iy
e Ly

" £

o
At

us
AK

'?_q.ﬁ-m,

b
3
¥rian

Inside

A new integration era in Central
Asia and Turkmenistan-
Kazakhstan Partnership 2

Developing Thermal Power Plants
Service Business Plan 5

Kazakhstan: A Central Asian
Chess with Giants 9

Kazakhstan-One of the Important
Player In Energy Game On

Eurasian Area 12
Indicators 14
OPEC's Basket Price 14
Exchange Rates 15
Turkish Refinery Output Price 15

www.turkishweekly.net/energy

energyreview@turkishweekly.net

Energy Review

Letter From the Editor

Dear Readers,

After a time break of one week a new issue of USAK’S Energy
Review is ready for you. Discussions of Putin’s visit to Central
Asia and after to Austria is still one of the hottest topics of
energy politics.

In this regard independent from each other our three writers
analyzed Kazakhstan and its politics this week. Thus, it is a
review mostly focused on Kazakhstan and Central Asian
issues.

Moreover, this week Mr. Direskeneli wrote the article
“Developing Thermal Power Plants Service Business Plan”
and drew a good road map for businessmen.

I hope you enjoy this issue,

Once again, remember to check our website
http://www.turkishweekly.net/energy

Until next week,
My Best Regards.

Editor

Hasan Selim Ozertem

is a Uluslararasi Stratejik Arastirmalar Kurumu/International Strategic Research
Organization publication and prepared by the USAK Energy Desk.

ISRO House,

Suslu sok. No:2

Mebusevleri, Tandogan, Ankara, Turkey
Tel: +90 312 212 28 86 - 87

Fax : +90 312 212 25 84
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This first visit of Berdimuhammedov to a
regional country to meet top executives has a
much deeper meaning than melting down the
icy relations of the past

Signing of a new cooperation agreement that is
covering the period till 2020 is another very
important progress

The recent developments are the sign of a new
era of integration has been started in the
Central Asia and this process will continue
between two “energy rich” countries in the
region

Energy Review

A new integration era in Central Asia and
Turkmenistan-Kazakhstan Partnership

Dr. Mehmet Seyfettin Erol ,
Head USAK Asian Studies, http://www.usakasya.com
mserol@gmail.com

After Vladimir Putin’s visit to Ashkabat and the summit with Turkmen and
Kazakh leaders in the first week of May, the president of Turkmenistan
Kurbanguli Berdimuhammedov'’s visit to Kazakhstan on 28th and 29th May
2007 has been perceived as a continuation of this diplomatic era.

This first visit of Berdimuhammedov to a regional country to meet top
executives has a much deeper meaning than melting down the icy relations
of the past. First of all, this visit is an indicator for the new developments in
the region and is a hint for identifying the real power behind these
developments. This issue has not been widely argued by many.

The process has started from cooperation in the energy field between
Turkmenistan and Kazakhstan, certainly the aims and targets are to form a
much closer partnership in the long term. In this regard, apart from the more
than 50 bilateral agreements that are forming the bases for the cooperation
between two countries, signing of a new cooperation agreement that is
covering the period till 2020 is another very important progress.

In the new period, the following issues are expected to come front and gain
importance:

Cooperation in energy sector

Solution for Caspian Sea’s status problem

The future of Trans-Caspian Project

North-South transportation corridor

Cooperation in education and science

Common investment and cooperation in industrial products, industry
and new technologies

7. Increasing of bilateral trade volume

oukrwhE

These are the obvious and not very marginal cooperation areas for these
two countries. The important thing is these issues or agreements are just the
infrastructure of a much deeper and wider cooperation strategy. In this
regard, we can say that in reality a new project has been started with signing
of these off the shelf agreements.

In fact, Kazakhstan’s President Nursultan Nazarbayev has been talking
about these targets in the last couple of years. It is also interesting to see
Turkmenistan, which has distanced herself from this strategy until
Saparmurad Niyazov's death, has embraced this move whole heartedly.
Being interesting, this consequence can be partially interpreted as a result of
aspire of the new Turkmen president to pursuit an active foreign policy and
related multilateral cooperation. But, this situation of following an active
policy suddenly is not something we are used to see in the Turkmen foreign
policy which has been very cautious in the past. Evidently, Turkmenistan will
continue to surprise us.

The recent developments are the sign of a new era of integration has been
started in the Central Asia and this process will continue between two
“energy rich” countries in the region. As this process progresses Kyrgyzstan
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Indeed, Russia tries to be strengthening her
“energetic” return to the region with a regional
unity.

