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The Most important issue
in Caspian oil production
is appropriate
export routes
to world market

refinery in Neka with a capacity of 100-120
thousands bpd for domestic use. This
refinery can be designed, based on Caspian
Sea crudes.

B) gas

As far as export of natural gas is
concerned, Iran is currently purchasing
about 3 bem per year from Turkmenistan,
and with the implementation of Iran -
Turkey gas pipeline this quantity could be
domestic

increased by 10 bem  for

consumption o re-export.

- Iran also is ready to purchase
Shahdeniz gas from AIOC partners via old
Astara - Baku gas pipeline.

- Iran is prepared 10 enter wto long
term contract with Kazakhstan 1o direcily
purchase or receive Kazakh crude oils based
0N SWAp arrangement.

- Iran is also ready to purchase or swap
Azeri crude oil from socar for her domeslic
use. To materialize such & deal a pipeline
should be constructed to conneel Baku
either 1o Tehran or Tabriz ¢crude oil pipeline.
By implementation of this project, Tabriz
refinery will be able to process 10000( bpd
of Azeri crude ofl and the rest could be
Tehran

transferred  for  processing  in

refinery.

Caspian sea oil and gas outlook

It is unlikely that Caspian Oil and gas
supplies in near future t have a significant
impact upon world energy market due to the
following factors:

- The reported reserves of oil and gas in

caspian sea region are misleading, giving
wrong signals to producing countries and
other players involved in oil and gas business

in the region.

- Expori routes by pipeline through the
caucuses or Turkey are not only costly, but
also are threatened by high risk of sabolage.

- Most
undeubtedly end up in Mediterranean Sea

of Caspian Sea oil would

where it is expected 10 compele strongly with
oils from Russia, Persian CGulf and Africa.
More over the resumption of Iragi export 1o
pre- war level may have exireme pressure on

prices in the mediterranean market.

- The il export routes terminaling al
the russian black sea port of novorosisk or
georgian port af supsa, requiring tankers Lo
fransit. the crowded and ecologically and
politically sensitive bosporus in order (o gain
and - world

access 10 the meditesranean

markels.

- Many proposed gas export routes are

complicated by (ransil issues  or  must
traverse  politically  difficull  regions  which
make export gas more cxpensive than (hose

offered by other competitors in the markel .

- The marke! for ¢aspian sea natural gas
is not so promising due 10 number of Gclors
as follows:

* Afghanislan remains & risky transit
country.

* Turkey, central and Weslern Europe
are  well supplied under the existing
cOntracts,

* Ukraine will probably remain a key

marke! as payment problems abate.

- Russian influence can hamper the
central asin and transcausian  countries
efforts  of  becoming significant  gas
producers and exporters in number of ways,
such as:

* An investor or pariner o feld

development and

Frergy Economics, June 2001

Iran as potentially
an important outlet
for caspian oil and gas
has undertakei some projects
to accommodate part of exports

pipehing projects.

* A transit country for their exports to
¢is and other markets.

* A competilor in most of these
markels, and

* A markel in its own right.

Conclusion

Existing difficulties regarding production
and cxporl of Caspian Sea Qii and gas
including:

Uncertainty over accurale figures for
reserves, costly and unfriendly environmental
issues  of projected and existing  export
roules, lack of security of some export
roules, due to regional conflicts, political
mfluence of Russia and the United Stales
and many other issues involved, would make
the oul-look of Caspian Sea oil and gas
praduction and export not 50 promising.
Heowever the region may lurn out 1o be a
marginal supplier over next two decades and
make up the possible decline in north sea
production. Isiamic Republic of iran with its
existing infrastructure, the projects under
conslruction, vast  cross-country pipeling
network, high rate of consumption, has
enough capability to engage in direclly
purchase, re-export or swap dedls with
Caspian sea countries and bring about many
advantages including.

C - Saloand secure expurl routes.

- Cost effective comparing with other
roufes.

- Easy access 10 world  markels,
particularly Asia.

- Permanent and reliable outlet for
domestic consumplion

[ ]
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(BILLION CUBIC)  CASPIAN SEA REGION GAS CONSUMPTION
METERS
YEAR 1990 1995 1998 2005 2010
COUNTRY
AZERBAIIAN 158 ] 5.2 9-10 10-12
KAZAKHSTAN | 12§ 10.8 73 1618 17-30
TURKMENISTAN | 9.8 8 9.5 1011 12-14
UZBEKISTAN 368 24 47 §1-56 5462
TOTAL 749 69.2 69 85-95 93-118
{BILLION CUBIC) CASPIAN SEA REGION GAS EXPORTS
METERS
YEAR 1999 1995 1998 2005 2010
CONTRRY
AZERBAIIAN 5.6 -18 ] 27 5-12
KAZAKHSTAN | .59 5.3 0.3 {-4)-(-3) 2
TURKMENISTAN | 7.1 221 2 39-50 64-72
UZBEKISTAN 13 29 41 3 §
TOTAL 734 23 6.6 4437 69-89

