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l. NTRODUCTION

1. Energy is at the centre of economic, social and pallittsues around the world
and the Black Sea itself. It is a factor of regional dghowvand socio-economic
development as energy is to be found in the final productslagtry and services.

2. The member countries of the BSEC differ largelyeinmts of their economic and
energy potential, availability of energy resources, dityerd energy supply patterns
and degree of development of domestic energy marketsndradtiucture. At the
same time they share the same concerns regarding tilgystdlenergy markets, the
reliability and growth of imports and exports, the neethtmlernise the energy sector,
to improve energy savings and reduce greenhouse gas emissiomseffrergy
production and use.

3. The energy map of the BSEC area has been changidtyriapthe last years, as a
result of major energy related projects and interconmestiThe Black Sea region lies
at the crossroads of major oil and gas export streantiset world energy markets,
having a vital importance for transporting the oil and fyas the Caspian region.
The BSEC members form however not only a vital trarmsite but also a potential
large energy market.

4. This Report is intended to provide a basis for imimg energy coordination and
cooperation among the BSEC states. It draws on informdtmn international
organisations, particularly the International Energy Ageand the contributions of
the national delegations of Bulgaria, Romania and Turkey.

IIl. REGIONAL FRAMEWORKS OF COOPERATION

5. The BSEC Organisation.The BSEC Council has placed energy as one of the
most promising sectors of regional cooperation as emphagisdatie Summit
Declaration signed in Istanbul on 25 June 1992. Consequently a B&#King
Group on Energy has been established to maintain regullabaration. The Energy
Ministers of the BSEC Member States have emphasisétieoneed to focus on: a)
Energy Efficiency, b) Renewable Energy, c) Oil and GasJpartation, d) Creation

of a Data Bank on Energy Programs and e) Other Energy B&latgects.

6. Energy has been identified as the first of the pigsriset out in thdBSEC
Economic Agenda (April 2001) which stresses that energy production and energy
consumption are both crucial to the BSEC countries. Oinois and efficiency in
the use of energy resources can be achieved through thentkdration of both
producers and consumers of the region to the internationajyenerkets. In this
respect, while coordinating the activities in the enerpta, it should be taken into
account that environmental factors (e.g. prevention of mapallution) are of
paramount importance. The BSEC Economic Agenda urges the nsetober

I. continue developing the projects on Interconnection of Eleddaever
Systems of the BSEC countries and pass as soon as eossilactual
implementation

il. strengthen regional collaboration and intensification of lassincontacts
among energy organisations and companies of the BSEC Me3tdnes in
order to facilitate integration to world markets and gateereconomic
efficiency
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iii. bridge the imbalance between the production and consumptioneofye
reduce energy production costs, decrease the ecologicaltiipaglectric
power entities as the foundation of a regional energy rmarke

Iv. secure higher energy efficiency in the Member States @imdduce wider
energy saving technologies equipment as an important patiecoBSEC
energy policy.

7. The Black Sea Energy CentreAn institution that promotes energy cooperation in
the region is the Black Sea Energy Centtech was jointly established in Sofia in
the beginning of 1995 by all eleven BSEC countries at thiatine of the European
Commission, under its SYNERGY program. The Centre aimeiatorcing the co-
operation between the European Union and the Black Sea regiotriesun the
energy sector, that will consequently strengthen pdliaod economic stability and
promote peace and greater prosperity in the region. The abgctives of the Centre
are:

*  Promotion of energy policy development and energy market refattmreference to the
European Energy Charter.

*  Promotion of investment, funding and joint ventures in thergy sector of the Black
Sea region.

* Provision of easy access to interested institutionh®fEU to the energy sector of the
Black Sea region countries and vice-versa.

» Creation of a home of Black Sea region initiatives faisgdgartners who wish to link-up
with their European Union counterparts.

. Provision of co-ordination services, on request, folNERGY, PHARE and Tacis
Programs for projects addressed to the Black Sea region

8. The operations of the Centre focus on the following tlseme

* The legal aspects of the energy sector related to thep&amoEnergy Charter with
emphasis in investment, transit and access to the enendiets.

* The development and application of energy policies and utietis with respect to
market reform, the restructuring of the energy sector andapipdication of pricing
policies.

* The prospects of energy interconnections and especiallpijasd electricity networks,
connecting the Black Sea region countries and the European.Union

» The political, financial and institutional aspects of theding of energy investments in
the Black Sea region and the potential for the developofgaint ventures.

