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Disclaimer

Conformément au réglement (CEE, Euratom) n°® 354/83 du Conseil du 1er février 1983
concernant I'ouverture au public des archives historiques de la Communauté économique
européenne et de la Communauté européenne de I'énergie atomique (JO L 43 du 15.2.1983,
p. 1), tel que modifié par le réglement (CE, Euratom) n° 1700/2003 du 22 septembre 2003
(JO L 243 du 27.9.2003, p. 1), ce dossier est ouvert au public. Le cas échéant, les documents
classifies présents dans ce dossier ont été déclassifies conformément a I'article 5 dudit
reglement.

In accordance with Council Regulation (EEC, Euratom) No 354/83 of 1 February 1983
concerning the opening to the public of the historical archives of the European Economic
Community and the European Atomic Energy Community (OJ L 43, 15.2.1983, p. 1), as
amended by Regulation (EC, Euratom) No 1700/2003 of 22 September 2003 (OJ L 243,
27.9.2003, p. 1), this file is open to the public. Where necessary, classified documents in this
file have been declassified in conformity with Article 5 of the aforementioned regulation.

In Ubereinstimmung mit der Verordnung (EWG, Euratom) Nr. 354/83 des Rates vom 1.
Februar 1983 uber die Freigabe der historischen Archive der Europdaischen
Wirtschaftsgemeinschaft und der Europaischen Atomgemeinschaft (ABI. L 43 vom 15.2.1983,
S. 1), geandert durch die Verordnung (EG, Euratom) Nr. 1700/2003 vom 22. September 2003
(ABI. L 243 vom 27.9.2003, S. 1), ist diese Datei der Offentlichkeit zugénglich. Soweit
erforderlich, wurden die Verschlusssachen in dieser Datei in Ubereinstimmung mit Artikel 5
der genannten Verordnung freigegeben.
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1.

FIRST ROFLIACITONS ON
THE DEVELCPMENT AND THE PROTECTION OF ENERGY INVESTMENT

IN THE COMMUNITY

Since the beginning of 1975, Community institutinns, including
the European Investment Bank, have made available around

600 M.EUA per annum of loan finance to the energy sector prin-
cipally by borrowing and relending. This amount has been
divided in about equal proportions between projects in the
field of coal production, oil and gas production and distri-
bution, and electricity production and distribution.

On 29 March 1977, the Council adopted a Euratom loan scheme
which initially provided for the lending of the sum of

500 M.EUA to nuclear power station projects and to industrial
nuclear fuel cycle installations (including uranium mining).

This level of activity, if maintained at the present level
and in real terms until 1985, would imply that 2 - 3 % of the

- total requirements for finance for energy investment which

Tor the .asons glven below, the instruments by which the Community gives

have been forecast by Member States for the period 1976 - 1985
would b2 channelled through Community institutions.

—

supgoxl hn weoinent in the energy field could be use:lly =irongthened
in whr.- .

(a, + .tleral lending end loan guarartess,

(' v - ioment cf risk sharing in apprepriabs Lasos;

/.~ - . - . . PRI - o . - . N
oo ouggeant S lomg-term corty.cis to L sTuce the

Lo lstmint rizks of Community px~ducers.

LY
JURT Y )



-

- Community loans and loan guorantees in the energy scctor

5. By borrowing on the international capital market for relending, the Community's
institutions can both increase the vdlume of loan finance for investment in the
encrgy sector and, in some cases, make it available on more attractive terms

than the individual enterprise could obtain.

6. However most of this is at present done under EIB or ECSC auspices, and the
gcale of lending is limited by the need 1o maintain the Community's borrowing
status. Difficulties may arise if there is too large or too rapid an increase
or if funds are channelled predominantly towards energy enterprises most in need

of additional finance.

7'§3§§§3§r§° f pore detailed technical and financial examination,the Commission
Joans and locn guarantees secured on the general budget of the EZC and the EAEC

can be one way to overcome these problems -~ firstly through direct lending or
guarantees, and secondly through guaranteeing loans by the other Community
institutions, to help maintain their borrowing status on the market. The newly

decided DBuratom loans are a first step in this direction.

8. As far as the need requires and th; capital market permits the activity of the
Community's institutions in this field can be increased provided that Community
loans and loan guarantees are complementary to and not competitive with the
efforts of individual member states and entefprises, and that there are no
unacceptable budget implications consequent upon the granting of such loans or

loan guarantees. » . .

9. The overall problems of increasing Community loans and developing loan
guarantees will be dealt with in a separate communication of the Commission.
The present paper discusses the need for loans and loan guarantees in the enerzy
sector only. .

