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Energy Review

Letter From the Editor

Dear friends,

Once again, we welcome you to our weekly Energy Review
already acquired permanent readers, and whose number we
hope will continue to grow. Some of you have this number
lately at the night and some of only early in the morning,
depending on in what part the world you are now. In any case,
regardless of where you are now in a globalize and so closed
and small world, we invite you to turn accommodate soft chair
and take a cup of hot coffee and then enjoy, reading of the
new number. It is essential for us to be sure about comfort of
each of our readers as well as you views of point. Do not
forget that all of you are the potential writer in our Review, why
not?

The sixth issue presented to your attention six more articles.
Article of Metin Gezen tales about the hypothetical possibility
of a gas OPEC led with Russia and perspectives.

In his article Haluk Direskeneli reviews about large of lignite
mines deposits located in Afsin Elbistan and necessity of
actively consumption of these recourses in the energy sector
of Turkey.

Fevzi Saffet Bora provides own analysis of a new law on oil in
Turkey and identifying the positive and negative sides of this
official document.

You will be able to read the essay of Rovshan lbrahimov
which is about the oil and gas pipelines projects in the south
part of the Eurasian continent and the purposes which are
want to achieve EU and Russia, in this aspect.

Hasan Ozertem raised the issue of global climate change to
establish linkage between industrial activity and this
phenomenon. Also writer try to analyses proposals of the
solutions to the problem within the framework of the Kyoto
protocol. This weak Hasan Ozertem continue own analyze
regarding to the oil markets in this weak.

Rovshan Ibrahimov, Editor.

is a Uluslararasi Stratejik Arastirmalar Kurumudmtational Strategic Research
Organization publication and prepared by the USAt€igy Desk.
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NABUCCO pipeline with
which gas from the
Caspian region will deliver
through Iran and Turkey
to European markets.

Ex-President of
Azerbaijan, Heydar Aliyev,
during his official visit to
Turkey on March 12, 1999
signed contract with this
state for a period of 15
years with the export of
79.7 billion cubic meters
of gas thereby.

Energy Review

The European Union And Russia- Gas
Games On The Southern Flank: Different
Purposes, Similar Results

The European Union is seriously intended to ensure own energy
security by the providing of alternative gas import to Russia primarily from
the Caspian region. It's almost quite long time being discussions about
possible construction of NABUCCO pipeline with which gas from the
Caspian region will deliver through Iran and Turkey to European markets.
However, the political situation in the region, mainly in Iran, as well as the
lack of clear information on the quantity of gas reserves in the states of the
region, suggests that in the short-term the implementation of this project is
not seen realistic. Another reason of difficulty of the realization of this
project is the financial side of the business. Project promises to be
expensive and require the assistance of the financial structures.
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In that case, mostly realistic policy can be developed supply of gas
from available pump their already feasible travel routes. One such source
is the Azerbaijani gas field Shah Deniz in the Caspian Sea. It will be
recalled that after the exploration of the gas reserves which is estimated by
specialists at capacity of the field at approximately 1 trillion cubic meters, it
was decided to begin construction of the new gas pipeline Baku-Thbilisi-
Erzurum. The initial point of the pipeline in Erzurum will be connected with
the Turkish internal distribution pipeline network with the aim of cover
demand of gas in this country.

Afterwards with the purpose of confirmation of the initial market
and the possibility of the operation of gas, the President of Azerbaijan,
Heydar Aliyev, during his official visit to Turkey on March 12, 1999 signed
contract with this state for a period of 15 years with the export of 79.7
billion cubic meters of gas thereby. Opening of the new gas field in the
Azerbaijan sector of the Caspian Sea project operated by BP has received
considerable attention from members EU states; in particular its southern
flank where gasification is only marks gaining momentum. The
representatives of the interests in a possible acquisition of gas such
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Works at Turkey-Greece
natural gas pipeline
project Turkey part
delayed because of
BAYINDIR n aatA +
SUTEK consortium, who

had won the tender in July

2005, ran into financial
problems and failed to
meet its obligations.

From 2006 oil from
Azerbaijan began pump
on the newly-built Baku-
Thilisi-Ceyhan pipeline
and then with the tankers
move on the
Mediterranean Sea to the
Italian market and then to
the refineries of the
neighbors states.

Energy Review

countries as Italy, Spain, Portugal and Greece which is the closest
neighbor of Turkey.

Following the visit of the President of Azerbaijan Republic
intergovernmental agreement signed between Greece and Turkey an on
the construction of the Ankara-Dedeagac pipeline to transportation Caspian
gas to Europe. Works at Turkey-Greece natural gas pipeline project Turkey
part delayed because of BAYINDIR n aat A + SUTEK consortium, who
had won the tender in July 2005, ran into financial problems and failed to
meet its obligations. Recently, Turkish company BOTA which is
specialized on constructing oil and gas pipelines and also importing of gas
has collected bids at its tender for completion of abandoned pipeline.
Meanwhile Greece has signed contract with Italy which is aimed to build a
gas pipeline, designed to supply natural gas from the Caspian region, into
the states of the Southern region of the European Union. It's planned that
pipeline will be build by 2011. As stated, construction of the European
pipeline will begin already next year. Part of this pipeline would be built
under water, and total length will be 300 km. The project is intended to
diversify the supply to Europe and minimize energy dependence on
Russia. Construction of the facility will be held by Italian Energy Company
Edison and Greek Company DEPA which is specialized in distributing of
the public gas.

