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Friends of the Earth Europe is
campaigning for what the climate
emergency demands: a fair and
urgent transition to a fossil fuel
free energy sector in Europe by
2030. This means a just transition
to a 100% renewable, nuclear-
free, highly energy-efficient ener-
gy system, for the clean energy
future that people want and need.
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Climate change is happening more rapidly than expected and
is already devastating lives in Europe and beyond. For a chance
of limiting global warming to 1.5°C or even “well below 2°C”, as
agreed in the 2015 UN climate talks in Paris, unprecedented
action needs to be taken now. As the Intergovernmental Panel
on Climate Change (IPCC) reminded us earlier this year, we
only have “a dozen years for global warming to be kept to a
maximum of 1.5°C".

Thanks to political inaction in recent de-  include gas interconnections, mega-im-
cades, we have unwisely used up what  port pipelines and liquefied natural gas
little room for manoeuvre we had, in sol-  (LNG) import terminals. Presented as

ving one of the biggest challenges faced  ways to improve Europe’s energy secu-
by human kind. This means that from  rity, they are in reality an open door to
now on, there is no time for baby steps ~ more dirty sources of energy - like shale
or half-hearted compromises. Even the  gas, coal bed methane, and Arctic drilling
International Energy Agency recognizes - locking us in to harmful fossil gas for
that to limit the average temperature  the long-term, and to a dependence on
rise to 2°C, we have “no room to build  authoritarian regimes.
anything that emits CO2 emissions”.2 We
must kick our addiction to fossil fuels, the  The plan to build a new LNG terminal on
biggest source of humanity's greenhouse  Krklsland, in north-west Croatia, is a stark
gas emissions. This means stopping  illustration of this disturbing trend. Des-
construction of new fossil fuel infrastruc-  pite growing opposition, and mounting
ture projects. evidence about the negative impacts it
would have on the environment, climate,
Yet, political leaders continue to yield to  local economy and health of residents,
the pressure of the fossil fuels lobby, by  successive Croatian governments have,
maintaining their political and financial ~ over the past two decades, promoted
support for new fossil fuel projects. At the terminal’s construction. What's more,
the European level, dozens of new fossil  since 2013, the project has received the
gas projects have been given priority sta-  political and financial support of the Eu-
tus under the European Union (EU)s list ~ ropean Commission.
of ‘projects of common interest'.® These
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BACKGROUND:

THE KRK LNG
TERMINAL

The Krk LNG terminal, a project pushed
for by the company LNG Croatia d.0.0.%,
would be the first terminal of its kind in
the Western Balkan region, and it has
been loudly promoted as a hub for gas
for South-East and Central Europe. The
project would include the building and
operating of infrastructure to receive,
store, reload and regasify LNG. Its advo-
cates claim it will secure energy needs,
and increase the security of the region’s
gas supply, through the provision of up
to 6.5 billion cubic meter (bcm) of gas
from new gas supply routes.

The project, initially envisaged as an
onshore regasification facility, was first
mentioned in the 1990s, but was not de-
veloped significantly until the late 2000s.
The decision to establish it at Port Omisalj,
part of an industrial zone on the island of
Krk, was taken by the Croatian govern-
ment in 2008. In 2015, the government
declared the terminal to be a Strategic In-
vestment Project of the Republic of Croa-
tia, and, based on the environmental
impact assessment (EIA) that had been
conducted, issued a location permit. In
2016, the government decided to acce-
lerate the project through a phased de-
velopment: Phase 1 would be a floating
terminal (ie less expensive), which would
then be turned into an onshore terminal,
as Phase 2. In February 2017, thanks to
its status as an EU ‘project of common in-
terest’ (PCl), the project received a signi-
ficant boost of €102 million of European
public subsidies for the implementation
of Phase 1.°

Yet the project is now in a state of limbo:
despite high political support, the plans
for an annual gas import capacity of 6.5
bcm - which is 2.5 times more gas than
Croatia consumes each year - were put
in question by the lack of interest from
firms in booking capacity at the terminal.¢
It was for this reason that, in May 2018,
LNG Croatia d.o.o. launched a new ten-
der for a smaller floating storage and re-
gasification unit (FSRU), designed for just
2.6 bem of gas annually.” It remains to be
seen whether downsizing the project will
be sufficient to make it more attractive to
investors.

The project has been highly politicised
and strongly prioritised by the Croa-
tian government and by the European
Commission, despite the very serious
economic, environmental and climate
questions cast over it. In its Phase 1 floa-
ting terminal stage, the project is now
strongly opposed by all local municipa-
lities from Krk Island, the Primorsko-Go-
ranska County and by local environmen-
tal NGOs. Environmental organisations at
the national level oppose the project as
a whole (ie not just the floating terminal
phase). This report aims to present these
questions, to debunk the myths deve-
loped to promote the Krk LNG terminal,
and to present alternative solutions that
should be developed instead of this un-
necessary and climate-wrecking project.
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Fossil gas is often presented as a clean fossil fuel,
compatible with the climate commitments made by
European nations when they ratified the Paris Agree-
ment, namely 95% decarbonisation of our economy
by 2050, and global temperature increase kept to
1.5°C, or “well below 2°C" at worst.8