* The consequences to the environment from the exploration, pi@duend
transportation of the energy resources of the Black $gante

[1l. ENERGY OUTLOOK OF THE REGION
Enerqgy Landscape

9. The countries of the Black Sea present a great divensd this applies to their
energy situation as well. Some countries possess abundagy eesources and they
are net exporters - i.e. Russia and Azerbaijan (exdat¥ of TPEY- while the
others pronounce energy dependency in a higher e.g Bulgaria (70PPES),
Georgia (80% of TPES), Greece (92% of TPES) or lodegree (e.g. Romania

! Total Primary Energy Supply
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imports 39% of TPES). At the same time, in the fididih the combined oil demand
of the Black Sea states (except Russia) is expectegpoto by 22.5mt/year (450-
7000,000 b/d) by 2010. Per capita primary energy consumptaboig half of that in

more developed European countries. However, consumption peyutioitt is two to

three times the OECD-average, which illustrates thefiomerit supply and use of
energy. As their energy profiles indicate BSEC countrresnatural partners in the
energy sector. Figures in table 1 illustrate this enartgrdependence which gives

ground for regional cooperation in this field.
Table 1. ENERGY INDICATORS OF THE BSEC COUNTRIES (year 2000)

Country Population | GDP Energy Net Energy Per capita Per Capita
(million) (bilionUSD, | Production | Imports Supply Energy Elect
PHpices) | MTOE) | MTOE) | (MTOE) Consumption | Consumption
(toe/capita) (KWhcapita)
Abania 3,41 3,07 0,81 0,82 1,63 0,48 1002
Amenia 3,80 3,71 0,63 1,43 2,06 0,p4 1047
Azerbaipn 8,05 4.07 16,95 -7,35 11,70 1{45 2040
Bulgaria 8,17 12,24 10,01 8,713 16,78 2|30 3675
Georgia 5,02 2,51 0,74 2,09 2,86 0,57 1294
Greece 10,56 139,017 9,99 21,72 27,82 2,64 4694
Moldova 4,28 2,72 0,06 2,81 2,87 0,67 843
Romania 22,44 32,75 28,29 7,85 36)33 1,62 1989
Russia 145,56 357,3p 966,51 -347(82 613,97 4,22 236
Turkey 67,60 206,12 27,98 54,70 82,63 1,22 1p19
Ukraine 49,50 44,3% 82,38 57,26 139,59 2,82 2[755
Total 328,59 807,97 1146,25 -197,[76 940}24 2,66 3606
Source: Contribution of the Turkish National Delegatiarigimation based oikkey World Energy
Statistics IEA, 2002)
MTOE: million tons of oil equivalent
KWh/capita: Kilowatt - hour/ capita

10. A common feature of the BSEC countries is their leiglrgy interdependence.
Most Black Sea countries rely on gas imports from Russide at the same time
taking steps of diversifying their supplies (e.g. from Norwian). Romania and
Ukraine are the only coastal states with significahtwd gas production, which is
nonetheless insufficient to cover domestic demand. Uksadwghestic oil production
satisfies 25% of the country's domestic needs, making dbetry to reply on oil
imports from Russia and Kazakhstan. Ukraine imports mosteohatural gas from
Russia as payment for transiting Russian gas to Europadgets. Most of Moldova's
natural gas and residual oil are also imported from Russial is imported from
Ukraine and Romania while about one-third of Moldova'stetepower is imported
from Ukraine. Bulgaria, Romania and Turkey are reducing teéance on domestic
coal by increasing gas imports. Bulgaria relies almostusiely to Russian gas
imports currently which total to 3.4 bcm/annum. Armemagn domestic resource is
its nuclear power station. Albania meets its small andaaland on gas (0.03 bcm)
exclusively from domestic production, which is however deujn Greece is
importing gas from Russia (80% of natural gas imporisfesil997 to meet its
increasing demand while Turkey is the fastest developingngalket where the state
company Botas expects gas demand to rise to 55 bcm by 20d@iaehich has
been successful in establishing itself as an importansit corridor for Azeri and
Kazakh 'early oil' is poorly endowed with energy resouncgmrting almost 80% of
its energy needs (TPES) mostly as oil products and gaogewer id the country's
main domestic energy source accounting for almost 75% of stammenergy
production.
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11. The vast energy resources of the Caspian basimoarenly a major, strategic
asset but an unavoidable subject in bilateral and mueltdl economic cooperation.
The IEA considers a reasonable range of proven oilvesstimates in Central Asian
and Transcaucasia to be 15-40 billion barrels, with abouit500billion barrels of
additional reserves possible. Estimates of the regmyaolgen natural gas reserves are
between 6.7 and 9.2 trillion metres, with 8 trillion auimetres of additional reserves
possible. This represents approximately 5% of the wapld'gen oil reserves and 6%
of its gas reserves. The Russian Federation not only h&dlest oil and natural gas
reserves in the BSEC region but it is also among the biggesind natural gas
producers in the world supplying considerable amount of thepgan gas demanidl.
contains over 1,700 trillion cubic feet (Tcf) in provesserves of natural gas, the
world's largest. The Russian Federation is followed bgrBaijan one of the world's
oldest oil producing countries. The latter has concentratplbration activities and
has gained a significant place in the world oil markegsoding in early 2000
approximately 158, 000 b/d (55% of total production) of o#efaijan has proven
natural gas reserves of roughly 4.4 trillion cubic f@edf) with significant potential
reserves, but has no developed infrastructure to delivefrgm offshore. Romania
has a significant production profile including 126,000 banpeisday of crude oil and
14 bcm of gas per annum (in 2001). Bulgaria, Romania and ékraime large coal
deposits but all infrastructure requires modernisatiorienthieir combined refining
capacity is of 90mt/year of which only one third igdis