Uzbekistan’s problems with her neighbors and
neighboring countries reluctance to join a
project which is headed by Uzbekistan

Uzbekistan does not have enough financial and
resource (natural gas, oil and minerals)
capacity to participate in such a project.
Therefore Russia is much more comfortable
with Kazakhstan and Turkmenistan to realize
her strategy

It has been seen that a number of problems are
apparent especially mutual trust and regional
leadership between Russia and Uzbekistan,
although they have signed a Strategic
Partnership Agreement in December 2005
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and Tajikistan will be included into this integration. It does not look normal
for this process start so suddenly and progress rapidly in a very short time.
All indicators are pointing to a “capital city” behind this progress. Before
revealing the name of this capital, it is necessary to argue the reasoning for
identifying this “capital city”.

1. New project requires a comprehensive mechanism and technical
accumulation and experience. None of these exists in these
countries, and as a matter of fact all attempts in the past has been
failed. Therefore, there must be a “mentor”, and it is not absurd to
seek a mentor behind this process.

2. The voluntary involvement of Turkmenistan in this process is a
surprise. Previously, Turkmenistan was distancing herself from all
sorts of regional cooperation. Therefore this progress is a “new
dimension” when Turkmenistan’s previous policy is considered.

3. With the process, a “cleaning operation” has been carried out in
terms of internal dynamics and politics. A foreign support is
unavoidable.

4. The process has started just after Putin’s visit to the region. The
developments have affirmed the analyses made after Putin’s visit
that “Russia has returned to the region”

As understood from the last point, it is concluded that Moscow is behind this
process. Indeed, Russia tries to be strengthening her “energetic” return
(http://lwww.turkishweekly.net/comments.php?id=2605) to the region with a
regional unity.

It is interesting not to see Uzbekistan in the list. When the recent
developments are considered, the following reasons can be helpful to
understand Uzbekistan’s absence.

1. First of all, it can be concluded that Russia didn't chose Uzbekistan
to participate in such a regional integration. The reasons are as
follows:

Uzbekistan’s domestic problems. In this regard, the power
struggle between the three hegemonic clans (Samarkand,
Tashkent and Fergana), the presence of Turk-Islamic
internal and external opposition to President Islam Kerimov
and these issues potential to drift country into an internal
instability.

Uzbekistan’s problems with her neighbors and neighboring
countries reluctance to join a project which is headed by
Uzbekistan

Uzbekistan does not have enough financial and resource(
natural gas, oil and minerals) capacity to participate in such
a project. Therefore Russia is much more comfortable with
Kazakhstan and Turkmenistan to realize her strategy.

These countries’ stable foreign policies and their rather firm
relations with foreign countries when compared with
Uzbekistan.

2. Another possibility can be a natural disagreement between Russia
and Uzbekistan on this project. At this point, it has been seen that a
number of problems are apparent especially mutual trust and
regional leadership between Russia and Uzbekistan, although they
have signed a Strategic Partnership Agreement in December 2005.
The role designed for Uzbekistan by Moscow may have refrained
Tashkent from being in such a partnership. Also, Tashkent may be
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The presence of a strong Russian border and a
Russian ethnic group in Kazakhstan. Likewise,
Russia is still an important actor in the
Turkmenistan’s domestic and foreign policy.
Moscow is the strategic partner of both
countries

The aim of the process started by Kazakhstan
and Turkmenistan through bilateral agreements
is a regional integration and a Central Asian
Union
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expecting that these kind of projects can not be realized without
Uzbekistan and therefore it is possible that Uzbekistan’s policy will
be “wait and see” hereafter.

3. It is a possibility that Kazakhstan and Turkmenistan didn’'t want to
see Uzbekistan in this process and rather have this country isolated
in the regional leadership and dominance race. Also, the
expectations that Tashkent will be forced to set aside leadership
claims and reluctantly will join to this formation.

Another question that should be answered is, why Turkmenistan and
Kazakhstan have chosen to act with Russia and what are the expectations
of these countries? Possible answers are given below:

1. The presence of a strong Russian border and a Russian ethnic
group in Kazakhstan. Likewise, Russia is still an important actor in
the Turkmenistan’s domestic and foreign policy. Moscow is the
strategic partner of both countries.

2. The return of Russia to the region and the regional countries’
preference to minimize (avoid any clashes) the aftermath effects of
this return and therefore these countries have accepted Moscow’s
cooperation proposal.

3. Russia is perceived as a balancing factor in the region against
China and US. Turkmenistan and Kazakhstan’s concerns regarding
China and US. At this point, Russia is much closer to these
countries in terms of cooperation, as a known power.

4. The problems in the region are mainly concentrated around energy
and security issues. Russia’s still seen as a key country for solving
these problems.

5. The crises of confidence with West and mainly US due to their
strategy to change the political framework in the region. At this point,
Russia appears as a trustable and preferred actor.

6. The expectations of a coming new “Cold War” towards the region
and in this regard these countries wants to live this transition by
forming regional cooperation and partnership.

