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OPEC and the Fifth Fuel

Mohammad Amin Naderian

wW

prevailing conditions and the contextin which they

ndoubtedly, the goals and strategies
selected by every organization or
country are related to past and

are playingarole. This also applies to the atmosphere
of energy decision-making, Witha change in the
arrangement of dominant factors on the energy
scene (whether in the surrounding environment or
in the inner structures of the energy sector) the
change in contexts, paradigms and energyissue
would follow. Since 1970s, the energy issue has been
subject to transition along with rapid world changes.
These changes and transitions have seriously influ-
enced decisions and strategies adopted by consum-
ingand producing countries.

The unprecedented increase in the world demand
for energy, shift of the centers of demand and
consumption growth toward developing countries
such as China and India, high oil and gas shares in
the world energy basket despite all efforts by western
industrial countries to reduce them and an increase in
the volume of oil and gas trade, falling oil and gas
production in consuming countries, appearance of
new oiland especially gas geography stretching along
Saudi Arabia- Siberia and Canada andalso significant
changesin the current classification of international
system, liberation and privatization of energy markets,
increase in environmental worries and alterationin
theliving pattern in the developing countries at the
beginning of the 21 century, have all caused compil-
ing of policies aimed at creatinga desirable balance
between economic, environmental and security goals
of energy system which has formed a difficult puzzle.

Today, the economic analysts refer to it as the Es
puzzle (ie. Efficiency, Energy security, Environment).
In fact, the basic question raised by energy policy

makers in the current century is: How the required
energy can be provided with most security, least
pollution and highest efficiency for a sustainable
development? In other words, which system can be
suggested to ensure supply of energy with less
carbon and more security without damaging the
development and economic growth of countries and
the world? Under prevailing conditions, this ques-
tion is more like a puzzle named the energy puzze.
One possible solution for this puzzle is to break
relations between economic activities, volume of
energy demand and the level of greenhouse gas
emissions. Thatis to say, if the world gross produc-
tion can be increased without necessarily increasing
demand for energy and without escalating the
volume of greenhouse emissions, then a desirable
energy system would be in place and the energy
puzzle would be solved. Energy saving (defined as the
Fifth Fuel) is one of the most practical solutions for
this puzzle.

Since the first oil shock the issue of energy optimi-
zation and efficiency has always been at the center of
energy policies in industrial countries. A very positive
experience also exists in this respect which can be
extended from industrial countries to the whole
world. Inits May 2007 report, the McKenzie Institute
for International Studies has concluded that the
growth in world demand for energy can be reduced
by about 50 percent or even more in the next 15
years through energy efficiency improvements
supposing the use of latest technologies and the rate
of return of 10 percent or more. This figure will be
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equivalentto 135 Quadrillion BTU (equal to 64
million barrels of oil per day) saving in energy. This
studyindicates thatthe developing countries like
China and India and the Middle East countries
particularly oil exporting states enjoy higher capacities
forimprovement of energy intensity index. In this
report, the Middle East countries'share hasbeen
declaredas 10 percent out of the 135 Quadrillion
BTU energy saving in the world. This figure is
equivalent to 64 million barrels per day for this
region. The report mentions that the oil exporting
countries have enjoyed economic growthand are
paying more subsidies for energy (encouraging an
increase in demand in these countries) through
receiving more petro-dollars asa result of a hike in oil
pricesinrecentyears. The energy intensity in the
Middle East countries had been 133.2 tons il
equivalent per million dollar based on parity purchas-
ing power of 220.8 tons oil equivalent per million
dollarand average world figure in the year 2004.
Lackofattention to the issue of energy efficiency in
these regions causes development of inefficient
energy structures.

The contents of this report clearly indicate that the
oil exporting countries have great potentials for
investmentin the area of reduction in energy con-
sumption. OPEC member countries have been
faced with lack of spare production capacity during
recent years. This problem has to alarge extent
limited OPEC’s ability to playits properrole in the
international oil and energy markets. In addition,
mostlarge and highyield oil reservoirs across OPEC
countries are in their second half of their life with their
production curves falling. Even maintaining theirlevel
of outputrequires billions of dollars of investment.
While carrying out optimization of energy consump-
tion and demand in these countries using latest
available world technologies will be much less costly.
In this manner, most OPEC members can free more
oil and gas for export by reducing their domestic
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consumption. Thus by forming an institution within
itselffor this purpose, the organization of OPEC can
create a common authority to follow up these
policiesand conducting R&D in this area. It seems
that pursuing the policy of increasing energy effi-
ciency will bring about alot of social advantages for
the consuming and producing countries under
current circumstances.

Increase in energy consumption efﬁciency in
OPEC countries can lead to reduction of demand
for energy in the world, and consequently reducing
security and environmental anxieties about increasing
demand.It could also reduce to alarge extent the lack
of confidence prevailing in the oil market causing
instability in this market and hike in prices.

On the other hand, reduction in energy intensity
indexin OPEC oil exporting countries increases their
capability to raise their oil export, bearing various
economicand security fruits for these countries.
Therefore, currently it appears that pursuing the goal
of energy saving within the framework of an institute
for energy efficiency improvement in OPEC coun-
tries can bring about a lot of advantages for the
energy producers and consumers in the world.

Right now that OPEC is unable to produce more
oil to meet world demand, it can resort to production
of the fifth fuel (fuel freed as a result of optimization,
savingand increased energy efficiency) in order to
maintain its historical place and influential position on
the world energy markets.

OPEC's expanded measure for production of the
fifth fuel in view of its economical and morallogicin
protection of the limited energy resources and
consideringits positive environmental impacts will
certainly be supported by public opinion in the
western industrial countries. The governmentsin the
industrial countries will also be obliged to cooperate
inthis respect. Consequently such a measure will also
eliminate to alarge degree the current pressures on

OPEC.
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Europe and Challenge of Fuel Taxes

During the previous weeks, we witnessed
strikes by truck drivers or people engaged in pub-
lic transportin many European countries against
taxes received by governments from oil products
especially gasoline and gas oil.

ince early 1980s,almost all mem-

bers of the Organization for

Economic Co-operation and
Development (OECD) initiated heavy taxes on oil
products. The industrial countries which are
OECD members mainly imposed such taxes to
restrict the effects of fluctuations in world crude
price on domestic economy and to achieve their
energy plans. Continuous eftort for energy con-
sumption optimization, reduction of crude oil
demand and diversification of energy supply
(through providing the chance of competition for
otherenergy carriers) necessitated keeping up oil
products’ prices for final consumers. None of the
above mentioned goals and energy policies of
industrial countries could be achieved under
condition of cheapness of price of oil products. Also
renewable energies, coal as well as nuclear energy
were unable to compete with cheap oil. Even part of
oil taxes received in these countries is used up to
grant subsidy to other energies such as coal en-
abling it to compete with crude oil and maintaining
its share in the energy consumption basket of those
countries.

On the other hand, the importance of issues
related to the environment in the following decades
also encouraged more than ever the continuation of
the increase in the rate of tax on oil products. New
taxes were enacted named as “Carbon Tax”. Cer-
tainly the issue of carbon tax was justifiable as far as

such taxes controlled crude oil and products’
consumption and helped development of clean
fuels. But granting subsidy to coal (having more
carbon content compared to crude oil) was not
justifiable. In fact, itindicated that energy strategies
and policies pursued in industrial countries have
higher priority compared to their environmental
policies. And when these two contradict each other,
it would be energy policies which take priority.
Estimates conducted by the Secretariat of the
Organization of Oil Exporting Countries (OPEC)
indicate that during recent decades average tax
revenues of industrial countries from crude oil and
oil products have been more than total revenues

obtained by all OPEC members. For example
during the period between 2000 to 2006, yearly
average taxincome of the industrial countries

(members of “Group Seven”) had been US $ 50
billion more than total oil revenues of all OPEC
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members put together.

Economic characteristics of crude oil and its
products as an essential commodity (but with
insufficient rate of decrease in demand correspond-
ing to price rise) dictate the reality that the level of
taxes should be significant so that it could leave an
impact on demand. Among the said seven industrial
countries, the United States and England have
imposed the leastand highest taxes respectively.
Revenues resulting from fuel taxes are much higher
in European countries compared to non-European
industrial countries like USA, Japan and Canada.

