. Common Foreign and Security Policy,
development and trade policy are all global in their reach. And co-operation between interior ministries on
Freedom, Security and Justice is increasingly focused on external action beyond the EU’s borders. Although,
in order to be most eVective, the Union should clearly set priorities for policy areas in the implementation of
the Security Strategy—as it did in its work over the course of 2004—the Government considers the Strategy
is most eVective when viewed as a framework for enhancing all the Union’s external policies.

The Government agrees that a successful transatlantic relationship is key to an eVective EU response to the
global security threats identified in the Strategy. The Government welcomes the emphasis in the Security
Strategy both on the importance of NATO and on the need for a strong EU-US partnership. The outcome of
the EU–US Summit held in Ireland in June—which agreed seven joint statements on Iraq, Terrorism, HIV/
Aids, Sudan, non-proliferation of Weapons of Mass Destruction, strengthening the economic partnership and
peace and reform in the Broader Middle East—demonstrated the depth of the relationship. The Government
also supports the current increased frequency of EU-US contacts through the “Policy Dialogue on Border and
transport Security”, and between Interior and Justice Ministers. This dialogue covers issues of mutual
importance such as terrorist financing and data-sharing, mutual legal assistance and document security.

The Committee rightly point to the importance of a strong EU–NATO relationship too. The Government
agrees and welcomes the broadening of the EU–NATO strategic relationship in 2004, to cover exploring
opportunities for joint responses to the threat of terrorism and counter-proliferation in addition to the crisis
management agenda. The development of this relationship, and the implementation of the so-called “Berlin
Plus” arrangements between the EU and NATO, has resulted in the launch in Bosnia on 2 December of the
EU’s biggest military mission to date, using NATO assets and capabilities. Looking forward, the
Constitutional Treaty makes clear that NATO is the foundation for the collective defence of its members. The
Government actively promotes the use of European resources to enhance and complement, rather than
duplicate, NATO capabilities. The “Berlin Plus” arrangements for EU access to NATO assets and capabilities
are fundamental to that agenda. The EU’s military mission in Bosnia, launched on 2 December to take over
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from NATO’s SFOR, has proven the eYcacy of “Berlin Plus” and will continue to demonstrate the value that
can be generated from increased EU–NATO co-operation. This is the first time this has been made explicit in
an EU Treaty.

3. These questions can only be addressed by the governments of the Member States in their role as the
European Council and if the Strategy is to move from the aspirational to the achievable the Member States
must as a matter of urgency act to:

— determine the EU’s policies for addressing global security;

— coordinate development aid, trade, environment and foreign and security policies;

— decide what resources will be available to the Union;

— develop and commit funding arrangements for its foreign and security policies without which the
Strategy will not be taken seriously or its willingness to deploy resources be believed; and

— restore relations with the US.

The Government considers the Union has made good progress in enhancing its policies on the global security
agenda. In the year since the EU adopted a “Strategy against the Proliferation of weapons of mass
destruction”, steady progress has been made on implementation. Non-proliferation clauses have been
included in a number of agreements with third countries, an EU report was provided to the United Nations
1540 Committee in addition to those from Member States, and many projects have been undertaken, including
destruction of existing weapon stocks in third countries. The Special Representative of the High
Representative has eVectively maintained the momentum of implementing the “WMD Strategy”, and has
increased the EU’s interaction on this topic with many key partners. Since the adoption of the Security
Strategy, and the attacks in Madrid on 11 March this year, much progress has been made in the EU’s eVorts to
tackle terrorism including enhancing the Union’s intelligence assessment capability and appointing a counter-
terrorism coordinator to bring together all the strands of the EU’s eVort (strongly in line with the coherence
message of the ESS). There has also been progress in the fight against organised crime, for instance through
the European Arrest Warrant, which came into force in May 2004 and under which the UK has already taken
advantage of faster and simpler surrender procedures. But we obviously cannot be complacent—there is still
much to be done in these and the other policy areas identified in the ESS. The priority for 2005 and beyond
will be ensuring that implementation continues and is widened, focusing on the areas where the EU can add
most value.