Gas companies heavily rely on this argument to jus-
tify the construction of new gas infrastructure and
to legitimise continued and increased use of fossil
gas. LNG Croatia d.o.0., for example, claims that the
Krk project will “reducfe] COO emissions in the re-
gion".? The company's co-owner, Croatia’s public gas
transmission operator Plinacro, echoes this by clai-
ming that “gas is an environmentally friendly energy
source that is not released into the atmosphere”.™

This, however, is a very selective vision of the contri-
bution of gas to climate change. To begin with, gas
is far from being low-carbon: according to the IPCC,
the life-cycle emissions of natural gas combined-cy-
cle power plants are estimated at 410-650 gCO2eq/
kwh, while most renewable technologies emit
between 2 and 180 gCO2eq/kWh."" The gas industry
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Gas contributes to

may love to remind us that its product is colourless
and odourless,™ but it is still an extremely power-
ful greenhouse gas, comprised mainly of methane.
According to the latest IPCC Assessment Report,
methane has a global warming potential 86 times
higher than CO2 on a 20-year time-scale.” It does
not therefore require a large amount of methane
leakage (be it deliberate or accidental) to trigger ma-
jor impacts on our climate.

Today, methane is the second largest source of
greenhouse gas emissions worldwide after CO2,
and these emissions are growing fast." In December
2017, NASA published a study concluding that the
oil and gas industry has been the main contributor
to the rise in global methane concentrations since
2006," when the fracking boom began.'®"”

Croatian and US leaders openly talk about using
the Krk LNG terminal to import shale gas from the
US."® Yet shale gas is recognised as the most cli-
mate-wrecking source of gas: in some US shale gas
production sites, up to 9% of the total gas produc-

Figure 1: Full Lifecycle Emissions from a US West Coast LNG terminal (source: Oil Change International)?
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tion is found to be leaking directly into the atmos-
phere.” The implications of this are very serious,
since the climate benefit of switching from coal to
gas is negated when there is methane gas leakage of
anything above 3%.2°

What's more, despite attempts by the LNG industry
to bury the fact,?! the total lifecycle carbon footprint
of gas gets even worse when LNG is involved (see
Figure 1). As the US Department of Energy explains
“compared to domestically produced and combusted
gas, there is a significant increase in the life cycle
GHG emissions that are attributed to the LNG supply
chain, specifically from liquefaction, tanker transport,
and regasification processes”.?? A survey of gas emis-
sions studies by Dr Paul Balcombe found that total
emissions from LNG can be nearly 2.5 times that of
burning the gas alone.Z Qil and gas industry consul-
tancy Wood MacKenzie even foresees that “LNG will

CONCLUSION

be the biggest source of carbon emission growth for
the world's top oil and gas companies by 2025".24

Methane emissions are a systemic problem in the
fossil gas sector, yet one that is poorly acknowledged.
This is in part due to inappropriate inventories of
these emissions (the consensus of the US scientific
community is that reported emissions may be up
to 60% below the real levels?), and the lack of ca-
pacity to monitor millions of wells and kilometres of
pipelines, hundreds of ships and dozens of LNG fa-
cilities.?” And, in part, because precise data on emis-
sions are owned by the gas industry, which does not
disclose the figures.

For all of these reasons, the Krk LNG project is any-
thing but climate-friendly - or “sustainable”, as Pli-
nacro describes it.8

The idea that gas is a clean fossil fuel is erroneous and
unfounded. Fossil fuels are by far the biggest drivers of climate
change and none of them - gas included - can pretend to stop
climate change. Fossil fuels are the largest source of greenhouse
gas emissions,?® and should not be seen as solutions to the
problem they themselves created.



The industry likes to portray gas as a bridge fuel,
cleaner than other fossil fuels, which can help de-
crease global CO2 emissions and act as a backup
fuel to intermittent supply from renewable energy
sources. This rhetoric, used to legitimise the use of
gas for decades to come, and to justify the construc-
tion of new gas infrastructure, is at the heart of gas
companies’ communications and PR. LNG Croatia
d.o.o. and Plinacro, the promoters of the Krk LNG
terminal, are no exception.®

However, if our leaders were serious when they
decided in Paris to "hold the increase in the glo-
bal average temperature to well below 2°C above
pre-industrial levels and pursue efforts to limit the
temperature increase to 1.5°C above pre-industrial
levels"?" then there is no room for gas in Europe
beyond 2030. A very fast phase-out of existing fossil
fuel infrastructure, including gas, needs to be started
as soon as possible.
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As noted by the IPCC, we have now reached 1°C
average temperature rise compared to the pre-in-
dustrial era;* 17 of the 18 warmest years on record
have occurred since the beginning of the 21st cen-
tury; and, global CO2 emissions continue to rise.®
Limiting the temperature rise means a limit to the
amount of greenhouse gases that can still be emitted
- our carbon budget. The room for gas in this bud-
get depends on how we use our 1.5 or 2°C carbon
budget. Unfortunately, this budget is diminishing ra-
pidly: in the last six years, the world has consumed
more than a quarter of the carbon budget we have
left before we reach an average global 2°C rise.

