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Graham and Feinstein- June 25" 2003;( Bob-Dem. Senator from florida, Dianne- Dem. Senator
from California—commentary @ The L.A. Times; “ Commentary; Energy Bill’s Slick Language
Could Usher In Offshore Drilling; Benefits would be nil. And risks could be grave: Just ask
Santa Barbara about the disastrous gunk onslaught of 1969”)plexis

.r’i"his long-established position of the federal government is threatened
by provisions in the Senate's current energy bill that require a new
Survey.

An amendment that would strike that section of the bill -- thus
preserving both the drilling moratoriums and the U.S. coastline -- was
voted down in the Senate. 1he House of Representatives, however,

has its own version of the bill, and it removed the survey provision --
offering hope that the provision will stay out of the final legislation
after the Senate and House versions of the bill are reconciled in
negotiations.

The language in the suryey provision is little more than @ckh@dtﬁ
éfﬁrt‘tp creatd political momentu@to lift the moratoriums. Over the

ast 30 years, the Interior Department's Minerals Management Service
has conducted assessments on the outer continental shelf every five
years or so, issuing the latest report in 2000. If the current surveys are
so flawed, why order additional surveys by precisely the same

agency? |
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Businessweek 6/30/03

(Kartsonas, John, June 30, 2003 HEADLINE: Focus Stock, L/N)

LAND BEFORE SEA. With nafural gas prices remaining at historically high levels,
nd with gas inventories 890 207 below their five-year average, we expect
go h

ffshore drilli@ activity iaccelerate) Historically, it takes about six to eight months
r higher natural gas prices to transfate into higher rig utilization rates, and Jater, to

higher daEates.

Natural gas prices averaged above the $4 per million BTU mark last November for
the firsttime since the spring 6t 2001, Since then, U.S, Tand rig counts have
increased more than 30%, as land drilling is the first market to benefit from the
eneIgy producers WaTcointract for drilling Tigs.

™S Promave VHreapess MarINg Fesevrars
Ac>  OTEAM  TeoSqsTans

Steve Kretzmann, of the Sustainable Energy and Environment Network, 1-1-2003, Multinational Monitor, p. 11.
Another cause for atarm is the practice of drilling and piping oil below sea ice. Oil-spill exercises conducted in the
spring and fall of 2000 by the industry, the Coast Guard, the Interior Department's Mineral Management Service
{MMS), and the state of Alaska found that existing oil-spill response equipment is inadequate, and that booms {which
are used fo skim oil off the surface of water) and other gear fail to function effectively in conditions exceeding 10 to 30
percent ice coverage — less than the typical coverage for the area. Nonetheless, energy giant BP and other
companies are continuing to develop offshore oil fields, such as "North Star” on Alaska's North Slope. Eirilling
platforms also operate in winter ice conditions in Alaska's Cook Inlet, one of the most pristine marine wildlife areas in
the United States. These operations have resulted in widespread, documented ofl leakage from aging pipelines and
onshore refineries. The U.S. Environmental Protection Agency (EPA), MMS, and state agencies have afl denied
responsibility for oversight and cleanup of this problem, which continues to grow. Oil carriers entering and leaving
Cook Inlet, which has some of the most extreme tidal shifts in Nosth’ America, also jack the escort vessels, standby
cil-spil} response equipment, and other safety measures that have been in effect in Prince Williams Sound since the
Exxon Valdez spill 14 years ago. Deep drilling in the Gulf of Mexico, at depths of 1,000 to 10,000 feet, now accounis
for more than 50 percent of the region’s oil and gas production - and almost half of all U.S. offshore production. The
government provides subsidies (in the form of royalty holidays) for this deep-ocean drilling. but largely ignores the risk
of deep-ocean spills. In 1998, the oil industry and MMS began studying the likely effects of a deep-ocean spill;
conclusions from their test releases of oil in the North Sea suggest that the oil plume from a deep-water blow-out
would surface hours after the disaster and miles away from the site, and would be so widespread at that point as to
be uncontainable.
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Qctually, that analogy doesn't really capture just how momentous the