The Government agrees that the Union’s external policies—development, trade, environment, judicial
cooperation and foreign policies—should be coordinated. We believe that these policies should be
complementary and mutually supporting. We do not want to create a hierarchy of policy areas, and the Treaty
recognises this. The Constitutional Treaty, should it come into force, would help increase the coherence
between the diVerent areas of external action as it sets out one overarching set of objectives for all external
action. The introduction of the EU Foreign Minister figure, again should the Treaty come into force, will also
provide greater coordination and coherence both between action taken under the Council (CFSP, JHA) and
the Commission but also between all the external policies through the Foreign Minister’s coordination role in
the Commission. The European External Action Service (SEAS) will also need to be established in a way that
enables it to promote coherence whilst respecting the integrity of various policies.

The Union already has access to a range of resources to back-up the European Security Strategy. For ESDP,
Member States have pledged to develop greater capabilities through the “Battlegroups” initiative and the
civilian capabilities conference. Battlegroups will allow the EU to deploy rapid reaction forces for a variety
of crisis management operations, typically in support of the UN. At the November Council, member states
pledged contributions to a total of 13 national and multinational Battlegroups from 2007, when the Union
aims to be able to deploy two Battlegroups in concurrent missions. This will be a very significant new
capability, particularly useful for missions in support of the UN in regions such as Africa where, sadly, large-
scale atrocities and humanitarian emergencies are so common. The Union is fully engaged with NATO to
ensure that member states’ commitments to Battlegroups do not conflict with their NATO responsibilities.
Member States have also pledged, at the 22 November Civilian Capabilities Commitments Conference, to
develop their civilian capabilities.

The Union can also access existing Community funds to deliver on the ESS. The Union is beginning to develop
assistance to tackle security threats to key third countries. There are also small but growing JHA budget-lines
to support work in areas such as border control and law enforcement. And the Government is a vocal
supported of a greater CFSP budget in discussions with the European Parliament and the Commission.
However, the Government considers that the Union will need to access more resources to give eVect to the
ESS in the long term. We therefore welcome the proposal in the new Financial Perspective for a “stability
instrument” which, if properly constituted, will go a long way to address the lack of resources available to the
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Union to tackle the global security agenda. We also favour increasing the share of EU spending devoted to
tackling organised crime and other JHA activity. The Government believes that the Union’s priorities can be
funded by a budget stabilised at 1 per cent of EU GNI.

The Government fully supports the need to improve the transatlantic relationship and will work with EU
partners to the end. It is important for both sides to increase their engagement with each other and to ensure
progress on specific issues, most notably in the Middle East Process. On Iraq it is important that the Union
looks forward and does not concentrate on the old divisions. The Union should support democratisation in
Iraq and commit to continue to provide financial resources and technical assistance. The Government
continues to view the transatlantic relationship as a partnership. The EU and the US have a deep, historic
relationship with shared values and common objectives. We can better tackle the common threats that face
us in a strong alliance. The Government welcomes the intention of President Bush to visit Europe early in his
second term. The Union should respond positively to this and ensure that it reinforces its engagement with
the US.

Letter from the Chairman to the Rt Hon Denis MacShane MP

Thank you for the response you sent to our report ‘EU Security Strategy’. Sub-Committee C considered this
response at its meeting on 13 January.

We are grateful for the detailed response. However, the Sub-Committee felt that on the major issue highlighted
in the report, the urgent need to prioritise policies for implementation within the Security Strategy framework,
the response was not suYciently specific. We would urge you to give further thought to the need to concentrate
on policies that will yield tangible results.

We would also like to comment on the fact that we have had no information on the Battlegroups initiative,
which you highlight as an important development. We would appreciate further information detailing what
has been agreed on the Battlegroups, and explaining what will happen next.

18 January 2005

Letter from the Rt Hon Denis MacShane MP, to the Chairman

Thank you for your letter of 18 January about the Government’s response to the EU Committee’s report on
the European Security Strategy. As you will be aware, there was a valuable debate in the House of Lords on
20 January on your Committee’s report. I would like to thank you and Lord Bowness for the time and eVort
you have put into both the report and the debate.