A recent study by the Tyndall Centre for Climate
Change Research shows that, in this context, the
future of gas in Europe is incredibly limited if we're
serious about staying below 2°C. Based on the re-
maining carbon budget distributed amongst diffe-
rent regions of the world, Europe’s 2°C carbon bud-

Figure 2: CO2 emissions pathway to limit overshoot of 1.5°C (IPCC, Glen Peters)**>

Data: Global Carbon Budget & IPCC SR15 @Peters_Glen
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get will be entirely depleted in just six to nine years if
we continue to emit CO2 at current levels. The study
also shows that if Europe were to suddenly switch
its coal and oil consumption to gas, this would only
add three more years of carbon emissions before
the budget was depleted, at best. Thus, the authors
conclude that if the phase-out of all fossil fuels, in-
cluding gas, is not completely achieved in Europe by
2035-2040, the battle to stay below 2°C will be lost.¢
And this date is even sooner for staying within 1.5°C.
The IPCC's recent and worrying 1.5°C special report®’
once again hammered home just how urgent the
need to phase-out fossil fuels, including gas, really is
(see Figure 2).

CONCLUSION

Paris pledge range

Down 45% from 2010
(range 40-60%)

Given that LNG terminals, like the one in Krk, are
designed to last around 40 years,*® and even lon-
ger when they are onshore® new gas projects in
construction are being built to be in use far beyond
the date when we need to have stopped consuming
gas. Constructing the Krk LNG terminal now would,
at best, soon become a stranded investment, as en-
ergy efficiency policies and the switch to renewables
reduce gas demand, and, at worst, contribute to a
new fossil fuel dependence that our climate cannot
afford.

Fossil gas is not a ‘good’ fossil fuel. Considering current levels of
greenhouse gas emissions, there is no bridging role to play for
gas. The only debate we should have today is how to completely
phase out all fossil fuels, gas included.



Gas is not perceived as negatively as coal and oil by the general
public, its colourless and odourless nature perhaps partly
behind the idea of “clean” gas. But the fact that you cannot

see gas, does not make it harmless. Scientific analyses have
repeatedly shown that, from its extraction to its end use, gas is
the source of significant environmental and health impacts.
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EXTRACTING GAS:

A LARGE-SCALE
DESTRUCTIVE
INDUSTRY

FLOATING LNG
TERMINALS: AN
ENVIRONMENTAL
BLACK BOX

TRANSPORTING
GAS: A SWORD
OF DAMOCLES
FORLOCAL
COMMUNITIES

Regular public statements by Croatian
and US officials suggest that the Krk LNG
terminal will likely be used to import gas
from the US, the leader of the shale gas
boom. Yet shale gas is so controver-
sial that the technique used to extract
it, fracking’, has already been banned
in many European countries. The shale
gas boom in the US has been associated
with dramatic, large-scale impacts on the
environment and on the health of local
communities. Thousands of cases of
groundwater contamination, air and river
pollution, overuse of water, poor treat-
ment of waste water, and serious expo-
sure to carcinogenic, radioactive, endo-
crine disrupting and/or highly hazardous
pollutants have been documented by do-

Unlike gas production activities, such as
fracking, the LNG industry’'s environmen-
tal impacts remain largely unknown and
undocumented. The experiences and
studies that do exist, however, provide
ample reason for concern:

> Gas storage tanks at LNG terminals
often suffer from integrity failures, which
have unknown causes, and lead to leaks
that are "hazardous to life, property and
the environment”, according to the U.S.
Pipeline and Hazardous Materials Safety
Administration.*

» Since 2013, ltaly has a 3.8 bcm/y floa-
ting LNG terminal (similar to that pro-
posed at Krk) with highly controversial
impacts.* A report commissioned by
the Tuscany Region revealed a series of
structural shortcomings of the plant, ex-

The Krk LNG terminal is at the heart of an
even bigger cluster project which aims to
connect the terminal to other countries,
particularly Hungary, via new pipelines.
There is much less known about detri-
mental impacts that occur during the
transport of gas than those that result
from its extraction. However, pipelines
and compressor stations are known to
be the source of significant environmen-
tal and health impacts for workers and
local communities:*°

> Gas compressor stations release
hundreds of tonnes of contaminants
(including nitrogen oxides, carbon mo-

zens of peer-reviewed scientific studies,
in the last decade.*® Shale gas is a symbol
of the deeply destructive nature of the
fossil fuel industry, which gives little to
no attention to environmental concerns,
and fights tooth and claw against at-
tempts to legally improve environmen-
tal standards.#’ LNG Croatia d.0.0. has
also declared its interest in importing
gas from Mozambique,* where major
oil and gas companies are developing
infrastructure to export gas from new
offshore reserves. Infrastructure which
is causing dire impacts, including mass
displacement of local populations, loss of
wetlands and estuaries, and major nega-
tive effects on coral and other flora and
fauna.*

posing itself to likely breakages, losses
and leaks.*® Another study by WWEF Italy
highlighted the pollution of seawater by
the use of active chlorine in the regasifi-
cation process, leading to the release of
toxic chemicals (chloro derivatives) and
to an «almost total sterilization» of signifi-
cant volumes of seawater.#’

