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Despite the
significant falls
and household
petroleum gas (LPG)
consumptions, the rise in
automotive LPG and diesel
consumptions led to a total
increase of 6.3% in oil
consumption in 2006.

relatively
in gasoline
liquefied

Consequently, as mentioned
above, despite the fall in total
oil sales by 1% in 2006, the
volume of the oil market has
grown by 29% due to $65
price of Brent crude oil per
barrel.
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2005-2006 Oil Consumption Trends in Turkey

Two most recent annual reports of PETDER (Turkish Oil Industry Association) reveal
some interesting and equally significant results on oil consumption trends in Turkey
which are also consistent with prevailing trends in the international oil sector. To be
more specific, like other oil industries in the world, Turkish oil sector faces the
consequences of rising oil prices and taxes, as well as shifting consumption trends
as a result of increasing environmental concerns. Accordingly, as it can also be seen
from the reports of PETDER, while the total oil consumption decreases over the
previous year, as a result of increasing prices an overall the volume of the sector is
growing.

Starting with comparing 2005 and 2006 sector reports, differences and similarities in
oil consumption trends between these two consecutive years are noteworthy since
they become explicatory in observing changing tendencies in the industry. In terms
of similarities, examining increases and decreases in different product consumptions
is crucial. More specifically, diesel consumption has increased by 1.4% in 2005 and
8.4% in 2006 whereas gasoline consumption has decreased by 7.4% and 3.4%
respectively.l Despite the relatively significant falls in gasoline and household
liquefied petroleum gas (LPG) consumptions, the rise in automotive LPG and diesel
consumptions led to a total increase of 6.3% in oil consumption in 2006.

Consequently, as
mentioned above, despite
the fall in total oil sales by
1% in 2006, the volume of
the oil market has grown by
29% due to $65 price of
Brent crude oil per barrel. In
2006, the market reached to
48.2 billion New Turkish
Lira (YTL) from its 2005
level of 37.4 billion YTL. In
terms  of  consumption
tendencies in the oil sector,
it is also essential to
consider tax revenues
created by this sector.
Along with the fact that %16-18 percent of entire tax revenues in Turkey are
accumulated from Special Consumption Tax (OTV), oil industry has a total
contribution of 24.6 billion YTL in Turkish tax revenues. Indeed, even these simple
but significant facts reveal how the tax levels on oil affect consumption trends and
why gasoline and diesel prices remain extremely high in Turkey. However, about
volatile oil prices, international market has to be inevitably taken into account since
as an ‘oil consumer’ country, Turkey cannot be independent from world trends in the
sector.

First of all, due to different factors such as resource scarcity and monopoly-like
energy giants, oil prices are inevitably high and unsustainable. Moreover, fears on oil
or natural gas supplies are not specific to Turkey, on the contrary, highly
industrialized European countries are increasingly concerned about the future of
energy prices. In addition to these tendencies in the sector, the fight against climate
change has a significant impact on oil industry; especially with inreasing
encouragement on biofuels, both oil producers such as Opec and oil distributors in

! PETDER Annual Sector Reports 2005 and 2006
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Due to different factors such
as resource scarcity and
monopoly-like energy giants,
oil prices are inevitably high
and unsustainable

The annual report of PETDER
classifies the consumption of
some oil products primarily in
three groups: gasoline, diesel
and gasoil. The report shows
that the consumption of these
three products combined
increased by 6% over the last
year.
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oil consumer countries such as Turkey are negatively influenced. Recently, Opec
warned it could cut investment in oil production in response to moves by developed
world to use more biofuels as the Financial Times reported.2

Keeping these international conditions in mind, it would be also helpful to analyze
specifics of oil consumption in Turkey. Particularly, changes in different product
consumption levels and seasonal sales appear remarkable in order to assess the
current situation of the Turkish oil industry.

The annual report of PETDER classifies the consumption of some oil products
primarily in three groups: gasoline, diesel and gasoil. The report shows that the
consumption of these three products combined increased by 6% over the last year.
The analysis also states that among these three products the share of diesel
consumption is constantly growing while both gasoline and gasoil shares are falling.
This trend can be explained by relatively lower diesel prices, with higher number of
vehicles using diesel and lower diesel consumption of these vehicles. Accordingly,
diesel is more and more preferred in the market. This augmenting trend started in
1998 reached to 14.2 million m® in 2006 (Table 1). On the other hand, as mentioned
before, higher gas prices, low performance and environmental concerns result in
decreasing gas consumption which fell from its 1996 level of 6 million m® to 3.5
million m*®in 2006 (Table 2).
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Table 1: Total Diesel consumption®
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Table 2: Total Gasoline consumption*