7. The region’s strategy to play the game by rule until it becomes an
important power itself.

As a result, the aim of the process started by Kazakhstan and Turkmenistan
through bilateral agreements is a regional integration and a Central Asian
Union. As a precondition to reach this, these countries are targeting Russia’s
support. During the process, relations with Russia will determine the
Russia’s role and place in this integration. Also, the recent developments are
a message that Kazakhstan is a cut above Uzbekistan and Uzbekistan will
not be in this formation for sometime. This situation is one of the biggest
obstacles of the project. Time will show whether a Central Asian Union will
be successful without Uzbekistan, but the previous point should be
considered by both parties and this will be to the benefit of both parties. At
this point, it will be beneficial for both parties to look backwards in to the
history and to revise some lessons from the past urgently..

Dr. Mehmet Seyfettin Erol
mserol@gmail.com
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Developing Thermal Power Plants Service
Business Plan

This paper is prepared in order to explain how best to get prepared, what
actions to be taken for “Developing Thermal Power Plants Service
Business Plan" in Turkey and adjacent Countries. The plan could be
implemented in 3Q07, however implementation of the specified measures
Haluk Direskeneli is suggested for any time period.

Energy Analyst

HalukDireskeneli@tr.net

Market Status

Although our local
companies generally
receive some percent of
service business as part of
their major boiler sales,
percent of Service Orders is
approximately 10% out of
their total bookings. This
figure is approximately more
than 20% in USA since USA
Company bookings also
include major share in Utility

Currently industrial boiler market is shrinking in §
Turkey due to low industrial activity for
upcoming general elections and service
market could be a good alternative for fast
cash earnings with relatively high gross margin

Plant Service.

In the world markets, Service Business or Field Engineering Services
normally work in the captive market, therefore the profit margin is relatively
high since one works with own existing clients plus competitors’ unsatisfied

For the nearby international region, a clients.

reputable Service Company can always work
directly and/ or together with reputable/ reliable ] ] ) ) o ]
foreign partners Currently industrial boiler market is shrinking in Turkey due to low

industrial activity for upcoming general elections and service market could
be a good alternative for fast cash earnings with relatively high gross
margin.

However in the local market, Company has serious concerns for promotion
of service business. Servicing the existing EUAS Utility plants is not
feasible in the short run, since EUAS traditionally prefers to use their own
resources and/or alternatively they work together with original boiler
supplier(s). After “Privatizations” are implemented, the new owners may
ask companies with experience to make the necessary upgrading of
existing utility units.

On the other hand, the former managers, engineers, technicians of
competitor boiler companies, formed new service companies to serve
existing steam boilers in the local market. They get qualified easily and
their prices are low since their overhead and profit expectations are low. In
the local industrial size steam boiler services, price is the king; therefore
COMPANY should offer special services, such as diagnostics, plant
optimizations, which are not easily available by the local small service
companies.

For the nearby international region, a reputable Service Company can
always work directly and/ or together with reputable/ reliable foreign
partners

5
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Recommended Action ltems

10.

11.

COMPANY should make list of applicable service subjects, At this
time, main service subjects are Condition Assessment, Diagnostics,
Boiler Retubing, Natural gas and/or Multi- Fuel Burner conversion,
Repowering, CHX, FGD, Low NOx burner applications, addition of
Economiser(s), updating existing 1&C etc.

COMPANY should list existing own design boiler owners in Turkey,
regularly visit their plants, and maintain monthly contacts to serve
them, by phone or written communication.

COMPANY should list other water tube (as well as fire-tube) steam
boiler owners in Turkey by tracing the competitor reference lists and
maintain quarterly contact to serve them by phone and/or written
communication.

COMPANY should visit at least ... clients per year in order to explain
Company capabilities in service Business.

COMPANY must prepare technical papers to present in Domestic and
International Symposiums on "Service Business" and Company should
regularly attend relevant similar activities in order to have mutual
communication with our existing and potential future clients. It is very
well known that in our local culture, verbal communication is more
effective than written communication.

Technical paper Presentation will need to be done on an ongoing basis
but it may originate from some of the existing papers that have
currently been prepared by foreign partner Field Engineering Services.
COMPANY can provide assistance in preparing a technical
introduction to these papers in native language.

COMPANY needs more attention to the concerns that many (most) of
our customers do not have a great understanding of steam boilers, and
may be newcomers to this field. Company has to be familiar with their
requirements, and ready to solve their problems.

COMPANY'’s image should be improved to sell more of own design
boilers. Professional appearances of COMPANY proposals, first class
brochures, advertisements in appropriate places such as in technical
magazines, Mechanical Engineers periodicals etc, projection of
environmental concerns, plant diagnostics, flue gas de-sulphurization
(FGD), municipality refuse systems, re-powering of existing plants are
needed.

