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Mr. Chairman, ladies and gentlemen,

The outlook for the European gas market is one of steady growth.

This growth will manifest itself in all regions and in all sectors of the

market, most strongly in the power generating sector.

To meet future demand, gas will have to be brought to Western
Europe from remote sources in Russia, North Africa and this country.
Norway. It is acknowledged in the gas industry that these new gas
supplies require heavy investment in both production and transportation,
which can only be undertaken on the basis of long-term take-or-pay
contracts. Famous examples of such contracts are the development of
the Troll-field, the Yamal-Europe pipelineconnection and the bringing on-
stream of Nigerian LNG for Europe.

Tensions are likely to arise between the nature of these long-term
gas contracts and the dynamic nature of demand in the gas market, and
more specifically in the main growth market the power sector.

Over the next 30 minutes, I shall give you our views on some of the
tensions underlying supply and demand in the years to come.
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Potential demand Europe

First of all, permit me to paint a general picture of potential demand
in Europe.

This graph shows the potential gas demand in Europe over the next
twenty years as estimated by Gasunie. The figures are based on a
modest rate of economic growth, with a sideways glance at forecasts
produced by other gas companies and institutes concerned with energy
matters. The graph shows that growth in gas consumption occurs rather
uniformly over Europe, at an average rate of 2% per year. However, if
we examine it by sector, we see that more than 50% of the projected
growth comes from the power sector.

Potential demand power sector Europe (1)

Here, you see power production per year in the different countries of
the EC and the small fraction which is presently produced using natural
gas. You may also notice the special case of the Netherlands, where gas
is the main fuel for power generation and where there is a significant
contribution of gas-fired combined heat and power generation.

The graph clearly indicates the enormous growth potential for gas in
power generation in the EC. Of course, this is a theoretical potential for
gas. Discussions about the future of nuclear energy will clearly influence
pace of the developments.

Potential demand power sector Europe (2)

There are a number of reasons why there will be such a huge
increase of gas demand in the power sector. Firstly, there is the low
investment cost and high efficiency of new gas-fired combined-cycle
plants. The formidable technological achievements in turbine technology
allow for electric efficiencies of 55% and more; combined heat and
power leads to overall efficiencies of even 80 to 90 percent, thus
providing a solid economic basis for new gasfired capacity.

Secondly, there are the inherent environmental benefits of natural
gas. "Kyoto" is forcing Europe to focus on gas, which offers a
significant reduction in CO2 emissions compared with coal and oil,
especially when it is used in combined heat and power systems.
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As is known, one of the results of the global climate conference in
Kyoto is that the European Union has bound itself to the ambitious goal
of an 8 per cent reduction in CO2 emissions by 2010 compared to
1990.

To put the position plainly: if it wants to tackle the CO2 problem,
Europe does not have many natural allies on its side. In the end, as we
are all aware, there is only one ultimate solution: sustainable energy at
an affordable price. But the reality is that the difficulties are formidable
and large-scale sustainable energy sources are still only a distant
prospect. People have got to get used to the idea that the traditional
fuels will continue to account for (by far the greatest part of) energy
needs for the next 20 years or so. And that means fossil fuels, because
expansion of the nuclear option has ceased as a result of social
opposition. This means that natural gas has to do a large part of the job.
Europe's only natural ally now is natural gas, in combination with
efficiency improvement and energy saving. Encouraging the growth of
the gas market at the expense of coal and oil is perhaps the "biggest
gun" which the EU can bring to bear on the CO2 problem - as well as
making a significant contribution to reducing other emissions such as
SO2.

We have calculated what gas could mean for the European Union's
CO2 goals. The top line (red) shows how Europe's CO2 emissions would
have developed given the fuel mix realised in 1990. The next line
(yellow) shows how the CO2 emissions are developing given the current
most probable development of the European gas market. It is clear that
the gap with respect to the desired line (the green bottom line) is still
increasing, despite what has already been achieved in terms of growth
of the gas market. It is interesting to see how this would look like if
Europe were to promote fully the use of natural gas and remove
unnecessary barriers. It appears that, at least in theory, natural gas
could account for roughly 60 per cent of the CO2 reduction challenge:
the reminder will have to be realised by other means. It has been
assumed here that there is a high case growth scenario for gas in
which, among others, all thermal power is generated via gas, and as
much as possible in the form of cogeneration.

