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ENERGY SECTOR REFORMS STATUS OF DANISH ENERGY POLICY- 2000

Abstract

The new millennium brings change and new ways of thinking to the energy sector. Today
the sector faces new challenges which it must deal with at a time where increasing
market liberalisation and increasing internationalisation is creating completely new
frameworks for the sector. The Danish tradition of progressive energy policy action plans
is the best possible basis on which to build. The target remains set. Energy policy must
create the framework for structuring future energy systems so as to ensure that they are
sustainable.

Over many years there have been numerous initiatives to transfer consumption to cleaner
energy sources, which has now led to a steady annual reduction in CO2 emissions. The
government places great importance on a continuation of this current development, both
short term and long term. The adoption of the Electricity Reform in spring 1999 was an
important step in the right direction. The government can, with great satisfaction,
conclude that an agreement has now been made with most of the Parliament regarding a
Gas Reform, modernisation of the heat Supply Act and a new Energy Saving Act. In
addition to this, the agreement also includes a follow up to the Electricity Reform
concerning utilisation of biomass, offshore wind turbines, harmonisation of costs for
priority electricity production, private generator's payment to priority electricity and the
establishment of a market for electricity based on renewables.

REFORME ENERGETSKOG SEKTORA POGLED NA DANSKU
ENERGETSKU POLITIKU U 2000. GODINI

Sažetak

Novo tisućljeće donosi promjene i nove načine razmišljanja kad je u pitanju energetski
sektor. Danas se taj sektor suočava s novim izazovima koji se moraju rješavati u
vremenu rastuće liberalizacije tržišta i naglašene internacionalizacije, što mu nameće
potpuno nove okvire. Danska tradicija progresivnih i aktivnih planova energetske politike
najbolje je moguće utemeljenje za daljnju dogradnju. Cilj je i dalje jasan. Energetska
politika mora stvoriti okvir za strukturiranje budućih energetskih sustava i to tako da
osigura njihovu održivost.

Tijekom niza godina, postojale su različite inicijative da se proizvodnja usmjeri na čistije
izvore energije, što je dovelo do stalnog godišnjeg smanjenja emisije CO2. Vlada
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naglašava veliku važnost nastavka ovog trenda, kako kratkoročno tako i dugoročno.
Prihvaćanje Reforme elektroenergetskog sustava u proljeće 1999. godine predstavlja
značajan korak u pravom smjeru. Vlada s velikim zadovoljstvom može zaključiti da se
većina u Parlamentu sporazumjela u svezi s Reformom plinskog sektora, modernizacijom
Zakona o isporuci topline i novog Zakona o štednji energije. Uz to, sporazum uključuje
nastavak Reforme elektroenergetskog sektora što se tiče korištenja biomase, priobalnih
vjetroturbina, usklađivanja troškova prioritetne proizvodnje električne energije, plaćanje
privatnog proizvođača prioritetne električne energije i osnivanje tržišta električne energije
iz obnovljivih izvora.

1. ENERGY SECTOR BACKGROUND

Prior to a detailed presentation of the status of "Energy Sector Reforms" in Denmark, first
it is important to consider the context within which the development of DH took place. As
in many other post-war industrialised societies, energy consumption in Denmark
increased dramatically in the late fifties and sixties. In fact, it doubled over a period of 10
years.

Until the '60ies the main fuel source for heat and power generation had been coal, coke,
wood and peat, but due to the relatively cheap oil prices in the '60ies the consumption
pattern shifted towards oil. At the time of the first oil crisis in 1973, more than 90% of the
entire fuel supply was imported oil, and the heating sector accounted for about half of the
total energy demand.

Since the building boom in the '50ies and '60ies district heating has been the predominant
form of heat supply in the Danish cities. Today approximately 400 district heating
companies supply about 50% of the total heat demand, a figure that was only 5% in 1950
and 30% in 1980. The major cities in Denmark have a high penetration of district heating
supplied by large power plants, whereas the district heating generated in small and
medium-sized towns is mainly based on natural gas. The average connection rate in
district heating areas is 82% and is still increasing.

The district heating companies in Denmark are owned either by the municipalities
(particularly in the major cities), or by local consumer co-operatives. Natural gas was
introduced at the beginning of the '80ies, and by 1996 individual gas-fired boilers had
gained a market share of 18%. In the same period the share of oil-fuelled boilers was
reduced from 60% in 1980 to 22% in 1996.