In the past, wave of protests against high fuel
and energy (especially gasoline and gas oil)
prices was directed toward OPEC by the indus-
trial governments. They used to turn public
opinion against OPEC. And sometimes they
evenintroduced OPEC as a factor responsible
for all economic problems in the world and in
industrial countries. But this possibility has not
been taken place any more following the new
wave of increase in world oil prices occurred
during the past two or three years. Apparently,
public opinion especially in European countries
have realized that: Firstly - OPEC is unable to
take any further action and Secondly — a large
proportion of what they pay for every liter of oil
products goes into their governments’ pockets
and has nothing to do with OPEC. It seems that
revelations by OPEC Secretariat during the past
decade with respect to the amount of these taxes
have also been very eftective.

Atpresent, European countries have been faced
with a serious challenge as a result of these strikes.
Considering that these taxes are not fixed but are in
the form of tax rate, they increase in proportion to
therise in price of the products. Due to limitations
in refining capacities, the rate of increase of world
fuel prices particularly with respect to gasoline and
gas oil has been more severe than that of crude oil.
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Under condition of very high world oil prices,
currently such taxes do not have their initial
justification. Sufficiently high oil prices facilitate
saving and consumption optimization plans,
diversification plans and creation of opportunity
for other energy sources and even environmental
considerations. But it seems European countries
are facing a number of problems for reduction of
these taxes or related taxrates. The first problem is
that governments’ budgets have become accus-
tomed and dependent to these taxes during the
past four decades. With reduction of economic
growth rate and consequently reduction of
income taxes, the governments’ reliance on taxes
will also be increased. Of course, it may be possible
to change tax rate without changing the absolute
amount of tax. But they will face the second
problem by doing so. The second problem is
mainly related to the European Union (EU). In
view of economic integration and removal of
boundaries across the EU zone, prices of basic
goods should be uniform among the Union’s
member states. Thus, individual countries can not
individually change prices or taxrates. In this
respect, reaching agreement in the Union will also
be very difficult. As was pointed out previously,
another possible problem is that such taxes also
act as a defensive cushion or flexible spring for
controlling impacts of shifts of world oil price
fluctuations to domestic economy and thus can
not generally be abandoned.

Itis predicted that this challenge will create much
more problems for industrial countries particularly
European countries especially in case of continua-
tion of current trend of world prices. It will ulti-
mately force these countries to abandon greediness.
And evenifthey do not cancel these taxes, at least
they would employ more flexible mechanisms
alleviating the pressure of these taxes on people.

Director
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NIGC subsidiaries
not ready for
privatization: Official

The subsidiary companies of
National Iranian Gas Company
(NIGC) are not geared up for
privatization, says Parviz Rahat, a
member of Special Committee set
up inNIOC toimplement Article
44 ofIran’s Constitution (calling
for the privatization of State-run
companies).

Accordingto NaftNews, Reahat
added: “NIGCis the only special-
ized mother companyin Iran’s
petroleum ministry whose
subsidiaries are not ready for
privatization. Thisisbecause the
price of gasis heavily subsidized

for domestic consumption in Iran,

ENERGY
HIGHLIGHTS

and that’s why the companies in
question make no profit”.

Providinga comparison, Rahat
wenton to explain: “Gasis
supplied in Iran atarange of Rials
100to Rials 700 per every cubic
meter, whileits global priceis
about Rials 3,000 per cubic meter.
That is why no one will be
interested in buying the shares of
gas companies aslongas subsidies
areinplace”.

Inrelated news, Reza Kasaie
Zadeh, managing director of
NIGC told the Moj news agency:
“Article 44 can be implementedin
NIGC onlywhen either the price
ofgasisliberalized or the exact
amount paid as gas subsidies are
calculated and paid to the private
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sector by the government once
the gas companies have been
privatized”.

The NIGC chief had lately
proposed the idea of privatizing
the ‘whole’ of NIGC together
with all of its 44 subsidiary compa-
nies, which he said had not yet
beenaccepted by Iran’s
Privatization Org,

The NPC boss had also
recently proposed the
privatization of the ‘whole” of
Iran’s petrochemical industry.
Referring to this, Rahat com-
mented: “Yes, it canbe done in
theory! In practice however, one
hasto seeifthe private market s
actually capable of digesting such
ahuge financial burden”.

Contractor soon for
3D of Khanguiran
gas field

The contractor for the 3D
seismic data acquisition of Iran’s
Khanguiran gas field will soon be
named.

The Iranian Central Oil Fields
Company (ICOFC) had earlier
held a tender for the seismic
operation in this gas field, which is
located in Northeast Iran near the
boarder with Turkmenistan.

Apparently, the JV of Iran’s
OEID andthe Chinese LPEB s the
lowest bidderin the tenderand s
likely to be awarded the seismic
projectin the coming days.

The 3D seismic shoot of
Khanguiran gas field, foreseen to
be concluded in 10 months’ time,
will be coveringan area of 450 sq
km, and will be concentrating

mainly on the lower layers of the

field including its ‘Kashaf Roud’
layer. Major other bidders in
Khanguiran seismic project were;
BGP Iran Kish, Dana Geophys-
ics, OEOC and Kavoshgaran
Zharf.
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Sinopec is eager to
start Yadavaran
project: NIOC MD

Inaninterview with the latest
issue of the Persian weekly
‘Shahrvand-e-Emrouz), Sayfullah
Jashnsaz, managing director of
NIOC, was asked various
questions. Following is the
translation of excerpts of parts
relevant to the oil industry:

Asked how serious he thought
the Chinese Sinopecwasin
developingIran’s Yadavaran
oilfield, Jashnsaz replied:
“Sinopecis very eager to start the
project, but the contract is waiting
toreceive the needed endorse-
ment by the Economic Council.
Hopetullyit willbe done ina
month”.

The NIOC boss also disclosed

that Sinopec had already submit-
teda 2.5-year scheduled plan for
the start of oil production in
Yadavaran, which would be
resulting in the production of
some 100,000 bpd of crude.

As for the start of drilling in
Iran’s exploratory targets of the
Caspian Sea, Jashnsaz said:
“Fabrication of Alborz semisub
drilling platform, which has to be
used for the purpose, has been
completed anditis undergoing
some tests. The trouble is that the
three tugboats, under construc-
tion in Iran, are not yet ready to
carry Alborz to the drilling
locations. That is why Khazar Oil
Company will be hiring three
tugboats”.

The NIOC MD hoped that the

tugboats would be hired soon
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and the Caspian drilling would
getunderway in amonth’time.

The questionishow available
are the sort of boats needed for
the job in the whole region, and
then could that one-month
window promised by Jashnsaz
for the start of drilling in the
Caspian be realistic?

Asked about the rumored
changesin NIOC management
teamand the list of 15 top manag-
erstobereplaced, allegedly
directed from outside NIOC,
Jashnsaz denied the existence of
suchalistand said changes were
internal affairs of NIOC and no
list was given to him by anyone.
He also said he knew nothing
aboutany changes in the manage-
ment of NIOC Int] Affairs and its
Corporate Planning Dept.

Saudi summit calls
for more oil invest-
ment

The final statement of the
summit of oil producing and
consuming nations issued on
Sunday in Jeddah called for more
investment in oil production and
greater financial market transpar-
ency.

The statement also said current
record high oil prices and oil
price volatility was harming the
world economy.

“Current prices and their

volatility are detrimental to the

global economy, and in particular

the economies ofleast developed
countries,” the statement said.

Earlier, addressing the confer-
ence, Saudi Arabia’s King
Abdullah launched an offensive
against oil “speculators”.

The kingannounced that Saudi

output hasrisen to 9.7 million
barrels a day, the highest figure
since 1981,in a bid to defuse
market tensions that have forced
the price of a barrel up to almost
140 dollars.

He also said his country would
give $1.5 billion to efforts to ease
energy shortages in poor coun-
tries.

He told the 36-nation summit
that Saudi Arabia was “very
concerned” about consumers
everywhere. He blamed in-
creased oil consumption and
taxes on fuel, but added:
“Among other factors behind
this unjust increase in oil prices s
the abhorrentact of speculators
seeking to undermine the

market.”
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Oman and Iran
shake hands over
Kish project

Iran saysit hasreached a
prehminary agreement with
Oman to develop a big gas field
onKish Island involving Omani
upstream investment and gas
being piped to Oman’s Qalhat
liquefied natural gas plant.