In addition to shifting product preferences, seasonal changes in oil products
consumption are worth examining in order to understand the prevailing trends in the

2 AME info, June 6, 2007
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industry. As predicted, the consumption of oil products used for heating show a
decreasing trend starting from the last month of second quarter until the last month
of third quarter of the year (Table 3).
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Table 3: Total consumption of fuel products used in household heating5
On the other hand, sales of diesel, gasoline and gasoil combined reveal completely a
different trend from consumption of fuel products used for heating. Especially total
consumption of these three products show an increasing trend during summer
months. This can be seen as a consequence of high season where better weather
conditions are more suitable for transport and there are rising travel expenses. In
particular, past five year average of diesel, gasoline, and gasoil consumption meets
its highest level of 1.5 million m®month in July and August (Table 4).
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Table 4: Seasonal changes in some oil products consumption.6

It might be also helpful to evaluate the sales for the first quarter of 2007 in order to
make some reasonable predictions about the future of oil sector. January-March
data of the current year lead to similar results with the same period of the previous
year. In 2007, diesel sales are expected to increase since a rise by 14.7% between
the first quarters of two years is observable, whereas gasoline sales have declined
by 1.3% once compared to the same period of 2006. These results are consistent
with previous trends and thus a growth in the sector for the next period is expected.
At this point, it is also necessary to look at the changes in LPG sector because a part
of the decline in gasoline sales can also be explained by rising automotive LPG
consumption which has increased by a significant percentage (23.4%) comparing
first quarters of 2006 and 2007. Accordingly while consumption LPG and fuel oil
used in households has decreased, due to the increase in sales of automotive LPG,
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The results from the first
quarter of the current year
indicate that a consistent but
slower growth in the oil
industry is expected not only
in Turkey but also in rest of
the world
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the market has grown by 0.1% in the first quarter of 2007 as opposed to an overall
decline experienced in 2005 and 2006.

Thus, the results from the first quarter of the current year indicate that a consistent
but slower growth in the oil industry is expected not only in Turkey but also in rest of
the world. Specifically, Annual Energy Outlook 2007 of Energy Information
Administration (EIA) from the US government reports that gross petroleum imports
will shift toward heavier crude oil and fewer refined petroleum products. Additionally,
due to inflation and slower but consistent growth in demand, increase in the volume
of oil consumption is also inevitable. Thus, coming back to Turkish oil market in
particular, with existing trends, stable growth in the sector should be expected.
However, since competition is tight in importing crude oil market, new investors
should consider new opportunities in increasing technical complexity of refining
operations to have a significant presence in the Turkish oil market.

Gokce Uzumcu
gokceuzumcu@hotmail.com
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Editor in Chief of USAK
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Today, oil and gas deposits in
the region are estimated as
the third largest after the
Middle East and Russia.
Especially these resources
are of great concern to the
EU; a major consumer of
hydrocarbons in the Eurasian
space.

The pipeline can pump nine
billion cubic meters. gas per
year, but in perspective
capacity of pipeline could be
increased up to 20 billion
cubic meters gas per year.
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Again About Nabucco Project

Recently the 14th Caspian Oil and Gas Exhibition and Conference was held in Baku.
Participants represented world oil companies and governments of various countries
stressed the strategic importance of the availability of energy resources in the
countries of the Caspian Sea.

Today, oil and gas deposits in the region are estimated as the third largest after the
Middle East and Russia. Especially these resources are of great concern to the EU;
a major consumer of hydrocarbons in the Eurasian space.

The EU urgently needed to build infrastructure to diversify of its supply of natural
gas, mostly obtained from Russia. Already there is pipeline Baku-Thilisi-Erzurum,
through which Turkey will ship natural gas from the Azerbaijani Shahdeniz field.
Greece and ltaly began negotiations on the possible purchase of the gas, which can
be exported to these countries through Turkey.

It is planned to complete the construction of the necessary infrastructure for this. For
this reason construction of pipeline between Ankara and Athens are already
planned. The pipeline can pump nine billion cubic meters. gas per year, but in
perspective capacity of pipeline could be increased up to 20 billion cubic meters. gas
per year.

Nevertheless, the volume of gas that could offer Azerbaijan the EU, where demand
has been steadily increasing, as well as the power of the pipeline may seem
inadequate. European countries need of additional volumes of gas that can be
imported from Central Asian countries such as Turkmenistan, Uzbekistan and
Kazakhstan.