chnological transformation of the oil industry has been. The last decade
and a half has witnessed a steady decline in the cost of finding and
producing oil. Three-dimensional seismic computer modeling now allows
engineers to discern previously undiscoverable oil and gas deposits. The
development of horizontal drilling, where drill bits actually go sideways from a
vertical hole in order to extract more oil, has also helped make the
exploitation of smaller and less accessible fields cost-effective. All this has
meant that the world's “proven oil reserves" (fields ready for production) are
60 percent larger now than in 1980. The latest craze is even more
astounding: Thanks in par} ta(federal tax breaks JJ.S. companies are

taking ol from Tields that Tie as muTh as a mile underwater. It's got to the
< point where the chief econemist of Venezuela's state oif company can say

with a straight face, "Our resetves are--for all intents and purposes--infinite.”
r-"—_—"'——"'_'" A ——————

|

The infiniteness, of course, is imaginary. Although oil is a commeodity, it's still
not a commodity like coffee, which, thank God, we wil! have with us always.
At some point the oil wilf run out. But that point now seems so far in the
future that oil countries are acting as if it will never arrive, and that has had a
major impact on their attitudes toward production. If your reserves are finite,
after all, you need Gtead riceﬁncreases over time to justify leaving any oil

% at all in the ground. erwise, every producer has an incentive to drain-all

Tts reserves, take the money, and reinvest it in a more profitable enterprise.}
That means restricting supply. If your reserves are infinite, though, it makes
sense to worry less about price and mare about maximizing output, since
your source of ¢ash 15 Never going 1o dry up and force you into another line
of business,

The problem, of course, is that--as witl@rcapacify}very_where else--if

everyongmaximizes oum‘everyone Toses) because theprice falls

precipitously. The on marKet is especially sensitivs even i6a hin

expansion or contraction in supply. VWhen Saudi Arabia killed the market in 3

19886, sending ol prices down By two-thirds, it did so while expanding the
world's oil supply by just 3 percent. Qil-futures traders may not look like
sheep, but those were baaas | heard the last time | walked by the New York
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Mercantile Exchange, where the futures are swapped. And that helps explain
why OPEC continues to struggle to keep its members in order and maintain a
public production quota. It wants to keep prices high enough to ensure profits

decades ago.

ocking futures fraders may be fun--actually, it is fun--but they have been
crucial figures in the eradication of OPEC's ability o dictate prices. Before
the 1980s, there was no futures market in oil, nor even a real spot market for

crude oil. (A spot price is the price for one cargo of oil, generally delivered
within a month.) That made it difficult for consumers to compare prices and
locked them into relationships with producers. it aiso meant that there was no
- way to hedge against future price increases, which obviously gave producers
ffemendous leverage. The rise of the futures market and the broadening of
{he spot market brought price competition to the world of oil. Now, it's still
rather difficult to put a rig in the middle of the Gulf of Mexico, and the largest
producers do still exert a disproportionate impact on & Markeras a whole.
But, for the first time in history, there is now a relativelf.open market for o

And that undoubtedly has something to do with the dramatic expansion of the
industry's productivity> i
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/ A second reasonable focus of an Quter Continental Shelf man-
“apgement program would be the preservation of the existing in-
frastructure in the Gulf of Mexico through a much more carefully
targeted leasing program, integrated with a monitoring program
like the one required under the Outer Continental Shelf Lands Act
Amendments. The offshore infrastructyre in the Gulf is the most [,ll

developed in the world and as such represents an important na-

tional resoiirce. As Figure 5.1 (chapter 5) shows, increasingly off-
shore o1l 1s becoming the dominant source of new production

Worldwide. The huge continental shelyes off Chifta, Korea, and
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northern Russia are largely unexplored because _those countries
lack the technological expertise to explore them and cold war ten-
sions have denfed U.5, and European access. We can allow other
nations to aevelop this potential, as some are alrea Y doing, or we
<an export technology and skills from the United States to support
offshore development worldwide.The scheduling of offshore
work ma (BossibIeYof skillef) 1abod from the Guif fo work vir-