Awork plan has been agreed
and a development plan will
follow in three months, said Naji
Sa’douni, head of Petroleum
Engineering & Development
Company (PEDEC).

The development of Kish’s
nearly SO trillion cubic feet of gas

will be under a buy-back arrange-

ment over four years, he said.
The volume of exports to

Oman will be 1 billion cubic feet

per day initially, doubling by the

end of the contract period,

according to Sa'douni.

PEDEC, a National Iranian Oil
Company subsidiary in charge of
buy-back negotiations, had also
been talking with China National
Petroleum Corporation aboutan
upstream stake but those talks
appear to have stalled.

Proj ectmanagement consultant
Pars Petro Zagros Engineering &
Services is drawing up a master
developmentplan.

Two onshore wells have already
been drilled on Kish, one before
the 1979 revolution and the
secondin the 1990s. Last year,
PEDEC commissioned one
offshore appraisal well Kish-3 to
be drilled by Iranian company
Kepco, which hassince been
trying to secure a jack-up rig for
thejob.

The drilling of 12 wells to tap
the newly discovered gasreserves
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in the Persian Gulf was this year
awarded to National Iranian
Drilling Company (NIDC). The
state driller said last week that the
contract was now in effect.

Iran has been talking with
Oman since mid-2007 about
supplying gas from several
sources, including Kish and the
shared Hengam-West Bukha
field, to be piped to the Qalhat
facility. The plant, which has a
capacity of 3.3 million tonnes
per annum of LNG, is
underused due to gas short-
ages.

Oman LNG runs two other
LNG trains aside from Qalhat for
atotal capacity of 10 million tpa,
butactual production is below
that total.

NIOC announced the gas find
in Kishin 2005 with reserves put
by some at48 trillion cubic feet.

India likely to ink
gas pipeline deal

with Iran

India is likely to sign the gas

He met with the Iranian
minister on the sidelines of the
Jeddah oil summit. It was an
unscheduled meeting but one

that has clearly yielded positive
results.

The Left which criticized the
government for going slow on
the deal have saidit’sa

pipeline deal with Iran in
the next 4-5 weeks, in an
exclusive interview to
NDTYV Petroleum
Minister Murli Deora
said India has managed
to resolve most differ-
ences with Iran and that
there is no pressure from

the US not to go ahead.

positive step but they
won't be taking the heat
off the government just
yet, that's because the
Leftis still strongly
against the nuclear deal
and according to the
CPI's D Raja, the two
dealsaren’tlinked.
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Loan for phases

15&16 of S.P
certain:
Contractor

Allocation ofa one-$ Blnloan
for the development of phases

15&16 of Iran’s South Pars gas
field is now firm and certain, says
Rostam Ghasemi, an official of
Khatam-ul-Anbia HQ, in charge
of the project.

According to Iranian ISNA
news agency Ghasemi also said:
“The needed approvals for the
loan have been obtained from

Iran’s Economic Council and the

Board of Governors of the
Foreign Exchange Reserve Fund
(FERF), and it will be paid
through the country’s Bank of

Mine & Industry”.

Meanwhile, Mohammadreza
Pishro, managing director of
Bank of Mine & Industry,
confirmed to ISNA that the
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problem with securing the loan
for developing phases 15&16 had
beenresolved.

In related news, following
lengthy debates, NIOC has
now decided for certain that
phases 15&16 of Iran’s South
Pars gas field will replace phase
13, but no decision has yet
been made on the replacement
for phase 13, which was
allocated to the ‘Persian LNG’
project.

Asked to comment on the issue,
Gholam Hossein Nozary, Iran’s
oil minister told ISNA: “To find a
suitable replacement for phase 13,
we are in talks with Shell and
Repsol”.

Russia interested in
N. Azadegan and
South Pars: Nozary

Russiaisinterested in develop-
ing Iran’s North Azadegan
oilfield and two phases of South
Pars gas field, says Gholam

Hossein Nozary, Iran’s oil

minister.
According to the Mehrnews

agency, Nozary added: “Negotia-

tions with Russia were construc-
tive and will probablyreacha

conclusion in three months’ time.

They have asked for further data

on North Azadegan and the two

phases of South Pars.

Reachingan accord with Russia
may need longer, but we are
trying to arrive ata dealin the
next three months”. Russian
Gazprom Nefthasrecently
shownitsinterest to investin
Iran’s oil and gas projects.

AMAK fully ready
by summer end

The project to gather the
associated gases of Bangestan
layers of Ahvaz, Maroun,
Mansouri, Abtymour and
Koupal oilfields (AMAK), has so
far made an overall progress of
99.86%, says Mohammad

Bijanfar, manager of the project

with Petroleum Engineering &
Development Company

(PEDEC).

According to the news agency

of Iran’s oil ministry, Bijanfar said
AMAK would be fully opera-
tional by the end of the first half

of this year.

The AMAK project started in
year 2000 and was supposed to
be completed in March 2007.
Some 240 mcf/d of the sour
associated gases of the said fields
was due to be gathered and
treated in 7 stations and then
loaded onto the national gas

grid.
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Iran’s OPEC Ex-governor:

Fast Growth of Oil Industry, Key to
National Strength

ossein Kazempour Ardabili has
% stepped down from his position
as Iran’s OPEC governor after

working for 24 years and reached retirement. He
considers serious and speedy development of pe-
troleum industry as the sole proper way for Iran
to promoteits national strength. Kazempour sees
the current situation in the oil market as worry-
ing for the producers and refers to some behind-
the-scene strategicissues with respect to oil. Pos-
sible repetition of the Price War can perhaps be
considered as his most important warning to
OPEC. A selection of Kazempour’s recent inter-
views with Persian language publications is of-

fered here:

- We have recently witnessed a hike in the price
of oil despite slowdown in the world’s eco-
nomic growth and lack of decrease in demand
along with an increase in supply. This trend
does not quite follow the economiclogic. In
your view, what is the reason for current
market development?

Generally, the reduction in demand announced
by IEA is linked to past erroneous projections. It
means that before the beginning of the year, the
buyers project higher figures for demand and
later gradually make revisions in the level of their
demand projections. This is in fact a part of their
technique in order to encourage investment,
increase OPEC and non-OPEC supply and try
to provide supply equivalent to the declared
demand. Today, decreasing reviews are done in

order to reduce the pressure of price hikes. Itisa
fact that supply is sufficient in the market and
sometimes excess supply of oil, gas and unsold
crude oil can be seen in tankers on the water.
The surplus production available in the market
is primarily related to the sour and heavy crude
oil. Possibly, we will also observe an increase in
their production. These issues have currently
occurred simultaneous with economic slow-
down in the US economy. This slowdown will

also reach to Europe followed by Japan and later
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by China and India diminishing previous
acceleration of their economic growth rate.

Are the current price differential rates be-
tween various crude oils normal? Did price
differentials reach this level in the previous
years too?

No. it has not reached this high level. Sour
and heavy crude oils produce less gasoline.
Consequently demand for light crude oils
such as Libyan, Algerian and Nigerian oils will
increase when the price of gasoline rises. This
level of oil supply is not sufficient for current

capacity of gasoline production. The price will

sharply increase especially if a crisis occurs
(for example in Nigeria). This issue raises the
gasoline price and boosts in turn the price of
light oil. In these circumstances, gasoline-
producing centers are less willing to buy
heavy crude. As a result, heavy crude oil
produced mainly in Persian Gulf countries
such as Iran (like Soroush, Nowrooz and
Azadeghan fields) will be left over in the
producer country and can not be sold.
Therefore, the price gap between various
heavy and light oils will be more and more
significant. This differential depends on the
form of supply and sale of these crude oils.

- Inrecent days, there were some rumors about
reduction of Iran’s oil output. What is your
view?

This issue will naturally take place. Because
loading and keeping 300,000 or 400,000 barrels
of oil in tankers everyday would not be possible.
We are obliged to reduce production and speed
up wells' repairs. Thus, the phenomenon of
surplus production capacity occurs. It .is hoped
that this situation will not lead to a Price War.
Thatis to say excess supply of oil will not cause
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competitionsamong OPEC members to give
discounts.

- Some sources estimate the volume of Iran’s
oil on water as 25 million barrels. Is it cor-
rect?

Itis likely. Some times Iran kept about 20

million barrels on water.

- Atatime when consumers are searching for
those responsible for price hike, doesn’t
Iran’s decision to reduce output bring about
political consequences?