2. CLIMATE STRATEGY

The Government has just recently presented Climate 2012, which offers a complete
overview of Danish climate policy and paves the way for the process next year, where the
required groundwork is laid for the Parliament to decide on Danish ratification of the
Kyoto Protocol.
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Concurrently with its climate strategy, the Government also presented a catalogue of
methods for CO2 reduction in the transport area. As a follow up to the catalogue, the
government will present an action plan by the end of the year 2000, which will contain a
concrete description of the follow up to a number of prioritised initiatives in the catalogue
of methods. Implementation of these initiatives could reduce the CO2 emissions of this
sector by approximately 7% in 2010 compared to developments following the initiatives,
which have already been set in motion or adopted. Thus, increases in transport sector
emissions could be limited to approximately 19% of the1990 level.

3. STATUS OF ENERGY CONSUMPTION AND CO2 EMISSIONS

In the period from 1988 to 1999 the gross energy consumption in Denmark increased by
only 3% - from 819 PJ in 1988 to 843 PJ in 1999.

Danish CO2 emissions have been falling quite noticeably every year. From 1997 to 1998
emissions dropped by 2.4% and from 1998 to 1999 by 1.4% (corrected for climate and
electricity exchange). That is, emissions have fallen by a total of 9% since 1988. The
target is a 20% reduction of the CO2 emissions in 2005 compared to the level in1988.

The drop in the corrected CO2 emissions is particularly interesting in view of the
continued economic growth. Thus, gross national product (GNP) has grown by 27% from
1988 to 1999, whilst in the same period CO2 emissions were reduced by 9%. CO2

emissions per GNP-unit therefore actually went down by 28% in this period.

4. THE ELECTRICITY REFORM

The Electricity Reform became a political reality on 3 March 1999 and was put into
statutory form in June 1999. It includes legislation, which combines access to the market
for electricity consumers and competition in generation of electricity on one hand, and
secures the continued extension of sustainable energy, environmental regulation of
power plants, consumer influence, and more efficient transmission and distribution on the
other.

The Electricity Supply Act effects the Electricity Reform agreement and implements the
EU electricity Market Directive.

Before the end of 2002, full market opening is to be implemented where all consumers
will be able to choose their electricity supplier freely. The market opening is to be carried
out in a manner that ensures all consumers equal opportunities to utilise the free choice
of supplier. To further promote the competitive strength of the business sector, advanced
opening of the market is to be implemented for consumers with an annual consumption of
more than 1 GWh per place of consumption before the end of the year 2000. The market
has been opened for consumers with an annual consumption in excess of 10 GWh per
consumption site since April 1 2000.
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Furthermore, the Act contains rules concerning the handling of environment-friendly
electricity, regulations concerning costs, planning, new approvals, tasks for different types
of electricity companies, rules for consumer influence and division of activities,
establishment of an energy authority, etc.

In accordance with the Act, regulation of grid enterprises' tariffs is no longer to be based
on the present non-profit principle but to be determined by the companies' income
framework. This regulation is to secure more efficient management and use of capital in
the companies. The Electricity Reform agreement determines that the financial
commitments of power companies under the new market terms are to be further clarified.
The need for clarifying the plants' economy was strengthened over the course of the
summer 1999 due to the drastic fall in market prices for electricity. This led to an
economically trying period for the plants, which required immediate action. In November
1999 the Parliament entered into a supplementary agreement which partly secures the
financial foundation of the plants through a good starting position in the transition to free
competition, and which also secures a good basis for utilising the sector's investment in
environment-friendly production. An amendment to the Electricity Supply Act has been
adopted, taking this agreement as the starting point. This amendment includes conditions
of payment for environment-friendly electricity generation at existing power plants, as well
as the plants' liabilities for debts and take-or-pay commitments.

Extensions of both off-shore wind-turbines and biomass utilisation are important elements
in reaching both the national CO2 targets and the international Kyoto commitment, as
together the two areas make up a 6% reduction of Denmark's CO2 emissions. The
Government places substantial importance on this potential for realising CO2 reductions.

The recent agreement secures the use of biomass in electricity generation. According to
the new agreement, the target that 1.5 million tonnes biomass is to be used annually is to
be met by the end of 2005.

The offshore wind-turbine orders obligate power companies to establish 750 MW wind
power offshore before the end of 2008.