COMPANY must sell relatively expensive products by emphasizing
“investment” rather than "the price". COMPANY has to assist
customers to evaluate boilers in terms of efficiency, service life etc.

COMPANY should create COMPANY awareness/presence in
International companies who would be acquiring privatization of EUAS
plants, as local source to bring cost reduction opportunities to their
consortium.

COMPANY should complete Service Business organization
implementation and develop a plan to utilize services of all related

6



In addition to re-organization, there may need
to be some personnel changes. Other than
using the available engineers and technicians
in the existing Service Department, the
additional changes could be importing new
talents from other departments

Quiality refers not only too technical quality but
also to the quality of the customer's interaction
with the provider of the service.

12.

13.

14.

15.

16.

17.

18.

19.

Energy Review

departments and resources.

COMPANY establishes effective Field Service, Service Business
accounting/ invoicing system.

COMPANY should arrange a separate office for Service Business
Department as profit center, and allocate enough resources for
necessary traveling (company car) and communication (laptops with
wireless e-mail access, cellular phones) expenses.

COMPANY must form long-term relationship with clients so that they
are not only buying a steam boiler but a very close partner to assist
them at any time they need.

COMPANY should also be prepared for “Plant Optimization Services”
for the interested serious experienced cost-conscious companies.

COMPANY must consider staff training in Foreign Partner Field
Engineering Services, in their office(s) and in their site facilities in
various parts of the world, as part of necessary technology transfer

COMPANY should consider inviting Foreign Field Engineering
technical staff to come to our region and visit our potential clients
together with COMPANY

The potential clients will need to perform municipal and ministerial
environmental audits. COMPANY will need to offer solutions to ensure
that their clients meet existing and future environmental regulations.
COMPANY must stay current with government regulations and be able
to offer the appropriate solutions to our existing and potential clients.

COMPANY should investigate and/or introduce “Long Term
Maintenance and/or Operation Contracts” with reputable industrial
clients.

Personnel

With the existing organization, there may have some
modifications and/or additions in order to be better
prepared to respond to market expectations. In addition to
re-organization, there may need to be some personnel
changes. Other than using the available engineers and
technicians in the existing Service Department, the
additional changes could be importing new talents from
other departments.

Opportunities in Global Sense

COMPANY should create opportunity by delivering quality services and
products to our customers. This step is not meant to say that everyone
should be turned into a marketer, rather that everyone should work toward
quality as a way to become credible with customers. It is particularly true
in the service market that quality refers not only too technical quality but
also to the quality of the customer's interaction with the provider of the
service. When new work needs to be done, the natural result should be

7



Culture must be one that delivers quality, is
always alert for business opportunity, and then
turns the opportunity into revenue. A major
problem lies in the notion that the actions
required to carry it off vary with location and
with time

Energy Review

that the name of a COMPANY employee comes to mind as someone who
can produce both technical and interactive or functional quality.

COMPANY must become more sensitive to seeing ways to expand
individual business areas. It means developing a nose for business
opportunities and learning that this skill is a vital aspect of each of our jobs.
Further, it does not necessarily mean, "selling" in the classic sense; rather
it means developing the ability to recognize that every encounter with a
customer may reveal a business opportunity.

Finally, COMPANY must learn to convert those opportunities into new
business. Once recognized, COMPANY must know what actions should
be taken and take them energetically to close the deal. The trick here is
that what should be done is different for different situations and different
places. At some times and places, the action should be speedy
communication within COMPANY; at others, it should be immediate action
with the customer to gain a step on competition. The common factors are
speed and decisiveness of response.

Conclusion

In short, our culture must be one that delivers quality, is always alert for
business opportunity, and then turns the opportunity into revenue. A major
problem lies in the notion that the actions required to carry it off vary with
location and with time. The solution lies in thinking in the context of the
whole enterprise, but acting locally in a way that is tailored to fit specific
conditions. These are the tentative issues we prepared as a “Pre-Study” at
this end in order to promote Field Engineering Services in our region.

Your comments are always welcome.

Haluk Direskeneli- Energy Analyst
ODTU ME'1973, Ankara MMO 6606
HalukDireskeneli@tr.net
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Hasan Selim Ozertem,
Editor of USAK Energy Review
hozertem@gmail.com

For years, this closed geography has been an
unknown equation for the Western world with
its people, culture and surely with its rich
resources. Thus, emergence of new countries
caused a curiosity with excitement among big
actors in the world politics

It is a well known fact that the geopolitical
location of a country has always a big impact
on a country’s both foreign and internal affairs

Russia does not want to lose its high hand and
conducts a proactive foreign policy in the
region

The well known “Great Game” still takes place
in this geography even though the actors
change in time. In this New Great Game the
main actors are Russia and the US. However,
one should not ignore the rising star of China
in the region, especially in Kazakhstan

Energy Review

Kazakhstan: A Central Asian Chess with
Giants

The period between the World War Il until the collapse of Soviet Union is
defined as the Cold War Era in the world’s history. After the dissolution of
USSR not only this war came to an end, but also from Baltic region to
Central Asia new states have appeared in the international arena.