In  order to
transport gas
from these
countries need
additional
infrastructure
projects such
as construction
of gas Trans
Caspian
pipeline  and
NABUCCO.
- However,
-~ recently signed
S - by Russia,
Kazakhstan and Turkmenistan agreement on the construction of Caspian gas
pipeline to export Turkmen gas through Russia could destroy the possibility of
putting these projects into reality.
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The fact is that Turkmenistan, which produces up to 60 billion cubic meters gas per
year, in agreement with Russia to export to the country annually 50 billion cubic
meters gas per year. In addition, Russia hopes to revise and extend its contract until
2028, as well as to raise the level of import of Turkmen gas to 90 billion cubic meters
gas per year. In other words, if the alternative projects to the west there is a risk,
there was additional volumes of Turkmen gas to fill the first Trans Caspian pipeline
which capacity calculated at the level of 30 billion cubic meters gas per year.



Moreover, the lack  of
accurate information about
the quantity of gas in

Turkmenistan increases the
risk by a costly transport
projects. That issue was a
major topic of discussion at a
conference held in Baku. The
conference will consider the
possibility of increasing
rentability and thus implement
the two projects.

According to Bryza, these
projects can not be affected
signed a contract for the
construction of the Caspian
pipeline because it affects the
export of gas from the
producing fields connected
with Russia on contracts, as
new transportation corridors
planned to export gas from
the fields located in western
Kazakhstan and
Turkmenistan.
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Moreover, the lack of accurate information about the quantity of gas in Turkmenistan
increases the risk by a costly transport projects. That issue was a major topic of
discussion at a conference held in Baku. The conference will consider the possibility
of increasing rentability and thus implement the two projects. In particular, the
unresolved legal status of the Caspian Sea, which may also become a stumbling
block to the project of Trans Caspian pipeline, but co-chair of the OSCE Minsk
Group on the Karabakh settlement Matthew Bryza, said that this should not be a
serious impediment.

Coastal countries for quite a while implementing various power projects in the
Caspian Sea and the unresolved status does not prevent their success. Mathew
Bryza also said that the attractiveness of the planned projects is that the cost of
transporting gas through the proposed pipeline will be significantly lower than for
transportation through Russia, which could increase the attractiveness of these
projects for Central Asia.

According to Bryza, these projects can not be affected signed a contract for the
construction of the Caspian pipeline because it affects the export of gas from the
producing fields connected with Russia on contracts, as new transportation corridors
planned to export gas from the fields located in western Kazakhstan and
Turkmenistan.

In addition, while in Baku was held an international conference, respectively U.S.
Assistant Secretary of State for South and Central Asia Richard Boucher and first
deputy Secretary Stephen Mann visited Kazakhstan and Turkmenistan.

It is likely that one of the main reasons for the visit of the two officials from the United
States is well acquainted with the region, holding talks with the guidelines for
consideration of these countries with their capacity to export its energy bypassing
Russia.

Interestingly, the United States have shown greater interest in the establishment of a
diversification for export of gas to Europe than the EU itself. The lack of an
established foreign and energy policy does not allow the European Commission to
take a more active part in the negotiations.

While the EU has signed memorandums on cooperation in the field of energy from
Azerbaijan and Kazakhstan, the main mechanisms proposed by the European
Commission are economic. In particular, the willingness of alternative transports
corridors. But realization of these projects and has a strong political context, because
in the short term it would be naive to believe that the implementation of economic
projects will provide dividends to its creators. The project is now able to develop
alternative ways Russia, which is already supplying a third of European gas demand
and this, is continues to grow.

Although this alternative would bring for its establishers some economic profits in the
first place still is the political importance of these projects. Absence of the EU some
effective political instruments for the purpose to achieve its objectives forced this
organization to seek political support of his partner, the United States, which is also
seriously interested in alternative ways, and therefore actively lobbied the common
interests besides the governments of the Central Asian countries.

For your comments:
rovsen@azerimail.net
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Haluk Direskeneli
Energy Expert

We would strongly advise our
Colleagues to participate the
PowerGen Europe 2007 and
join the European power
generation industry at the one
place that both leading
product suppliers and leading
technical and strategic
decision-makers gather

As renewable energy
technologies have matured,
these carbon-neutral
generating systems are
increasingly being
implemented, integrated, or
explored, by Europe's power
utilities and large energy
generators. They are now
truly becoming part of the
mainstream power offering
and Renewable Energy
Europe conference is the first
large-scale renewables event
tailor made for Europe's
power industry.

Energy Review

PowerGen Europe 2007

Between 26-28 June 2007, there will be a major event on Energy business in Madrid
Spain for Powergen Europe 2007 conference. The Powergen conferences are very
important in energy sector. Any company or individual can participate to a fair or
conference in Turkey. That is low cost expense. Even a student with a low budget
can easily participate. But company top level participation is not that high.