The exploration aclivities in the region
indicate that large volume of oil and gas
reserves of Caspian Sea region are located
under the Caspian Sea bed. reaching a
satisfactory agreement by littoral states will
definitely  have remarkable impact on (he

security and profitability of invesiment
activities and could make the caspian sea
region  more  aliractive  for  foreign
COMPANICS.
B) export routes

Perhaps at the present the most

important issue in production and export of
hydrocarhons in the region is appropriate
expori routes {0 1ake oil and gas out from
the landlocked Caspian Sea region 1o world
market.

The existing export routes, the projects
under consiruction and proposed projecls

are shown in 1ables {6-8)

14

Caspian Sea and LR. Of Irun’s
Role

Considering the geographical position,
national  policies and  interests,  Islamic
Republic of Iran is prepared for consiructive
involvement for the safe, seeure, short and
cost effective export routes for oif and gas in
1he region,

Although the geography has placed i,
i comparison with other routes, in the most
suitable position 10 lnk the land - locked
countries 10 world market, 1t seems that
political factors have more influence on
selecting the finat route than  economic
criteria.

While we

politics 1n the outcome of many issues in the

believe in importance  of
region, one must not underestimate the
econemic factors which. play an  equally
important role. Iskniie Republie of Lran s
potentiolly an Imporiant outiet for Caspian

Energy Econommnics, June 200]

Oil and gos and has undertaken some
prajects to accommulate part of exporis
destined to world marke! including the

following.

A) oil

By the early 2001, with the replacement
of exisling Neka -Ray pipeline, lhe capacily
of pipeline will be expanded 10 30,000 bpd.

In later stages therc arc some projects
to be implemented in order to equip Iran
with needed infrastructure  to facilitale the
flow of about 300600 bpd of Kazakhstan and
Turkmenistan crude oils 1o be processed in
Iranian refineries namely Tehran, Tubriz and
Arak refineries. The projects include the
following:

- Improvemeni of tanker fleet

- Infrastructure’s investment in northern
port of Neka including expansion of storage
facilities, jetlies and blending facilities 10
accommodate larger tinkers.

- The cpacily of exisling Neka - ray
pipeline in 2nd stage will be increased o
L1300¢ bpd by 2002

- Construction of new 3306,km 32-inch
Neka-Rey crude oil pipeline with capacity of
370000 bpd 15 planned (o be completed by
2002,

- Modification of Tehran and Tabriz
refinerics and make them compatible (o
process Kazakh and Turkmen crude vils,

- A new project for  construction of
1200 km crude oil pipeline from Kazakhstan
10 Neka in Iwo phases :

Ist phase o 800 km 28-inch crude ol

pipeline cennecting Kazikhstan )
Turkmenistan.

2nd phasc: a 400 km 32-inch pipelne
from Turkmenistan o Neka, lran.

The

project has been carried oul. Completion of

feasibility study for 1he above

this project at the cost of about § 700
miilion which take about 2 years will nol only
secure a reliable market for these crude ads
reduce the

bur also lransporiation  cost,

making s route  more  compellive

compared with any ather route. Another
option under consideralion is 10 construct a



sea oil and gas supply.

A) oil

Total oil Azerbaijan,
Kazakhstan, Turkmenistan and Uzbekistan,
befare the breakup of soviet union was
995000 barrels per day. (Table 1)

The said figure dropped to below
900000 bpd iN 1995 mostly due to deciine in
Azerbaijan
however as a resull of recent invesiment in

output  of

and Kazakhstan production,

the region the total production of these four
countries reached 1.06 million bpd in 1998

The future production of the said
countries in two scenarios of high case and
low case is estimated to grow 1-1.5 and 1.7 -
28 milion bpd by 2005 and 2010
respectively.

This indicates the production growth of
maximum 2.8 million bpd within next 20
years. Such an output growth rate is not
comparabie with that of middle east during
the same period and it may only make up
possible decline in norih sea’s oil production.

Oil export volume has almost been
doubled in 1998 since the breakup of soviet
union (Table 2) reaching 435000 bpd and is
expected to be accounted for about 1.2 and
235 milion bpd by 20053 and 200
respectively,

B) natural pas

The total natural gas production of the
said four countries at the end of [998
Uzbekistan ~ with the
production and consumption of 311 and 47
the highest

indicates  that

billlon cubic meters had
production and consumption of natural gas
among them.(Tables 3 and 4)

Despite of significant potentiality of
turkmenistan, the natural gas production in
that country fel! sharply from 3{.1 bem in
1993 10 11.7 bem in 1998 mostly as a result

of fransit russia and

problem  with
disagreement with Ukraine

- As its main buyer - over price and
payment of exported Turkmenistan natural
aas.