For years, this closed geography has been an unknown equation for the
Western world with its people, culture and surely with its rich resources.
Thus, emergence of new countries caused a curiosity with excitement
among big actors in the world politics. Especially, Central Asia was defined
by many as the region that can be an important center for energy
resources and an alternative for Middle East’s hydrocarbon suppliers.

Until now, it is partially
proven that Caspian Basin
can represent a good
alternative with its
hydrocarbon reserves for
the world economy. It is
hard to say that it can be a
hundred percent substitute,

4 LA e but it is for sure that with
policies that would be implemented carefully, this region can help for
diversification of resources.

In this region one of the most promising countries with its wide territory
and rich resources is Kazakhstan. After the collapse of Soviets,
Kazakhstan by taking serious and decisive steps has developed relatively
a better and stable state structure when compared to others.

Kazakhstan is a country that is located both in Central Asia and Caspian
Basin. As neighbors it has Central Asian countries as well as global
powers like Russia and China. It is a well known fact that the geopolitical
location of a country has always a big impact on a country’s both foreign
and internal affairs. Thus, having two neighbors like Russia and China and
being in a geography that is geopolitically fragile and attractive, it is so
important for Kazakhstan to conduct a well balanced foreign policy.

What makes this geography so attractive with its deserts and hard climatic
conditions? First of all Russia for centuries has been an important actor in
the region. This has not changed even after the collapse of USSR. Now,
Russia does not want to lose its high hand and conducts a proactive
foreign policy in the region. When | talk to Kazakh analysts they say that
apart from diplomats and officials, President Putin and Nazarbayev meets
almost 10 times in a year. As known also US tries to become a dominant
power in the region politically and economically. In fact, the well known
“Great Game” still takes place in this geography even though the actors
change in time. In this New Great Game the main actors are Russia and
the US. However, one should not ignore the rising star of China in the
region, especially in Kazakhstan. Since they have to satisfy their energy
hunger due to their fast growing economy and being in the same
geography they think that these countries can represent a good solution
for their problem.
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So, where does Kazakhstan stand in this big picture? According to data of
2005%, Kazakhstan with its reserves of 39.6 million barrels of oil holds
3.3% of the world’s proved oil reserves. Moreover, Kazakhstan is the
second largest producer in the former Soviet Union and produces 1.6%
(1.36 million bpd) of the world’s total oil production. The main oil fields of
Kazakhstan are Tengiz, Karachaganak, Kurmangazy, Uzen and

According to data of 2005%, Kazakhstan with Kashagan. Among these, “the Kashagan field is the largest oil field outside

its reserves of 39.6 million barrels of oil holds  the Middle East and the fifth largest in the world™. It is estimated this

3.3% of the world's proved oil reserves. reserve to hold 7-13 billion barrels of oil. Uzen oil and gas field is being

Moreover, Kazakhstan is the second largest  qharated by Uzmengaz, which is a 100% state-owned company and has
producer in the former Soviet Union and

produces 1.6% (1.36 million bpd) of the 1.5 billon of oil reserves.
world’s total oil production
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It is always Turkmenistan, which is famous of its rich natural gas reserves,
but with its 3000 billion cubic meters of natural gas Kazakhstan holds
1.7%° of world’s total gas reserves. (Turkmenistan holds 1.6% of total
reserves)

Today, Kazakhstan signs Product Share Agreements (PSA) with
transnational companies for the development of hydrocarbon reserves in
its territory. There are Chevron, BP, Italian ENI, Chinese CNPC and others
taking part in energy sector of Kazakhstan. On the other hand,
Kazmunaigas a state owned company also plays an active role in this
regard.

, _ _ , Being located in the Caspian region Kazakhstan gets involved to the
Being located in the Caspian region dispute of Caspian’s Status. After the collapse of Soviets the problem
Kazakhstan gets involved to the dispute of . . . . .

Caspian’s Status. After the collapse of Soviets ~ aroused with the establishment of new states in the region. While there

the problem aroused with the establishment of ~ were only two states; USSR and Iran in the Cold War era, after the

new states in the region collapse of USSR in addition to Iran there emerged Turkmenistan,
Azerbaijan, Kazakhstan and Russia. After discoveries of new on-shore
and off-shore hydrocarbon reserves and also with its existing reserves
Caspian Basin has become a real center of attraction not only for nations
of the region but also for the Western world and transnational companies.
However, this caused disputes to arouse about the status of Caspian
Basin. When | talk to the analysts of the region they say that the problem
between Russia, Kazakhstan and Azerbaijan has been mostly resolved.
Moreover, Kazakhstan and Russia has moved away in this bilateral
agreergent between each other and agreed to develop Kurmangazy field
jointly.