Moreover, environment-friendly electricity generation is to be promoted by introducing a
market-based renewable energy certificate. The market is to be fully functional no later
than 2003 where 20% of all electricity generated is to be based on renewable energy.

The bill on CO2 quotas for electricity production determines that, producers of electricity in
Denmark receive annual emission licences for CO2, which may be traded and / or saved
for later use. If licence limits are exceeded, a tax will be charged.

5. THE GAS REFORM

An agreement has now been entered into concerning the gas sector. The purpose of this
reform is to modernise and adapt the legal framework for natural gas supply in connection
to the implementation of the EU Gas Directive.
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This Gas Reform paves the way for a gradual opening of the gas market. Hence the open
market will comprise 30% in 2000 and rise to 43% in 2008. This development takes into
account repayment of the debts that extensive investment in development of natural gas
has entailed.

An important part in the new regulation is the introduction of a licence system. There must
be a regulatory division of the transmission, distribution, supply and storage of natural
gas. As a starting point, the present transmission company - DONG Natural gas - and the
regional distribution companies will receive a licence for that network and supply activities
that they maintain today.

To secure the consumers' rights to natural gas supplies, the holder of a licence will be
obliged to connect and supply customers in areas laid out for natural gas supply. As part
of the consumer protection, maximum-price regulations for natural gas will be upheld in
the legislation concerning customers who do not have access to the market.

Efficiency requirements will be made of the distribution of natural gas corresponding to
the requirements made to the electricity sector.

6. AMENDMENT TO THE HEAT SUPPLY ACT

The main purpose of this amendment to the present Heat Supply Act is to strengthen the
measures to make the sector efficient both in terms of energy and economy, to
strengthen initiatives to save heat, expand environment-friendly energy, and increase
local influence and secure consumers heating in general.

The heat-supply area will not be directly affected by the liberalisation of the energy area
as collective heat-supply companies are not a physically connected network thereby
creating the possibility of free trade. The Government still wishes to change the current
Heat Supply Act partly in order to modernise the Act in several areas, and partly due to
the requirement that certain amendments have been made in any case, due to the
changes which have taken place in the electricity and gas area.

As the point of departure, the non-profit principle of the Heat Supply Act has been
maintained. This principle is, roughly speaking, a cost-determined principle for calculating
the prices for collective heat-supply companies. So as to motivate district heating
companies to become more efficient, the rest-in-itself principle is supplemented with an
income-framework regulation corresponding to the regulation of the electricity and gas
sector.

In addition to this the path is paved for the district heating companies to perform a
number of so-called "public-sector obligations" by, for example, increasing the number of
consumers connected to the district heating network, by advising consumers about
energy saving activities, and by research activities.
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In order to promote renewable energy and surplus heat utilisation, private sector
producers will be allowed to make profits. On the other hand, heat customers will be
financially secured by introducing ceilings in prices for heat or fuel.

7. THE ENERGY-SAVING ACT

As the first step in strengthening energy-saving initiatives, which are necessary to reach
long-term energy and environment-policy targets, the Government has presented a bill for
a new Act concerning promotion of energy conservation.

The bill determines the overall framework for co-ordination and priority given to saving
initiatives both centralised and decentralised, and it will therefore contribute to securing
efficiency in all the energy-saving initiatives reaching across sectors, actors, and
measures.

The new Energy-Saving Bill contains regulations concerning appointment of local energy
conservation committees, which should be involved in co-ordinating and securing
efficiency in the work of various local actors to save energy, including supporting local
Agenda 21 work.

8. CONCLUSION

The most important environment problems in relation to the energy sector are air pollution
as a consequence of the incineration of coal, oil and natural gas. Seen in a global
perspective, CO2 emissions are the greatest environmental problem for the sector.
However, regional and local emissions of SO2 (sulphur dioxide) and NOX (nitrogen
oxides) also give rise to problems for the environment.

In Denmark the primary energy-policy targets since 1972 have created a domestic market
for advanced energy technologies, which has been a dynamo in the development of pro-
ducts that are competitive at export markets. Exports of Danish energy equipment have
thus been in constant growth and figures from 1998 indicate that the total Danish
environment and energy exports now exceed more than USD 2.5 billion.

Danish energy policy's target is to be able to cover the need for energy in the future by a
steady reduction in the use of resources and subsequent reductions in impacts on the
environment.
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