As can be seen from the above data after the construction of the
pipelines between Turkey and Greece and between Greece and ltaly, later
that can be pursued to Spain and Portugal will be completed transport line
derived from Shahdeniz field that allows EU alternative to Russia gas its
southern frontier. It will be recalled that from 2006 oil from Azerbaijan
began pump on the newly-built Baku-Thilisi-Ceyhan pipeline and then with
the tankers move on the Mediterranean Sea to the Italian market and then
to the refineries of the neighbors states.

It should be also noted that in November 2006 the European
Commission signed an agreement with Azerbaijan, a Memorandum of
Understanding the arrangements for the supply of hydrocarbons from the
Caspian region to Europe.

All of these initiatives concerned Russia; previously exported
energy supply from the former Soviet Union states to the European states
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The sharing of Transneft
in a new consortium is
33.34% and Rosneft and
Gazpromneft- each to
33.3% and authorized
capital of a new company

is about 9.1 million rubles.

Energy Review

as natural monopoly of transport infrastructure. The situation is
exacerbated, and the fact that Kazakhstan also intends to join in a new
pipeline which will guarantied the alternative way for the delivery of its oil.

Operation of Baku-Thilisi-Ceyhan oil and Baku-Thilisi-Erzurum
natural gas pipelines, discussed the NABUCCO project - another pipeline
which will bypass Russia, moreover is talk on the possible use of Odessa-
Brody piplenine as one another alternative... Therefore, Russia has
decided to revive project of the construction of the gas pipeline from
Bulgaria to Greece bypass Turkish Bosphorus through which tankers
movement restricted because of the complex geographical topography of
the Straits where sometimes the distance between the sides is only 22
meters. This was one of the main reason for building the Baku-Thbilisi-
Ceyhan pipeline.

Recently several companies such as Transneft, Rosneft and
Gazpromnefti, set up by Pipeline Consortium Burgas-Alexandropolis. The
sharing of Transneft in a new consortium is 33.34% and Rosneft and
Gazpromneft- each to 33.3% and authorized capital of a new company is
about 9.1 million rubles. Project of the pipeline was began in early 90th.
However, disscusions were still in place that was also underlined in words
during his visit to Greece Vladimir Putin, in the summer of 2006, who said
that the Baku-Ceyhan already built, and Burgas-Alexandropolis is still

under negotiation.

By building the pipeline Russia is trying to
recover its status quo primacy of the role of energy
supply Europe on the southern flank and shift the
balance of power in the former southern republics.
Since the realization of such projects as Baku-
Thilisi-Ceyhan and Baku-Thilisi-Erzurum changed
geopolitical scheme in the southern Caucasus
where Georgia came open confrontation with
Russia and Azerbaijan have and it is a more
balanced foreign policy has been to make decisions independently. Recent
attempts to change the situation in Georgia by the energy pressures ended
in failure as a result of assistance provided by Azerbaijan, which also
refused proposal of Russia to support sanctions against Georgia. The
alternative to the European markets affected the desire of Kazakhstan to
join the pipeline. Changes in the political situation in Turkmenistan also can
further lead to a situation in which the country would have to find new
outlets for the export of their hydrocarbon reserves. And now, even the
completion of the Burgas-Alexandropolis with will not be able to change the
situation. This attempt is already late to change any situation in favor to
Russia and can not generally affect the trends in new processes in the
region. All that may give Russia implementation of this project is the
increase own exports to the same European market and still maintain a
presence in the southern part of the European Union.

Rovshan Ibrahimov, rovsen@azerimail.net
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Intergovernmental Panel
on Climate Change
(IPCC) approves that
climate change is man
made and his share in this
is 90% in the last 50
years.

The main greenhouse
gases are Carbon Dioxide
(COy), methane (CH.),
and nitrous oxide (N20O).
In addition, according to
scientific researches CHy
is 21 times and N2O is
310 times effective than
CO..

Energy Review

Understanding the Climate Change and the
IPCC Report

Killing slowly the earth; this is what we are doing for centuries.
Unfortunately, the latest report of Intergovernmental Panel on Climate
Change (IPCC) approves this; climate change is man made and his share
in this is 90% in the last 50 years.

The main reasons for the climate change are;
i. Greenhouse gases
ii. Changes in the solar activity
iii. Movement of tectonic plates
iv. Change in the earth’s orbit
v.  Volcanism
Vi. Meteor Strikes

There is a high correlation between temperature changes and solar
activities but in the recent years greenhouse gases have become dominant
in global heating. Tectonic movements and change in the earth’s orbit are
effective, but these in the very long term. On the other hand patrticles that
emerge from volcanic explosions or from a meteor strike (for example like
in the prehistoric period) prevent sunlight to reach to the earth. As humans
among these we can only control greenhouse gas emissions; the most
effective one.

Human made factors like urbanization, aerosols, CFC
(Chlorofluorocarbons), fossil fuels, agricultural activities, deforestation and
transportation can be stated as the factors, which are effective on climate
change.