In my view, if we reach the conclusion that
output should be reduced, we should state
clearly the volume of our oil on water as well as
the level of demand reduction which we are
facing. We should then announce that our
output will increase as soon as an increase in
demand occurs. But if we use this issue against
consumers (telling them we shall reduce oil
production ifthey impose sanctions against us),
I believe this is not basically in our interest and
will be a mistake.

[n March, the brokers signed more than
88,000 paper contracts which was about
doubled compared to March last year. It also
showed a large increase compared to the
paper contracts signed February this year.
Why such amount of capitals has suddenly
invaded the paper oil market?

The reason that pension funds and investment
banks have rushed into the oil sectoris because
other economic sectors are now facing problems.
Thus, investments will mostly be directed toward
speculation markets and commodities with high
rates of security of supply and demand. Conse-
quently, if future markets generate income, the
capital will move toward them. In such a market,
the currency value is protected and the rate of
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return of investment is suitable. Itis only sufficient
that new demand is generated in such a market.

- Has this factor so much power to determine

the market’s direction and keep price up?

The factor is very powerful. Today, incomes of
the oil companies working in future market have
gone up to such high levels that are called
windfall profits. Therefore a portion ofan
increase in prices is due to existence of huge
capitals in future markets showing future prices
athighlevel. When itis seen that price still goes
up even when one of the producers raises
output by 150,000 barrels per day, itis an
indication that the physical or real market’s share
has been diminished in comparison with the
paper market. This creates anxiety for the
producers since despite surplus oil production,
the market still witnesses price hikes.

- Qil stocks have been highly increased in
OECD countries achieving highest ever
records. Despite high inflation, stock-building
is continuing in the USA. Why are they
building stocks with expensive oil?

The USA has constantly added to its strategic
reserves. There is a strategic view behind this huge
volume of stock-building, Thatis to say it is always
worrying that the consumers store large oil
volumes especially at high prices. The experience
has shown that such actions may be done with
the incentive of carrying out particular plansin the
future. Precaution must be taken since increasing
stocks in the consuming countries more than the
capacity of their resources and reserves should
make all producers anxious. Although they claim
that stock building is merelyintended as a protec-
tion against any cut in oil flow.

- Can theincrease in strategic reserves be sign

offuture incidents?-
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This can be one of the assumptions but it does
notimply that it is definite. However, the
experience has proved that the oil consumers
try to prevent future crises through increasing
their strategicreserves. For example, in various
crises such as the Arab-Israel war, imposed war
against Iran, occupation of Kuwait, driving
Saddam out of Kuwait and attack on Iraq it
can be observed that the prelude to such
movements have always been increasing oil
reserves by the consumer countries. But it
seems unlikely the world could bear the cost of
increasing stocks for long in order to pile up oil
for a future incident. Of course, caution is
needed in this respect. Building stocks at these
prices suggests that thereisa security concern
rather than a commercial one.

- The producer countries particularly Iran have

not much benefited from the hike in oil price.
Ifthe crude oil price hashad a good growth
rate, in return, equipment and oil installations
have been facing with an inflation 0f 250
percent. How does OPEC confrontsucha
situation?

The price of oil should be compared withits
alternatives. Inreply to the question that what level
of oil price s ajust price, it should be said that it
would be a price that firstly: provide income
needed by the oil producers, secondly: maintains
and increases their share in competition with
other energy carriers in the market and ensures
enough investment for the producer for capacity
development to meet extra demand. Also, acquisi-
tion of technology and access to the market is
naturally a part of this trend.

- Can a figure be specified for it?

Asuitable price is a price that oil can manage to
compete with other carriers, provides suitable
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revenue for oil producing countries ensures
investment for them and allows them to have
access to the market and latest technology.
Butitis natural that we are facing with imported
inflation in the oil and gas sectors. Because when
allare going
after develop-
ment of their
resources due
to high oil
prices, there
willashortage
of rigs and
pipes. Also,

expertise and
technical know-howwill be limited. In addition,
the capacity of consultancy firms and engineers
will be loaded and prices climb to higher and
higherlevels. Capacity building should be con-
ducted in proportion to this situation which of
course requires time. We are witnessing that our
universities are moving toward the petroleum
industry and other industries are changing
direction and moving in the direction of provid-
ing requirements for oil and gas industries. Thus,
the price has caused resources to be directed
toward the requirements and be allocated in such
sectors. Naturally, there are some delays but the
reason why people are not benefiting from the
growth in the oil price is rooted in the increase in
costs. Today, the oil income is used up to import
consumer goods. While undoubtedly, the price
increase should be the main vehicle for the
national economic development.

- Countries like Kuwait and Saudi Arabia
managed to benefit from this opportunity?
Their foreign exchange reserve funds are very

high and have not at all been used up for irregular
import of consumer goods as was the case in Iran.

13
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In those countries, the oil revenue has mainly
been used up for investment and building
infrastructures. Under the condition of economic
stagnation in developed countries, many oil
producing countries are using their capital for

- N investment,
purchase of
factoriesand
engineering and
software
companies
from the
developed
countries. They
are making
huge investments in different areas. All these
activities will provide them the opportunity for
creation of future wealth.

- Do OPEC members including Iran and Saudi

Arabia have similar policies?

In my view, Iran and Saudi Arabia have many
common points of view regarding the oil issue.
There are also manyjoint interests between these
two countries. Competitions that naturally occur
in marketing and production should by no
means be interpreted as disagreement and
somethingunnatural. We are partners and rivals
within OPEC. We are partners to maximize our
benefits, increase oil share worldwide and set the
price of oil to a desirable value capable of compet-
ing with other energy carriers. We believe supply
should reach to alevel to meet world requirement
so that the world is more dependent on this
commodity and more inclined to use it and thus
reducingattention to other energy carriers. And
we can work on this carrier (oil). On the other
hand, OPEC members are rivals with each other
since we produce a single commodity for selling it
toasingle market.
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Today, our partnership takes precedence over
our 1‘iv;1]ry or vice-versa?

We should show tact by always putting more
emphasis on partnership. It is completely a wrong
policyif our rivalry in marketing and market share
harms our partnership (whichalso involves the
nation’spublicinterests). At present, we have
entered into partnership with Saudi Arabia. If Saudi
Arabiaraisesits output under US request, thisisa
political move with little effect.

- During the years you were in OPEC, did you

ever have the impression that the US exerts a
directinfluence on OPEC decisions?
Undoubtedly, USA tries to influence members
and their policies. But in my view, it is essentially
incorrect that members take decisionsunder US
influence. OPECisan organization comprising of
members grouped together based on national
interests and collective will. Recent US charges
against OPEC proves this point.

-Inyour opinion can Iranand USAreacha

constructive interaction with each other with
respect to oil?

Definitely they can. Political and economic factors
are linked together. Anyhow, we have problems
with one of the world powers and that power has
also announcedits problems with us. There are
topics defined by the US asits interests and we have
alsointerests for ourselves such asissues relating to
Afghanistan and Iraq which can be fulfilled within
the national sovereignty of these countries. Cer-
tainly as long as we fail to have a united definition of
these basic facts, we can not have a dialogue. Of
course, there also exist other interests forus such as
ourinterestsin Lebanon and Palestine.

You worked in the oil industry for 24 years. Do
you think oil is still a tool of our power and

leverage for bargaining or not?

14
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Iranisstill the second oil producerin OPEC. We
have increased production capacity a great deal
(althoughitisnotenough). We mustremoveallthe
obstacles on our way for accessing technology and
market in the petroleum industry. The removal of
these obstacles requires political cooperation with the
world. We are going to face problems if the petro-
leum industry could not play its role in development
ofeconomic power (consequentlynational power).
Wetriedalotand are trying to minimize the impacts
ofthe pressures. We musttry to eliminate the
obstacles for development of oil and gas. Certainly
suchamove is notonlyrelated to our petroleum
industry. The Foreign Ministry and the government
policies should also renderassistance to the Petro-
leum Ministry. Without extensive investmentsand
acquisition of international efficient technologyand
removal ofthe obstacles for free access to the markets,
in the oil industry, we can only maintain our produc-
tion capacity foralimited period at4.2 million barrels
per day.

- Whatis your understanding of the oil market in
the future?

