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Letter From the Editor

Hello again,

The fifth issue you are reading now, has an emphasis
on the climate change. But as usual we have placed
special subjects like Caucasus and Turkish energy
markets as our utmost priority.

Our new chief editor Rovsen Ibrahimov will start the job
from next week, this week he has contributed with his
article investigating energy potential of Azerbaijan.

The second article is an alert for Turkish policy makers
to take IPCC report more seriously.

The third article is an attribute to the importance of
collaborative action to use energy more efficiently and
act against man made climate change.

The fourth article by Fevzi Saffet Bora is a brief look to
the investment potentials in Turkish Energy Market.

As usual, Hasan Ozertem has tried to reveal the
dynamics of the oil markets for this week.

Next week, we will have Haluk Direskeneli with his two
very interesting articles and another emphasis on the
pipelines. Until next week, keep sending those
comments...

@@ Energy Review is a Uluslararasi Stratejik Arastirmalar Kurumudmtational Strategic Research

Organization publication and prepared by the USAt€igy Desk.

TurkishWeekly
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Energy Potential Of Azerbaijan: Can It Be
Used As Alternative For Russia?

On 7-8 November, President llham Aliyev made an
official visit to Brussels, where he held a number of
official meetings, in particular, with the Secretary-
General of NATO, Jaap de Hoop Scheffer and the
head of the European Commission Jose Manuel
Barroso. During the conversations discussed the further development of
relations between Azerbaijan and NATO and the European Union.

Following the expansion of NATO and the EU to the East, needed
providing more clear mechanisms for developing of relationships with the
new neighbors, those mostly existed after collapsing of the Soviet Union,
and these both institutions have offered to their new neighbors new forms
of cooperation: the North Atlantic alliance, Individual Partnership Action
Plan, and the EU New Neighborhood Policy. The project represents a new
mechanism of cooperation with third countries, but the full membership to
the end of these programs is not foreseen.

Among the new partners NATO and the EU there
are States which were not comfortable with the
proposed format of cooperation. In particular, the
regime established after the color revolutions in
Georgia and Ukraine, has openly announced to
the full integration into the European structures,
and are not able to meet the passive observer in the Euro-Atlantic
structures. For Armenia, which is politically and economically dependent on
Russia, believes the best program, as the format allows it to expand
relations with the West and do not spoil relations with Russia. Azerbaijan is
a more cautious view on the possible integration into Western structures,
preferring balanced foreign policy to expanding its relations with the West
only if it was in the national interest of the country.

Nevertheless, in spite of the different positions of views on cooperation with
the western structures, all three of the South Caucasus states were signed
on 14 November Neighborhood and Cooperation Treaty which requires
countries to a large-scale economic assistance, easier access to European
markets, and cooperation in various fields. During the visit [lham Aliyev in
Brussels between the EU and Azerbaijan signed a Memorandum of
Understanding, which deals mainly with the energy cooperation.

In accordance with the text of the Memorandum Azerbaijan receives
access to the energy markets of the EU, which, in turn, in the form of oil
and gas from the Caspian region hopes to strengthen its energy security.
After the introduction of the Baku-Thilisi-Ceyhan pipeline (it will be
transported more than 50 million tons of oil per year) the EU have access
to the Caspian oil region which is can be evaluated as alternative for the
Middle East and transported through Russia energy recourses. In June
2006 Kazakhstan also joined to this project and planned to use this
direction as alternative corridor to the Western markets for the own oil.
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On December 13 Baku-Thilisi-Erzurum natural gas pipeline was put into
operation which will transit gas from the Azerbaijani Shah Deniz field.
According to the Treaties which have been signed at previous time gas
from this field will be transported to Georgia and Turkey. In the future it has
been planned following transporting of the Azerbaijani gas to the European
markets which can be nearly balanced of strong dependency from Russian

supply.