With the “industrial revolution” human activities have increased and
accordingly the greenhouse emissions in the atmosphere. The main
greenhouse gases are Carbon Dioxide (CO,), methane (CH,), and nitrous
oxide (N,O). In addition, according to scientific researches CH, is 21 times
and N,O is 310 times effective than CO,. These are also called
anthropogenic gases and since 1750 these have markedly increased as a
result of human activities. In global scale increases in carbon dioxide
concentration are due primarily to fossil fuel use and land-use change,
while those of methane and nitrous oxide are primarily due to agricultural
activities. (IPCC Report) These gases absorb sun lights and causes
increase in the earth’s temperature. Moreover, CFCs deplete ozone (O3)
layer in the atmosphere. However, in 1990 it was agreed to stop CFC
usage until the 2000 in London Protocol, so today the usage of these
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Observations since 1961
show that the average
temperature of the global
ocean has increased to
depths of at least 3000 m
and that the ocean has
been absorbing more than
80% of the heat added to
the climate system.

By 2010 the EU aims to
produce 21% of its
electricity from renewable
resources and plan to
substitute highway
transportation with
railways to decrease CO;
and N2O emissions.
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gases have been taken under control.

Today, one of the most serious threats is global heating and effects
of this can already be observed easily. According to IPCC report “Eleven of
the last twelve years (1995 -2006) rank among the 12 warmest years in the
instrumental record of global surface temperature since 1850
Observations since 1961 show that the average temperature of the global
ocean has increased to depths of at least 3000 m and that the ocean has
been absorbing more than 80% of the heat added to the climate system.
Such warming causes seawater to expand, contributing to sea level rise...
Mountain glaciers and snow cover have declined on average in both
hemispheres. Widespread decreases in glaciers and ice caps have
contributed to sea level rise” (pp. 5, 7) Moreover, another crucial impact of
decreases in glaciers is that this causes the salt density in the oceans to
change and it is afraid that this would negatively affect Gulf Stream and
accordingly west coast of Europe. It is not necessary to mention about the
changes in annual precipitation and catastrophes that have occurred
frequently in the last decade; like Katrina, El Nifio, and La Nifia etc.

Today, countries are discussing Kyoto Protocol(1997); this is a kind
of agreement that aims to decrease greenhouse gas emissions to a certain
level in the atmosphere. The main principles are;

Equality but differentiated responsibilities

Taking precautions in the beginning

The balance between development and the climate change

Kyoto Protocol is being implemented since 2005. However some
countries like USA and Australia have hesitations to implement this. Since
their industries mainly dependent to fossil fuels they claim that if they give
promises to decrease their emissions and implement this protocol, it would
negatively affect their industries and the welfare level of their people. On
the other hand, in USA in the federal level some states allocate important
amount resources for efficiency in energy usage and research and
development studies for the renewable energy technologies.

In addition, recycling policies, renewable energy technologies, waste
to energy implementations and energy efficiency have begun to gain
importance in most of the countries. For example; by 2010 the EU aims to
produce 21% of its electricity from renewable resources and plan to
substitute highway transportation with railways to decrease CO, and N,O
emissions.

To conclude, especially in the last decade effects of global heating
have become more obvious; the frequency of catastrophes has increased,
annual precipitation rates have changed, glaciers and snow cover have
declined and sea level has increased. What we are pursuing is the road to
hell. However, yet it is not too late. Being more sensitive and creating
policies for solution of these problems can save the earth.

References:

Climate Change 2007: The Physical Science Basis; Summary for
Policy Makers Retrieved from http://www.ipcc.ch/SPM2feb07.pdf
on 11 February 2007

Promoting Climate Change Policies in Turkey Symposium (7-8-9
February 2007) Notes

hozertem@gmail.com
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Russia has 1688 tcf
(trillion cubic feets) of
estimated gas reserves.
Russia is followed by Iran
and Qatar both over 900
tcf of estimated gas
reserves.

RIA claims : “Iranian
president Mahmoud
Ahmadinejad offered to
Russian president
Vladamir Putin and their
meeting in Shangai in
June 2006 to establish
what he described as
cooperation ‘in fixing gas
prices, and major flows in
the interests of global

1

stability’.
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An Interesting Gas OPEC idea inside
Putin’s head

Gas OPEC story is not new and lots of people has ideas about such a
union. While Europe and NATO closely monitors the diplomatic activities of
Russia, a Gas OPEC is a growing question for both consumer and
producer countries. The whole dilemma can be summarised by Putin’s
“interesting” remark.

When it comes to gas, Russia has 1688 tcf
(trillion cubic feets) of estimated gas reserves.
Russia is followed by Iran and Qatar both over
900 tcf of estimated gas reserves. Other key
players includes USA, Saudi Arabia, UAE,
Nigeria, Algeria and Venezuela.

At the moment Russia supplies around 24%
of Europe’s gas. Among the remaining market
share, 13% is from the gas supplied by
Norway and 10% is from the gas supplied by
Algeria.

In terms of market, other than Turkey, Russia is mainly concentrated in the
northern part of continental Europe, where Algeria is a major exporter to
Meditterenian countries like Spain and Italy.

Iran however has not reached to Europe market, but has the intention to
access through Nabucco pipeline and LNG market. Iran is having difficulty
in supplying gas to Turkey, due to increasing domestic consumption.

According to some experts, with such an increasing share of gas in world
markets, it may be the time to start discussing an OPEC like gas
organization. But producers like Qatar, Norway and Algeria is not that
enthutiastic to form such an organization.