There willbe more players in the oil market. Other
factors are gettingahead of fundamental factors
whichare influencing the market and in principal
this is not good from producers’ viewpoint. It
should be said that demand will have anincreasing
trend in future and supply will face limitation.
Therefore, the oil price will have an increasing trend
infuture.

- With Iran’s oil experiencing change and
O
transformation, how do you see the future of

the petroleum industry?

Ihope the obstacles foraccessing capital, technol-
ogy and market in the petroleum industry are
removed through a comprehensive policy at the
nationallevel to enable thisindustry to attainits real
place in proportion to its share in the world reserve.
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Abstract:

oday, the transport of natural

gas in the form of LNG is consid-

ered as one of the most cost-
effective ways to provide for remote energy
markets need. The importance of natural gas
export has encouraged gas-rich countries to
build LNG facilities due to the fact that natural
gas export via pipelines is mainly limited to
neighboring countries. Thus, LNG s expected
to play a key role in the global energy markets
and natural gas industry in coming years.

In this article, the Asia-Pacific region which is
regarded as one of the most decisive and
important markets from the viewpoint of
natural gas production and consumption are
examined. To this end, LNG supply and de-
mand is analyzed and the outlook is depicted
for2020.

This paper reveals that the uncontracted
LNG demand in the
according to demand reference scenario, will

Asia-Pacific region

rise to 2.4 million tons and 53.6 million tons in
2010 and 2020 respectively. The region has
great potential for LNG import in coming years
and it is expected that in 2020 horizon, at least
11.76 million tons and at most 32.7 million
tons of uncontracted LNG demand is met by
the suppliers out of the region.

Therefore considering Asia- Pacific potential
market and Iran’s huge natural gas reserves and

because of accessibility of this market, Iran has
the opportunity to play an important role in the
LNG supply side. It is necessary that Iran’s
energy authorities should make appropriate
decisions in order to secure a considerable
share of this market.

Key terms: supply, demand, the Asia-
pacific market, export, LNG

1- Introduction:

LNG is taken into account as a competitor for
natural gas transported by pipeline to the markets.
In the case that the distance is short and markets are
relativelylarge, usually pipeline has the lower cost. In
other words, generally LNG is the best technology
for transporting the natural gas on the long dis-
tances.

Collection of factors such as higher prices of
natural gas, decrease in LNG production costs,
increase of LNG demand and gas producersd
tendency to economic production from remote gas
reserves cause the increase of gas trade in the form
of LNG.

Regarding the effects of such factors, world LNG
trade has started a new evolution and expanded
with the Annual Average growth rate of about
10.7% between 1995-2006 period ( from 92 bem'
t0211.08 bem). In 1995, there were 8 exporting and
importing countries in the world while their
numberincreased to 13 exporting countriesand 17
importing countries in 2006.

The greatest development in LNG trade occurred
inthe Asia-Pacific region. In 2006, about 60% of the



Eghtessad.4_Energy

world LNG import belonged to three countries
including;: Japan, Korea and Taiwan. Because of
limited natural gas reserves and the shortage of
international pipeline network for natural gas
transportation from other regions, LNG importin
order to secure the natural gas demand in this
region, is unavoidable.

Also the LNG demand in new markets such as
Indiaand China will increase in comming years.
India’s LNG import started in the beginning of
2004, while china started it's LNG import from
second half of2006. Similarly, other countries of
this region will import the LNG because of energy
security problems and limitation or decrease in
domestic gasreserves.

Expected developmentsin the Asia-Pacific LNG
demand, will require enough investmentin order to
build the new capacity for LNG supply. This region
hasbeen the world’s largest LNG supplier recently
and about 41.3% of world LNG market demand
was supplied by S exporters of this region such as
Australia, Brunei, Indonesia, Malaysia and Alaska in
2006. Expected growth of LNG demand at this
market will provide an appropriate opportunity for
LNG suppliers that have some new capacities under
construction or under planning,

2- LNG supply:

The growth of LNG production in the Asia-
Pacific to a position where it accounts for close to
41.3% of supply has been driven by the needs of
Japan, supplemented more recently by the emer-
gence of Koreain 1986 and Taiwanin 1990 as
importers. The plantsin Alaska, Brunei, Indonesia,
Malaysia and Australia were all developed initially to
meet the demand of Japanese power and gas
utilitiesin LNG. Trains were added to the Indone-
sian and Malaysian plants to supply Korea and
Taiwan. In 2006, as shows in figure 1, Japan, Korea
and Taiwan were the main markets for production
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Figure 1 : Asia-Pacific LNG export in 2006 (%)

1000

90.0

800

700

60.0

500

400

300

200

100

00

=======
mmmmmmm
s o

= s =
s @ &

ﬂﬂﬂﬂﬂ

Indonesia Malaysia Australia Brunei  Alaska

Source: BP Statistical Review of World Energy 2007

from these plants. In 2006 this three countries
imported about 98.7% of region’s LNG output.

Despite the shut down of two trains at the Arun
plant in Indonesia, caused by the failure to find new
gasreserve to replace declining production from the
giant Arun field, Asia-Pacific LNG production
capacity reached to 76.1 mtpain mid 2007.

In table 1, the capacity that has been shown for
Arun plant is based on the contracted volume of
LNG rather than the production capacity the four
Arun trains that remain in operation. It is expected
that further trains at the Arun plant will be close
down as LNG sale contracts expire at the end of
current decade. Complete mothballing of the plant
is expected by around 2010. Alaska’s kenai project s
also reported to be running short of gas and the
existing sales contract my not be renewed when it
expires in 2009. the remaining LNG plants listed in
table 1, are all expected to remain in production
until after 2013.

Thisregion’s under construction capacities of
LNG production has reported about 40 mtpa that
with operation from these projects, total production
capacity will increase to 116 mtpa.

It’s expected that Tangguh new facilities with the
total capacity of 7.6 mtpaas a second Indonesian

16
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Table 1 : Asia-Pacific LNG production capacity, June 2007
Liquefaction Storage
country | Location/Project | No.of 2P a.c1ty No.of TOtél Start up
, (Nominal ) capacity
trains tanks
mtpa m3
USA Kenai- Alaska 1 1.2 108000 1969
Brunei Lumut S 7 3 176000 1972
Arun 1 (Train1-3) 3 1978
Arun 2 (Traind&3) | 2 6.6 4 508000 1984
Arun 3 (Train6) 1 1986
Bontang 1
2 1
(Train ASE) 4 380000 977
Bontang 2
(Tran C&D) ) 1 127000 1983
Indonesia Bontang 3
(;rrlai?%) ! 1989
Bont , 222
ontang
(Train F) ! 1993
Bontang 5
1 1
(Train G) 97
Bontang 6
1 1
(Train H) 799
Malaysia LNG 3 8.1 4 260000 1983
Malaysia MLNG- Dua 3 8.7 1 65000 1995
MLNG- Tiga 2 63 1 120000 2003
Australian LNG-
NWS (Trainl 3) 3 7.5 4 260000 1989&1992
Australian LNG-
Australi .
ustralia NWS (Train4) 1 4.5 2004
Darvin LNG-Baya 1 35 1 188000 2006
undan
Total 33 76.1 26 2192000

LNG production center, can be an appropriate

substitute for Arun facilities.

Russiais constructingit’s first liquefaction plantin
Sakhalin that is expected to be operational by the
end 0f2008. Each train capacity is about 4.8 mtpa
and located in the south of Sakhalin. This project
feed gas will provide by offshore gas fields that
located in the north of Sakhalin. Until now, the sales

contracts ofabout 6.8 mtpa of this capacities have

been signed with Japan (3.4 mtpa), Korea (1.5

2007.

17

mtpa) and Mexico (1.9 mtpa) and the remaining
2.8 mtpa capacity must be marketing, The firs plant
of this project will be operational by the end of

Also this region’s planned and expansion projects
include: four projects in Australia, one projectin
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Bolivia, Brunei and Indonesia, two projectsin
Russia and one project in the USA.

Australia’s two under construction projects
including North West shelfand Gorgon and the
Sunrise planned project, has planning based on
discovery of the new reserves in the northern and
North West shore. One of these projects that are
the first floating LNG project in the world will feed
from the Sunrise gas field. Total capacity of Asia-
Pacific planned projectsis estimated about 69.8
mtpa.