> Although the EIA for the Krk floating
LNG terminal gave it the green light and
considered it “environmentally accep-
table”,* it nonetheless warned that the
discharge of LNG vessels leads to signifi-
cant emissions of nitrogen oxides (NOXx),
with hourly concentrations of NOx about
1000 times higher than the maximum al-
lowed limit! NOx are known for causing
diseases such as emphysema and bron-
chitis.*

noxide, volatile organic compounds,
formaldehyde and particulate matter),
which put these facilities amongst the lar-
gest sources of industrial air pollution.’
> Between 1986 and 2016, pipeline
accidents (mostly ruptures) in the US
have resulted in 548 deaths, more than
2,500 injuries, and over $8.5 billion in da-
mages.”> US federal reports have noted
a “continuing occurrence” of petroleum
release incidents - including from natural
gas pipeline ruptures — which have “the
potential to cause mass casualties and
environmental contamination.”

1
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Promoters of the Krk LNG terminal often claim it would help improve energy security in the region, particu-
larly in Croatia and Hungary.>® A closer look at the infrastructure level and recent gas developments in these
two countries, however, reveals this argument to be weak:**

CROATIA: ALREADY  Although Croatia consumed around 3 bcm of gas in 2017, a large part - around

RESILIENT 53% - of its current gas requirements is covered by domestic production. For its
remaining needs, Croatia has existing interconnections with neighbouring countries,
namely Hungary (with a capacity of 2.6 bcm/y from Croatia to Hungary, and 7 bcm/y
from Hungary to Croatia)*” and Slovenia (1.84 bcm/y).8 As a result, Croatia already has
an annual capacity to import three times more gas than it needs.

HUNGARY, THE Hungary consumed around 10 bcm of gas in 2017°° (down from 14 bcm in 2005).%0
RUSSIAN GAS Hungary produces 17% of its gas needs, and can rely on a variety of import infrastruc-
PARTNER ture to fill the gap: 20 bcm from Russia (via Ukraine), 4.4 bcm from Austria, 4.5 bem

from Slovakia, and already existing interconnections with Croatia and Romania.®' The
country's gas needs are therefore covered, and largely met by Russian gas molecules.
This does not, however, seem to be a problem for Hungary: the Hungarian govern-
ment is, in fact, working with Gazprom to further increase exchanges with Russia, via
the construction of Turkstream, a new 15 bcm Russian pipeline reaching Europe via
the Black Sea.®

12— PIPE-DREAM

Figure 3: Europe’s security of supply when exposed
to Ukraine route disruption (source: ENTSOG,
2017)%3

2017

Both Croatia and Hungary already have sufficient
options to receive the gas they need. The Krk LNG
terminal is, therefore, simply not necessary. It is of-
ten said to be needed because these countries are
overly reliant on Russian gas (see Myth 5), but the
European Commission’s own calculations show that
neither Croatia nor Hungary would be exposed to
risks of gas shortages should Russian gas arriving via
Ukraine be disrupted (see Figure 3).

These risks will decrease even more in response to
the EU's energy savings objectives - 32.5% reduction
by 2030 - the gradual fulfilment of which will bring
down Europe’s gas demand (see Myth 7). Consi-

CONCLUSION

Figure 4: Gas infrastructure needs in a Russian gas
disruption context (source: Artelys & European Climate
Foundation, 2016)%

Scenario

Loss of load (bcm)

Dependency

o
Disabled gas
imports (bcm)

dering this alongside the region's existing gas in-
frastructure, and projects currently under construc-
tion (ie TANAP, Greece-Bulgaria and Greece-Serbia
interconnectors, in particular), it becomes clear that
the Krk LNG terminal is absolutely unnecessary,
even in the unlikely case of a year-long Russian gas
import disruption (see Figure 4).

It is confirmed in the European Commission’s new
'strategic long-term’ climate scenario where they fo-
resee that measures to reach a net-zero emission
would lead to a decline of up to 81% of gas imports
by 2050.¢ The Krk LNG terminal is an outdated pro-
ject which, if built, will quickly become stranded.

The gas systems of Croatia and Hungary are resilient in all
potential disruption cases. They do not need the Krk LNG project
to secure their gas supplies, especially with the planned decline
of gas demand all over Europe, through energy savings in the

next decades.
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It is often claimed that EU energy ‘projects of common interest,
or PCls, like the Krk LNG terminal, are necessary to diversify
Europe’s gas supplies, and so help minimise the EU's current
over-dependence on Russian gas, especially in South Eastern
Europe. The major tensions between Russia and Ukraine in
2006 and 2009, which led to problematic gas shortages in
Eastern Europe,®” are at the root of Europe’s recent rush for new
gas infrastructure. However, this rush has so far been failing

to reduce this dependence, and the Krk LNG terminal is also
unlikely to solve Russia’s energy and geopolitical dominance.