You asked for more detail on the Government’s view on the need to prioritise policies for implementation. I
apologise if our answer was not suYciently clear the EU did prioritise areas of the Strategy for
implementation. The December 2003 European Council identified four priority areas for immediate
implementation: counter-terrorism, the wider Middle East; Bosnia; and eVective multilateralism. As we said
in our reply to the Committee, the Government agreed with these objectives; which were closely in line with
its White Paper published the same month, “UK International Priorities—A Strategy for the FCO”. The June
2004 European Council endorsed the work in progress in all these areas.

The Government will work with partners to focus beyond these initial priorities to areas in line with UK
objectives, in particular on tackling organised crime, proliferation of WMD and in enhancing our crisis
management capabilities. The UK is also leading eVorts to develop more coherent policies on fragile or failed
states. The Government is also keen to see renewed eVort in the EU’s conflict prevention agenda.

You also commented that the European Union Committee had not received any information on the
Battlegroups initiative. The Committee did receive some information on this initiative in the Explanatory
Memoranda on the ESDP Presidency Reports of 17 June and 23 December 2004, although you may not have
reviewed this latter EM within Committee yet. But I completely agree that it is important that the Committee
have the full details of this important initiative. My Right Honourable friend the Secretary of State for Defence
will be writing to you and the EU Scrutiny Committee soon to give full details of the progress of the
Battlegroups initiative.

27 January 2005
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32nd REPORT: EUROPEAN UNION COMMITTEE—ANNUAL REPORT 2004

Letter from the Rt Hon Baroness Amos, Lord President of the Council and Leader of the House of Lords
to the Chairman

Thank you for a copy of your Committee’s annual report for 2004. I enclose a copy of the Government’s
response with apologies for not having responded sooner.

As your letter noted, the report is mostly an analysis of past and future work which provides a comprehensive
picture of the Committee’s contribution to Parliament’s work in holding the Government to account on
EU matters.

The report has been copied widely within Government and it is helpful for colleagues to see the areas of
business on which you expect to focus in the coming year. The UK’s Presidency will of course be a key focus
of the months ahead and the Government looks forward to working closely with the Committee. We have
already begun this dialogue by submitting an explanatory memorandum on the joint operational programme
of the Luxembourg and UK Presidencies.

The report raised a number of points on which it is appropriate for the Government to respond and the
Memorandum notes that the Government stands ready to work with the Committee to improve the scrutiny
process in a number of areas.

2 February 2005

HM Government’s Response

The Government welcomes the Committee’s report and their achievements over the past year.

The expertise, judgement and analysis of the Committee is, as always, very valuable and the Government
welcomes the positive and significant contribution the Committee makes in the European field and will
continue to make in the future. We welcome the Committee’s continued work to improve openness and
transparency through extending means of communication about European Union issues and the Committee’s
work to other national Parliaments, the devolved administrations and to people outside Parliament.

The Government looks forward to working with the Committee to strengthen the scrutiny of EU business by
Parliament and some of the issues are discussed in this response to the Committee’s key conclusions.

Constitution Treaty

Paragraph 6: We accordingly recommend that the Government supplement their latest White Paper with
additional explanatory material over the coming months. The Government should set up a dedicated website as
was done (with some considerable success) during the Convention.

Paragraph 7: We look forward to the Government’s publication of a document showing how the proposed Treaty
would re-enact, supplement, amend or add to existing Treaties, as well as a lay person’s guide, to be sent to all
households. Such a document would help to focus debate on how far what is proposed is actually new and how far
it replicates provisions agreed during previous negotiations between Member States over many years.

Paragraph 8: We have not, however, re-opened our examination of the whole text, nor do we intend to do so. It
will be for theGovernment to introduce a bill to give eVect to the Treaty inUnitedKingdom law and for Parliament
to scrutinise that legislation in the usual way.