2 € worldy while continuing to reside in com-
amling T989), and the deeper

States (Gr

waters of the Gulf of Mexico have the potential to provide a prov- &

ing ground foxfuturd/offshore techno Ogy.
_ ile the potential is thers, the offshor® sector in the Gulf has
been rocked by the boom assdciated with lobal events and an

aggressive Federal leasing program and the nevitablf bust) that —
(followec?_i_tﬁ._ Many of the businesses that were started under the
urirealt

stic economic environment of the boom years are gone.
Those that remain are recovering from the 1986-1987 bust (Krapf
1994), and today the infrastructure appears to be more in line with
the current level of development worldwide. The Gulf infrastruc-
ture does not need another {incontroll oo;}'nor does it need a

drastic curtailment of activities if it is fo remain viable and in a

competitive position in an increasingl lobal market. As Freud-
enburg and Gramling (1994a) have note%l, there are few hidden
agendas with regard to positions toward offshore development in
the United States. Development is supported as strongly in the
central and western Gulf as it i3 opposed elsewhere. Given, that
gupport in the Gulf, an opportunity exists to maintain (%Eb

@Q@_ﬁh through a carefully aesigned leasing and mogi-
toring program, ofte That may becotme increasingly important from

a worldlecoriomid
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- (Pauli. Georgia is a policy analyst with the Competitive Enterprise Institute in Washington,
Atlanta Journal Constitution “US Shouldn’t Seek Energy Independence” November 5, 2001)

o ¢ _The Sept. 11 altacks have raised an old idea: By reducing America's dependence on foreign oil, can

we reduce Amgﬂgg's vilnerability 1o oil shecks That arise from UPEL manipuraions, ponmical lns(aEiliiy
and war?

se, is not achievable or even desirable. There is simplyffio wawto insulate the United Stafes

% There are certain henefits to developing domestic energy supplies, but energy independence, per

President Jimmy Carler fried to do it by imposing price ¢ontrols on gasoline, but only succeeded in
causin% severe)gasciine{shortagdy an [ & pump. Events that 1339 to magner ol Prices
On Wa ts have the same effect on oll prices in Amarica,"Whether we produce all or noné of

ifie ol we consume.

rthermotg, it simply doesn't make sense to rely on@omeslic o'j) when it can be purchase-{ ias@
xpensively’abroal, Lower energy costs alow consumars (o spdnd more on health cars, nutriten,
using, tion and other Ihings that enhance qualty of e,
Unforlunately, every enargy policy proposed these days, both good and bad, is sold on the basis of
\ ! reducing our depen%enoe on jorengn an. Tet many o these policies actually have The opposio effect.

* The Corporate Average Fuel Economy (CAFE) standard, for instance, which requires automobile
manufacturers to meet a fixed average fuel economy standard, was established in 1975 to reduce

?\{L? U.S. dependence on foreign cil. Since then, the United States has become more dependent on
foreign ol, not less.

Because America is such a large user of cil, policies that suppress U.S. energy use lower the world
price for cil. And high-cost producers of oil, such as _those hers, are_ hurl more by lower prices than
low cost prodiicers, such as thosa in thegiddla Ead) and Latin America. Yel environmentalists and
fhelr cohors I Corgress, support 2 tandards even further, partly in the name of energy
independence,

ﬁ Of course, environmentalists have a whole list of misguided energy policies, such as the
development of wind and solar power, which they wish to foist upon the American people.

Wind and solar power are nat economically viable on a large scale. Tens of biliens of federal ]
research dollars have already been wasled on alternative-energy beondoggles that have yielded little
1o nothing in return. But the special interests that benefit from alternative energy subsndneg are likely
to use the fears of oil dependency sparked by the lerrorist attacks to justify further subsidies.

There are a lot of sensible steps that the United States should take with regard to energy policy. The
Bush administration’s national ene: lan provides some sound remedies for many energy problems
{Fat stem Targely Trom Jack of supply and 1ack of adequate infraslruciure, SUCh as ransmission and
fefining capacity.

« Opening up the Alaska National Wildlife Refuge to oil exploration, for example, or mm[_o%rlgin_e_b_ap

on offshore-oil drilling, make sense for a lot of reasons - none of them having anything io do with
energy ndependence. The Energy Bepartment estimates there are 16 billion barrels of oil available in

ANWR. This valuable resource would greatly benefit the U.S economy by creating additional wealth.

oll from the Middle Easl. Moreover, a crash program 1o achigve engrgy maependence Wouldaour Bin
5 Iationshlb with
against lerrorigm.