12. There are a number of obstacles that hamper tledog@vent of the energy sector
in the region which at the same time present a chalefgooperative responses.
Apart from the political problems which hinder energy coopamatenergy sector
institutions are generally still state-owned entitiethviimited institutional capacity.
Energy policies, legislation and standards need to be furtheloged and be brought
closer to Western norms and practices. Energy trade ammpéred by poor
infrastructure, the disruption of traditional transporterconnections and lack of
standards and agreements for a regional energy markee Wigltovements can be
observed in certain areas, progress has been hamperktkowpf energy sector
reforms, relatively low tariffs and lack of investmemtsources. Non-payment by
consumers is another obstacle hindering further developofd¢hé energy sector. At
the same time many facilities are outdated and inefficgeich as in the case of
Ukraine, where the country has enough generating capacipraduce twice its
electricity needs, but due to inefficient infrastructueported 21% losses (via line
losses) of the total amount of electricity generated in 2008 break-up of the Soviet
Union severed many distribution networks, thus making the ynewdependent
countries more dependable on imported fuels. Given thesarstances, some where
left with no choice but to forgo imports of cleaner fusleh as natural gas and resort
to using lower quality fuels (such as coal with a higlplsur content) for heating and
production. Meanwhile, the exploitation and transportation bfiroithe area has
alarmed environmentalists over possible environmentalecpences such as the
ones related to the Bosphorous Straits.

13. Regulatory reform has advanced at various paces. Th&i@tgcand energy
industries in the Black Sea region are at present undergoing reloemsive
deregulatiorto open up to competition. The deregulation of the enem@ket in the
Black Sea region entails a transition from monopolies withtrakmplanning to
competitive markets driven by customers. State dominangesing way to greater
privatisation and large-scale central solutions to smsaflale decentralised
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approaches. Nevertheless, state ownership of the enertgy $ still widespread
among Black Sea economies although governments have epthes intention to
divest their interests in the energy sectulgaria and Romania have begun to
privatise the refining sector and in all countries thexreagreement to (partially)
privatise electric utilitiesGreecein a process of compliance with the EU Directives
has partially privatised the Hellenic Petroleum (fermtate oil company) while 20%
of its natural gas market has to be opened to competitiodRelbruary 2001, 35% of
its power market was also opened to competition. On tledrémt isGeorgig which
privatised almost half of its electricity distributiatready in the winter of 1998. The
ArmenianParliament approved the privatisation program of elettrgzctor in July
2000. Azerbaijars plans to privatise gas distribution company Azergazsael oil
company SOCAR as well as the electricity distributentities has not been fully
materialised yetUkraine has been trying to privatise its regional energy disiobut
companies in order to relieve the government of hleavy debt burden. The
privatisation process started with the fieklenerchosn 1998 and is expected to be
largely materialised by 2001 Romania privatisation of PETROM, the largest oll
and gas company, is a priority of the government argl dsablished specific
strategies to accomplish it by next yeRnrkeyhas also privatised 51% of the Petrol
Ofisi Company while priority has been given to the adment of the Petroleum Law
and the deregulation of the gas sector along the liberdisedh compliance with the
EU membership requiremen®ussias oil industry, which was largely privatized in
the mid-1990s, has bounced back over the past few yearmgossbng profits and
healthy increases in productiomhe government is attempting to restructure and
liberalise the energy sector. Plans to break up the monopolyiopssibf both
Gazprom and Unified Energy Systems, the Russian nagasl and electricity
monopolies, respectively, have been approved.