The Government fully intends to supplement the publication of the White Paper on the Treaty Establishing
a Constitution for Europe with a wide programme of communications activities to raise awareness of the EU.
Part of this work involves developing an eVective e-communications strategy. The Committee will recall that
the FCO has a dedicated EU website at www.europe.gov.uk. The Committee will also be aware that the
Foreign Secretary launched a Guide to the EU on 1 November. This Guide, and other materials, will be
distributed at outlets around the country including libraries, train stations and airports. Information will also
be distributed at public events, conferences and trade shows. Additionally, the Minister for Europe is leading
a programme of Ministerial visits around the country to discuss European issues with the public. Activities
include business seminars, cultural events, radio-phone-ins and public debates.

The Government will also publish an article by article analysis of the Treaty early in the New Year.
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WTO Post-Cancún

Paragraph 15: The Committee has been encouraged by recent progress. The commitment made on farm subsidies
by the European Union Trade Commissioner, Pascal Lamy, in July 2004, allowed the stalled talks to get back
on track. DiYcult and detailed negotiations lie ahead, but the European Union has demonstrated its commitment
to the Round and made significant concessions in order to continue the negotiations. The Committee intends to
keep a watching brief on these issues, and looks forward to seeing how the proposed new Commissioner for trade,
Peter Mandelson, acquits himself of this most important responsibility. We hope that the House will find an
opportunity to debate this issue soon while it remains topical.

The Government welcomes the Committee’s interest in the WTO negotiations, and looks forward to further
debates and reports from the House in this area. It also welcomes the House’s view that the EU made a
significant contribution to getting trade talks back on track in the summer. A successful outcome to the Doha
round, one that helps reduce poverty, remains a key objective of the Government. The Government fully
endorses Peter Mandelson’s view that trade is a means to an end: better lives for people in developed and
developing countries alike. It agrees with the point made in the 2 December debate that Mr. Mandelson is
well-equipped to do his job. The Government also agrees that a key part of achieving success will be opening
agricultural markets in rich countries. The Hong Kong Ministerial in December 2005—during the UK
Presidency of the EU—presents an opportunity to take the Doha Development Agenda further forward. The
Government will be working hard with partner countries to ensure that this step is taken.

EC Budget

Paragraph 18: The Committee re-aYrms its previous view that taking evidence from the Government at such an
early stage in the budgetary process is the most eVective way to fulfil our parliamentary obligation to scrutinise
proposed EU legislation, and to increase accountability and transparency.

The Government agrees that the EU budget must be subject to proper and timely scrutiny by Parliament, and
in that light will continue to work closely with the Committee to ensure this is achieved.

Article 308

Paragraph 58: In our view, the Government must continue to stand firm in pursuing examples of an inappropriate
legal base.

The Government recognises the Committee’s concerns about inappropriate legal bases particularly in the
context of proposals brought forward by the Commission using Article 308.

Similar concerns have been expressed by the House of Commons European Scrutiny Committee. In a letter
to the Chairman of that Committee of 2 March 2004, the Foreign Secretary acknowledged that it was
important for the use of Article 308 to be supported only where it was clear that the requirements of the Article
were met, ie where it is clear what objective of the Community is to be met by the proposal in question, and
where a link can be demonstrated to the operation of the common market,

In all cases where Article 308 has been used as the sole legal basis the Government will provide the Committee
with clear justification where such a proposal can be accepted. However, the Government will continue to
argue in these cases and others where it believes a more appropriate Treaty base exists and it will keep the
Committee informed.

Regulatory Impact Assessments

Paragraph 61: We are thus considerably encouraged by our own Government’s commitment to the need for close
examination of the regulatory impact of proposals, and their intention to work with a group of other presidencies
to ensure this. We also note that the European Parliament has given a commitment to ensuring enhancements to
their procedures for impact assessments and we will keep developments under review.