BUILDING NEW GAS
IMPORTPROJECTS:
THE WRONG
STRATEGY

Europe's over-reliance on Russian gas
is undeniably a liability, both in terms of
climate and geopolitics. What happened
in 2006 and 2009 demonstrated the dan-
gers of depending so much on a regime
that is ready and willing to use its energy
assets to generate major political insta-
bility, for its own geopolitical or nationa-
list purposes. Together with the many
worrying unknowns about methane
emissions in the production, transpor-
tation and distribution of Russian gas,®®
there is more than enough reason for
Europe to reduce (or even stop) gas im-
ports from Russia. But building new gas
import infrastructure like the Krk LNG
terminal is a poor response to this pro-
blem.

First and foremost, in a post-Paris Agree-
ment era, replacing one source of fossil
gas by another one is a counterproduc-
tive use of our scarce resources to fight
climate change.

Secondly, for several years now, the 25
already existing LNG terminals in Europe,
capable of importing more than 200 bcm
of gas each year, have been used at less

than a quarter of their capacity.”® Eu-
rope’s gas storage facilities, meanwhile,
which stand at over 100 bcm,”" are used
at only 23 to 30% of capacity.”? Thus,
existing infrastructure (LNG terminals in
particular) would already suffice to re-
place Russian gas: no new terminals are
required.

Finally, according to the European Com-
mission’s own figures, Croatia and its
neighbouring countries already meet
the EU's diversification objective of ha-
ving at least three gas sources in a given
year (see Figure 5). The Krk LNG termi-
nal would not therefore respond to a
lack of diversification, as PCl projects are
supposed to. It is true that most Eastern
and South Eastern European countries
are particularly reliant on Russian gas,
and often have a good diversification of
routes but not necessarily of suppliers.
However, it seems that many European
countries consider the problem to be
Russian gas coming through Ukraine, the
supply of which has been subject to ins-
tability, rather than with Russian gas in
general.

15



BUILDING NEW GAS
IMPORTPROJECTS:
AFAILED STRATEGY
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Figure 5: Access to at least 3 gas sources during a whole year (source: ENTSOG, 2017)%°
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Building new gas import projects to coun-
ter Europe’s over-dependence on Russian
gas is not just the wrong strategy, it is a
failed one. After a decade of investments
in new pipelines and LNG terminals, alle-
gedly to better diversify Europe’s gas sup-
plies, Russia's gas exports to Europe have
never been higher. In 2017, they broke a
new record, with 193 bcm of Russian gas
exported to Europe, representing 40%
of the EU's gas demand.”® This record,
however, may soon be beaten, in light
of the new projects that Russia and the
state-owned Gazprom are constructing
to bring even more gas to Europe. Pro-
jects that have the hypocritical support
of several European countries: Germany,
together with Austria and lItaly, strongly
support the construction of the Nord
Stream 2 pipeline to create a second 55
bcm/y direct connection between Russia
and Germany.”* Similarly, in South Eas-
tern Europe, Gazprom is negotiating with
Bulgaria, Romania, Hungary, ltaly, Turkey,
and others, over the (already ongoing)

construction of the two 15 bcm/y seg-
ments of the Turkstream pipelines, which
would also bypass Ukraine, to deliver
Russian gas to Southern Europe.”> While
the first Turkstream segment will go di-
rectly to Bulgaria, it is a supreme irony
that the second one will be connected
in Turkey to the Southern Gas Corridor,
the EU's flagship gas project aimed at re-
ducing dependence on Russian gas! Last
but not least, with the recent commissio-
ning of the 23 bcm/y Yamal LNG plant,’
Russian gas company Novatek could also
use the Krk LNG terminal to transport yet
more Russian gas into the Balkans.

The Krk terminal has been promoted as
if it will reduce dependence on Russian
gas, but in reality it will only increase total
gas infrastructure capacity, and go along
with ever increasing Russian gas exports
to the EU, cynically supported by a large
number of EU Member States more inte-
rested in cheap gas prices (see Myth 6)
than in energy security.

CONCLUSION

Building new gas infrastructure to counter Russia’s gas
dominance is not just the wrong strategy, it is also a failed one.
Reducing dependence on Russian gas must come from a larger
deployment of renewable energy sources, and intensification
of energy efficiency measures, not by building more climate-
wrecking gas infrastructure, especially when yet more Russian
gas projects are backed by many European governments.




MYTH 6 —

The Krk LNG
termlnal IS a cheap

[ ¢

-

W &
T T i

As with many LNG projects, the Krk LNG terminal is presented as
a cheap, no-regrets option that will increase competition and so
bring gas prices down. In reality however, LNG infrastructure and
investment costs are anything but cheap, with the bill often being
paid by consumers, in ways they may not even be aware of.

COST OF THE
TERMINAL IS JUST
THE TIP OF THE
ICEBERG

TAXPAYERS FOOT
THE BILL FOR AN
UNNECESSARY
PROJECT

Following the recent downsizing of the
project in May 2018,”” LNG Croatia d.o.o.
claims that the Krk LNG floating terminal
would ‘only’ cost around €250 million.”
This gives the impression of it being a
compromise solution, compared to the
much bigger and more expensive €600
million onshore option.”” There is good
reason to question the choice of inves-
ting €250 million — not a marginal sum
for Croatia - in a fossil fuel project rather
than in renewable or energy efficiency
projects, but it must also be pointed out
that this sum is just the tip of the iceberg.
The Krk LNG terminal is the central part
of a much larger cluster project aimed at
building large pipelines to connect the
terminal to the Croatian gas grid and to
neighbouring countries.