14. Governments regard privatisation as a means todinte market disciple,

improve efficiency, reduce the budget deficit and gain accessotern technology

and management practices. However, major hurdles tacttiarge-scale private

capital and foreign ownership include electricity tariffat are below economic costs,
poor tariff collection, economic and political instabili§rivatisation should also to
be accompanied by appropriate institutions to promdisesfcy.

15. Some of the BSEC members are either EU member @mur(téreece) or
candidates (Bulgaria, Romania and Turkey) and thereforamitted to adapting to
and implementing the EU legislation. This has brought abowhve of legislative
measures aimed at adapting national legislation to Bhdatds. Reforms have been
undertaken in all other countries too. The electricity sgmonaps is the one, which
has undergone the most refordbanian Bulgarian andRomanianParliaments have
passed legislation to create a modern regulatory framkef@o energy. A 'National
Strategy for the Development of Energy Sector and Eneffgyidacy by 2010, was
adopted by the Bulgarian National Assembly in 1998 and aitviederm National
Strategy for Energy Development' for 2001-2004 was also addpteRomania.
Armenia and Georgia have enacted energy laws that include provisions for the
establishment of independent regulatory bodiMsldova also set up a National
Energy Regulatory Agency (NERA) in 1997 to regulate theruestred electric
sector. In 1999 iMAzerbaijan the Energy Law came into effect which covers the
objectives of the state energy policy. At the same tialeBSEC Countries (but
Russia where the Charter applies provisionally) have dignd ratified the European
Energy Charter. However, the Protocol on Energy Efficiency &welated




DOC.:GA21/EC20/REP/03

Environmental Aspects has been ratified only by AzgabaiBulgaria, Greece,
Moldova and Romania.

16. Privatisation and overall energy exploration projects alsa age a field of
cooperation where strategic alliances are built. The enexgyprsin all BSEC region
represents a major opportunity both for foreign investmentf@nexport and transit
revenues. In Azerbaijan the oil industry currently accotmts/0% to 80% of total
foreign investment. A few examples are the followingz@om (Russian) became
the co-owner of the national gas system in Armeniae Thrkish Petroleum
Corporation (TPAO) is a shareholder of some projectsigoaionducted with
multinational participation in BSEC region. These e exploration and production
projects in Azerbaijan: 'Azeri-Chirag-Guneshli (ACG$hah Deniz' and 'Alov'. At
the same time TPAO has conducted negotiations with Russiamp&y
Varubejneftegaz in order to evaluate joint investment dgppdies in the Black Sea.
Russian Lukoil and CFC companies are partners inraeWwroduction Sharing
Agreements in Azerbaijan.

Energy interconnection projects

17. Cooperative attitudes among the BSEC countries in thedfieddergy have been
taking ground steadily. Until today priority has been givenhe electric sector of
energy with several interconnection projects supported byB8iEC Organisation
going on. The electricity market in the Black Sea is a goamele. Trading in
electricity via cable links is increasing between thacklSea countries, as well as
between them and the rest of Europe.

18. The project of thinterconnection of electric power systems encompasgjrall
the member statesis a striking project under progress guided by the Mirgstdr
Energy of the BSEC Member States. The objective isitg about rational and more
effective production and utilisation of electric powertire region. An integrated
electric market would improve operations between the redtjppwer systems beyond
the sporadic power exchanges that take place in casaafjency and shortages. The
‘Terms of Reference' of the feasibility study are aage endorsed. A Steering
Committee established at the level of Deputy Ministér&nergy is charged with the
follow-up of implementation of the Terms of Reference.

19. At the same time, the inter-connection of BulgarianBnia, Albania and Turkey
with the UCTE members is supported by the EU with the aim to set rqgianal
electricity market in the South Eastern Europe. The éxpeg of Romania in the
interconnection power transmission and distribution networkarns illustrative
example of the potential that exists in the field. Romaas had interconnections
with Ukraine and Bulgaria and Moldova where electricity tradéaking place. Its
CONEL system is currently operating in parallel witle power systems of Bulgaria,
Greece, Albania and Turkey. Several bilateral agreesnbave broader regional
impact such as the agreement between Ukraine and Rusai®1 to connect their
power grids or the agreement between Greece and Turkésotoannect their power
grids by 2006. Interconnection in the Caucasus will allowtedety trade to resume.
It has been reported that Azerbaijan could export UBO®B500 Megawatt (MW) to
Turkey by 2006. The integration of power systems in thec&sus region is also
possible on the basis of the experience of the past wieethtee Caucasus states
where part of the Trans-Caucasian Interconnected PoveterByHowever, priority
today is given on re-establishing reliable domestic supplie