Another step the EU to ensure its own energy security led to the signing in
Brussels in June 2006 documents according to which the construction of a
gas pipeline planned which is estimated at $ 5.8 billion (assuming that he
will bring to Europe gas via Georgia and Turkey). In addition, in October
2006 in the capital of Kazakhstan, Astana during the meeting of the
representatives of the European Union and Kazakhstan, it was stated that
the EU will support the construction of a new pipeline through the Caspian
Sea, to increase access of European consumers to Asian sources.

Today, the energy policy of the EU is based on the differentiation of energy
to the markets of member countries. EU seeks to limit the flow of energy
from one source, reducing it to 25% of the total imports. Brussels is actively
involved in the search for alternative importers of oil and gas, alternative,
mainly Russia, which is one of the main suppliers of energy in the EU. Itis
some evidence that about 27% of the world's gas reserves and 6% of
proven oil reserves, Russia, this EU dependence on outside energy to
dominate in the field of energy supplies to Europe.

At the same time, Russia is the main and only transit point energy from
Central Asia. Company Gasprom actively implementing a strategy to make
Russia the main supplier of natural gas to the EU. In addition, a Gasprom
distribution networks in the EU. As a shareholder of a German company
Wingas, Gasprom plans to increase its equity in it to 50%. Through the
company Gasprom owns pipelines in East Germany and the largest
storage Reden. Gasprom also plans to buy up to 9% of the shares of
Balgzand Bacton Line operator of a gas pipeline linking the Netherlands
and the UK. In addition, Russia is carrying out a project Northern-Western
Gas Pipeline, which would enable it to directly deliver gas to Europe and
thus reduce its dependence on unwanted crisis situations happen mainly
with Ukraine and Belarus.
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One of those options for the EU was the supply of energy from the Caspian
basin. This can not fail to Russia. That is why, immediately after the signing
of the Memorandum with the EU, the President of Azerbaijan Ilham Aliev
went on a visit to Moscow, where, in a meeting with President Putin
assured the Russian side, that the signed document is not a way to build
an alternative Russia's energy policy in the EU.

The same statement Aliyev made during the signing of the Memorandum in
Brussels (at the Azerbaijani side proposed to consider implementing its
own energy strategy). Failure to maintain its long-term strategy Aliyev
argued that Azerbaijan has no sufficient resources. A top priority in
Azerbaijan's foreign policy is the desire of the country's leadership to
maintain the balance of power actors that play an active role in the region.

With regard to Russia, Azerbaijan is interested in solving the Nagorny
Karabakh problem and the promotion of Moscow on the matter. In addition,
Azerbaijan can not but be concerned about the fate of compatriots living in
Russia (the number of them, according to some sources, more than 1
million). For its part, Russia wants to change Azerbaijan price of the gas, to
be exported by pipeline Baku to Georgia and Turkey. During the recent visit
of the Prime Minister of Russia M. Fradkov in Baku was an attempt to stop
the export by reducing the supply of gas from Russia to Azerbaijan and
cost increases.

Such as previously Gasprom
supplied to Azerbaijan about 4.5
billion cubic meters of gas per year at
a price of $ 110 for 1000 cubic
meters, and from 2007intended to

reduced supply to 1.5 billion cubic
meters and increase the price to $
230 per 1,000 cubic meters. At the

meeting the Azerbaijani side said

that from the January 1, 2007, Azerbaijan will be able to meet its needs in
gas alone using Shah Deniz field, which is being developed by BP. On 8
December in Thilisi, Azerbaijan, Georgia and Turkey have agreed on
quotas gas supplied from Shah Deniz field.

Thus, the 2.8 billion cubic meters of gas previously destined for Turkey, will
be divided between Azerbaijan and Georgia. Turkey had offered solace to
both states and the volume of gas that it will relinquish Azerbaijan and
Georgia, will be reimbursed in the 2008-2009. In addition, Azerbaijan plans
to transfer some electric stations power from gas to the fuel. For this
reason, Baku plans to abandon the use of the Baku-Novorossisk pipeline
controlled by the Russian Transneft company for pumping oil. Previosly
Transneft proposed a new contract on the transit of oil from Azerbaijan in
which penalties for the shortfall of oil transporting should be included with
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According to the contract with Transneft, Azerbaijan should move up to 5
million tons of oil from Baku-Novorossisk pipeline per annum, but for the
entire 2006 pipeline will be only about 3.5 million tons, and this is not the
worst rate. Considering that the Azerbaijani power will be forced to switch
to fuel oil, Azerbaijan may not be oil for transportation through Baku-
Novorossisk pipeline Moreover, the current tariffs for the transportation of
oil is high at about $ 15 per ton of oil, while for shipment in the Georgian
port of Supsa transportation price is only $ 3.