Gorgon gas field was discovered in 1980 and new
discoveryactivities at this region increased this field
reserves to S0 tcf”. Probable plan for transportation
of this field’s gas by pipeline to NWS facilities that
previously considered, at present because of current
plans for development a separated plant, has been
suspended.

Brunei has plansto add one plant to it’s facilities
by the end of current decade too, but disputes
between Brunei and Malaysia upon gas reserve that
will feed this plant, have made the realization of this
projectuncertain.

With the completion of all these planned project,
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region’s LNG production capacity will increase to
more than 185 mtpa.

3- LNG demand:

Security of Certain sale market in order to
support the investments in expensive facilities of this
industry is the one of main challenges in LNG
industry that in most cases is taken into account as
the most effective factor in investorso decisions.

Although, long term contracts are the basis of
LNG sales and purchase in markets, but because of
marketsliberalization, short term contracts also have
hadincreasing trend and expected to continue in
the future too. These markets provide new chal-
lenges and opportunities for sellers.

Atthis section the LNG current markets as well as
new and emerging markets have been analyzed.

Japan, Korea and Taiwan are the main buyers at
this market. In 2006, the LNG share in Japan, Korea
and Taiwan’s gas demand was about 96.7%,99.82%
and 85.7% respectively. This region’s LNG recep-
tion terminals capacity is about 272.5 mtpa that
belongto countries such as Japan, Korea, Taiwan,
India and China with the capacity of about 178,

Table 2 : Asia-Pacific under construction LNG capacities, June 2007

Liquefaction Storage
country Location/Project | No.of capa?lty No.of TOtél Start up
. (Nominal ) capacity
trains tanks
mtpa m3
Bontang Train I 1 3.5 2007
Ind i T h
ndonesia 'anggu 2 6 S0
(Irian Jaya)
Sakhali
Russia L ) 96 2 200000 2008
(Sakhalin Energy)
NWSTS 1 4.5 2008
Australi
ustralia Barrow Island 5 10 501082012
(Gorgon)
Peru Camisea LNG l 4.5 2009
Total 7 39.7 2 200000
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Table 3 : Asia-Pacific planned and expansion projects, June 2007

country Location/Project NOfOf capacity Start up
trains mtpa
Tassie Shoal 3 2.5 2011
) Pilbara 6 2010
Australia
Browse 10 2012
Greater Sunrise 1 5.3 2009
Bolivia Margarita (Pacific LNG) 2 7 2010
Brunci Lumut (Train 6- Expansion) 1 S 2010
Indonesia Sulawesi (Donggi LNG) 2 7 2012
Russia Ust-Luga 1 6 2011
Murmansk (Shtockman) 2 12 2015
USA Alaska- North Slope( Train 1-4) 9
Total 17 69.8

58.7,20,12and 3.7 mtparespectively.’

In 2006, LNG import accounted for about 32%
of regions gas supply that consist of 20% internal
trade and 12% imports from out of region.

In 2006, about 63.2% of LNG import was pro-
vided from internal trade that Indonesia wasiit’s
largest supplier and about 36.8% provided from out
of regions mainly by oman, Qatarand UAE.

Japan, known as the largest importer in this
region, imported about 60.6% of region’s LNG in
2006 and other countries like Korea, Taiwan, India
and China contributed some 25.25%,7.5%, 5.9%
and 0.73% respectively to the region’s consumption.

Figure 2: Asia-Pacific natural gas supply
structure in 2006

Accordingto IEE] report?, Asia-Pacific LNG
demandwill increase to about 115.5 mtpain2010
and 162 mtpain 2020 at reference case.

Asia-pacific LNG market’s outlook considering
long term contracts and demand outlook, will be
analyzed in the next section.

3-1- Traditional markets:
3-1-1-Japan:

Japan has very few indigenous natural resources
and mainly relies on imports for nearly all of it’s
energy needs. It started to import LNG to diversify
energy supply away from an over-dependence on

Figure 3: Asia-Pacific LNG import by sources in
2006
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imported oil and to access a clean burning fuel at a
time when there was serious concern over pollution
in the main cities.

Japan does not have a national pipeline net-
work since the terrain and rights of way issues
have made pipeline construction prohibitively
expensive. The distribution of natural gas has
been achieved by developing LNG receiving
terminals on the coastline of Honshu and
Kyushu Islands, with the main concentration
around the major cities of Tokyo, Osaka and
Nagoya. There are currently 25 terminals in
operation in Japan, all of which are owned
directly or indirectly by the LNG importers.
There are individual pipeline networks around
each of the LNG terminals and in the main
consumption centers of Tokyo, Osaka and
Nagoya. These distribution networks are grada-
tionally expanding and now reach most of the
densely populated areas, giving approximately
65% of Japanese households access to natural
gas.

Japanese gas consumption shows limited varia-
tion between the months and, hence, the LNG
import profile across the yearis very flat.

Security of supply concerns have forced Japan to
diversifyit's sources of LNG imports. It bought
LNG from all the LNG producers excluding Libya
in 2006.Indonesia is the largest LNG supplier to
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Figure 4 : Japan LNG import by sources in
2006(%)
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Japan. In 2006, this country provided about 22% of
Japan LNG supply.

Japan has signed some long term contracts with
suppliers such as UAE, Australia, Brunei, Indonesia,
Malaysia, Oman, Qatar, Russiaand USA for LNG
import that their volume are more than 60.5 mtpa.
The volume of these contracts with regard to
expiration of some and conclusion of some new
contractsin 2010 and 2020, will reach to 65.2 and
60.5 mtparespectively.

In2006, Japan’s contracted LNG demand was
estimated about $4.8 mtpa. Inregard to Japan’s
estimated LNG demand andlong term contracts,
this country’s uncontracted demand volume will be
about 12.5,21.5and 30.5 mtpa based on low, refer-
ence and high demand scenarios respectivelyin 2020.
3-1-2- Korea:

Korea’s first LNG importsin 1986, came from

Table 4 : Asia-pacific LNG demand outlook (mtpa)

2010 2020
2004 2006 | Low | reference | High | Low | reference | High

Japan 5648 6009 | 61 66 71 73 82 91

Korea 21.94 25.06 23 24.5 26 26 315 37
Taiwan 6.7 749 10 10.5 11 12 13 14

India 193 586 8 8.5 9 15 16 17

China 0.73 5 6 7 12 14.5 17
Others* 4 5 6
Total 87.05 99.23 107 115.5 124 142 162 182

20
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Table §: Japan long term LNG contracts during 2010-2020(mtpa)

2006
long term LNG import contracted 2010 2020
contracts volume
UAE 43 S.14 4.3 4.3 4.3
Australia 11.8 11.51 11.51 14.2 142
Brunei 6 6.35 6 6 6
Indonesia 17.8 13.65 13.65 16 12.5
Malaysia 12.7 11.45 1145 127 127
Oman 0.7 223 0.7 14 14
Qatar 6 724 6 6 o
Russia 0 0 0 34 34
USA 12 1.26 1.2 12 0
Others 0 1.26 0 0 0
Total 60.5 60.09 54.8 65.2 60.5

Indonesia and Malaysia, taking advantage of spare
capacity in, and expansions of, projects originally
built to supply Japanese buyers. By the mid-1990s
demand had grown sufficiently for Korea to
underpin the development ofa Greenfield develop-
ment. Commitments to the construction of the
RasGas projectin Qatar and Oman LNG were
made on the basis of contracts with Kogas. In 2006
this country bought LNG from all the LNG
producers excluding Libya, UAE and USA.

Kogas' monopoly broke in 2005 when the
Pohang steel company (Posco) terminal, at
Kwangyang in the south of the country came to

Figure S: Japan LNG import outlook during
2006-2020 (mtpa)
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operation.

In contrast to Japan, Korea has developed a
natural gas pipeline infrastructure that now ex-
tended to most part of the country, making
regasified LNG available to the majority of potential
consumers. This has encouraged gas use in the
residential and commercial and industrial sectors,
which accounted for 48% and 17% of consumption
respectivelyin 2003. The remaining 35% of con-
sumption was in the power sector. The dominance
of the residential and commercial sector, where
consumption is largely for heating, has result in the
wide swing between gas use in the winter months

Figure 6 : Korea LNG import by sources in 2006(%)
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Figure 7 : Korea LNG import outlook during
2006-2020 (mtpa)
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and in the summer months. Kogas has managed
the demand seasonality through a combination of
storage capacity, some seasonality in off-take in
long-term contracts and the purchase of cargoes on
aspotand short-term basis during the winter
months.