The nature of financial requirements in the energy sector

10. Forecasts made by member states foresee a likely investment of about 220 - 230.0CC
M.EUA (1977 prices) in the energy sector during the period 1976 — 1985. This
would reﬁresent about 25% of all industrial investment in the Community. The
Community is likely nevertheless to fall short of its objective to reduce
dependence on imporied energy to—SO% of total requirements. To achieve that
objective by 1985 or soon after, investment may have to reach levels up'to 20%

more, or around 260.000 M.FUA.

11. A number of factors will make it hard to realise such high levels of investment
in practice. They can be ‘sunmarized as follows:
(a) on present indications, the slowdown in invesiment in the nuclear and

< s . . : : 3 a4 +
electricity sectors may not find adeguate compensation 1in increased invesiment
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elscwhore — in coal and energy saving for example. Instead there may be

a reduction in total investment in the energy sector;

(v) those countries who are or who will be most dependent on importcd oil are
often those in which it is the most difficult to amount the required
investment effort, not least because of the balance of payments'problems

created by the cost of imported enérgy;

(c) there are limits to the credit-worthiness of individual enterprises which
are accentuated in sectors where the investment effort must be large in
rclation to past levels of activity and where the ability to auto-finance

invesiments is tending to decline;

(4) there is an inertia built into patterns of fuel production and consumption
which creates commercial risks in some sectors where a particular investment
effort is now required. To these, in some cases, must be added importaht
technical risks. The capital market may not be well-equipped to provide risk

capital on the scale required.

12. Based on these broad considerations; the Commissionis examining at
present an extension of the activity of Community institutions for a number of
specific purposes. Three areas of immediate interest can be identified. First
there will be a continuing need to facilitate the availability of loan finance to
the nuclear sector. Secondly there may be a series of proposals designed to
encourage energy transportation, e.g. by financial participation in inter-
connections Dbetween oil and gas pipeline networks in the Community. Thirdly
loan finance from Community sources could be required to support investment
programmes for energy saving, e.g. the mediun-term programme to save energy by
modernising existing buildings which is proposed by the Commission.*)(see also
Annex I), '

13, It has emerged from this analysis that a substantial increase in the level of
borrowing for relending or of loan guarantees from the present level of 600 M.ZUA
per annum secems to be necéssary. ‘This includes an assumption that the present
authorisation of 500 M.EUA for the Euratom loan scheme will be renewed in I979/BO.

14. In special cases, further measures such as interest rebates may be required to

ensure that funds are concentrated predominantly towards areas of greatest need.

*) Doc.COM (77) 186 . -
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An eyamination of risks in the fiecld of encerpgy and their conszsecuencas

Up %0 now, the risk of loss to Community institutions on loans in the
energy sector has been minimal, because the loans have been fully covercd
by guarantees given by llember States Governments or by first class pledges

of assets and premiums paid into a guarantee fund.

In future, there will still be a large number of projects for which full
guarantees can be obtained. Most of a future level of borréwing for
relending end of loan guarantees might be expected to be projecis of this
kind. However there are other projects, worthwhile from an energy policy
viewpoint but containing an element of risk, where a Cqmmunity guarantee,
which might be secured on the EEC budget would permit “the lender (EIB,BCSC
or private sector bank) to accept less rigorous guarantees ( such as a lien

on oil in the ground) from the borrowing enterprise.

For these projects, provided the financial need and energy importance was
clearly established, the Community could offer the lender a guarantee that
in case of default by the enterprise, the Community budget would take over
the obligations to the lender for repayment in their entirety. However it
is recognised that for such a scheme to be workable, the risk of loss to the
Community budget would have t0 be defined and limited very precisely. There
would be a double limitation — first as to the kind of risks for which the
Community guarantee would be offefed, secondly as to the share of the -
liability arising out of tle risk which would be shouldered by the European

Community.

A distinction exists between four kinds of risk:

1. The risk of technical or geological contingencies which delay the
start of production, reduce the capacity of the plant or even result
in it being abandoned.

2, The risk of cost escalation during the plant congtruction period.

3. The risk of oberating losses during the plani's operation because of
changes in market conditions.

4. The risk of exchange losses due to unforeseen movements in exchange

rates where monies are borrowed on the international market.

Certain kinds of risk can be excluded — notably risks of loss arising out
of currency exchange rate movements or changes in tariff policy or taxatiion,
which must be dealt with by the Member States. Risks arising on projects

, . o . . . . . L P IPRPUNP N o -
outside the Community’s jurisdicticn ( e.g. coal o= uraniur ciploraiion in
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third countries) have to be examined with particular care.

The r3le of an enerpy pricing poliecy and long—term contracts S —

20.The long-term upward trend of energy prices is itself an insurance against risk
of loss. 'Nevertheless progress towards an energy pricing policy for the Community
would provide an other element of stability and predictability to the economic
evaluation of a project, and thus reduce the risk of loss for energy 1nvestor°

in general and by that for the Community's budget. [It'is in this snlrlt,that—~

the Comm1351on formulated, 1n January 1976, its nro§§qals ibr the fixing of-a—-
m1n1mun‘safeguard price. for oil, . .