Azerbaijan openly stated that he did not seek and will not maintain its own
energy policy in the EU but will be put together projects with Russia.
However, on the basis of national interests, Baku will try to keep the
balance of power, therefore, any pressure from Russia could further
aggravate the situation, which is now, and so is not entirely satisfied both
sides. Azerbaijan has already proved that the potential for foreign policy, on
the basis of its own national interests.

The history of relations between Russia and Azerbaijan after the collapse
of the Soviet Union, pressure on Azerbaijan not only does not lead to
changes in foreign policy Republic, but also encourages it to the path of the
search for new partners in order to achieve its own security. Those actions,
which today Azerbaijan has, in no way directed against Russia, but as a
step towards forming its security system. Therefore, energy policy of
Azerbaijan should be seen not as a counterweight to Russia, but as a
policy, done in accordance with the capacity and capability for the moment.

rovsen@azerimail.net

Rovshan Ibragimov, Head of the Department of International Relations at
the University of Qafqaz.
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previous estimate) 0.18 —
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Turkey needs to consider Energy Policies
after the IPCC Report

Intergovernmental Panel for Climate Change has published its report
“Climate Change 2007: The physical Science Basis” this week. The report
has been perceived as the solid proof of the man made climate change.
The projections if becomes reality will change the way we live. Although not
a big carbon dioxide source, Turkey has to adapt itself for the new climate.

Turkish policy makers have given mixed
signals when it comes to climate change
policies. According to Anatolia News Agency
Turkish Environment and forestry Minister
Osman Pepe said on 16 March 2006 that
“Turkey would not sign Kyoto Protocol now as
Turkey is not responsible for the global
warming” (Xinhua)

Nevertheless, if the IPCC report’s predictions may happen, the temperature
of the world will increase on average 1.8 C-6.4 C and the sea level will
rise(with a discount from the previous estimate) 0.18 — 0.59 meters. Also
the pH levels will decrease on the ocean surfaces, that is to say the
surfaces will be more acidic.

According to Independent, an increase of 3.4 C by 2100 will turn the
rainforest in to a desert, 4.4 C will melt the ice caps and displace millions
and with an increase of 6.4 C most of life is exterminated on earth.

The reflections of these predictions on Turkey can be disastrous. In

_— December 2006, Turkey has suffered a
lot from drought. Especially the
southern parts of Turkey, the Cukurova
region including the highly populated
towns like Adana, Ceyhan and Icel has
seen the most dry month since 1973.
Since the end of October 2006,
Cukurova region has not seen a drop of
rain till mid January 2007.

The fertile Cukurova plane is famous
for its corn, cotton and wheat. However

& this year, the farmers are quite
depressed with the situation, some are claiming that the “Climate Change”
is responsible for all this.

Not only Cukurova but also whole Turkey is seeing the effects of the
drought. The yield in agriculture sector will probably be lower, thus the
prices for fresh vegetables and fruits are to increase.

Agriculture is essential for Turkey’'s highly growing economy, but the
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Around 40.5 GWh out of
173 GWh electricity
generation is supplied by
hydro capacity in TEIAS’s
2006 program.

By 2030 DSI wants to
increase this 40.5 GWh of
hydro electricity
production to 127.3 GWh.

An alternative energy
policy to include
increasing droughts is
very much in need.
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Achilles heel may be the energy sector. The lessons to be learned from this
late 2006 drought are numerous. One of them may be the insertion of
climate change effects into state plans. Because these may drastically
change the policies, including the strategies based on hydro electricity
generation potential.