Such problem resulted in drastic decline

(THOUSAND BARRELS)
PER DAY
CASPIAN SEA REGION'S OIL PRODUCTION
YEAR 1990 1993 1998 2008 2010
COUNTRY
AZERBAIIAN 255 183 230 500-600 200-1400
KAZAKHSTAN S50 435 540 1100-1400 1500-2000
TURKMENISTAN | 120 85 Iig 130-220 140-240
UZBEKISTAN 70 170 180 200-228 200-240
TOTAL 995 875 1060 1930-2440 2740-3886
{THOUSAND BARRELS)
PER DAY
CASPIAN SE4 REGION OIL EXPORTS
YEAR 1990 1998 1998 2605 2010
COUNTRY
AZERBALIAN a8 15 a0 340 1108
KAZAKHSTAN 126 195 285 720 1igg
TURKMENISTAN | 30 5 40 30 100
UZBEKISTAN -i85 35 40 £ 40
TOTAL 2358 250 55 fisa 2340
(BILLION CUBIQ  CASPIAN SEA REGION GAS PRODUCTION
METERS
YEAR 1990 1995 1998 2008 e
COUNTRY
AZERBAIJAN 9.2 6.2 52 11-17 15-24
KAZAKHSTAN 4.6 55 7.6 12-15 13-30
TURKMENISTAN 1 81.9 3.} 1.7 49-61 76-86
UZBEKISTAN 381 453 i1 54-56 59-63
TOTAL 135.8 871 1224 126-149 165-203

in total net expart of natural gas in the
region & The end of 1998, (Table 3)

The estimates show that Turkmenistan
may re-emerge as a main polential natural
gas exporter of the region over the nex!
decade, provided that the existing expart
difficulties Lo be cased in forthcoming years.
Uzbekistan case is quite different and
despite of having significant potentiality of

Energy Economics, June 2001

natural gas production will be remained as a
marginal exparter merely due to high growth
rate of domestic consumption.

Key issues affecting oil and gas
production and export in caspian
sea reglon.

Key issues in the region include
A) Legal status of caspian sea
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It is indeed a privilege and honor for me
having the opportunity to address this
Academic gathering the issues related to
caspian sea.

The break-up of the soviet union in the
early 1990s is generally known as the most
important event in last decade of 2oth
century which resulted in significant changes
either glohally or regionally.

The subject i have been asked to focus
upon is caspian sea.

Background

The Caspian Sea region is important to
world markets because of ifs large oil and
gas reserves and potentiality 1o become a
significant producer and exporter of energy.
The nations surrounding the Caspian Sea
are Azerbaijan, Islamic Republic of Iran,
Turkmenistan, Kazakhstan, Russia. However
for purpose of this study, Uzbekistan is also
‘mctudediin discussion brought forward.

-
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The breakup of soviet union paved the
way for liberalization and acquiring further
investment apportunities in central asia and
iranscaucasia and therefore a number of
countries in the region such as Azerbaijan
and Kazakhstan had made significant
progress in attracting foreign invesiments 1o

their oil and gas sectors.

Qil and gas reserves

IEA estimates proven oil and gas In
Caspian Sea region between 18 and 33
hillion barrels (comparable to that of north
sea of 17 billion barrels) versus the initial
figures of 200 billion barrels.

The same sourcc estimates proven
natural gas reserves of the region between
236-337 trillion cubic feet and possible
reserves of about 328 tef. This represents
1% - 4% of the world’s proven oil reserves
and 6% of the world’s gas reserves. Most of

oil and gas reserves in the Caspian Sea

Encrgy Economics, June 2001

region have not been developed and many
areas thereofl remain unexplored.

Most of Azerbajjan ol reserves and
perhaps one third of total oil resources of
Kazakhstan and Turkmenistan are located
offshore.

Besides currenl proven oil reserves, the
possible il reserves in the region may
account for 233 hillion if praven.

The prospeat of such potentally huge
hydrocarbon reserves is part of the allure of

COSpIAN $ea region.

0il and gas production and exports

The existing oil and gas production in
Casplan Sea region excluding [Iran  and
Russia 15 not too considerable to have a
significant impaclt on global ol and gas
structures and their balances; however, due
to region’s pelenhial resources and projecied
abservers consider 118

invesiments, most

resources as a significant alternative 10 north