Let's not fool ourseive} though, Qpening domestic oil exploration will not end U.5. dependenge on 2

ddle Easlern counines, some of which are assisting the U.S,
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’é\UDI ARABIA'S looming fiscal crisis has led it to rethink its oil policy. Since the price
Thereases that followed the 1973 Arab-Israeli war, Saudi Arabia has generally been
one of OPEC's moderates on oil prices. As OPEC's largest oil producer, with reserves
that will last more than a century at current production rates, Saudi Arabia has no
desire to push prices too high. At a certain point, it learned bitterly in the 19508,
consumers will switeh To afternative sources of energy. As that decade began,
consistently high demand for ol and the disruptions of the Iranian Revolution
temporarily pushed prices over $40 per barrel. By the middle of the decade, demand
fell, new sources of oil were discovered, and prices collapsed. When both Kuwaiti and
fragi oil were taken off the world market after Saddam Hussein's August 1990
invasion of Kuwait, oil prices spiked to around $30 per barrel, but the Saudis quickly
raised production to push prices back down to around $20 per barrel, That decision
was not simply a bow to American desires; it was also in the long-term interests of the
Saudis themselves.

.-

) én the other hand, the Saudis do not want ail prices to fall so far that their oil

>revenues do not meet thez_ﬁiuggeFaw nee%s.jln The early 1960s, Riyadh piayed the
fole G "swing praducer in OPEc, lowering its produgction to prop up prices. Average

Satarprodichion fell drasticallyffom nearly 10 mbd in 1981 1o a low of 3.5 mbd in

_ 1985, with a concomitant fall in revenue from $u3 billion in 1981 to $25.9 billion in

_ 1985. But these cuts failed to slow the drop in prices as world demand for oil fell, non-
OPEC producers brought more ail onto the market, and other OPEC members

mere thap their quotas permitted. Tn an effort t%discfpllngverproduc:ﬁ
ulsidd of OPEC, Mhe Saudis increased proguction in iie first haif of 1986.
TEdS S3udi ol revenues aiso fell, despite the increase in production.

Xhmad Zaki Yamani, the Jong-sering Saudi oil minister and the architect of the 1986

production increase, was fired, and the kingdom cut back on its production. Other

oPEC members, chastened, promised to stick closer to their quotas. World demand
for oil began to pick up in the late 1980s, and prices rebounded toward the mid-teens.

The Saudis emerged from the roller coaster of the 1980s determined not to play the
role of swing producer again. Their loss of market share and revenue in the mid-
1980s had been a painful lesson. The Saudis' ability to quickly increase production
during the Persian Guf crisis in 1990 regained most of the market share lost in the
1980s, and they were not about to sacrifice that to support some nominal oPEc price
target. Even as oil prices fell in 1993 and 1894 from $20 per barrel to below $15 per
barre!, The Saudis Tefused to cut production, pumping out between 8.5 and 9 mbd. But
they also learned from the debacle of 7936 that opening up the spigots to discipline
others could backfire. Theoretically, given their low production costs and enormous
reserves, the SaudisCould pump as much oil as possible as prices fell, drive

"

@hmroduce out of The rarketsand gain a siranglehold on world production.
T Such a strategy would mean riding o0t a long period of low revenues-a luxury the

Saudis Can 1o Tonger aford, as they quickly Teanzed 1 1986, As alernative sources : Z

of financing their budget deficits (drawing down reserves, borrowing domestically)
became less viable, the need to maintain a certain level of revenue from oil sales
became increasingly important to the Saudi leadership. Managing these two divergent
if not downright contradictory goalsprice and market share-defined Saudi oil policy in
the ate 1990s.
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The desire to hold on to Saudi Arabia's slice of the market drove Abdallah to hold a

Washington meeting in September 1898 with representatives of the major American
oil companies. Other countries, particularly these in the Caspian Basin but also some

in the Middle East, were inviting oil multinaticnals back by promising equity stakes in
their oil fields. This return to the multinationals, after decades of nationalization and
proud self reliance in the oil sphere, has been driven by the need for capital,
technology, and marketing outlets that only the biggest oit companies can provide,
Here, Saudi Arabia is better off than most other oil producers. In the 1990s, Saudi
Aramco developed the huge Shayba field, near the Saudi-UAE border, with its own
resources. But production costs for Saudi oil are rising at a time when production
costs elsewhere are falling (although, to be fair, Saudi ofl is still the cheapest in the
world to produce). If the major multinational it companies regain equity stakes in
Middle Eastern and Caspian countries, they will look first to their hosts for additionai
supply. The Saudis want to be thefmajor sour of su %p_articularly for the growing
energy markets of East ASia, which aré serv&d by the major multinationals-and want
the technological advancements that the multinationals can provide. They would also
like to involve international investors in other energy sectors, Tke developing natural
gas and generaling electric power for the Saudi Jomestic market Abdallahs ——
Washingfon meeting was meant both To remind the major oil companies that Saudi
Arabia remains the big prize for il development in the future and to solicit these firms'
participation teday in energy sectors other than oil.