Turkey has already has huge dams for hydro electricity generation. Around
40.5 GWh out of 173 GWh electricity generation is supplied by hydro
capacity in TEIAS'’s 2006 program. This is around 23.4% of the total
electricity produced.

According to EIE, Turkish authority on surveying potentials for Electricity,
around 129,9 GWh of Turkey’'s economically feasible hydroelectricity
generation potential’s 35% is currently realized, the capacity utilisation of
the current hydro potential is around 90% of the approximately 13000
MWs. The amount of the remaining hydro electricity generation potential to
be built is highly disputed.

Turkey's General Directorate of State Hydrolics
has big plans for the hydro electricity
generation. By 2030 they want to increase this
40.5 GWh of hydro electricity production to
127.3 GWh. They also consider to more than
triple the use of water for household and
industrial use.

However, the plans are not mentioning any references to climate change.
That doesn't mean that Turkey is not considering climate change. There
are several studies going on for policies to consider climate change, but not
appearing in the future projections.

An urgent assessment of the global warming has to be done and with the
results of these Turkey’s hydroelectricity potential has to be revised. Also
considering the seriousness of carbon dioxide emissions, although Turkey
may not be a big polluter, the energy sector should recalculate the cost of
lignite plants.

Even, the current hydro electricity projection should be investigated
assuming that the drought of November-December 2006 is more likely to
repeat itself and summer season will be hotter. An alternative energy policy
to include increasing droughts is very much in need.

As the industrialised nations are more responsible for
the global warming, Turkey has to be ready for the
outcomes. From agriculture to watering, from hydro
electricity generation to plants based on domestic
lignite, future projections should be revisited with
IPCC report in mind. Otherwise, as most of the Turks
are proud with their glorious pasts, the future
generations may curse to leaders, visionaries and energy experts of our
times.




2006 is a story about
community and
collaboration on a scale
never seen before.

“Wastefulness is a sin”
has been etched to the
minds of millions. “If not
used, turn it off” mainly
referring to electric
equipments is like a
proverb to many Turks.

“Are we ready to sacrifice

our living style to stop
climate change” is a
question that has to be
asked and answered.
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It's “You” Who will Save the World

Time magazine has awarded “You” as the personality of the year. Maybe it
is a populist sign from a popular magazine, but with global warming and
peak oil at our doorstep, it is now “your” turn to save the world with your
care for using energy.

In the article written by Lev Grossman on December 13th, 2006, the impact
of collaboration and communities in 2006 is emphasized as the main
reasons for the awards. The article reads: “But look at 2006 through a
different lens and you'll see another story, one that isn't about conflict or
great men. It's a story about community and collaboration on a scale never
seen before. It's about the cosmic compendium of knowledge Wikipedia
and the million-channel people's network YouTube and the online
metropolis MySpace. It's about the many wresting power from the few and
helping one another for nothing and how that will not only change the
world, but also change the way the world changes.” (Time's Person of the
Year: You)

After George Bush's State of the Union address and IPCC report once
again the communities and collaborations have gained importance. In
terms of energy policies, politicians can not change the world as quickly as
the communities “You” form. Every small thing people care will slowly
change our societies to be much more energy efficient and green.

Turkey is an interesting example in this sense. Turkish people happen to
be more aware of the efficient and green technologies than their
government now.

Turkish people are no stranger to using energy sources efficiently. During
the 80s there were lots of campaigns and official ads about using water
and electricity efficiently. “Wastefulness is a sin” has been etched to the
minds of millions. “If not used, turn it off” mainly referring to electric
equipments is like a proverb to many Turks.

Also the high taxes on oil, energy and water are pushing people to be as
efficient as possible. This affects the consumer’s choices. In the white
goods sector energy efficiency is presented as the foremost feature in the
domestic advertisements. Still there is long way to go, especially in the
industry sector.