21l.Long-term contracts can also, in appropriate cases,reduce risks, particularly
where it is possible to agree that, over a period of years, a specified minimum
quantity of the fuel will be made available, and will be bought at, a minimum

purchase price.

This gives the buyer the advantage of security of supply at predictable cost,
and it gives the producer a secure outlet on which to base his investment

decisions.

22.The Community has an interest in c}eating a.more attractive environment for such
long-term contracts, so as {0 encourage the development of the Community's energy
resources in the framework of Community requirements. A
To that end it is proposed that the Council adopts a number of principles of
policy which are set out in paragraph 24 below, within which enterprises will
freely decide whether or not to“éngage in long—~term contracts on the basis ?f

their own. commercial criteria.

23.The main practical difficulty will be the questiqn of price. It is not
suggested that in preéent market conditions it will be possible to quote a fixed
price for supply for a number of years, under a lohg—term contract. However it
should often be possible to fix a guaranteed minimum purchase price, which would
be below expected world market prices but sufficiently high to give security to
the investor, together with a formula for calculating the normal trading price.

‘ ‘ Where contracts reflect a real element of risk sharing
between producer and user, extending perhaps to joint participation in the
financing and the managémenj of the project, the price formula for czlculating
the normal trading price could offer preferential terms by comparison with

expceted movements in world market prices. Examples of contracts with an
%) CUn (70) 20 final

U AU -

—— ————

B



24.

25.

26.

27.

-6 -

clement of burden sharing already exist in some areas of high technology

such as the provision of uranium enrichment services, and they could be

~usefully extended to other arcas where the technical risks are perhaps

less but where the commercial risks remain large. The opening up of new
coalfields or relatively high cogst oil and gas fields could be cases in

point.

The Commission would like the Council to_examine the following principles

of policy: o

(a) The Council should recognize that the adoption of a minimum safeguard
price for oil will, by providing a "safety nei",limit{ possible losses for
Community energy supplies and facilitate the negotiation of long term
contracts. ' )

(5) Member States able to export energy should give a clear idea of the
volumes and types of energy they could envisage providing on a long-
term basis;

(cy-the exporting Member States should give an underteking that, whatever
the conservation policics pursued, at least the contracted minimum
volume to be purchased cou}d be produced for delivery during the
contract period, in conformity with the contract conditions;

(d) the Community - ¢ould support such long—term cohtracts by a system of loans
and loan guarantees with an element of risk sharing, or by making loan
finance available on preferential terms;

(e) terms of contractsshould be in accordance with the Treatics.

Examples of possible long-term contracts in each of the main sectors of-

energy production are given in Ammex II,

Conclusions and pronosals .

It is clear that thére wili.be a massive continuing need for energy loan
finance. The Commission believes that there is added need and potential
for Community lending, and for offering loan guarantees, even where there is
& risk of loss, provided that risk is defined and limited, and fully

Justified on a case—by-case basis.

Complementary progress towards a Comﬁunity energy pricing policy is
suggested in two directions: the adoption of a minimum safeguard price for
0il and of a series of principles of policy designed to create a more

attractive environmment for long-term contracts.

This approach is in accordance with the guidelines drawn up by the European
Council at its meeting on the lst and 2nd December 1975, the proposals

B e
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submitted by the Commission on the implementation of those guldelines in

Jamary 1976 (*), and the subsequent discussions in Council.

The Commission will shortly be making proposals for a programme of loans and
loan guaraniecs secured on the Community's budget, for all purposes. The
proposals will exemine in detail the working of such a scheme; the manner of
its introduction and the eventual scale on which it could be envisaged for all

purposes.

The Council is invited to:

(a) agree that, subject to general agreement to an extension of Community loans
and loan guarantees, and to the drawing up of a detailed scheme, total
Community support for energy projects should be increased in an orderly and

progressive fashion.

(b) agree that, in the energy sector, such loans or guarantees could be
extended on a case-by—case basis 10 projects where there is a risk of loss
t0 the EEC budget provided that the liabilities so incurred be suitably

defined and limited;

(c) agree that the Commission should be invited to identify eligible projects,

with the assistance of the Energy Committee;

(&) endorse the proposed principles for long~term energy contracts in
paragraph 24 of this paper, and to invite Governments to facilitate such

contracts both by public and private enterprise.