Paragraph 63: Our Committee oftenmaintains the scrutiny reserve solely because the RIA is missing, incomplete
or inadequate and we will continue this practice. We will continue to deepen our scrutiny in this area and will
explore with the Government whether any further enhancements to scrutiny procedures are required. During next
year’s UK Presidency we will examine particularly closely our own Government’s enthusiasm for, and success in,
reducing unnecessary burdens on business.
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The Government welcomes the Committee’s support and interest in the Government’s eVorts to promote
better regulation at the European level. We are pleased to inform the Committee that the Four-Presidencies
Initiative on regulatory reform has now been extended to include the Austrian and Finnish Presidencies in
2006. This commitment to better regulation across six presidencies of the EU should help to deliver substantial
progress in this area. For example, during our Presidency of the EU, we will ensure that all major legislative
proposals are accompanied by a full impact assessment, which takes into account the potential impact on
European competitiveness.

The Government recognises the importance of ensuring that RIAs are provided to the Committee so that it
can carry out its scrutiny function eVectively. This practice has undoubtedly helped to embed the regulatory
impact assessment procedure within departments. We look forward to further work with the Committee to
consider how the scrutiny procedures can be strengthened. Better Regulation is a key priority for the UK
Presidency of the EU in 2005. In particular, the Government is committed to strengthening the impact
assessment procedures for new legislative proposals and agreeing a new list of priorities regarding the
simplification of existing European legislation.

European Commission

Paragraph 66: The Committee will continue to scrutinise the work of the Commission closely and will work to
strengthen the contacts, at both political and oYcial level, needed to ensure that this scrutiny is as eVective as
possible. The Select Committee will continue its scrutiny of the Commission’s Annual Work Programme and all
Sub-Committees will continue to take evidence from Commissioners and their oYcials during inquiries.

Paragraph 67: It has proved convenient for both sides if evidence from Commissioners themselves is normally
taken in Brussels rather than London. We will add to our existing arrangements by making use of the House’s
newly available video-conferencing facilities. If proposals for a joint European Committee are agreed, and if
Commissioners and their oYcials attend meetings, we will of course take advantage of any such opportunity. But
such occasional and general exchanges with Commissioners and their oYcials can never replace the detailed,
subject-specific questioning that our Sub-Committees have long undertaken as a planned part of our inquiries.

We welcome the Committee’s scrutiny of the work of the Commission, which forms a valuable part of the
scrutiny process. We look forward to this continuing under Barroso’s Commission.

European Parliament

Paragraph 69: The Select Committee will continue to co-operate with the Commons European Scrutiny
Committee in arranging twice-yearly meetings with UK MEPs to discuss a short and focused list of topical
subjects. All our Sub-Committees will continue to work closely with MEPs as appropriate during inquiries.
Evidence will, as a matter of course, be sought fromMEPs with relevant experience. These will normally include
rapporteurs and shadow rapporteurs, as well as UK MEPs with particular expertise.

Paragraph 70: We will review and enhance our mechanisms for making information on our work available to
MEPs in a timely and accessible fashion.

Paragraph 129: Using new resources to be available in 2005, we will review the eVectiveness of our distribution
arrangements with MEPs and will make improvements. We will in particular examine the composition of the
newly elected European Parliament and its Committees so as to target our contacts on the most appropriate
MEPs. We note the appointment of two new Vice-Presidents with responsibilities for relations with national
parliaments and COSAC (Edward MacMillan-Scott, EPP-ED, UK; and Pierre Moscovici, PES, France). We
look forward to close working relations with these two oYce holders.

The Government fully supports the strengthening of relationships with UK MEPs and the commitment to
work more closely with the European Parliament. The Foreign Secretary hosted a day of briefing for MEPs
from Cabinet Ministers followed by a reception at the Foreign OYce on 9 September 2004. We plan to hold
a similar event in the run up to our Presidency.

UK Presidency

Paragraph 71: We will continue our scrutiny of policy and legislative proposals as usual during the forthcoming
United Kingdom Presidency which begins on 1 July 2005. This means that we will continue to receive, sift and
examine legislation and non-legislative proposals deposited for scrutiny in the normal way. In addition, during the
first part of 2005 the Select Committee and all the Sub-Committees will work with Government Ministers and
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their Departments to prepare for the Presidency. The Select Committee will in particular seek an early
opportunity to present the House with a ministerial overview of the Government’s intentions for its Presidency.