But the peak oil and climate change is already happening according to
some experts. Either of them is pushing us to do more, sacrifice a bit of our
luxuries. Being many, every individual act may amplify to millions of watts,
hundreds of barrels, thousand cubic meters of gas which will eventually
decrease the 29 billion dollars of energy bill Turkey is paying to foreign
sources.

The economical motives are one thing but still the “climate change” motives
are completely missing among the Turkish public. “Are we ready to
sacrifice our living style to stop climate change” is a question that has to be
asked and answered.

In this sense, Swiss public is a good example to Turks and others.
According to a poll by Swiss newspaper Sonntagsblick, more than 80% of
Swiss people are ready to use their car less and to pay more for alternative

8
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energy to fight climate change. It is a matter of fact that people have to pay
more to save the world, but the main question is how much more people
are willing to pay for the oncoming disaster.

Survey results are as follows.

63% believe global warming is a threat to human survival

63% are prepared to pay a climate change premium when they fly
65% believes the Swiss government is doing less

67% believe that humans were the only to blame for global warming
67% wants the energy-saving light bulbs or electrical appliances to be
compulsory

68% would use air travel less

80% supports more taxes on vehicles with high fuel consumption
81% would drive their car less.

85% would pay for alternative energy

88% they are ready to make personal sacrifices to cut the carbon dioxide
emissions

But the biggest polluters are reluctant to act quickly. For example China, as
being one of the biggest sources for carbon dioxide emissions and fossil
fuel consumer has downplayed the latest IPCC report. US have not signed
the Kyoto protocol.

However, the individuals from all around the world are trying to do their
best to conserve and use energy more efficiently. Among those ideas from
the previous week was the “Black Google Would Save 750 Megawatt-
hours a Year” by Mark Ontkush” from the Ecolron blog.

According to Ecolron a CRT(Cathode Ray Tube) display consumes 74
watts for an all white webpage and 59 watts for an all black website. He
claims, Google is receiving about 200 million queries a day. With 10
seconds for each query, 550000 hours of Google is shown on the computer
displays every day. If Google converts its web page from white background
to black background a world wide 8.3 Megawatt hours per day can be
saved.

In the case of CRT’s the case may be so, but with LCD’s penetrating the
market, the act may backfire, because LCD’s use more energy for black
screens. While CRTs send electron beams to light up the pixels, LCDs has
constant white back light which is filtered through 3 colour pixel cells. For
the LCDs using a white background can be much more energy saving than
using a black background although the saved energy can be far more lower
than 15 watts.

Whatever the idea is, something is boiling down among public around the
world to save the very earth we depend on. Whether it is a public which
has more motives for efficient energy use than its state as in the Turkish
case, or highly “climate change” conscious Swiss case or using neat ideas
to do those little things which add up to big savings as in the American
“Black Google” case, collective action regardless of the politicians are
required to sustain human survival.

It is the time for all of us to think, act and persuade others to be much more
energy efficient to reduce carbon dioxide emissions, slow down the human
made climate change and decrease the dependence on fossil fuels. As the
Time’s personality of 2006, “You” are needed to use that magical
properties that shook the world with the communities “you” formed and
collaborations “you” made to save the earth and leave future generations a
sustainable environment.
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extraction and facilities
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The Investment Potential of the Turkish
Energy Market

Turkey's fast growing demand for energy especially in electricity which
grew by 6.6% between 1995 and 2004 and is growing by 8,4 % since
2005 and seems like to grow like that until 2015.

Actual electricity consumption was 171 billion kwh in 2006. It will reach
500 TWH in the year 2020. The installed capacity is 40.000MW in 2006. It
will have to be 96,000 MW by 2020 inorder to generate as much to meet
the demand.

In terms of installed capacity and consumption. Turkey's figures are more
than the average of Europe. But Turkish per capita electricity consumption
level is a signifier of the fact that there will be much room for investment in
the electricity sector in the coming years.

Turkish energy sector requires a total of 128 Billion Dollars of investment in
the next 13 years. The liberalization process makes it possible for the
private sector to take a part in these investments. The energy sector
currently generates approximately an economic value of 35 billion dollars
and it will reach a level of 60 billion dollars 2015.