2 Union for the Coordination of Transmission of Electricity
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20. Oil and gas production and transportation projects Most BSEC countries are
one way or another interconnected by oil and gas production anspargation
projects. The majority of oil and gas exploration amsblpction projects are in Russia
and Azerbaijan. The geopolitical positions of all BSEC coestare very important
in terms of oil and gas transportation. Russia inheritedbiga transportation
infrastructure from the former Soviet Union and eithgrports or conducts itself new
transportation investments such as the Blue Stream ad Rifelines as well as
upgrading of existing structures. Azerbaijan endeavouthferrealisation of various
oil and gas pipelines such as Baku-Thilisi-Ceyhan (BT@)J &8aku-Supsa oil
pipelines and South Caucasus Natural Gas Pipeline (8CGRer to transport its oll
and gas resources to international markets.

21. There are several pipeline projects that connect cesrtfi the BSEC region
among themselves and with the rest of the world andaldiie great potential of
cooperation that exists in the field. Here we mention tlsomones related to
transport of Caspian energy resources and involving th&CBSENtries:

I. Baku-Novorossiysk Oil Pipeline (Azerbaijan, Russia). @penal by AIOC

il Baku-Thilisi-Ceyhan (BTC) Oil Pipeline Project (Azeijaa, Georgia and
Turkey). Construction contracts out to tender. Construction Edimp due to
early 2005.

ii. Baku-Supsa Oil Pipeline (Azerbaijan, Georgia). OperatibpallOC.

Iv. Atyrau-Novorossiysk Oil Pipeline (Kazakhstan-Russia). ItBuiProject
developed by CPC and now officially in testing phase.

22. The Russian gas reaches all Black Sea countries theaiggimg infrastructure: a)
along the western Black Sea shore across Ukraine, Moldmraafia, Bulgaria to
both Greece and Turkey with a capacity of 10.5 bcm/anmiatross the Caucasus
mountains into Georgia, Azerbaijan and Armenia. The F&amscasus line has a
capacity of 13 bcm/annum. A list of the gas projects is

V. TransCaspian Gas Pipeline. Proposed to carry gas Trorkmenistan to
Turkey.
Vi. Blue Stream Gas Pipeline (Russia, Turkey). Project remdperate.

Vii. Tabriz-Erzurum Gas Pipeline. (Iran, Turkey). Openaai
viii.  South Caspian Gas Pipeline. Proposed to run paralleétBTC oil pipeline.
IX. Turkey's East-West Gas Trunkline Gas Pipeline. (Iramkdy). Operational

23. Other oll pipelines that are part of the westetrtas and involve BSEC countries
are:

I. Odessa - Brodi - Gransk (Ukraine-Poland)

il Constanza - Triest (Romania, Italy)

ii. Burgas - Alexandroupolis (Bulgaria, Greece)
Iv. Burgas - Vlore (Bulgaria, Albania)

V. Thrace - Saros Bay (Greece-Turkey)

24. Regional energy cooperation takes on a particular sigra@oahen one considers
nuclear safety. Currently there are operating nuclear polaetspin Ukraine, Russia,
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Armenia, Bulgaria and Romania. The region has alreathessed the worst nuclear
accident with the 1986 Chernobyl nuclear meltdown. Bulgariaigisothe process of

complying with the EU Commission calls to decommissibtha latest by 2006 all

old units of the Kozloduy.

25. Meanwhile, efforts are under way around the Blackt8emnhance the role of
renewable energy sources, which includes hydro, geothesolalthermal, tide and
wind as well as solid biomass. In the field of renewaturces the introduction of
new technology is of critical importance but it would allsmbstantial further savings
in energy consumption, benefiting the environment in the proéessrding to IEA
information the share of electricity production from eemble sources excluding
hydro, was 0.8% in Greece and 0.2% in Turkey for tharyl999 in an OECD
average of 1.9%.

26. Since the early 1990s, the World Bank, the EBRD, the Eamolpeestment Bank
and other international organisations have assisted ineiteicturing, privatisation
and demonopolisation of the energy sector. They have alsosaddrsafety and
environmental concerns particularly regarding nuclear salétgre are already a
number of initiatives and processes active with energydooation (including the
TRACECA and INOGATE programs). Through the EU INOGApiBgram, several
gas projects have been encouraged such as the South Europe&inGdroject
connecting Turkey and Greece and the Natural Gas PipelimecPrconnecting
Turkey, Bulgaria, Romania (ending to Austria).