-

* Doc. COM (76)20 final

R - B e e e I R — gt e . < ey A8 g



CURRENT AND POSSIBLE FUTURE USES FOR LOAN FINANCE FRCM
COMMUNITY SOQURCES IN THE ENERGY SECTOR

I. Current uses of loan finance from Community sources in the energy field

1. The current level of activity by tommunity institutions in the energy

field can be summarized as follows :

In the coal sector, E.C.S.C. loans have amounted to some 490 meua between
1974 and 1976 and E.I.B. loans to 30 meua making a grand total of some
520 meua between 1974 and 1976. In the oil and gas sector, the E.I.B.

has lent some 640 meua between 1972 and 1976 at an accelerating annual

rate.

In the electricity sector, E.C.S.C. loans for coal-fired power stations

~have been barely significant though they could increase in future. The
E.I.B. has lent some 710 meua for nuclear power stations between 1972
and 1976, and a further 410 meua for non-nuclear power stations, making

a total of some 1120 meua between 1972 and 1976.

2. The significance of these figures can be illustrated as follows :

Table 1 : Comparison of Community finance with total financing requirements

Sector Recent average 10 year total at 10 year investment
annual rate of current rate for requirement in the
Community finan=- Community financing Community
cing meua (1) . meua 1976-85 meua
Coal production 210 (2 2,100 7,800 (3)
0il and gas 210 () 2,100 70,000
Electricity 220 .. 77 2,200 131,000
Energy saving - o L ? ?

(1) This table is only illustrative of broad orders of magnitude
. and therefore the figures quoted have been rounded to the
nearest to meua.

(2) An average of the 1975 and 1976 figure has been taken as being
more representative of the future.

(3) Lignite excluded.

SOURCES : COM/ENER 15/76  COM/ENER 7/77 SEC (77) 1060/2
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Poscibhle future uses for additional loan finance from Community sourcas.

Table I shows a total, for the period 1976 - 1985, for the provision of

loon finance by all Community institutions of the order of 6.000 Ii.lUA,

© assuming that current levels of activity are maintained.

7.

In addition to the Euratom loans scheme, there may be a need to malke

loan finance available on preferential terms to the nuclear fuel cycle.
Loan guarantees with a risk of loss to the Community's budget may be an
appropriate instrument here. Such guarantees could also be extended, at
a later date, 1o companies developing natural uranium resources for

Community users.

In addition to loans for oil and gas pipelinocs, loans.with preferential
conditions may be required, to support the development of transnational

electricity interconnections where new technologies are envisaged.

Loan finance on preferential terms may also be necessary to promote new
market outlets for coal, and above all coal-fired power stations for which
an initial proposal has already been made. Further, relatively small

amounts may be directed towards developing geothermal power stations.

More speculatively, loan finance with preferential conditions may be
required to promote the development of external coal resources for
Community use. The scope for such activity will depend on future

decisions about the rdle for coal in the Community's energy strategy.

In the o0il and gas sector, financing problems could arise if the Buropean
Comnunity deliberately set out to increase the role of small and medium
sized luropean companies in_exploration and production. However at present
levels_of_activity and with the present mix of companies, no particular

.
.

need for such finance exisits.
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Some sector sammles of lons—term contracts

Tucleer {uel suvonly .

1. Long—-term contracts are already standard praciice for a large part of the
nuclear fuel supply cycle and the Commission possesses a great deal of information
about market conditions by virtue of the Euratom Supply Agency. However the
Community could play a& more active rdle in encouraging Hember Statcs and the
associated enterprises o collaborate in making such long-term contracts possible,
especielly those which reflect an element of burden sharing and mutual solidarity.
The scale of transactions between Memher States relating to uranium enrichment and

reprocessing could become' very important by the 1930s.

Coal

2. Recent discoveries; above all in one Member State, suggest that there is ealso
a potential for relatively large levels of trade in coal between lMember States by
the late 1930s, to the cxtent that exporting llember States are well supplied from

other indigenous sources and nuclear ‘encrgy.

3. Given the perspective of rising real prices for energy and possibly shortages
of oil in the world market, countries which do not have domestic resources of coal
may be interested in encouraging long-—term contracts for the supply of coal from

relatively well-endowed Member States.

0il ond gas ' ’ .
4. There is already considerable trade between Member States in gas but the

further development of that {trade depends upon decisions relating to gas pipelines.
The economics of these very costly_projects are critically dependent upon as assured
market for the. gas so transported, and there is therefore a clear interest in

.

promoting long-term contracts in this field.

5 In the oil sector, a considerable increase in trade in refined oil products
is 10 be cxpected in the early 1980s, and there may be ihteresf in putting a
proportion.of this on a s%éble long—-term basis, This would certainly facilitate
the financing of the high cost fields and make a significant contribution to

promoting further exploration and development.

6. _ A system of long-term contracts backed up by a guideline set of principles
of the kind described in this paper might be usefully extended to selected Third

countries in close geographical proximity.