The Russian News and Information Agency, RIA Novosti says that this is
not the first time that the idea has been put forward. RIA claims : “Iranian
president Mahmoud Ahmadinejad offered to Russian president Vladamir
Putin and their meeting in Shangai in June 2006 to establish what he
described as cooperation ‘in fixing gas prices, and major flows in the

interests of global stability’.

If Algeria and Qatar joins to Russia and Iran,
they will hold the control of around 60% of the
world gas reserves. When compared, OPEC
countries are currently holding the 68% of the
world oil reserves.

In January, Algerian and Russian Energy
ministers have discussed the issue. Since the
Gazprom'’s cooperation aggrement with Algerian
Sonatrach last year, Europe has been
suspicious of the two gas suppliers for fixing prices. But after this January’s
meeting, the Algerian minister Chakib Khalil has signalled that there will be
no price fixing. He said “It is too early and too complicated to talk about the
creation of a ‘gas OPEC’, because the oil market is different from the gas
market”




Khamenei said “The two
countries through mutual
cooperation can establish
an organization of gas
exporting countries like
the Organization of
Petroleum Exporting
Countries (OPEC).”

GECF member countries
include Algeria, Egypt,
Iran, Norway, Russia and
several other exporters.
The forum accounts for
around 40% of global gas
output and 70% of
reserves.

2 Energy Review

The gas aggrements are made for on average 25 years in the current
situation. Gazprom the biggest single supplier for the European gas
market, has already several long term contracts making such an idea
unrealistic for the time being.

But on January 28 in Tehran, Iranian Supreme Leader Ali Khamenei
suggested to the visiting Russian secretary general for National Security
Council, Igor Ivanov to consider forming such a Gas opec and the whole
discussion has been flamed again.

Khamenei said “The two countries through mutual cooperation can
establish an organization of gas exporting countries like the Organization of
Petroleum Exporting Countries (OPEC).”

Afterwards, another contradictory discussion has started. First it was
Gazprom to claim that such an organization will not serve to its aims. But
Russian president Putin, in a press conference has said that “A gas OPEC
is an interesting idea, and we will think about it.”

But Putin also supported the Gazprom'’s strategy “We have no plans to
create some kind of a cartel, but I think it would be a good idea to
coordinate our activities.”.

The same statements were repeated by Qatar’s Energy Minister al-Attiyah.
He told “We do not see the need for the creation of a gas organisation
because the issue of gas is more complex”.

In overall, this doesn’t mean that there will be no organisation among gas
exporting countnes There is Gas Exporting Countries Forum(GECF) which
is to make its 7™ meeting this April in Doha. GECF member countries
include Algeria, Egypt, Iran, Norway, Russia and several other exporters.
The forum accounts for around 40% of global gas output and 70% of
reserves.

So the attention is focused to this next meeting of GECF in Doha. By then
a general idea about forming a gas organisation is to be discussed among
Iran, Qatar and Russia. Some experts claim that because of the structure
of the gas market, GECF will hardly turn into an organisation to control
prices.

In the OPEC case, the countries agrees in the quotas for production to
control supply and hence prices. But a gas cartel may find it difficult to
control prices through squeezing production.

In the Turkish case, Turkey is
bound to “take or pay” the gas
supplied by Gazprom. This is the
general strategy of Russian gas
mammoth. When compared with
how OPEC works, Gazprom’s
strategy seems to be quite
contrary.

Also the gas suppliers have
competing rather than complementmg interests. Russia’s cooperation with
Algeria may be understood as a deal to control European Market. But how
will the Iran fit into this equation is still argued.



As in the 43th Munich
conference, Putin openly
expressed his opposition
to US’s unipolar world
structure.

While the US is losing its
support, Russia and Iran
is trying to form webs of
cooperation and deals to
strengthen their positions
mainly against US.

Review

Nevertheless, Putin’s wording for the possibility of a union should be well
understood. As in the 43th Munich conference, Putin openly expressed his
opposition to US’s unipolar world structure. Although US rejected his
claims, Putin has well expressed his position and US’s mistakes. But for
some, he has pushed the buttons for a new cold war mentality.

Russia is expressing that the US is not without alternatives and has no
right to act unilaterally. That means Russia is reminding everyone that it is
also a player and has the full potential to shape the game. It sounds an
echo of the Soviets.

The whole “interesting” idea story can be
explained with an example of ostrich. It may be a
bird, although it is not flying. In parallel, it may
not be a gas OPEC but if it serves to Russian
interests regardless of US, Europe and NATO
interests, an organisation can be formed. In the
long term, it may aim to influence spot LNG
markets, in the short term it may be another
discussion platform.

: While the US is losing its support, Russia and
Iran is trying to form webs of cooperation and deals to strengthen their
positions mainly against US. Although a gas-OPEC could be something not
very practical, if it serves to Russian interests, it will be an interesting idea
as Putin stated. Just like an ostrich maybe, interesting, not flying but still a
bird.

metingezen@gmail.com
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Turkish Electricity
Generation Public
Company has already
built two groups of four
units, each group with
4X340 (1360) MWe
electricity generating
output capacity.

Turkish lignite is not
appropriate to fire with
pulverized coal firing
technique.