Paragraph 72: At a more detailed level, we will consider possible Presidency initiatives as soon as possible, not
least so. that we can plan our work eVectively, although we of course recognise that the outcome of any general
election held before the Presidency begins might alter the course the Presidency might take.

Paragraph 129: During 2005 we will continue our normal activities. During the UK Presidency, which begins on
1st July 2005, we will examine priorities set up by our own Government. This will place an extra scrutiny burden
on our Sub-Committees as a supplement to regular inquiries and scrutiny work.

The Government recognises the important role of the Committee in relation to the Presidency. The
Government sees the Committee, and Parliament more widely, as holding a key stake in the Presidency and
its success. The Government looks forward to assisting the Committee in its normal scrutiny of legislation and
non-legislative proposals; and to a close collaboration with the Committee earlier in the year to prepare for
the Presidency.

The Government welcomes the Committee’s invitation to present the House with a Ministerial overview of
the Government’s intentions for the Presidency. It recognises the importance of Ministers and oYcials being
available to the Committee during this important period of preparation. Ministers’ appearances before the
Committee in January will provide a good opportunity to brief the Committee on recent developments,
including the UK Luxembourg Joint Annual Programme for 2005.

The Government recognises that examination of Presidency priorities will place an extra burden on the
Committee and is grateful for the Committee’s willingness to undertake this important role.

Committee’s Work in 2005

Paragraph 75: It is thus not possible to give a precise forecast of what we will be doing over the next year. It
remains our long-established practice, however, to seek to influence policy making at the earliest possible stage
and so we are not in any way constrained or restricted by our weekly flow of material. Indeed, scrutiny of policy
at an early stage helps us to manage that flow eVectively. Hence a forecast of what we can already see as big issues
for 2005might not only help theHouse and others interested in EU aVairs but will help us too to focus our scrutiny
and our resources where they will be most needed.

The Government notes the areas of policy in which the Committee’s sub-committees will be engaged during
the year ahead. The Government welcomes the Committee’s enquiry into the subsidiarity early warning
mechanism and submitted its own memorandum to the Committee on 4 November. FCO Ministers have been
invited to give evidence to the Committee on this subject on 8 February. The Government also welcomes the
Committee’s continued eVorts to foster greater links with national parliaments across the Member States of
the EU.

Scrutiny Overrides

Paragraph 92: We note that our Government is committed to making sure that overrides are avoided wherever
possible. Some Departments make particular eVorts to ensure that overrides are avoided and these we commend
. . . But every Department must remain vigilant to ensure that standards do not slip. We expect the Cabinet OYce
to continue to take a lead in ensuring that performance improves in those Departments where the twice-yearly
returns show a need for improvement. We are much heartened by the lower figures for this year so far, compared
with last year.

Paragraph 93: We also note that we have a responsibility to help prevent unnecessary overrides—for example
by managing our work so that documents are considered by Sub-Committees in an appropriate time-scale and not
left to fester unexamined and “awaiting scrutiny”. All Sub-Committees recognise that this means taking time to
consider routine scrutiny items as well as spending time examining witnesses, and all Sub-Committees manage
this balance in their own way.

Paragraph 94: But we note that Departments now, as a matter of routine, put eVort into planning for recesses
(much helped of course by the fact that, in recent years, recess dates have been publicised much further in
advance). Our scrutiny system, with the Chairman’s sift, is also suYciently flexible to allow some items to be
cleared from scrutiny without a Sub-Committee being called together for a meeting, although the sift process will
always of course allow Sub-Committees the opportunity to scrutinise documents where necessary.
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Paragraph 98: We note, however, that some Departments deposit significantly more legislative documents than
others and so a higher absolute figure of overrides involving one Department may represent a lower percentage
of that Department’s deposited documents. We will work with the Government to refine the presentation of this
information in the future.

Paragraph 112: Our conclusions on overrides are as follows:

— We will continue to do our part to ensure a balanced and managed flow of work through our
Sub-Committees.

— Our staV will continue to make themselves available to all Departments to explain the scrutiny process
so that departmental expertise is developed and maintained.