27. The Black Sea Trade and Development Bank has idenBfednvestment
operations involving the energy sector with an overall ptaest of 1 billion dollars.
The first operation was signed in 1999 concerning the Trans-BalkanP@aline
Project. The Project represents the first phasepsbgram aimed at the expansion of
the capacity of the Trans-Balkan gas pipeline systeardar to meet the obligations
of Gazprom to increase delivery of natural gas to &ydnd involves the countries of
Ukraine, Moldova, Romania and Bulgaria. Discussions are lasd between the
BSTDB and Modlova for financing reconstruction works of Modlotaro-electric
power station.

IV. FUTURE DIRECTION OF ENERGY DIALOGUE

28. At the national level and based on the experiencBuobpean countries in
effective market reforms, policy makers in the region shouldidenshe following
priorities:

» Establishment, development and implementation of stramet);designed energy
policies and related action plans;

* Reinforcement of the role and capacities of governnmedtiving market reforms
and promoting the good governance essential to effeefoen;,

» Acceleration of the restructuring of state-owned energmpanies to ensure
transparency and accountability and improve economic,|saudaenvironmental
performance;

 Enhancement of energy security by diversifying energy itspand fuels,
implementing energy efficiency action plans, and buildingii@nd natural gas
stocks and oil emergency plans;

» Establishment of a market-based energy sector to prama@stment

29. In the coming years, the development of energy cooperatigarticular in the
BSEC framework, will be determined by such factors agpteess of liberation of
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the European gas and electricity markets as well as bynthease of the energy
demand of natural gas. In this sense, the importanceedlttk Sea region and the
need for a more cooperative patterns are becoming evident.

30. There are three broad areas where regional coopecatideh be intensified by
utilising the existing BSEC institutions and fora: firdte elimination of common
problems hindering the development of energy cooperation secenelgy

interconnections (oil, gas, electricity networks) of the BSibuntries and third, the
creation of a regional energy market.

31. Regional Energy Market. Taking into account the comparative advantages of the
energy industries in the BSEC basin, the establishmemtRédgional Energy Market'
could naturally provide significant contribution towards wirgy increased energy
production, promoting energy efficiency and optimum utilisatibmesources in an
open and competitive market environment in the BSEC. ropan energy market to
function well there is a need for harmonised operating iiond in the various
markets that are being connected. This requires cooperatiwadrethe governments
in such fields as the harmonisation of energy taxes and emerdal charges,
construction work to remove physical limitations in thergy networks etc. The task
of the parliamentarians is to create a frameworksfoech harmonisation around the
Black Sea and to ensure that conditions of competitioreas®nably similar. As well
to support research and development as regards new safroesergy, their
introduction on the market and their compatibility witheaa environment.

32. Progress should be obtained in the field of improvemktite legal basisfor
energy production and transport, completion of the regylapmovisions for
production sharing agreements and a mechanism for agsiststors in the energy
sector, aimed primarily at simplifying administrative dicensing procedures, which
are essential preconditions for boosting investment ierleegy sector;

33. Energy infrastructure. Rehabilitation of existing energy capacities is an urgen
task while a multilateral, cooperative approach with r@édgarthe construction of new
energy networks is needed. Of particular importance igémsportation networks for
the Caspian oil and gas to the world markets. At the saneethe development of
regional energy network projects and their link-up with altled Trans-European
Networks (TENSs) of the European Union remain a priotityis important for the
BSEC countries to seek joint solutions rather than iddai ones and aim at the
development of a Black Sea policy strategy in the EU’septsjincluding the energy
field.

34. Investments.There is a need for enormous investments for which thekEBaa
countries need international support. Future investmentceagmns from contracts
already signed in the region total over 60 billion dollaree energy partnership
should aim at improving investment opportunities in BSEC tas)energy sector in
order to upgrade the infrastructure, promoting energgiefft and environmentally
friendly technologies, and enhancing energy conservation witeiBSEC states. On
this grounds a study for attracting investment in the mosiation of the energy
sector could be conducted within the BSEC framework.

35. BSEC - EU energy dialogue The EU and PABSEC countries have a mutual
interest in enhancing the overall energy security of domtinent. PABSEC
acknowledges that the development of the EU's intenagket is building the world's
largest and most integrated energy market in its immeg@iximity. For this reason,
the energy dialogue between the two parties should bens¢enly in the light of the
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establishment of an energy partnership but also as alndittn towards achieving
the concept of a common economic area in accordance wetHPl#tform for
Cooperationadopted by the BSEC in 1999. The experience and knowledgedgain
through the ten years of the functioning of the BSEC ismdRelated Bodies is
significant to this end.