5 billion dollars is needed in the area of lignite and hardcoal exploration &
extraction, 16 billion dollars is needed in oil exploration, extraction and
facilities, 3 billion dollars is needed in other areas of natural
resource/mining exploration and extraction, 6 billion dollars is needed in
water related investments, half a billion dollars is needed in the area of
electricity generation rehab, 90 billion dollars is needed in new electricity
generation facilities, one billion dollars is needed for energy transmission
investments and 6 billion dollars is need for energy distribution
investments.

Motivators for investing in energy in Turkey are the following: 1) Turkish
economy is growing, 2) Turkey's location is strategic and convienent for
pipeline projects, transit ports, docklands and shipping businesses, 3)
small scale renewable energy and nuclear energy generation businesses
is almost untouched, 4) distribution and distribution control technologies is
going to be a very active area after privatization will be realized in the
distribution side. There is almost a 120 billion dollars of commercial stock
for inter-industry enterprises.

A total of 51 thousand MW new capacity investments have to be added to
the system. The 7,385 MW of newly licensed projects which are being built
are not included in this figure. State Planning Organisation’s recent
prediction that there will be an imbalance between supply and demand in
electricity in 2008 and urgent investment is needed and the public sector
cannot do any more investments unless security of supply is in serious
jeopardy.

General energy consumption grew three times in the 30 years since 1980.
Oil consumption is expected to increase twice and gas consumption is
expected to quadruple in the next ten years. Power station turbines and
equipments will be like hotcakes in the next 20 years. The government
may order the construction of a total of 4,500 MW nuclear power plants
which will be made functional in five years time by a new financing

10
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methodology which is waiting in the Parliament as a draft law. It is
definitely going to bring business to vendors in the nuclear energy
construction business.

10.000 MW Lignite, 1500 MW Hard coal, 5000 MW Import coal, 14.000 MW
Natural gas, 15.000 MW Hydro, 2000 MW Wind, 4500 MW Nuclear is the
detailed composition of the electricity capacity with respect to the available
resources in Turkey. Liberal market opened up the business possibilities in
the following areas: electricity distribution (20 regions) and generation
business privatizations, electricity system instruments and equipment
manufacturing and trade, in city natural gas distribution network bids (by
EMRA) and certificated network construction business in gas distribution
and transmission, possible international natural gas and oil transit, ex-im and
storage projects, bio-fuel agriculture and production and refining,

Domestic gas consumption is expected to be 60 bcm by 2015. BOTAS will
expand its transmission network. BOTAS" Algeria, Iran, Nigeria and
Russian sales and purchase contracts of gas for long term periods is now
being retreated to the private sector by gas release auctions which has
been finalized recently in 2006. Turkey will buy gas from Azerbaijan which
will be exported to Greece by the SEE gas ring project.

The Turkish electricity systems’ 40,500 km of transmission lines, remote
and automatic control systems, scada systems and 16000 MW (6
portfolios) of soon to be privatized thermal and hydro power plants all need
to be rehabilitated and upgraded. Power plant works necessitate a figure of
600 million dollars. A transition period until 2010 is forseen in electricity
whereby a tariff equalization method will be in use.

Large power plants like the Yenikoy and Kemerkoy power plants which are
in the privatization portfolio are going to probably be privatized later on in
2008 because the distribution privatizations have been postponed until
after the elections in Nov. 2007.

DSI (State Hydraulic Works) have listed almost 700 small HEPP projects,
which the private sector can apply for and the private sector can also bring
its own suggestions for HEPP projects. Lignite mines was and is more and
more being opened to the private sector based on a royalty system and the
so called rodovans system in which a licensees pay a royalty and/or
provides parts of the output to the state on a per ton basis.