LNG Croatia d.o.o. says that the Krk LNG
terminal will “increase market opportu-
nities for market players in central and
south eastern Europe, and their competi-
tiveness in the region”.® But if the project
truly were so useful and lucrative, it would
surely attract many energy market players
(ie gas operators, energy providers, big
gas consumers like petrochemical compa-
nies) interested in booking capacity at the
terminal, as well as investors (ie private
banks) eager to assist LNG Croatia d.o.o.
gather the necessary funds to develop it.

According to the Agency for the Coopera-
tion of Energy Regulators, the Krk cluster
project starts with a €385 million Phase 1
(the 2.6 bcm FSRU at Krk, and the Omisal;
- Zlobin pipeline) followed by a €282 mil-
lion Phase 2 (expansion of the Krk ter-
minal above 2.6 bcm/y, and other pipe-
lines).8® And even these costs could spiral,
according to the 2018 Ten-Year-Network-
Development-Plans prepared by the Eu-
ropean Network of Transmission System
Operators for Gas (ENTSOG) for the Eu-
ropean Commission. These latest plans
present a third phase in which the FSRU
is replaced by an onshore version, with
a capacity increased to 7 bcm/y.® Thus,
the offshore FSRU project is not necessa-
rily an alternative to the more expensive
onshore terminal, but rather a foot-in-
the-door.

However, despite several Open Season
Procedures (which test market demand
for use of an LNG terminal), and three
deadline extensions for the latest calls,
almost no gas companies or customers
have shown an interest in booking ca-
pacity at the terminal, if it gets built.® In
other words, the so-called ‘market’ has
no interest in the project, and does not,
therefore, want to pay for it.

Despite, or rather due to the market’s di-
sinterest in this fossil fuel folly, the project

19



TAXPAYERS FOOT
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is set to be largely paid for with taxpayers
money. Thanks to its Connecting Europe
Facility programme, the European Com-
mission has already committed to pro-
vide €107 million of public subsidies for
the construction of the Krk floating LNG
terminal.®* This sum has been confirmed
despite the downsizing of the project. In
the absence of interest from other actors,
there are worrying signals that the remai-

Betting on LNG to increase competition
in the gas market and push gas prices
down is a very dubious strategy. LNG in-
volves very costly processes (liquefaction,
shipping and regasification), which signi-
ficantly affect the final price of imported
gas. When these costs are added up, LNG
prices - such as gas imported from the US
- appear to be far higher than the average
pipeline gas prices coming into Europe
(see Figure 6).

ning gap could be filled by even more pu-
blic money. For example, when the plan
was to build an onshore terminal, the Eu-
ropean Investment Bank (EIB) was consi-
dering providing a €339 million loan at
very favourable rates.® But the gap is also
likely to be partly covered by an increase
of gas prices for Croatian gas consumers,
and/or by the diversion of some of state-
owned Plinacro’s annual revenues. 8

It is therefore unsurprising to hear Euro-
pean leaders such as the German Federal
Minister for Economic Affairs and Energy,
Peter Altmaier, state that he has “always
been skeptical about [LNG] in the past be-
cause we can see many of the terminals
[in Europe].. are not really profitable”.
And whilst Germany is also considering an
LNG terminal, this is purely for geopoliti-
cal reasons - “a gesture to our American
friends" - but it does not, realistically, aim
at lowering gas prices.

Figure 6 - US LNG vs. Russian pipe - Prices (Source: Oxford Institute for Energy Studies,

Nov 2017)%”
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CONCLUSION

The Krk LNG terminal, whatever form it may take, is far from
cheap, and its high cost will mostly be borne by tax payers and
consumers, without their consent. The market does not want it
and is not willing to pay for it. What's more, LNG is expensive,
and it is therefore highly unlikely to help bring down gas prices
in Croatia. It could actually even increase them.




ASPECIALLAWFOR
PRIVATEINTERESTS

Since 2013, the Krk LNG project has had the status of European
‘project of common interest’, or PCI.8° This status bestows
considerable political, regulatory and financial benefits to the
project and its promoters, but also a number of duties. One of
these duties concerns democratic process, requiring “increased
transparency and enhanced public participation”.*° The process
around the Krk LNG terminal has, however, been far from truly

consultative, transparent or democratic. CONCLUSION

is precisely what occurred in the Krk EIA:
it looked only at the potential impacts of
Phase 1, the small floating LNG terminal.
The EIA not only ignores the specific im-
pacts of the other phases of the project,
it also ignores the cumulative environ-
mental effects of all the different phases.
It is, therefore, only a partial impact as-
sessment, and a violation of the EU's EIA
rules.