— There has clearly been a problem in Common Foreign and Security Policy matters: the latest figures,
however, show a marked improvement in this area. Sub-Committee C will be examining how CFSP
scrutiny can be further improved.

— There are clearly also issues arising from the co-decision/conciliation procedures. The Government is
due shortly to present proposals for the better management of information flows during these
procedures. We will examine these carefully to ensure that they enhance the eVectiveness of scrutiny
procedures, and will report to the House.

We welcome the Committee’s remarks about the Government’s commitment to ensure that the number of
overrides is kept to an absolute minimum and that the Committee has acknowledged that the figure for
overrides is showing a downward trend. The Government hopes to continue in this direction. But we also note
that the Committee also recognises its part in eVective management of items where decisions might need to be
taken quickly.

It is particularly important that the Government and the Committee continue to work together to manage
business particularly in the context of planning to clear business around the time of the parliamentary recesses,
and in the CFSP area where proposals emerge with little time for extensive scrutiny.

The Government is also happy to work with the Committee to refine the information provided on overrides.

The Government acknowledges the need to agree procedures to ensure the smooth scrutiny of proposals
subject to the codecision procedure and will write to the Committee very soon.

Debates

Paragraph 114: The Committee thus continues to be concerned about the arrangements made by the House for
debating our reports, although it remains our general view that, except in cases where the possibility of early
agreement in the Council gives rise to the need for an urgent debate, we will wait for the receipt of the
Government’s written response before proceeding to a debate.

Paragraph 118: In our review of scrutiny we undertook to review the use theHousemakes of our work and to seek
new ways to make our work easily accessible and available to the House. The intention would be to supplement the
use the House already makes of our debates with additional and helpful sources of information.

Paragraph 119: Having focussed for much of 2003 and 2004 on the Convention and the proposed Constitutional
Treaty, it will be a priority for the Committee in the early part of 2005 to take forward such work directed at
better informing members of the House and others interested in our work.

Finding time to debate Committee reports is a matter for the Usual Channels who work to ensure that reports
are debated in good time. The Group on the Review of Work Practices in 2004 (HL 162) recommended that,
by agreement, it should be possible to debate the Committee reports in Grand Committee in the Moses Room,
in addition to debates in the Chamber. The Procedure Committee (Third Report, Session 2003–04, para 10)
concluded that “the recommendation would not curtail members’ rights but would instead widen the range
of options open to those seeking business in the House, in view of the pressure on time in the Chamber. We
therefore endorse this recommendation of the Leader’s Group.” The House endorsed. this recommendation
on 10th November 2004, on the basis that the option of the Moses Room would provide additional
opportunities for debate, rather than opportunities in lieu. The Usual Channels would maintain that in the
last two Sessions all reasonable demands have been met but remain aware of the Committee’s concerns.
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Joint European Committee

Paragraph 144: We have expressed reservations about what is proposed (see the correspondence in Appendix 7)
but have concluded that, provided the proposed new committee is a genuine parliamentary committee, with an
agenda set by the two Houses and not solely by the Government of the day, and provided that the new committee
does not trespass on existing scrutiny work, we would support a two year experiment with the new committee
meeting no more than four times a year. We await the outcome of deliberations in the Procedure Committee and
the final decision of the House.

We note the Committee’s concerns. This issue is, of course, a matter for the two Houses. We understand that
the House of Commons’ Modernisation Committee is likely to. report on this issue in spring 2005.

Resources

Paragraph 145: In working out how to implement our Scrutiny Review we pressed for a modest increase in our
staYng resources and these have been secured. In particular, a member of staV will be seconded to Brussels for
two years from 1 January 2005.

Paragraph 146: This will provide a considerable opportunity to enhance further the reputation of the House
among the decision-makers of the EU.

We welcome the prospect of a link oYcer in Brussels to act as the UK representative of the Conference of
Community and European AVairs Committees of Parliaments of the European Union (COSAC) Secretariat.
This will be a helpful role particularly in light of the subsidiarity early warning mechanism which will require
the national parliaments of member states to work together closely.
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