Energy Review

Afsin Elbistan : A critical look to the Turkish
Energy Sector

There is an old saying, attributed variously to the Chinese, which goes,
"Fool me once, shame on you. Fool me twice, shame on me."

The most important electric power generation projects are in "Afsin
Elbistan” region where the largest lignite mines are located in Turkey;
including almost half of the proven reserves. Turkish Electricity Generation
Public Company has already built two groups of four units, each group with
4X340 (1360) MWe electricity generating output capacity. These are
tendered internationally. German/ USA/ Japan companies have received
the contracts based on their past similar experiences in their home
countries or elsewhere.

The first group A-plant has been designed to generate 1400 MWe and
never reached that figure. According to World Bank feasibilities, its average
generation is around 500 MWe at nominal continuous rate.

Because its pulverized coal firing/ burning system is not suitable/
appropriate for Afsin Elbistan lignite. It is incorrect

This lignite is not appropriate to fire with pulverized coal firing technique. It
has high moisture content. You may fire other lignites in your home country
but our lignite is not that lignite.

In order to fire our lignite, we need to make enrichment of the calorific
value, we must clean, screen, make necessary enrichments- we must
reduce its moisture content in its overall analysis.

Next to the first group we tendered the second group named B-group with
the same lignite firing technology. Construction of B-group is completed. It
passed the temporary acceptance tests, but the contractors cannot
complete the final tests since coal feeding system is not completed. So we
have a new thermal power plant without coal feeding system.

Foreign contractors are more than pleased. They completed their work.
They received most of their money. Plant is there to stay. But there is no
coal to operate the power plant in full load. There will be a new tender to
finalize the new coal feeding system. That new tender will take at least 3-4
years to complete.

10



It is necessary to make
cleaning, screening,

purification, enhancement.

In our technical literature,
we call this process
"Selective mining".

There are almost 30
different international
groups to compete for
Group-C & as well as D.
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It is the same as you build your Olympic Stadium in Istanbul, but you do not
construct the roads to reach there. It is almost the same.

Even you complete the coal feeding system, it is still doubtful if they can
operate at full load. Why???

Because we get our lignite as received from the coal mine without
screening/ without cleaning from non- combustible materials. We get them
as received without any purification treatment, and send them into the
steam boilers as is there is no pre screening, nor any enhancement.

It is necessary to make cleaning, screening, purification, enhancement. In
our technical literature, we call this process "Selective mining". Go to
"Google" and make the search you will find many serious technical
documentation how to make it.

Since our local companies have not enough past references, nor finance
capabilities, nor any courage to design, construct the power plants, so
foreign companies rushed to join in competition with job hunger. The
biggest natural gas exporting country Russia, decided to penetrate the
domestic energy projects.

The budget figures are around 5 billion USD equivalent for these two
different group each with 1400 MWe electricity generating output capacity.
Projects also cover coal mine rehabilitation and their operation.

Not only Russian companies but also German, Japan, UK companies are
in competition. There are almost 30 different international groups to
compete for Group-C & as well as D.

Turkish Electricity Generation Public Company (EUAS) announced that the
tender would have been finalized on 23rd January 2007. They organized
prebid conference on 22nd Nov 2006 in their own premises and they asked
the interested parties to make site-seeing at Afsin Elbistan coal premises.

Last week, tender (royalty transfer of C&D) postponement to 27th March
2007 is announced. It is our sincere feeling that the tender could be
postponed multiple times to reach a date after the local general elections
which are scheduled in November 2007.

Each of Thermal Power Plant units is required not less than 1200 MWe. All
four generation power plant groups each with approximately 1400 MWe
capacity will generate overall 30 billion kwh. Within economic life time of
30 years, they will consume approximately 400 million tons of local coal.
For construction of last two new groups, it is presumed that 15,000
construction workers will be employed during construction period of 5-7
years, and after completion 8,500 operating personnel will be needed for
running the plants.

World Bank has allocated 280 million Euros fund to make the necessary
rehabilitation of the existing group-A. Turkey will add 100 million Euros to
the project from her own resources. The group-A is operated with 2-units
out of total 4. After rehabilitation, all 4 units will be operated at full load.
Could it be possible with pulverized coal firing system? Nobody knows. For
the rehab tender, Japanese Hitachi and Itochu, Russian JSP with local
Mineks, German Alstom Power and Babcock Borsig, Italian Ansaldo, local
Aksa Enerji A. . and many others purchased the tender documents to
participate.

11
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Turkey needs the
scientific research to find
which firing technology is
appropriate for our
specific lignite. It has low
calorific value (1150
kcal/kg LHV) high
moisture content at about
55% of overall elementary
analysis.

Energy Review

In the end we understand that local Teknotes with a German group
(Babcock & Borsig) and Gama with (Hitachi) parties are shortlisted.
Technical evaluations are continued. Final financial proposals are not
disclosed yet.

As of last week (Feb 2007), EUAS’
announced that for Afsin-Elbistan A
Thermal Power Plant Rehabilitation
Project, the Executive Board has taken a
critical decision that may bring along
important developments. In the official
correspondence with the World Bank, the
financial prequalification criteria are tried
to be lowered. If the World Bank agrees,
EUAS may request bids again, according
to the new conditions, from the companies that have bought the
specifications but could not meet the initial tender criteria.