» The impartiality of the EIA is very ques-
tionable. The links between the very small
number of institutes performing such
ElIAs and the project promoters com-
missioning them tend to result in the

In June 2018, the Croatian Parliament
adopted a special law to fast-track the
construction of the Krk LNG terminal.®®
Although the law aims to regulate the
settlement of property relations at the
terminal's location, it in fact consists of a
long list of favours to LNG Croatia d.o.o.
Favours which endanger the preservation
of some of Croatia’s truly most valuable
things; its sea and coast, and its envi-
ronment more generally. The law grants
the concession for the maritime area
where the terminal would be located for
a 99 year period, as well setting out a fee
for security of supply, and so on. Aside
from obvious concerns over such a long
concession - we need to phase out fossil
fuels in the next decades, not a century!
- there are also worries over the annual

green light being given to projects, whilst
many legitimate concerns of citizens are
discarded. The authors of the Krk LNG
terminal EIA, for example, rejected 80%
of the 845 objections made by the 160
respondents to the public consultation.®?

* Three lawsuits have been filed against
the Croatian Environment Ministry for its
acceptance of this controversial EIA: one
by Zelena akcija, jointly with local NGO
Zelena lIstra, one by the Omisalj Muni-
cipality, and, one by the Primorsko-Go-
ranska County. There is now an ongoing
legal procedure, in the courts.?*

fee for security of supply that would be
paid to LNG Croatia d.o.o. if there is not a
sufficient amount of gas consumed. This
raises the question of who will bear the
costs; will it be tax payers and citizens, via
increased bills? How will it be guaranteed
that this does not happen?9¢

Beyond the law's problematic content,
the process of making it was also paved
with procedural errors. It was given only
15 days of public debate, despite Croa-
tia's Environmental Protection Act requi-
ring that projects with significant environ-
ment impacts, such as this one, undergo
a minimum of 30 days public debate. This
speeding-up of the legislative process
was exacerbated by the urgent proce-
dure used to further reduce time for par-
liamentary and public debate.

The democratic process and public participation dimensions
in the Krk LNG project have been nothing more than a tick box

A PARODY OF AN While it is compulsory for projects of The jurisprudence of the European

:EI\"‘:'\)/A%?_NMENTAL this kind to conduct environmental im-  Court of Justice (EC)) is clear that when
act assessments (EIA), the EIA carried ' ‘ i

ASSESSMENT p (EIA) an ElAis carried out, it should look at the

out for the Krk LNG terminal was full of
omissions and procedural mistakes. It
has been heavily criticised by Croatian
environmental groups for a number of
reasons:

potential impacts of the entire project.
Dividing-up a project and looking at only
some of the potential impacts - a prac-
tice called “salami-slicing™’- is strictly for-
bidden by the EU EIA Directive.”? Yet this
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exercise for the Croatian government and LNG Croatia d.o.o. With
a flawed EIA process and a special law to fast-track procedures
and give even more rights to the company, a mockery has been
made of the public’s legitimate concerns, whilst the risk of serious
environmental impacts have been knowingly ignored.
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The best energy source Europe has is
the energy it does not consume. In other
words, the more energy saved, the less
gas we need. It is well recognised that the
EU's energy savings potential is huge, and
still largely untapped. This is the reason
why the Efficiency First principle is one of
the five pillars of EU's Energy Union.*®

According to the European Commission,
for every 1% improvement in energy ef-
ficiency, EU gas imports fall by 2.6%.%°
Reducing gas demand through dedi-
cated building renovation programmes
can therefore improve energy security,
by making countries less dependent on
imports (from Russia, in particular). They
can also drastically reduce the need for
spending on supply infrastructure, par-
ticularly in the South Eastern European
region. As Figure 4 demonstrates, the
drop in gas demand entailed by a 30%

energy consumption reduction in Europe
by 2030, makes the Krk LNG project com-
pletely obsolete.’™ And the official EU
2030 energy savings target is now even
higher than this, at 32.5%.""

A study by the Buildings Performance
Institute Europe shows that a 20-year
investment programme of €81 billion in
South-East Europe would deliver ener-
gy-cost savings of €106 billion. This would
allow all buildings currently using gas (a
sector representing 30% of Croatian gas
demand) to be renovated within 20 years,
and gas consumption for heating and hot
water to be cut by 70%."%2 This would dra-
matically reduce gas bills, improving the
lives of millions of people currently living
in energy poverty, and it would decrease
vulnerability to gas supply interruptions
and effectively reduce dependence on
Russian gas.

y

WE NEED MORE
RENEWABLE
ENERGY, NOT
MORE GAS

=

CONCLUSION

\

it

Fossil gas is far from being a low-carbon
energy source, as demonstrated in Myth
1and 2. This is why we must instead mas-
sively invest in renewable energy sources,
the only suitable low-carbon solution that
can help us achieve our decarbonisation
objectives, as set out in the Paris Agree-
ment. What's more, renewable energy
sources have become cheaper to pro-
duce than any energy produced with fos-
sil fuels, gas included.'® This means LNG
terminals may quickly become stranded
assets, as highlighted by various ener-
gy experts, including some working for
the European Commission.’® Given this
context, it is hardly surprising that, in
2017, across the world more renewable
energy capacity was added than new fos-
sil fuel generation.'®