350,000 GWh (2015) will be Turkey's demand for electricity. Small hydro
power plants, wind power, solar energy, geothermal, biomass power
generation and related technologies are going to be invested in deeply until
than. 2,5 billion dollars is expected to be invested in wind projects.
Renewables are given incentives by law and regulations of EMRA. Energy
imports and carbondioxide, sulphur and other emissions will be brought
down by renewables. Hydropower potential is 190 billion kWh per year in
Turkey but this may go down by climate change to 130 billion KWh. About
30% of the hydroelectricity potential is being used in power generation.
Hydropower plants with a possibility of 12 billion kWh generation per year
is currently being built currently. Renewables projects are being
encouraged by the energy market regulator Yusuf GUNAY as well.

Renewable potential in Turkey in MW terms is 10000 Wind, 35000 Hydro
and 35000 geothermal. The potential for solar energy is 35 Mtoe per year.
Hydrocarbons of the Caspian, middle east and central asia will need
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Turkey as an “energy corridor” towards the energy hungary West. Turkish
electricity network join UCTE at the end of 2007.

The EU's gas import dependency is 43% will be 66% by 2020. EU official
documents such as the recent green paper, external energy policy papers
and TEN decisions cite that 70% of the incremental gas demand of Europe
can come through Turkey. The USA wants to reduce dependence on
middle eastern hydrocarbons with supply disruptions. Turkey will be fourth
energy supply after Norway, Russia, and Libya.

The Caspian -Turkey -Europe (Shah Deniz) gas pipeline project is going to
bring South Caucasian Gas of Azerbaijan via Georgia to Turkey. 6.6 bcm
of gas will be supplied to Turkey and by new agreements some of the gas
will be allocated to Georgia to protect it from Gazprom's dominance.

-Baku-Thilisi-Ceyhan (BTC) crude oil pipeline from Azerbaijan and
Kazakhstan to Ceyhan in Turkey is operational now.

-The Nabucco natural gas pipeline project from Turkey to Austria through
Bulgaria, Romania, and Hungary to bring natural gas from Egypt, Syria and
eventually from Iraq to the EU is officialized by the MOU of 2002. The 3400
km pipeline will set back the parties by 5 billion Euros which will be offset
by TPA exemptions by regulators.

-The Irag-Turkey natural gas pipeline will transport 10 BCM gas per annum
from Iraq. ENI-Agip is designated for upstream and Gaz de France is
designated for midstream functions of the security problematiqued project.

-Samsun Ceyhan crude oil pipeline project will let Russian gas to Lebanon
and Israel via Turkey transport with a 50-70 million tons of oil annual
transportation capacity via a 1,000 km long system. LNG export terminals
on the Mediterranean are also in the agenda which all will Ceyhan into a
hydrocarbon hub.

-Turkey-Egypt gas project will carry 4 bcm/year of gas from Egypt to
Turkey by a pipeline which will go through the Mediterranean Sea.

-Turkey-Greece Interconnector’'s volume of trade will be 0.25 bcm/year and
it will increase gradually to 0.75 bcm/year. Edison of Italy is building the
Greece-ltaly natural gas interconnector with 500 km of on-shore and off-
shore pipelines.

-Recently Iraq oil exports project through Turkey with a potential of 6 million
barrels per day by 2010 worth 40 billion dollars is being talked about. The
mending needs of the existing oil export facilities of Iraq is talked to be
worth 7 billion dollars.

Lastly the very high prices occurring in the financial balancing and
settlement system of Turkish electricity PMUM/TEIAS and the above
mentioned possibilities offer a lot in terms of energy dollars in and from
TURKEY. In short, Turkey must be watched and its resources must be
utilized .

fevzibora@yahoo.com
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Oil Markets - This Week

Energy Review

The Indicators Tumbled Down for the Oll
Markets

Until now three factors were pointed out for the decreasing oil prices;
mild weather, problems in the realization of commitments in supply cuts of
OPEC members and relatively quiet political atmosphere. Suddenly the trend
has changed in the oil markets and the direction of prices has turned

upwards.

Nowadays, many people blame the global warming for climate
changes and the latest 20-page Climate Report directly supports these
claims. Until now global warming in a way served positively for the oil prices
to decrease. But this did not take so long and the temperatures have turned
to normal particularly for this time of the year. Because of this demand for

heating oil increased and this reflected to the oil prices accordingly.