All coal and fuel oil use in electric power stations have therefore
been completely phased out in this scenario in the period up to 2010
(blue line). To be honest about this, even for me as a gas-man, such a
scenario is hard to imagine in the current political context.
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However, the figure shows that if we want to take our Kyoto goals
seriously, then thinking about radical measures in the form of, for
example, taxes and/or subsidies is inevitable. This is clearly a policy area
that the EU should address.

Potential supply for Europe

To fill in the increasing demand of Europe, we will have a look at the
supply side. We have plotted the currently contracted gas supply
volumes and also plotted the projected demand. We have assumed that
this oversupply will roll over into the period beyond 2005. From the
graph it becomes clear, that from 2005 onwards a number of major new
gas projects will be required to match the increasing demand.

Costs of additional supply

The graph shows these new gas projects, as estimated by Gasunie,
plotting the costs with a large band width, on the y-axis. You will see
that in our opinion, the major new gas supplies for Western Europe will
come from Russia, Africa and Norway. On the assumption that the least
expensive gas will be the first to be marketed, the projects have been
ranked in ascending order of costs.

Needless to say, all these new projects require major investments,
both in production and transport, and have long lead times.

Both because of the huge investments and because of the long lead-
times, we strongly believe that these new gas supplies will only come
on stream supported by long-term take-or-pay contracts.

But can this be combined with the needs of a growing power
market? Knowing the limitations of new gas supplies, it is important to
note that there are a number of major uncertainties in the future gas
market for power production. To name a few:

• what will be the effects of liberalisation;
• what will be the implementation rate of 'Kyoto'; and
• what will be the future of nuclear power generation in Europe
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As I have already mentioned, in predicting the gas consumption for
power, we have been rather conservative. However, it is quite possible
that in a liberalising continental Europe a similar dash for gas occurs as
happened in the UK. This illustrates the uncertainty of the projected gas
demand from the power industry in say the next ten years.

But there are also some short term matters. The most important one
may be the price for electricity under a liberalised system. As an
example of what may happen, let us look at the spot prices in the UK of
last December.

UK spot prices for electricity

As you can see in this graph, the average daily pool prices fluctuated
enormously compared to relatively small increases and decreases in
power demand.

The same developments can be seen in continental Europe. In
countries like Germany, Scandinavia and in the Benelux area power
contracts become more and more competitive. The overcapacity in the
German power market for example is driving prices down from typical
wholesale prices of some 8 Pf/kWh to prices in the range of 3 to 6
Pf/kWh.

The same development can be seen in the Netherlands, where
recently electricity contracts have been taken over by German suppliers.
This makes it extremely difficult for power producers to commit
themselves on a long term basis to their fuel supplier. It also changes
the nature of the business dramatically: decisions have to be taken on a
short term basis, day by day or week by week if you are lucky.

The impact of this situation will be twofold: on the one hand there
will be preference for gas, given the technical flexibility of gasfired
power production. On the other hand it will lead to a growing tension
between traditional, net-back based gas prices under long term Take Or
Pay-contracts and the requirements for flexibility, pricewise and
volumewise, by our main growth market, the power market.

Permit me to summarise briefly at his moment. So far, I have shown
you the steady increase in total gas demand and the significant increase
of gas use by the power sector. This projected increase calls for new
gas projects with high investments, which require long-term supply
contracts.
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On the other hand, the gas demand by the power sector, which
forms an important part of the total growth in gas demand, is uncertain,
leading to a highly flexible gas demand. This flexibility will even be
enhanced by volumes which might be shifted from power generation to
other markets if price differentials between traditional power and gas
markets encourage such a shift.

Gas for the power sector

Let us look more closely at the possible implications of the

different characteristics of the power market for the traditional gas

suppliers.

As you know, traditionally the risks in the gas supply chain were
divided in such a way that the producer took the price risks, and we
only have to look at oil prices of the beginning of this year to realise
how serious this is. On the other hand the buyer takes the volume risks,
given the take or pay character of long term gas contracts currently in
place.