Qataris the largest LNG supplier to the Korea
and accounted for about 26% of this country’s
LNG importin 2006.

Korea’s LNG import has been increased with the
average annual rate of 10.15% during the 1998-2006
and expected that has the most rapid growth
between tree Asian’s major markets.
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The volume of Korea’s Long-term LNG con-
tracts isabout 20 mtpa that will increase to 22.7
mtpain2010and 2020.1t's contracted demand was
estimated about 19.93 mtpa (about 79.53% of total
demand) in 2006.

Koreauncontracted demand volume will be
about 3.3,8.8 and 14.3 mtpa based on the low,
reference and high demand scenarios respectively in
2020.

3-1-3- Taiwan:

Taiwan is the smallest of the established LNG
importers in Asia. In 2006, itimported 7.49 mtpa
through a single terminal at Yung-An, near
Kaoshiung, in the south of the country. The
Chinese petroleum corporation (CPC) operates
the terminal and is the monopoly importer of LNG
and marketer of gas in the country. CPC has long-
term contracts for LNG supply with Indonesia and
Malaysia.

The power sector is the main user of natural gas
accounting for nearly 70% of consumption in 2003.
The main driver of future natural gas demand
growth in Taiwan will be the power sector, since
government policy is to increase gas-fired power

Table 6: Korea long term LNG contracts during 2010-2020(mtpa)

2006
long term LNG import contracted 2010 2020
contracts volume
Australia 0.5 0.64 0.5 0.5 Qs
Brunei 0.7 0.85 0.7 0.7 0.7
Indonesia S 493 493 42 42
Malaysia 4.8 551 4.8 4.8 438
Oman 4.1 521 4.1 4.1 4.1
Qatar 49 6.59 4.9 4.9 49
Russia 0 0 0 1.5 1.5
Yemen 0 0 0 2 2
Others 0 1.33 0 0 0
Total 20 25.00 19.93 227 227

22
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Table 7: Taiwan long term LNG contracts during 2010-2020(mtpa)

2006
long term LNG import contracted 2010 2020
contracts volume
Indonesia 35 312 312 35 35
Malaysia 39 3.56 3.56 39 39
Others 0 0.81 0 0 0
Total 74 749 6.68 74 74

generation for environmental reasons. The govern-
ment has also wanted to promote the development
ofan LNG receiving terminal in the north of the
country, where demand for both power and
natural gas is growing most rapidly.

This country’slong-term LNG contracts were
about 7.4 mtpa in 2006 and will be constantin 2010
and 2020.

Taiwan’'suncontracted demand volume based on
reference scenario, willbe about 3.1 and S.6 mtpain
2010and 2020 respectively.

3-2- New markets in Asia:

As growth in the LNG requirement in the
established markets of Japan, Korea and Taiwan has
slowed, producers in the Asia-Pacificand in the
Middle East have looked for alternative outlets for
their planned output. Middle East producers have
the advantage of being able to access markets in the
Atlantic Basin, but for Asia-Pacific producers the
distance to Europe and the US east coast are too far
to make those markets a realistic market option,
although they are providing an outlet for surplus
production on a short-term basis.

India and China have for many years been seen as
markets with the potential to importlarge volumes
of LNG and provide outlets for Asia-Pacific pro-
ducers. India finally imported its first cargo of LNG
in early 2004 and china imported in the second half
0f2006. Other potential markets including: Philip-
pine, Singapore, Thailand and New Zealand.

3-2-1-India:

In India, natural gas consumption has risen faster
than any other fuel in recent years, and the Indian
government has been encouraging the construction
of gas-fired power generation. The potential for
domestic gas production is limited, and pipeline
imports face major political and geopolitical chal-
lenges, soleaving LNG is well placed to meet rising
gas demand. Over the last ten years many LNG
import terminals have been proposed around the
coast of India but few have moved beyond the
feasibility study stage.

Atpresent, 3 receiving terminalsarein operation:
Dahej, Haziraand Dabhol. The Dahej terminal has
been developed by Petronet, a consortium of
Indians companies with some foreign partnership.
India’s first cargo of LNG from Qatar RasGas plant
imported into this terminal on January 30" The
LNG importincreased from 1.93 mtpain 2004 to
5.86 mtpain 2006 and this country in addition to

Figure 8: Taiwan LNG import outlook during
2006-2020 (mtpa)

LNG demand M Contracted demand

Uncontracted demand

Reference
2020
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2010

2006
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Qatarimported cargoes from Oman, UAE, Algeria,
Egypt, Nigeria, Australiaand Malaysia.

Petronet has signed two 20&2.5-year contracts for
import 7.5 mtpa from RasGas announced plans to
double the capacity of Dahej.

The second India terminal with the capacity of §
mtpa, came to stream by shell (74%) and To-
tal(24%) at the end 0f 2004 as well as dabhol
terminal with the capacity of 2 mtpa has operated in
2006.

Many of the planned terminals in India had been
abandoned or put on hold, but plans for a few had
survived, including Petronet’s second terminal with
the capacity of 2.5 mtpa at Kochi on the south-west
coast.

AsIndia enters the LNG Business, the main
question over the eventual demand level remain the
price atwhich LNG can be delivered to customers.
The price of domestic gas has been subsidized ata
level that makes it difficult for regasified LNG to
compete, especiallyin the largest potential demand
sectors of power and fertilizers. Petronet had
secured an agreement with RasGas for the price of
LNG to be fixed for the first five years of supply as a
way of helping the market for the regasified LNG
development, but many potential customers are still
concerned that the price is too high.

India’s long-term contracts volume during the
period of 2006-2020is about 7.5 mtpaand
uncontracted demand will increase to 7.5, 8.5 and
9.5 mtparespectively based on low, reference and
high scenarios in 2020.
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Figure 9: India LNG import outlook during
2006-2020 (mtpa)
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3-2-2- China:

LNG has been on the agenda in China for over
adecade as a way of providing a clean-burning
fuel to meet rising energy demand in fast growing
economies of the southern and eastern coastal
provinces, where there are major concerns over
the pollution levels. China’s first LNG terminal
near Shenzhen in the Pearl River delta came on
stream at the second half of 2006. The terminal
has been developed by a consortium of CNOOC
(33%),BP (30%) and the buyers of regasified
LNG in Guangdong Province and Hong Kong
(37%).

Supply from the terminal will come initially
from Australia’s North West Shelf project undera
contract for 3.5 mtpa of LNG to be delivered ona
FOB basis. As part of the deal CNOOC acquired
ashare in North West Shelf gas reserves.

China’s second terminal is planned in Fujian. It
is being developed by CNOOC and local interests
to receive 2.6 mtpa of LNG under along-term
contract with Indonesia’s Tangguh project. Fujian

Table 8 : India long term LNG contracts during 2010-2020(mtpa)

2006
long term LNG import contracted 2010 2020
contracts volume
O 75 499 499 75 75
Others 0 0.87 0 0 0
Total 7.5 5.86 499 7.5 7.5
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Table 9: China long term LNG contracts during 2010-2020(mtpa)

Eghtessad.4_Energy

2006
long term LNG import contracted 2010 2020
contracts volume
Indonesia 0 0 0 2.8 28
Australia 35 0.73 0.73 75 7.5
Total 3.5 0.73 0 10.3 103

terminal will be operate in early 0of 2008. The deal
to purchase LNG from the Tangguh project
included the sale by BP of a 12.5% share in the
Tangguh project reserves to CNOOC.

Atpresent there are plans for atleast 14 new
terminals under consideration in May 2007, each
with capacity of 2-3 mtpa. Ifall these terminals go
ahead they will take China’s LNG import capacity
to more than 39 mtpa.

In 2006 China imported about 0.73 mtpa of
LNG under long-term contract with Australia’s
North West Shelf project.

Inregard to China’s estimated LNG demand
and long term contracts, this country’s
uncontracted demand volume will be about 1.7,
4.2 and 6.7 mtpa based on the low, reference and
high demand scenarios respectively in 2020.

Other potential LNG importer at this region
including Philippine, Singapore, Thailand and
New Zealand that expected their demand increase
to 4, S and 6 mtpa based on low, reference and
high scenario respectivelyin 2020. These countries

Figure 10 : China LNG import outlook during
2006-2020 (mtpa)

[l LNG demand M Contracted demand Uncontracted demand

have not signed any contract for LNG purchase
yet.