The interested parties for Group-C are

Limak, E-ON (Germany), Guri , Cal k-NTF, Alsim Alarko, Park Teknik,
Marubeni Europower (UK), Ozdo u, Gama, Enka, International Power
(UK), Unit International (Belgium), Mitsubishi Corporation (Japan), Demir
Export (Ko¢ Holding), Energie Baden (Germany), Mitsui Co. (Japan), Zorlu,
Enerjisa (SABANCI), Haba , Teknotes, Karkey, Ozta , IC ¢ta , Akenerji,
Nurol, JSC Coal Company (Russian), Tekfen, Ozaltn n aat.

Those companies who purchased the tender documentation to participate
to group-D plant are

Limak, E-ON, Giiri , Cal k-NTF, Alsim Alarko, Park Teknik, Ozdo u n aat,
Gama, Unit International, Mitsubishi, Demir Export(Ko¢Holding), Energie
Baden, Mitsui, Zorlu, Enerjisa(SABANCI), Teknotes, Karkey, Ozta n aat,
Akenerji, JSC Coal Company, Tekfen, Suez-Tractebel (Belgium), Ozalt n

n aat.

It is not sufficient to open an
international tender to construct
the power plants

Turkey needs the scientific
research to find which firing
technology is appropriate for our
specific lignite. It has low calorific
value (1150 kcal/kg LHV) high
moisture content at about 55% of
overall elementary analysis. There are multiple research documentations
created by Turkish scientists. These are to be further developed and put
into practice.

We need to know how to make enrichment of the available lignite, which
firing technology is appropriate for Afsin Elbistan lignite?

The existing power plants are based on pulverized coal firing technology
which needs relatively higher calorific value plus less moisture. First group
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Those foreign companies
who guaranteed the best
performance were
unsuccessful in group-A
power plant. In group-B
power plant, it is the same
unsuccessful firing
technology and therefore
we have doubts for
success.

Energy Review

(A) is unsatisfactory. Second is doubtful, not delivered yet.

Pulverized coal firing technigque can be successful only if you lower the
moisture content and hence higher the calorific value.

The 3rd (Group-C) and the 4th (D) groups (each with 340 MWe) maybe
designed to CFB (Circulating Fluid bed) although there are very few similar
capacity references in the world, and therefore we have the risk of first try
for that capacity plus for that lignite composition.

IGCC (Integrated Gasification combined cycle) firing technology may be
employed. Here in this technology you build a sort of refinery to generate
"Synthetic gas" from poor lignite then you fire this synthetic gas in the
combined cycle power plants similar to natural firing. Seems to be logical
but we doubt if it is applicable for our lignite.

It was successful in North Dakota as built by general Electric and funded by
USA department of Energy. Here in Turkey who will decide to move on and
who will finance? These researches are prepared and presented to
decision-makers of Ministries. These are to be shared by the public in order
to reach "Common Wisdom" and to be directed accordingly for the best
interest of our country.

Those foreign companies who guaranteed the best performance were
unsuccessful in group-A power plant. In group-B power plant, it is the same
unsuccessful firing technology and therefore we have doubts for success.

Existing Afsin- Elbistan coal mines are to be enriched at coal site prior to
feeding into the steam boilers, it has to be cleaned, screed to free from
unburned combustibles, its moisture level has to be reduced at least 25%
by prior drying. These are easy to make,

In using domestic lignites for electricity generation, by merely relying on
foreign technology Turkey can reach to nowhere. Each country designs
and develops her own indigenous coal firing technology by herself, and
they have to design their own plants accordingly. This activity is too
important not to be left only to foreign companies

If Turkey fails to show her local engineering expertise, her market will soon
be dominated by these East world- China- India- Korea and local
companies will be doing only the simple hard work.

All Turkey needs is courage, at least within our own environment. Turkey
has the potential to start constructing her own thermal power plants by
relying on her technical expertise. Foreign companies cannot design,
construct efficient power plants to fire our special lignite. Only Turkish
engineers can do it, since we live all our life with these local fuel.

Our local private companies are to decide if they will continue to have
simple works all the time, and vanish, or make drastic change and start
doing new investments on engineering talent by supplying the engineering
staff with appropriate software and hardware, plus necessary technical
licensing, to enable their companies work as turnkey EPC contractor as
leading company.

That is the most important decision to take at this time.

We should also appreciate that power generation technology is a very
dear, very precious, very expensive issue. It is NOT free of charge, and
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In base monetary terms
for a lignite fired

CFB power plant within
range of 150 to 350 MWe,
you should pay at least
1000 to 1500 USD per
unit kW power generation
if you purchase the plant
direct from abroad plus
together with unfavorable
concessions on your
foreign policies

Turkey can get it through
her own hard work by
employing her young
talents with their latest
scientific and intellectual
capability on a long
tedious journey with
blood, sweet and tears.

Energy Review

sometimes it is not even possible to get only with bare money as in the
case of your own independent effective/ sound / efficient power generation.
You can only get it through your own hardwork by employing your young
talents with their latest scientific and intellectual capability.

In base monetary terms for a lignite fired CFB power plant within range of
150 to 350 MWe, you should pay at least 1000 to 1500 USD per unit kW
power generation if you purchase the plant direct from abroad plus together
with unfavorable concessions on your foreign policies. So if Turkey aims to
reduce the concessions in her foreign policy and lower the energy costs,
she should depend more on her own talent.