The interesting question is whether the development of gas sales for
power generation does influence the risk balance between producers
and buyers. It certainly would if the producer for example would be
willing to relinquish his take or pay obligations. We do not put a high
probability on such a scenario.

Another possibility for power generation is to buy their volumes on
the spot market.

Let us consider the spot market first. In our view, it is still uncertain
whether a spot market for natural gas will be created in continental
Europe, or how quickly this might take place.

We believe that in Europe the amount of gas traded on the spot
market will be limited and insufficient to fulfil the huge need for gas by
the power industry.

Nevertheless, let us assume that the spot market will be able to
supply enough volumes for power producers, what would be the effect
on their fuel prices?
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Volatility of spot markets

This graph shows the volatility of UK and US gas spot markets, as
compared to the volatility of Brent oil on its spot market.

If we compare the daily fluctuations in the prices of the US and the
UK spot gas markets over a number of years with the price
developments for oil, we see that fluctuations in spot gas prices are
significantly larger than for oil. This is a structural matter, which, among
others, is caused by the relative high costs of storage. Therefore, there
are significant differentials in the gas prices in the summer and winter. A
second factor is the relative high cost for transportation of gas,
compared with oil. A third factor is probably the relatively low volumes
sold on the spot market.

Clearly the choice to purchase gas for power production on a spot
market will be accompanied by a strong demand for risk management
instruments and the associated costs of that !

To me, this leads to the observation that the spot market will be
mainly used by the power industry to obtain its gas requirements when
there is a substantial oversupply of gas. However, the present
oversupply will not last forever and this brings us automatically to an
alternative: the use of flexible long-term take-or-pay contracts.

By flexible long-term TOP-contracts we mean: long term take or pay
contracts combined with volume and price flexibility on top of existing
contractual obligations. This enables buyers to develop new markets
without the need to hedge price- and/or volume-risks outside the gas
industry.

In this way, long-term TOP contracts will remain the basis for the
development of vital new gas supplies to Europe and buyers will have
their required flexibility.

More than any other company Gasunie is technically able to deliver
the flexibility required by the power producers. Gasunie is already facing
an increasing demand for flexible gas supplies and it is expected that
increasing supply of gas to the power industry will be accompanied by a
further demand for extra flexibility in the current long-term TOP-
contracts.
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Recent examples of very flexible contracts are Gasunie's gas
purchase contracts with Gazprom and Conoco. Both are long-term take-
or-pay contracts. Both producers get additional flexibility to keep gas
when the demand for it is high and to supply that gas at a more
convenient time to Gasunie. Other examples may be found in Gasunie's
existing export contracts in which volume flexibility is incorporated in
order to match the sales profile with the needs of the market. We
expect and are willing to discuss to supply on top of that more flexible
gas to our customers in order to allow them to match supply and
demand in their market and to allow them to accommodate their high
loadfactor purchases to flexible market conditions, for example in power
production.

To conclude

Mr. Chairman, ladies and gentlemen, it is time for me to draw to a
close.

I have shown you the projected steady increase of gas demand in
Europe which is mainly driven by the power sector. This higher demand
will have to be matched by new gas supplies, which require heavy
investment in both production and transportation, which can only be
undertaken on the basis of long-term take-or-pay contracts.

However, the gas demand for the power sector may be uncertain,
from time to time volatile and buyers need flexible gas contracts in order
to meet the demand of power production.

In my opinion the best of both worlds seems to be to add-on flexible
components to the present system of long term TOP contracts. Firstly,
because this type of contract guarantees the development of new gas
supplies for Europe. Secondly, as has be seen in the past, these TOP-
contracts, together with re-negotiable gas prices, have brought gas at
competitive prices towards Europe.

It will be clear that, more than any other company in Europe, Gasunie
is willing and able to deliver that additional flexibility. As far as the
existing export countries are concerned, Gasunie will in the first place
focus itself on the interests of its existing clients.

Mr. Chairman, ladies and gentlemen, thank you for your attention.
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