Therefore, total uncontract demand at Asia-
Pacific region are estimated about 33.6, 53.6 and
73.6 mtpa based on the low, reference and high
scenario respectively in 2020.

4- Concluding remarks:

Atpresent, Asia-Pacific LNG production capac-
ity has reached to 76.1 mtpa. Similarly the capacity
of under construction and planned projects are
estimated about 39.7 and 69.8 mtpa respectively.
Also Arun and Kenai's plants with the total
capacity of 7.8 mtpa, will be closed down as LNG
sales contracts expire, because of gas shortage, at
the end of current decade.

With the operation from some under construc-
tion capacities, total LNG production capacity will
increase to 103 mtpain 2010 in this region. This
capacity with regard to realistic scenario (opera-
tion from 50% of planned capacities), will increase
to 142.9 mtpa during next two decade. In optimis-

Figurell: Asia-Pacific LNG import outlook
during 2006-2020 (mtpa)
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Table 10: Asia-Pacific LNG demand structure during the next two decade (mtpa)

2010 2020
low scenario of
Asia-Pacific LNG 0 336
Demand
Region's reference scenario of
uncontracted Asia-Pacific LNG 24 536
LNG demand Demand
high scenario of
Asia-Pacific LNG 109 736
Demand
Realistic scenario of | Optimistic scenario of
Asia-Pacific LNG Asia-Pacific LNG
production production
Planned increases in Asia-Pacific LNG
production capacities that have not 1 409 61.84
signed  any sale contractes
low scenario of
Providing the Asia-Pacific LNG . . s
region's Demand
uncontracted | reference scenario of
LNG demand Asia-Pacific LNG 14 12.7 0
by out of Demand
region’s high scenario of
producers Asia-Pacific LNG 99 327 11.76
Demand

tic scenario (operation from 80% of planned
capacities), it will reach some 163.84 mtpa. There-
fore, total increase in LNG production capacity
until 2010(with regard to under construction
capacities) and based on realistic and optimistic
scenarios for 2020, will be about 26.9, 66.8 and
87.74 mtparespectively.

Until now, the sales contracts of about 6.8 mtpa
of Russia’s LNG production capacities have been
signed with Japan (3.4 mtpa), Korea (1.5 mtpa)
and Mexico (1.9 mtpa). Moreover the sales
contracts of about 7.6 mtpa of Tangguh project
capacity in Indonesia have been signed with
Chinese(2.8 mtpa), Korea (1.2 mtpa) and North

America’s (3.6 mtpa) consumers.

Australia has signed some LNG export contracts
fromit’s under construction plants too. These
contracts includinga 3.5 mtpa contract from plant
5in NWS project to Chinese buyers and two 4
mtpa contracts with Chinese and North America’s
buyers from Gorgon project.

So, out of total increase in the region’s LNG
production capacity by 2010 and based on
realistic and optimistic scenarios in 2020, only
about 1,40.9 and 61.84 mtpa respectively, will
remain to meet the region’s future uncontracted
demand.

This region’s total uncontracted demand based
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onreference scenario, in 2010 and 2020 will be
about 2.4 mtpaand 53.6 mtpa respectively. This
shortage can be met by both Asia-Pacific produc-
ers and others. In past years, about 99% of this
region’s LNG production has been purchased by
domestic buyers (Asia-Pacific buyers), so it is
assumed that total capacity of region’s new
capacities are absorbed by domestic consumers.

In 2010, out of total uncontracted LNG de-
mand, about 1.4 mtpa and 9.9 mtpa based on the
reference and high scenarios of demand respec-
tively will be met by the out of region’s producers.
In the realistic scenario of LNG production and
based on reference and high scenarios of demand,
about 12.7 and 32.7 mtpa of uncontracted LNG
demand will be provided by out of region’s
producers in 2020 respectively. These volumes
with regard to Optimistic scenario of production
and high scenario of demand will decrease to
about 11.76 mtpa.

Generally, its expected thatin 2020 atleast 11.76
mtpaand at most 32.7 mtpa of Asia-Pacific
uncontracted LNG demand are met by the out of
region’s producers.

Asia pacific region has got great potentials for
LNG import in future and the competition
between LNG producers for that area will
increase. The Middle East countries especially
Qatar have been planned for different projects to
expand their LNG export to this region and also
Russia is constructing it’s first liquefaction plant
in Sakhalin that is expected to be under opera-
tion by the end of the current decade. In this
regard, Iran and Yemen are also planning to
enter into the market.

Therefore, considering Asia- pacific potential
market and Iran’s huge natural gas reserves and
because of accessibility of this market, Iran has the
opportunity to play an important role in the LNG
supply side. Itis necessary that Iran’s energy

Eghtessad.4_Energy

authorities should make appropriate decisions in
order to secure a considerable share of this market.
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Oil Majors Say U.S. Restrictions Delay Iran Projects

Source: Wall Street Journal

lobal oil and natural-gas companies

seeking to slake the world’s energy

thirst by investing in Iran are
increasingly finding that difficulties accessing U.S.
technology because of sanctions are forcing them to
delay planned investments in the country.

Despite an urgent need to replenish reserves, Anglo-
Dutch oil giant Royal Dutch Shell PLC and Spanish-
Argentine Repsol YPF said they wouldn't signa $10
billion contract to enter South Pars, the Iranian side of
a giant natural-gas field shared with Qatar. Instead, the
two oil giants are considering entering later phases of
the project.

OMV AG, of Austria, and France’s Total SA also have
delayed final commitments to enter Iranian ventures. All
the projects involve liquefied-natural gas, or LNG, a form of
super-cooled gas that can be exported by tanker.

“Due to American sanctions, we can't apply
American technology or equipment,” Shell Chief
Executive Jeroen van der Veer said at a May 20
shareholders meeting. “We will need longer for the
preparation of the project.”

The impact of these delayed investments is signifi-
cant. International oil supply from Iran, the second-
largest exporter after Saudi Arabia in the Organization
of Petroleum Exporting Countries has stagnated in
recent years in a range of 2.2 million to 2.5 million
barrels a day of oil

Its natural-gas reserves, second only to Russia, are
estimated at 971 trillion cubic feet, including 436
trillion cubic feet for the South Pars field. But projects
to extract and export this resource have been delayed.
Three phases of the South Pars development handled
by StatoilHydro ASA are now scheduled to reach full
production mid-2009, two years behind schedule.

As aresult, Iran has yet to become a net exporter of
gas. It produces more than 16 billion cubic feet of gas
daily, but all of that is consumed domestically. Its slow
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progress is in sharp contrast with the rapid develop-
ment of the Qatari gas fields, which are rolling out a
string of gas-export projects.

U.S. sanctions against Iran have existed for nearly
three decades because of the country’s alleged
support of terrorism but were hardened with the Iran
and Libya Sanctions Act of 1996.

For years, some U.S. companies continued operat-
ing in Iran using alegal loophole that authorized
foreign subsidiaries to maintain such business. But
after the Sept. 11,2001, attacks and tensions over the
country’s nuclear program, Washington has started to
scrutinize U.S. companies’ Iranian businesses more
closely, while some pension funds also have cam-
paigned for an end to U.S. business in Iran. As a resul,
units of some U.S. companies are pulling out.

The U.S. plays a major role in sectors such as oil-
field services as well as oil drilling and gas turbines.
Halliburton Co., which disclosed about $50 million of
Iran revenue for 2003, ended all works in the Islamic
Republic in April last year. The U.S. engineering giant
had come under pressure from a New York firemen
pension fund and received a U.S. grand-jury subpoena
for its Iran business in 2004.

Without U.S. technology, Iran has had to com-
pletely redesign its flagship Iran LNG plant — also
using South Pars gas — after General Electric Co.
said it could no longer sell gas turbines because of U.S.
sanctions, Iran LNG says on its Web site. The Web
site doesn't specify when the issue arose, an no one
responded to a request for comment.

The absence of GE technology could be particu-
larly problematic for future projects. GE’s gas turbines
control half of the world’s market share and are
strongly represented in the LNG sector.

Iran denies sanctions are hurting foreign oil and gas
investment. “Sanctions are an opportunity,” said
Iranian Oil Minister Gholamhossein Nozari at an

April conference. “So many countries need our gas.”