There are three oil pipelines that go abroad
from Kazakhstan. One of them goes directly to
China, but it is an ignorable amount. Main
export routes are the others; CPC pipeline and
Atyrau-Samara pipeline

Kazakhstan produces 65 million
tones of oil per year and exports
85% of this production.
However, the main export
routes passes via Russia. There
are three oil pipelines that go
abroad from Kazakhstan. One
of them goes directly to China,
but it is an ignorable amount.
Main export routes are the
others; CPC pipeline and
Atyrau-Samara pipeline. The former goes directly to the Russian port in
Black Sea, Novorossiysk and has a capacity of 560.000 bpd. The latter
one goes into the Russian territory to the city of Samara and has a
capacity of 300.000 bpd’. It is planned to increase the daily oil production
of Kazakhstan in 2015 up to 3.5 million barrels. Thus, the main question is
how Kazakhstan can transport this amount of oil to the world markets.

1 BP Statistical Review 2006
10



4
1,

Energy Review

There are three options on the table, upgrading the capacity of existing
pipelines, getting connected to the other routes and construction of new
ones. In this framework, Kazakhstan plans to transport its oil via Baku-
Thilisi-Ceyhan (BTC) and announced this in 2006. Analysts say that
Kazakhstan now examining the feasibility of the project and it is expected
that it will start to pump crude oil via this route in the near future.
Moreover, during Putin’s last visit to Kazakhstan, he presented the option
of Burgas-Alexandroupoulos route for the transportation of Kazakh oil via
this pipeline and Kazakhstan has welcomed this proposal. Apart from
these projects, which are related with the routes of the west, the amount of
oil pumped to the east, to China also will increase.

Turkey has also a great desire to be an energy bridge between Central
Asia and Western Markets. In this sense, a Turkish-Italian consortium has
started to construct a new pipeline; Samsun-Ceyhan which will carry the
oil that comes to Black Sea to Mediterranean. But Putin’s last visit to
Kazakhstan and Turkmenistan has changed the big picture and now it is
hard to say that the fate of this project would resemble BTC. However,
new projects of refinery construction in Ceyhan is planned to be realized to
increase the attraction of this port. In this sense, Kazakhstan is really
interested in taking part in this refinery construction project and sees this
investment an important indicator of Turkish-Kazakh relations.

To conclude, the region has a vital importance for the world’s energy
issues and this importance will be more highlighted as long as the oil
prices remains in these levels. Today, EU complains about its dependency
to Russia and declares that the region would be a good alternative for the
diversity of suppliers. However, Central Asian countries wait for concrete
steps and feasible projects. If these come with Russia they will not hesitate
so much to sign new agreements with this country as we saw during
Putin’s visit. In this sense it is important for EU to show its will, to take
concrete steps and conduct more proactive foreign policy in the region.

In the last analysis, one of the main problems is how the picture will look
like when the natural resources of this geography disturbed among the
actors like China, Russia and US and how these newly established states
will benefit from this distribution. Currently, Russia seems to keep its
advantage in this New Great Game. For the future what can be said? The
answer will take shape as the each actor makes his move on this
multidimensional chess table.

For your comments:
hozertem@gmail.com

2 BP Statistical Review 2006

%Enegy Information Administration (EIA), Retrievew: http://www.eia.doe.gov/emeu/cabs/Kazakhstan/Qillltm31 May
2007.

“ Global Security, Retrieved frorhttp://www.globalsecurity.org/military/world/centesia/kazak-energy.hton 01 June
2007.

® BP Statistical Review 2006

® Global Security, Retrieved frorhttp://www.globalsecurity.org/military/world/centesia/kazak-energy.hton 01 June
2007.

"McDonald, POil and Energy TrendRRetrieved fromhttp://www.oilandenergytrends.com/ger/asia.aspl6 April 2007.
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Rovshan Ibrahimov
Editor in Chief of USAK
Energy Review

With geopolitical position in Central Asia,
Kazakhstan has borders with countries such
as Russia and China and is one of the largest
countries in the Eurasian space

Neighborhood with Russia and China play the
key role in the development of national energy
policy. For example, Kazakhstan is interested
in cooperation with Russia firstly because this
country is the main transit route for oil exports
to the European markets

Russia also interested to transport Kazakh oil
through own territory, which in turn may
conduct its own energy policy in the European
countries

Kazakhstan-One of the Important Player In
Energy Game On Eurasian Area

Rovshan Ibrahimov, rovsen@azerimail.net
Editor of USAK Energy Review

Kazakhstan gained its independence in 1991 after collapsing of the Soviet
Union and immediately began to seek ways to implement the use of their
own oil sources. It is estimated that the country has resources between 30
and 40 billion tons of ail.