Chart 1: Heating Oil Prices and Stocks
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As can be seen from the above chart there is a reverse relation
between stocks and prices in heating oil. And this week with the temperature

decreases prices increased for the first time in six weeks.

The second factor is OPEC’s oil cut decision. As known in December
2006, OPEC decided to cut oil supply beginning from February 1. And
repercussions of this decision and cold weather could be witnessed this

week. After decreasing below $50 level oil prices have begun to increase and
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Energy Review

the momentum has changed. As can be seen from the below chart having a
wavy trend oil prices decisively soared almost 10 % in two weeks and
become $58 this week. Henceforth, OPEC’'s determination on
implementation of oil cuts will be important for the cartel's credibility and
potential to affect oil markets. As can be remembered in November OPEC
also decided to cut oil supply but Iran and Venezuela did not fulfilled their
commitments. Consequently this impacted negatively the expected result
from this supply cut. However, this time Saudi Arabia says that it will start
production cuts for 158000 barrels per day beginning from February 1 and

this is an important indicator in this regard. (Wall Street Journal)

Chart 2: Oil Prices
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For the near future, Chavez’'s policies to nationalize oil production in
Venezuela represent a potential risk for the oil markets. Moreover, the
conflict between USA and Iran has not been resolved yet and the situation in
Iraq worsens day by day. It should be noted that these risks are crucial for

the speculative price movements.

According to Bloomberg News survey of analysts, traders and
brokers, this increasing trend might continue this week. 25 of the 47 of these

people expect increase in prices whereas only 14 of them expect a decline.

For your comments;

hozertem@gmail.com
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Indicators

Energy Review

Phenomenon® and direction

Likelihood that trend
occurred in late 20th

Likelihood of a human
contribution to observed

Likelihood of future
trends based on
projections for 21st

{excludes tsunamis) ®

of trend century [;ggtf}ally post trend century using SRES

scenarios

Warmer and fewer cold days

and nights over most land Very likely Likely® Virtually certain ©

areas

Warmer and more frequent

hot days and nights over Very Ir'kefyd Likely (nights) Virtually certain ©

most land areas

Warm spells | heat waves.

Frequency increases over Likely More likely than not " Very ikely

most land areas

Heavy precipitation events.

Frequency (or proportion of . . f .

total rainfall from heavy falls) Likely NMore likely than not Very likely

increases over most areas

fﬂ.rea affected by droughts Likely in many regions More likely than not Likely

increases since 1970s

Inte.nlse :cr-:-pical cyclone Likely in some regions More likely than not' Likely

activity increases since 1970

Increased incidence of .

extreme high sea level Likely More likely than not™" Likely '

Sea Level Rise
Temperature Change (°C at 2090- (m at 2090-2099 relative to 1980-
2099 relative to 1980-1999) * 1999)
. Model-based range
Case B_est — excluding future rapid dgnamical
estimate range o
changes in ice flow
Constant Year
2000 0.6 0.3-0.9 NA
concentrations ©
B1 scenario 1.8 1.1-29 0.18-0.38
A1T scenario 2.4 14-338 0.20-045
B2 scenario 2.4 14-38 0.20-043
A1B scenario 2.8 1.7-44 0.21-048
A2 scenario 34 20-54 0.23-0.51
A1F| scenario 4.0 24-64 0.26 - 0.59

Source: IPCC Report
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Indicators

Indicative Exchange Rates Announced at 15:30 on 02/02/2007 by the Central Bank of Turkey

CURRENCY EXCHANGE RATES EXC.RATES ON BANKNOTES
Buying Selling Buying Selling
USD/TRY 1 US Dollar 1.3971 1.4038 1.3961 1.4059
EUR/TRY 1 EURO 1.8195 1.8283 1.8182 1.8310
GBP/TRY 1 British Pound 2.7486 2.7630 2.7467 2.7671

Turkish Refinery Output Price
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