Merkel's `Black Gold' Loses Shine, as Lignite Phase-Out Begins
by Tino Andresen
Oct. 28, 2015 – Less than 2 years ago, Chancellor Angela Merkel’s government dubbed lignite East Germany’s “black gold.”  Last week, she reached a deal with utilities that analysts at Berenberg and B. Metzler Seel Sohn & Co. see as the start of the phaseout for the dirtiest power-plant fuel.
“The federal government is taking its gloves off,” Guido Hoymann, an analyst at B.  Metzler, said by phone from Frankfurt.  “That’s the beginning of the end for this type of energy production.  The first step is being made.”
RWE AG, Vattenfall AB and Mitteldeutsche Braunkohlegesellschaft mbH agreed to close plants, corresponding to 12% of the nation’s total lignite generation capacity in a €1.6 billion ($1.8 billion) accord, as Germany is falling behind its target to cut carbon emissions.  For the remaining 56 units, it’s a question of when they will be forced to shut, said Lawson Steele, an analyst at Berenberg, by phone from London.
Lignite, a sedimentary rock formed from compressed peat, has been a mainstay of German power generation for almost a century.  It helped underpin growth in Europe’s biggest economy.  But reliance on the fuel poses a dilemma: Germany needs to meet its targets for cutting CO2 emissions through a shift to renewable energy, while ensuring stable power supply at times when there’s no sun or wind.
Nuclear Exit
The plants aren’t being dismantled immediately.  As Germany is pushing ahead with its exit from nuclear energy by 2022, the 8 coal units will still be available if needed to meet demand.
The unprecedented plan includes blocs from Jaenschwalde in the east to Frimmersdorf in the west.  They will be transferred to a reserve between 2016 and 2019, where they’ll be kept offline except to meet emergency power needs.  They will be decommissioned after 4 years, resulting in at least 1,500 job losses, according to operators.  The deal is enough for “the cost coverage of the plants,” Magnus Hall, Vattenfall’s chief executive officer, told analysts and reporters on a conference call on Tuesday.
Even amid the pay-out, the closures will have a negative impact on RWE’s shares, UBS AG said Monday in a note to clients.  The utility is already the biggest loser this year on the nation’s main DAX stock index, with a 52% decline.
Short-term, it is “a fair compensation for lost profits,” as RWE will generate €80 million of annual operating profit for its reserve plants, according to Hoymann.  After the plants are decommissioned, their profit will be missing from the company’s accounts.
The nation is trying to cut carbon emissions by 55% by 2030, from 1990 levels.  Less than half that target was met last year, when 912 million tons of greenhouse gases were emitted, according to government data.
“That demands a speedy switch to the phaseout pathway, especially regarding conversion of coal into electricity,” said Barbara Hendricks, the German Environment Minister, by e-mail before the deal was announced on Saturday.  CO2 emissions from power generation will have to be cut by half by 2030, compared with today, she said.
Emissions from power plants accounted for about 45% of the nation’s total last year.  Almost half of that was from burning lignite, according to the government.
Dirtiest Plants
5 of Europe’s 6 most carbon emitting power plants are based in Germany, according to the Oeko-Institut e.V.  Lignite power met 25% of the nation’s demand last year, a figure that’s been largely stable for the past 2 decades, according to AG Energiebilanzen e.V.
“You can only retire lignite plants in Germany from now on,” Berenberg’s Steele said.  “We don’t envisage any new capacity to be added.  Over time, lignite will come under increasing pressure to close.”
Amid pressure from Sweden, Vattenfall’s sole owner, the company reiterated Tuesday it seeks to complete a deal to sell its plants in the 1st half of next year.  The disposal includes its 8,000-MegaWatt strong lignite business, packaged together with mines and 10 hydro plants thrown in as an optional sweetener.
While the government accord will give a potential buyer some certainty, it’s still unknown how long the majority of the plants will run for.  Vattenfall says some units will still generate power in 25 years time, while BUND, Germany’s biggest environmental group, says only 10% of the nation’s current capacity will be online in 2030.
The Swedish Green Party’s Asa Romson, environment minister as well as deputy prime minister, told reporters in Stockholm last month that, although her party would prefer to see Vattenfall’s lignite business shut down rather than sold, stopping a deal would require majority support in parliament, and that support isn’t there.
“Lignite in Germany should stay in the ground,” she said.
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