If worries about market share led to the September 1998 meeting, concerns about
price have driven Saudi Arabimﬁmﬁmmﬁﬁaﬁﬁ{ae and
outEof oPEc in recent years. In late TOY7, OPEC proauTars, including Saudr
Arabla, made a fundamental mistake. Even as Asia's economic crisis worsened,
oPEC countries decided to increase production. The combinaticn of more oPEC oil
and less Asian demand drove prices on the world market down to around $12 per
barrel. In March 1998, Saudi Arabia, Venezuela, and Mexico (a major non-oPEC
producer) agreed to produce less oil: the Saudis cut 300,000 barreis per day This
agreement was then adopted by oPEC as a whole and by some non-oPEC states,
including Norway and Oman, for a total cut of 1.5 mbd. Oil prices immediately rallied
but then fell back as the Asian crisis took its toll on world oil demand and as other
producers, most notably iran, balked at joining the proposed cuts. By December
1998, oil prices were hovering below $ia per barrel and the Saudis were facing a
serious fiscal crisis.
In response, Saudi Arabia began negotiations with Iran about more drastic production
cuts. Relations between Riyadh and Tehran had improved considerably since the
May 1997 election of Iran's reform-minded president, Muhammad Khatami, Both
countries wanted to see prices go up, and the Saudis were willing to pay a certain
price for the geopolitical gain of a friendlier Iran. In March 1999, those negotiations
led to a new agreement on deeper production cuts among oPEC and nonOPEC
producers, including Iran. This pact involved taking a further a mbd off the world
market, with Saudi Arabia absorbing more than 25 percent ofthat amount. Iran was
brought on board through a Saudi concession: letting Iran calculate its reduction from
its "official” production level, which was higher than its actual production. These
deeper cuts, coupled with the unexpectedly early rebound in Asian demand, did the
trick for the Saudis and the other oil producers. Prices skyrocketed, and all the oil
praducers, even with their reduced production levels, netted substantialty more
revenue. Last September's OPEC meeting reaffirmed the production cuts, and
members have largely abided by their quotas.

Saudi oil diplomacy in the past year successfully squared the circle between market
share and price concerns. The price increases of 1999 staved off the looming fiscal

crisis. The Saudis managed to push prices up without sacrificing market share. But
how long Riyadh will be able to puil off this balancing act is anyone’s guess. Its
success so far has depended on a favorable conjunction of circumstances: rising East
Asian demand, a galloping American economy, and other producers' willingness to
stick to their production quotas. But if prices stay up, new oil will find its way onto the
market, and demand might not grow at forecast rates. Fuither price increases could

mean a drop aemand If prices softely, oPEC and non-OPEC members alike will be '
tempied to cheal on Their guo a agreefngnts-a replay of the scenaric of the early and 8/

mid-1980s. The Saudis are unlikely to act over the iong term the way they did in the
1980s, sacrificing market share to accommodate quotacheating by others. "No
playing the swing producer” and “no loss of market share® are now.guiding principles
of Saudi strategic thinking. But in the short terng price considerations will loom large
in any Saudi oil policy-simply because the Saudj governmentieeds
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LOW OIL PRICES WOULD END US INVESTMENT IN THE CASPIAN
Robert Ebel, Director of Energy & Nat'l Security at CSIS, 2000. Energy & Conflict in Central

Asia and the Caucasus; Ebel ed. pg. 3

The future of Caspian energy is hostage to many unknowns. Much of the Caspian Sea remains unexplored, and while there
are many sites that could contain oil and gas, the sheer statistical probability of large finds in areas that have yet to be
explored are low as a general rule, even with the dramatic improvements in prospecting technology. Furthermore, there
needs to be a great deal of investment (in drilling rigs, pipetines, pumping stations, etc.) to drili for hydrocarbons and to
transport them to distant markets from what is a landlocked region. Only three drilling rigs are operating in the Caspian at
present—a major constraint on increases in future production. World oil prices will determine whether the investment needed
to cope with these problems materalizes. Sooner or later a prolonged downward trend could make the Caspian unatiractive