So we would strongly advise Turkish decision makers in the respective
ministries to put more incentive for the research activities in the local
Universities, more funds for MSc and PhD works, more software and
hardware for our scientists, more money for them to spend at site for
more research. Turkish Scientific Research Institute TUBITAK must open a
permanent research center at Afsin Elbistan coal site to support scientific
works.

Those initiatives/ and further incentives will put more value added high tech
into Turkish indigenous lignite development in a sound, cost-effective and
logical way. In the long run Turkey can also export our local technology in
order to construct more thermal power plants in other countries through
Turkish contractors.

Turkey can get it through her own hard work by employing her young
talents with their latest scientific and intellectual capability on a long tedious
journey with blood, sweet and tears.

It is also a matter of survival of the fittest.

Fool me once shame on you, fool me twice shameerfaol me
thrice.....

Haluk Direskeneli, Energy Analyst
HalukDireskeneli@gmail.com
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Law No.5574 which was
adopted by the Turkish
Grand National Assembly
(TGNA) January 17, 2007
regarding the petroleum
upstream functions.

This new law eases the
conditions for investment
in the drilling, exploration
and extraction business in
Turkey but the national
interest based
approaches are said to be
excluded to a certain
extent from the body of
the text.

Energy Review

To Produce Or Not To Produce: The New
Era in Turkish Upstream Petroleum

Law No.5574 was adopted by the Turkish Grand National Assembly
(TGNA) January 17, 2007 regarding the petroleum upstream functions.
The same field in the area of energy was regulated by the law No0.6326
(Petroleum Code) which was adopted by the TGNA in 1954. There were
initially some incentives for oil exploration and production in the original text
but through a group of revisions especially during oil crisis ridden 1973
(Law No0.1702, 18/4/1973), motivators in the text were all omitted. This
situation did not help Turkey as it was under a huge stress coming out of
the shortage of energy supplies. The changes which were made on
30/3/1983 with law N0.2808 brought in some small incentives into the corpus
of Petroleum Law. Nevertheless domestic hydro-carbon production
declined steeply but energy usage was increasing in both households,
transportation and industry.

Incentives brought together by the new law are:

The total tax burden not to exceed 40 % of
the corporate income; Royalties to be
progressively reduced with matters such as
production rates, production on offshore sites;
production of low-gravity crude oils; tax
exemption on obtaining the goods and
services for truly performing “exploration”
businesses; bargain withholding tax rate of 5
% for professional services if they are related
to exploration; stamp tax exemption on
transactions regarding exploration and
extraction; exemption from Special
Conssumption Tax for heavy-duty extraction
and drilling machinery.

The government very recently passed this very forceful text from the
government to replace the former law which forsees the General
Directorate of Petroleum Affairs to prepare and publish some by-laws in
order to fully implement the provisions of the new law.

This new law eases the conditions for investment in the drilling, exploration
and extraction business in Turkey but the national interest based
approaches are said to be excluded to a certain extent from the body of
the text.

Respective and relative inland and offshore petroleum production have
decreased steadily especially in the last twenty years. This is contrary to
the fact that there have especially been huge explorations around the
world, mainly in the off-shore areas. A Council of Ministers’ Decision
(1966) stating Turkey’s rights of exclusivity to exploration and production of
oil, arising from International Maritime Law, on Turkey's exclusive
economic zone, national territorial waters and Turkish continental shelf was
important in redrawing the boundries of the international game of natural
resource allocations.

Turkey is importing hydro-carbons from African countries which have dealt
with the issue of drafting legal texts much later than Turkey. The new text
is shortened to the level of 60,000 barrels of daily crude oil production of
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Shortly the new Turkish
Petroleum Law created a
block of opposition from
the profession groups in
Turkey.

Energy Review

Turkey, is not even close to the 800,000 barrels it consumes daily. 35
different units dug 89 wells in 2005 Total number of wells drilled between
1934 and 2005 is 3116.

President Sezer have returned the
new law to the TGNA on four
accounts of non-compliance with
the Constitution to be debated
again because of this reason it has
not been publicised in the Official
Gazette yet.

The President's reasons  of

returning the law back to the TGNA

were due to the facts of negligence
regarding the “national interest” criteria in the allocation of drilling and
extraction rights; in the exportation of the domestic production to the
outside countries in times of difficulty and shortages; in the allowing of
companies controlled by foreign governments to obtain the extraction
rights; and diminishing of royalties from the licensed wells and the
allocation of half of the royalties to the localities in which the production
takes place.

According to our understanding the “national interest” factor has got to, at
least, be emphasized in such a strategic text. Applications for licensing
which might be considered as being against the national interests must be
rejected; the right of exporting all production must be limited; the royalty
reductions must based on technical, economic and proximity criteria.
Royalty revenue sharing with provinces can be acceptable if a central
government agency such as the State Planning Organisation does it with a
regional development perspective.

There are other problems such as the removal of all privileges of TPAO as
the national oil company, the possible invasion by oil experts of Turkey
without a serious authorization process, the exemption of oil production
related ships and ship personnel from the coastal navigation and trade law
(cabotage), the possible effect of lowering of exploration activities due of
newly formed 18 regions of oil production and production on the basis of
proof of the existence of oil rather than drilling obligations, the rights of
P GM to announce tenders for licensing by just proof of existence of olil
without any regards to cultural, historic, environmental, social and strategic
sites located around the well, the abolishment of the requirement of a letter
of credit on the upstart stage of drilling projects (%2).