With geopolitical position in Central Asia, Kazakhstan has borders with
countries such as Russia and China and is one of the largest countries in
the Eurasian space. The main oil fields in Kazakhstan like Tengiz oil field
which is located on the northeast shores of the Caspian Sea, then the
Karachaganak oil field located inland near to Russian border, another
Kashagan is one of the largest field with projected reserves of somewhere
between 7 and 13 billion Barrels, and the Kurmangazy field, located in
northern Kazakhstan. As it seen the major oil fields are located in the
western part of the country near the border with Russia. Although there is
some small oil fields near the Chinese border, their industrial exploration
has not yet to begin

Neighborhood with Russia and China play the key role in the development
of national energy policy. For example, Kazakhstan is interested in
cooperation with Russia firstly because this country is the main transit
route for oil exports to the European markets. Indeed, during the Soviet
period the only oil pipeline from which export of oil from Kazakhstan was
possible has been linked to the Russian city of Samara, where through
internal oil pipeline infrastructure came to the Black Sea port of
Novorossiysk.

Subsequently in 2001 with the aim to exp[ort of oil from Kazakhstan
Caspian Pipeline Consortium was built which is also passing through
Russia. The length of this pipeline is about 1510 km, and connects the
Tengiz oil field with the port of Novorossiysk. It also plans to export oil
extracted from fields Kashagan and Karachaganak to date through this
pipeline. Nowadays about 700,000 barrels of oil a day transported from
this line.

Russia also interested to transport Kazakh oil through own territory, which
in turn may conduct its own energy policy in the European countries. The
emergence of alternative ways to export Kazakh oil to the West poses a
threat to Russia policy. Examples for such possibility can be shown
Azerbaijan, which is after the construction of the main pipelines for oil and
gas exports, began follow more independent policy and has prevented
Russian policy of pressure on Georgia, starting export its own gas to the
country.

Regarding China, this country with a rapidly growing economy desperately
needs to import oil and gas. Lacking its own energy resources, the country
is largely dependent on external supply mostly from the Middle East.
Given the political climate in the region, China needs to diversify imports
for its hydrocarbon industry. One of such source for China is Kazakhstan.
Export of energy to China is also in interest of Kazakhstan. Deliveries in
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The export from Kazakhstan to China started
construction of an oil pipeline from Atyrau to
Alashankou, in the Xinjiang  Uygur
Autonomous Region of China and in 3000 km
in length. This pipeline is built by the China
National Petroleum Corporation and
Kazakhstanian oil company KazMunayGas.
Overall, it possible to transport from this pipe
about 20 million tons of oil per year.

Planned by Kazakhstan privatization of
Lithuanian refinery was failed because of
refuse to allow Russia to export 12 million tons
of oil a year through its territory which planned
to be processed in Lithuania

Energy Review

the country will enable the country to diversify its exports, transported
across Russian territory.

The export from Kazakhstan to China started construction of an oil pipeline
from Atyrau to Alashankou, in the Xinjiang Uygur Autonomous Region of
China and in 3000 km in length. This pipeline is built by the China National
Petroleum Corporation and Kazakhstanian oil company KazMunayGas.
Overall, it possible to transport from this pipe about 20 million tons of oil
per year.

By the end of 2005, construction of the pipeline was finished. The event
enabled Kazakhstan to a certain foreign policy related to energy projects.
Kazakhstan is planning to increase its oil production by 2015 to 150 million
tons a year, formally announced his desire to join the newly delivered BTC
pipeline in operation.

Pre knowing reaction to the statement Kazakhstan, in the short term,
dividends received and on the willingness of Russia to control the entire oil
exports of Kazakhstan. And in this case, at a meeting of the Presidents of
Russia, Kazakhstan and Turkmenistan may seem that Russia has made
its own. Indeed, the President of Kazakhstan Nursultan Nazarbayev during
the meeting with President Putin said that Kazakhstan wishes to continue
to export up to 80% of total exports to 52 million tons west through Russia.
However, we should not forget that oil production in Kazakhstan will grow
including exports to the western direction. It is therefore expected that
Kazakhstan will not abandon the Azerbaijani export oil to the West. In
short term Kazakhstan has certain desired results on privatization of
Orenburg refinery located in Russia, and working on Kazakh oil. There has
been another discussion about Kazakhstan's participation in pipeline
construction Burgas-Aleksandropoulos.

In addition, Kazakhstan has suffered some loss of Russian monopoly
transport Kazakh oil. Planned by Kazakhstan privatization of Lithuanian
refinery was failed because of refuse to allow Russia to export 12 million
tons of oil a year through its territory which planned to be processed in
Lithuania. Another possible problem in the same reason for Kazakhstan is
ambition of Russia to increase tariffs for the transportation of Caspian oil
through the pipeline Caspian Pipeline Consortium.