36. The Energy Charter Treaty constitutes an imporéal land political framework
for energy cooperation between energy producer, transitarslimer countries. For
this reason the few problems standing in the way dfaation of the Energy Charter
Treaty and its Protocols should be resolved.

37. In order to ensure swift progress in the energy di@pthe BSEC states should
further explore the possibilities offered within thanfrework of the BSEC Working

Group on Energy, as well as the Black Sea Energy Cemntrerder to take these

initiatives forward, the BSEC states should recogthigeimportance of participation

by representatives of the energy industry, including pivadertakings, international
financial organisations and experts.

38. In this framework, Turkey has proposed a BSEC projes¢tting up of an energy
management system in the industries of the countries oB8EC region. The
objective of the project is to introduce energy saving &edenergy management
concept to industrial engineers of the BSEC region.

V. CONCLUSIONS

39. The BSEC area has nowadays, acquired a role eégtramportance for the
energy sector of Europe and the woiAd.the same timeBSEC countries recognise
the desirability of strengthening long-term energy relatittnensure regional energy
security, to maintain a regular energy dialogue. @oetil successful development
along the Black Sea presupposes a rich, price-efficientesmwvitonmental sound
supply of energy. Energy cooperation around the Black Seacisuo$e not novelty.
During the Soviet era, most of the Black Sea countriesiggneetworks were
interlinked and this experience may be used today to advagonal cooperation.

40. The increasing significance of the BSEC area inwbed energy market,

particularly taking into account the promising oil andun@ gas exploitation in the
Caspian Sea basin and the development of prospective projectsire the

coordination of activities in the energy sector among thE@$ember States and,
whenever possible, the formulation of common strategies.

41. The BSEC's role in this process is mainly to fgatiéi discussions between the
parties involved in order to identify concrete elemeaifitactions notably regarding the
improvement of investment opportunities in the energy seatahe region, the
promotion of energy efficient and environmentally friendéchnologies and the
enhancement of energy conservation.

42. Discussions on the supply of energy should be concentrateddathree ‘E’:
energy, economy and environment. In other words, to provide\ea¢ appropriate
prices to ensure industrial development and growth asasetb ensure that energy
conversion takes place with the least environmentalecmpéaere is thus considerable
mutual benefit from learning about how to reconcile energyly interests with
economic development and environmental concerns.
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43. The basic precondition for successful cooperation iseit@gnition that energy
resources and infrastructure is seen as being of "@omnterest” for the region.
Energy problems should be treated from the point of viewre§@mnal framework.

44. In conclusion, the foundation for fruitful cooperationoasrthe Black Sea in the
energy field is now being laid, although considerable workamsnto be done.
Energy cooperation among many holds a major potential not onlgolintries that
are poor on their own energy resources and which may becoenky dependent on
one source of energy or on one single supplier; it can belgdpealeficial to energy
rich countries by allowing them to share what they haitk athers. Cooperation in
the energy field is not vital for economic development ialfitbut also a bellwether
for overall cooperation. Sharing energy presupposes and stresgpeaceful
relations between countries.

ANNEXES

» Black Sea Regional Energy Centre, Background Paper Preparetheb
International Secretariat (EC20/BP/BSREC/03)

* INOGATE and TRACECA, Background Paper Prepared by the mtierral
Secretariat (EC20/BP/PROG/03)

* Map 1. Black Sea Oil Transport Infrastructure
* Map 2. Black Sea Gas Transport Infrastructure
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EC20/BP/BSREC/03 Istanbul, 28 January 2003
Black Sea Regional Energy Centre

Background Paper prepared by the International Secretariat
1. The Black Sea Regional Energy CentréBSREC) was established in February
1995 at the initiative of the European Commission (EC), unideSBYNERGY
Program, by the countries of the Black Sea region: Alhahimenia, Azerbaijan,
Bulgaria, Georgia, Greece, Moldova, Romania, Russiater&éon, Turkey and
Ukraine, and the EC. Since January 1, 1999 the former Yuwgdddgublic of
Macedonia became a member of the Centre and since Oci@)eR001 FR
Yugoslavia has joined the BSREC as well.

2. The BSREC acts as a focal point for energy relatédities, aimed at developing
co-operation between the Black Sea region countries and the té energy field,
as well as among the countries themselves. The Centre'sactvity is targeted to
promote the development and implementation of market edeehergy policy,
encourage restructuring of the monopoly structures, libetialis@and privatisation
activities, support the energy efficiency projects, asgisaction of investment and
funding into the region, stimulate environmental protectmeasures and allow the
collection and dissemination of energy sector relatednmation at a regional level.