Much greater efforts however are nee-
ded. Although Croatia has already met
the EU's 2020 renewable energy targets,
this is mostly thanks to hydropower,
which is not a ‘green’ and sustainable en-
ergy source.’% Ineffective legislation and
a strong fossil fuel lobby have prevented

further development of renewable ener-
gy sources, particularly wind and solar.
This is a missed opportunity, conside-
ring that solar energy alone has enough
technical potential to completely meet
Croatia's electricity needs.’”” Renewable
energy projects are the only kinds of de-
velopment with the potential to build the
socially sustainable, decentralized energy
system we need.'®

Krk island is particularly symbolic in this
regard as, ironically, its local authorities
are currently leading renewable energy
development in Croatia."® They are ai-
ming to become the first zero-emissions,
fossil-free and fully energy-independent
island in the Mediterranean region by
2030. They plan to build a SMW solar
plant by the end of 2019, which would be
owned by a local municipality.”"® The is-
land is also a member of the EU Smart Is-
lands Initiative," which aims to increase
efficiency in the management of island
infrastructure, improve quality of life, and
achieve savings for taxpayers.'?

The plan to locate the heart of a major new fossil fuel
infrastructure project on the island of Krk goes against the
new economic dynamic in the sector, whereby renewable
energy is now more cost-competitive, neglects the

energy security benefits of investment in energy savings,
and tramples all over the sustainable decarbonisation
initiatives being taken locally.
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Setting the
facts straight

A new LNG terminal is at odds with the Paris Agreement and the newest IPCC scientific
report;

Gas is a carbon intensive fossil fuel that does not deserve its climate-friendly reputa-
tion, nor its transition fuel designation;

Gas infrastructure, such as the Krk LNG terminal, creates significant environmental
and health impacts, and does not merit its clean and safe reputation;

Taking into account existing gas infrastructure, and projects currently under construc-
tion in the region, Croatia and its neighbouring countries are already energy secure, and
sufficiently resilient. This means the Krk LNG terminal is unnecessary, and doubly so
given the planned decline of gas demand all over Europe in the coming decades;

Building new gas infrastructure to counter Russian gas dominance is not just the wrong
strategy, it is a failed one: many existing infrastructure are largely underused and seve-
ral new projects under construction will in fact bring even more Russian gas to Europe;

The Krk LNG terminal is an unnecessary but expensive project, with questionable mar-
ket demand, and so it will largely be paid for with taxpayers' or consumers money;

The Krk LNG terminal is being pushed forward against the interests of the local popu-
lation and consumers, with little transparency or consideration given to public opinion;

To improve the energy security of Croatia and its neighbouring countries, and to decar-
bonise their energy systems, there are other proven, cost-competitive and much more
sustainable solutions. Namely, reducing our energy needs through energy efficiency
programmes, and large-scale development of renewable energy sources.

It is for all of these reasons that opposition to the construction of the Krk LNG terminal has sprung up lo-
cally, nationally and at the European level. Groups of concerned citizens, local municipalities, and NGOs are
fighting against the project, contributing to public consultations, launching legal actions, putting pressure on
decision-makers, and building bridges with other communities fighting similar toxic projects in other Euro-
pean countries.

Climate change is a threat we cannot ignore, and the time for baby steps and compromises has run out. Fos-
sil fuels are the main contributors to humanity's greenhouse gas emissions, and so we must phase them out
as soon as possible, and immediately stop constructing new fossil fuel infrastructure.

OUR DEMANDS

— BASED ON THE NEWEST CLIMATE SCIENCE, GAS DEMAND PROJECTIONS, AND THE IN-
CREASINGLY LOW COSTS OF RENEWABLES, THE CROATIAN GOVERNMENT - AS THE MAIN
SHAREHOLDER OF LNG CROATIA D.O.O. - SHOULD RECONSIDER ITS POSITION, AND GIVE
UP ON THE KRK LNG PROJECT;

— FURTHER PUBLIC INVESTMENT INTO NEW GAS INFRASTRUCTURE SHOULD BE STOP-
PED, BOTH IN CROATIA AND AT THE EU LEVEL;

— INSTEAD, THOSE FUNDS SHOULD BE INVESTED INTO RENEWABLE ENERGY ALTERNA-
TIVES, PRIMARILY SOLAR AND WIND, AND INTO ENERGY EFFICIENCY;

— THE NEW CROATIAN NATIONAL ENERGY STRATEGY, WHICH IS CURRENTLY BEING
DRAFTED, SHOULD REFLECT ALL OF THE PRECEDING POINTS;

— SINCE THE KRK LNG PROJECT DOES NOT FULFIL THE EU’'S ENERGY UNION OBJECTIVES
REGARDING SUSTAINABILITY AND REAL ENERGY NEEDS, THE EUROPEAN COMMISSION
SHOULD REMOVE THE PROJECT'S PCI STATUS, AND CANCEL THE FINANCIAL SUPPORT IT
PROMISED IN 2017. LIKEWISE, THE EIB SHOULD REFUSE IT FUNDING;

— THE EU SHOULD GO FOSSIL FREE BY 2030, IN ORDER TO HAVE A CHANCE OF KEEPING
ITS CLIMATE COMMITMENTS, AND KEEPING THE GLOBAL TEMPERATURE INCREASE BE-
LOW 1.5C.
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