But if you decide to participate to Powergen Europe Conference, you have to
purchase an international ticket to fly to an European city- (Madrid, Spain this year),
make hotel reservation and handle your living and traveling expenses. You have to
spend almost one week.

That means you are away from your work load and your projects that is a real
dedication. That needs time, money, and effort. But Reward is high. You will meet
with the key players of the international market. You will also meet with your potential
clients as well as your future partners.

Only real players, only serious organizations, and individuals can do.

We would strongly advise our Colleagues to participate the PowerGen Europe 2007
and join the European power generation industry at the one place that both leading
product suppliers and leading technical and strategic decision-makers gather.

POWER-GEN Europe 2007 promises even more, being co-located alongside two
new industry gatherings, Renewable Energy
Europe and POWERGRID Europe, there by
bringing together three key elements of

Ilm power production and delivery today
-l conventional power generation, renewable

power generation, and transmission and
distribution.

As renewable energy technologies have matured, these carbon-neutral generating
systems are increasingly being implemented, integrated, or explored, by Europe's
power utilities and large energy generators. They are now truly becoming part of the
mainstream power offering and Renewable Energy Europe conference is the first
large-scale renewables event tailor made for Europe's power industry.

POWERGRID Europe aims to be the primary forum where European utility
professionals can come together and examine, in-depth, the challenges facing the
transmission and distribution arms of the power industry.

The POWER-GEN Europe conference programme addresses challenges faced by
the electricity sector as a whole, both strategic and technical. It is an information
platform to provide the latest technologies and best industry practices to support
your decision-making process.

In addition to POWER-GEN Europe conference sessions, delegates can attend
those for Renewable Energy Europe and POWERGRID Europe. Web address of
PowerGen Europe 2007 is as follows, http://pge07.events.pennnet.com/fl/index.cfm.
For flight reservation, there are flights by THY as well as other major airlines. THY is
the best on this route.

Last but not least, here is the list of Turkish participants who were in PowerGen
Europe 2006, in Koln Germany, Teknotes Ankara, Bis Energy Bursa, BGM Istanbul,
De Jung Coen - Enpro Ankara, Calik Energy Ankara, Nurol Energy Ankara, Foster

8



The POWER-GEN Europe
conference programme
addresses challenges faced
by the electricity sector as a
whole, both strategic and
technical. It is an information
platform to provide the latest
technologies and best
industry practices to support
your decision-making
process.
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Wheeler- Energy Group Ankara, GE Energy Istanbul, Siemens Power Generation
Ankara, Modern Energy Istanbul, MAN B&W - llitekno Istanbul, STORK Thermeq —
Holland/ Ankara, TurboMach Istanbul, SEGU Steel Fabrications Izmir, Nuh Energy
Istanbul, Teknom Ankara, Selnikel Ankara, Teknik Yayincilik- Istanbul, Zorlu Energy
Istanbul, Envy Ankara, Orhan TUMER Istanbul, Thermoflow Power Plant Design
Software Ankara.

And here are the Turkish participants and major key players in our market to the
PowerGen 2005 Milan conference:

EUAS- Electricity Generation company of Turkey, Siemens, Germany/ Turkey, GE
Power Systems or GE Energy, USA / Turkey, Alstom, France/ Turkey, Black &
Veatch USA/ Turkey, Nooter/ Ericson USA/ Turkey, GSD Istanbul, Foster Wheeler
USA / Turkey, Pratt Whitney USA / Turkey, Enka Power, Istanbul, Gama Power
Systems, Ankara, Koc Holding/ Entek, Turkey, Zorlu Energy, Istanbul, Modern
Energy, Istanbul, Teknotes, Ankara, Vogt Power Systems, USA/ Turkey, VA-Tech,
Austria / Turkey, CMI- Belgium/ Turkey, NEM, Holland/ Turkey, Wartsila Engines,
Finland/ Turkey, Thermoflow Power Plant Design Software USA/ Turkey.

As the saying goes , pay yourself first!

Your comments are always welcome

Haluk Direskeneli- Energy Analyst
ODTU ME'1973, Ankara MMO 6606

HalukDireskeneli@tr.net
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Indicative Exchange Rates Announced at 15:30 on 15/06/2007 by the Central Bank of Turkey

CURRENCY EXCHANGE RATES EXC.RATES ON BANKNOTES
Buying Selling Buying Selling
USD/TRY 1 US Dollar 1.3171 1.3235 1.3162 1.3255
EUR/TRY 1 EURO 1.7539 1.7624 1.7527 1.7650
GBP/TRY 1 British Pound 2.5938 2.6074 2.5920 2.6113
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