3. The main objectives of the Centre are aimed ainption of up-to-date energy

policy and market reforms, with reference to EU Dinggion electricity, gas and

renewables, the European Energy Charter and the worldresdeicturing process;

facilitation of the liaison among the different energy tedainitiatives in the region;

organisation of meetings at different levels in thamfework of the regional

initiatives; information exchange on energy policy issu@cluding creation of a

common information data bank and publication of energye®lataterials; provision

of administration and co-ordination services for in&ional projects addressed to the

region.

4. The following projects in which the BSREC was irnvaal were of outmost interest

for the development of energy co-operation in the Blackr&gian:

» Balkan Energy Interconnection Task Force

* Energy Interconnections in South Eastern Europe

* Reinforcing Energy Dialogue between Black Sea CountrieshenBW

* Harmonised Approach to Problems Associated with Exptoraand Production
of Oil, Gas and Coal in the Black Sea Region

* Study on the Investment Climate in the Energy SectorarBtack Sea

» Diversification of Gas Supply in Albania, Bulgaria, Bas@ind Herzegovina, the
former Yugoslav Republic of Macedonia and Romania

* Study on the Development of a Competitive Balkan Eletyridiarket

« FEMOPET Black Sea Region (transfer of energy technologBuigaria and
Romania)

* Black Sea Region OPET (Organisation for Promotion of End@gghnologies)
Associate
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EC20/BP/PROGR/03 Istanbul, 28 January 2003

TRACECA, INOGATE and SYNERGY Programs
Background Information prepared by the International Secretariat

1. The TRACECA Program was launched at a conference in Brussels in May
1993 which brought together trade and transport ministers from the original eight
TRACECA countries (five Central Asian republics and three Caucasian republics),
where it was agreed to implement a program of European Union (EU) funded
technical assistance (TA) to develop a transport corridor on a west - east axis from
Europe, across the Black Sea, through the Caucasus and the Caspian Sea to
Central Asia. To date the TRACECA program has financed 39 Technical
Assistance projects (57,405,000 EURO) and 14 investment projects for the
rehabilitation of infrastructure (52,300,000 EURO). The project corresponds to the
global EU strategy towards these countries and retains the following objectives:

* To support the political and economic independence of the republics by enhancing
their capacity to access European and World markets through alternative transport routes
* To encourage further regional co-operation among the partner states

* To increasingly use TRACECA as a catalyst to attract the support of International
Financial Institutions (IFIs) and private investors

e Tolink the TRACECA route with the Trans - European Networks (TENS)

2. INOGATE. The EU-funded INOGATE Program stands for Interstate Oil and
Gas Transport to Europe. It's overall objective is to improve the security of
Europe’s energy supply by promoting the regional integration of the oil and gas
pipeline systems and facilitating their transport both within the region in question
and towards the export markets of Europe and the West in general, while acting
as a catalyst for attracting private investors and international financial institutions
to these pipeline projects. The INOGATE Program began as a program for Tacis
countries and under Tacis financing, it is now open to central and eastern
European countries as well as Meda countries. INOGATE provides technical
assistance and in some cases, investment financing for priority interventions. It is
based on 5 integrated pillars covering:

. the assessment of the existing oil and gas network,

. the possibilities for the development of new transmission systems,

. the institutional improvement of the trade and interstate transport of hydrocarbons

. urgent small-scale investment in hazardous interstate infrastructures

. transfer of know-how in resources management and pipeline operations.

3. SYNERGY is a co-operation program managed by the Directorate General for
Energy and Transport (DG TREN) of the European Commission. It finances co-
operation activities with non EU countries in the field of the formulation and
implementation of energy policy to the mutual benefit of all parties concerned.
The objectives of the SYNERGY program are in line with those set out in the
White Paper "An energy policy for the European Union". SYNERGY should
therefore improve the competitiveness of Community industries, enhance the
security of supply, promote sustainable development and improve energy
efficiency. The Synergy program will refocus on activities related to security of
supply and implementation of the Kyoto protocol. Unlike other EU programs that
are of a more general nature and include energy as one of several aims,
SYNERGY is a specific energy policy program covering the external dimension of
EU actions in the energy policy sector. As it is not an assistance but a cooperation
program, SYNERGY's projects are carried out following action taken by European
organisations and the European Commission. Examples of SYNERGY projects
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are the Black Sea Regional Energy Centre, the Balkan Energy Interconnection
Task Force, Study on the political risk guarantee of European investments in the
energy sector in the Republics of the former Soviet Union