It should be noted that one of assessed participants of consortium is the
Russian pipeline monopoly Transneft. The share of this company is 24%.
Pipeline Caspian Consortium is the only private pipeline crossing the
territory of Russia. Given that Russia is pursuing a policy of monopoly in
the energy sector, it also intends to increase its influence in the
consortium.

Kazakhstan is not satisfied with the role of only exporter of energy in the
Eurasian space. The country intends to play an active role in shaping
energy policy. And if in the short run this country lacks sufficient tools to
realize its objectives in the medium term it would make to have these
mechanisms in place. And the first step in this direction would be a way of
diversifying of export of oil.

Rovshan Ibrahimov, rovsen@azerimail.net
Editor of USAK Energy Review
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Indicative Exchange Rates Announced at 15:30 on 05/06/2007 by the Central Bank of Turkey

CURRENCY EXCHANGE RATES EXC.RATES ON BANKNOTES
Buying Selling Buying Selling
USD/TRY 1 US Dollar 1.3058 1.3121 1.3049 1.3141
EUR/TRY 1 EURO 1.7649 1.7734 1.7637 1.7761
GBP/TRY 1 British Pound 2.6026 2.6162 2.6008 2.6201

Turkish Refinery Output Price

Spec_ial - Exclusive of . Mall -
Product Name YTL/TON YTL/M3 Concise Dividend VAT VAT |nc|qded Validity Date

Tax price

YTLM3 | YTLM3 | YTL/M3 | YTL/M3 | YTL/M3
zmit 1.023,18 | 777,62 | 1.362,50 1,4 214152 | 38547 | 252699 | 06.06.2007
zmir 1.023,18 | 777,62 | 1.362,50 1,4 214152 | 38547 | 2.526,99 | 06.06.2007
Krkkale 1.027,14 | 780,63 | 1.362,50 1,4 2.14453 | 386,02 | 2.530,55 | 06.06.2007
Batman 1.054,89 | 801,71 | 1.362,50 1,4 2.165,61 | 389,81 | 2.555/42 | 06.06.2007

YTLUM3 | YTLM3 | YTLM3 | YTLM3 | YTL/M3
zmit 917,96 | 734,37 0 1,4 735,77 132,44 868,21 10.05.2007
zmir 917,96 | 734,37 0 1,4 735,77 132,44 868,21 10.05.2007
K kkale 930,06 | 744,05 0 1,4 745,45 134,18 879,63 10.05.2007
| YIUM3_ YTUM3 | YTUM3 _YTLM3
zmit 917,96 | 734,37 760,5 1,4 1.496,27 | 269,33 | 1.765,60 | 10.05.2007
zmir 917,96 | 734,37 760,5 1,4 1.496,27 | 269,33 | 1.765,60 | 10.05.2007
K kkale 938,13 | 750,50 760,5 1,4 1.512,40 | 272,23 | 1.784,63 | 10.05.2007
Batman 944,85 | 755,88 760,5 1,4 1.517,78 273,2 1.790,98 | 10.05.2007
| YTUM3_ YTUM3_VIUM3__ YTUM3 | YTUM3 ||
zmit 851,26 | 719,31 834,5 1,4 155521 | 279,94 | 1.83515 | 12.05.2007
zmir 851,26 | 719,31 834,5 1,4 155521 | 279,94 | 1.83515 | 12.05.2007
Krkkale 882,13 | 745,40 834,5 1,4 1.581,30 | 284,63 | 1.86593 | 12.05.2007
Batman 891,52 | 753,33 834,5 1,4 1.589,23 | 286,06 & 1.87529 & 12.05.2007
| YIUM3_ YTLM3 | YTLM3 __ YTL/M3
zmit 876,6 740,73 927 1,4 1.669,13 | 300,44 | 1.969,57 | 11.04.2007
zmir 876,6 740,73 927 1,4 1.669,13 | 300,44 | 1.969,57 & 11.04.2007
Krkkale 918,4 776,05 927 1,4 1.704,45 306,8 2.011,25 | 11.04.2007
| YTUTON_YTLTON YTL/TON YTL/TON
zmit 591,29 476 15 1.068,79 | 192,38 | 1.261,17 | 01.05.2007
zmir 591,29 476 15 1.068,79 | 192,38 | 1.261,17 | 01.05.2007
| | YTUTON YTLTON YTLTON YTLTON | YTLTON = |
zmit 443,35 204 15 648,85 116,79 765,64 12.05.2007
zmir 443,35 204 15 648,85 116,79 765,64 12.05.2007
K kkale 450,04 204 15 655,54 118 773,54 12.05.2007
Batman 450,04 204 15 655,54 118 773,54 | 12.05.2007q

Source : www.tupras.com.tr
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