Shortly the new Turkish Petroleum Law created a block of opposition from
the profession groups in Turkey. It may help attracting new and serious
investors with a huge intention to explore and produce natural gas and oil
in Turkey. But it is very sure that the same profession groups will exert
heavy pressure which will apply for new licenses in Turkey. In addition the
removal of the power of Energy Market Regulatory Authority (EMRA) to set
the transit tariffs in international natural gas transit projects will bring many
accounts and allegations of injustice and corruption due to their being
contracted by secret inter-governmental agreements signed according to
the provision of the Transit Law.

Waiting to see all that action coming on in the very near future.

Fevzi Saffet BORA , fevzibora@yahoo.com
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Oil Markets - This Week

West Texas Intermediate
(WTI) crude oil became
$60.1 per barrel and Brent
oil $57.59 on Friday

OPEC countries had
decided to cut supply
beginning from 1 November
2006, for 1.2 million barrels
per day and 500,000 barrels
per day beginning from 1
February 2007.

Oil Markets: on the Edge of 60%

This week the upward trend continued in the oil markets and oil prices
increased slightly. West Texas Intermediate (WTI) crude oil became $60.1
per barrel and Brent oil $57.59 on Friday. Analysts claim that Nigeria’s
statement as being the sixth biggest member of OPEC that it will fulfill its
promises and go for oil cuts was effective in this price increase.

Moreover, “Occidental Petroleum Corp., the fourth-biggest U.S. oil
company, said 120,000 barrels a day of output has been lost after a fire at
its Elk Hills field in California. It's the seventh-largest field on the U.S.
mainland.” (Bloomberg)

In the regions of Norway, Mexico and Canada there are problems in the oil
supply. In a way, 2007 has not started so well for the oil supply as it had in
demand. As can be remembered mild weather conditions caused oil prices
to decrease and it even became $49.90 in the first half of the January.
However, weather conditions is back to normal in USA and with the
statements of Saudi Arabia and Nigeria that they will comply their promises

and go for supply cuts; caused oil prices to increase almost 20% in a
month.

Chart 1: QOil Prices

e Brent

$/per barrel

Source: Financial Times and EIA

OPEC countries had decided to cut supply beginning from 1 November
2006, for 1.2 million barrels per day and 500,000 barrels per day beginning
from 1 February 2007. However, according to EIA’s estimations the oil cuts
of OPEC was only 0.6 million barrels on the fourth quarter of 2006 and it
would be 0.3 million barrels (around 60% of the targeted amount) after the
February cuts. As can be remembered in January analysts claimed that
OPEC members’ not implementing the cut decisions also helped prices to
decrease to $50 levels. We will wait and see the effects of this second
supply cut in the short term.

The other indicators stay the same for the oil markets. In the US, crude oil
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According to a Bloomberg
Survey 17 of 48 analysts
expect a decline in oil prices
whereas 16 of them expect
arise and 15 expect a little
change

stocks are around 324478 thousand barrels and well above the last five
years’ averages for the same period of the year. On the other hand, this is
the same for gasoline and heating oil stocks, too. As can be seen from the
below chart the only change is that heating oil stocks is decreasing and its
price is increasing when compared to last month due to increasing demand
for heating oil as a result of cold weather.

Chart 2: Heating Oil Prices and Stocks
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Source: Energy Information Administration

Itis a fact that the conflict between Iran and the US has not resolved yet
and this affects risk perceptions negatively. Tetsu Emori, chief commodities
strategist at Mitsui Bussan Futures in Tokyo clearly defines the current
situation in the oil markets "It seems traders are looking at the short-term
— heating oil demand and geopolitical tensions — when they should be
looking at the medium and long-term...We have to remember that the
geopolitical risks, especially in relation to Iran, have not really been realized
in terms of affecting supply, and that the winter season will be over in a
month" (The New Anatolian)

As stated above the US has sulfficient oil stocks when compared to
previous years data and in accordance with this analysts claim that the
tension on the oil prices could decrease a little this week. According to a
Bloomberg Survey 17 of 48 analysts expect a decline in oil prices whereas
16 of them expect a rise and 15 expect a little change.

Sources:
Oil prices sit above $59 a barrel, Retrieved from:
http://www.thenewanatolian.com/tna-22822.html on 10 February 2007

Shenk, M. Crude Oil Rises After Nigeria Announces Production Cutbacks,
Retrieved from:
http://www.bloomberg.com/apps/news?pid=20602099&sid=aZvPeTZyy8U
Y&refer=energy on 9 February 2007.

For your comments:
hozertem@gmail.com
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Indicators

Indicative Exchange Rates Announced at 15:30 on 12/01/2007 by the Central Bank of Turkey

CURRENCY EXCHANGE RATES EXC.RATES ON BANKNOTES
Buying Selling Buying Selling
USD/TRY 1 US Dollar 1.3926 1.3993 1.3916 1.4014
EUR/TRY 1 EURO 1.8112 1.8199 1.8099 1.8226
GBP/TRY 1 British Pound 2.7123 2.7265 2.7104 2.7306

Turkish Refinery Output Price
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