to investors, particulariy as the costs of extracting oil and transporting it from this region is high relative to other oil-producing
areas. There are severat condifions (some afready at play) that could, in combination, make for persistently low oil prices--a

possibility that should not be obscured by the steep rise in prices that began in the latter half of 1999. Among these
conditions are the increasing energy efficiency in the manufacturing sectors of the major consuming countries; the
development of fransporiation technologies that may eventually reduce sharpoly the need for gasoline; the discovery of new
and easily accessible reserves that, to boot, stay outside the OPEC cartel; and the ending of sanctions on Iran and Iraq,
which would permit these counfries, aided by foreign investment, to increase oil production and exports

A A

———

. US INFLUENCE IN THE CASPIAN IS KEY TO CHECKING RUSSIAN

AGGRESSION,
Nuriyev, Director of Center for Int’l Studies in Baku, 1999. (Washington Times. July 10. /n.)

For Azeris, there are two basic questions, What do Russians want in refurn for providing Aemenia with a large-scale military
assistance and why does Armenia need so many weapens? Russia, they believe, benefits from the state of “frozen
instability” in the Caucasus, which effectively denies independence and economic development to the states in the region
and hinders viable exporling routes 1o the oil consortiums in the area. Azerbaijan has signed 16 contracts with major oil
companies from around the woird. The United States has already become ons of its main_economic partners. Baku sees
Washington’s obiectives in the region as promoting economic independence and ensuring that Caspian oil does not come
under the sole control of Russia. A secure energy supply is vital to the economic and geosirateqic interests of the United
States, Economic and political involvement in the region wil allow the Untied States to protect ils multibillion-doHar
investments in energy resources,
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Dr. Ariel Cohen January 25, 1996 . .
“The New “Great Game™: Qil Politics in the Caucasus and Central Asia” The Hentage

Foundation Jan. 1996 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom
Davis Institute for International Studies at tl_le Heritage Foundation.)

“Much is at stake in Eurasia for the U.S. and its allies. Attempts to restore its
empire willidoomy RUssSia® 1r 0 a cemaocracy and free-market economy.
e ongoing war i Chechnya alofie has cost RUSsME illion to date (équal to
Russia's IMF and World Bank loans for 1995). Moreover, it has extracted a
tremendous price from Russian society. The wars which would be required to
restore the Russian empire wouyld prove much more costiy not just for Russia
and the region, but for peace,dworld stability) and security.

As the former Soviet arsenals are spread throughout the NIS_these conflicts
may{escalgi® to include the use o@eapor@o as: destructioﬁ Scenarios
including’unauthorize missi?ﬂaunc@s are especially threatening. Moreover, if|
successful, a reconstiiuie ussiari empire would become g major flestabilizin

= influence both in Eurasia and throughout the world. Tt would endanger ot on
Russia's neighbors, but a0 he U.S. and #s allies in Europe and e Middle

, East. And, of course, a néo-imperialist Russia coulc(imgeril e oil reserves of
the Persian Guif.

T

Domination of the Caucasus would bring Russia closer to the Balkans, the
Mediterranean Sea, and the Middle East. Russian imperialists, such as radical

nationalist Vladimir Zhirinovsky, have resurrected the old dream of obtaining a
warm port on the Indian Ocean, [f Russia succeeds in establishing its
domimation in Ihe south, the threat to Ukraing, Turkey, ran, and Atganistan will
Therease. Ihe independence of pro-Western Georqia and Azerbaijan already
fas Béen undermined by pressures from the Russian armed forces and covert
aclions by the infelligence and security services, in addition to which Russian
Hegemony would make &¥éstern politicadand ecénomic efforts to stve off”
(Sramig§nilitancy more difficuft.

Eurasian oil resources are pivotal to economic develepment in the early 21st
“century. The supply of Middle Eastern ol would become précarious it Saudi
Arabia became unstable, or if Iran or lrag provoked another military conflict in
the area. Eurasian oil is also key to the economic development of the southern
NIS. Only with oil revenues can these countries sever their dependence on
Moscow and develop modern market economies and free societies. Moreover, if
these vast oil reserves were tapped and developed, tens of thousands of U.S.
and Western jobs would be created. The U.S. should ensure\free acceéo
these reserves for the benefit of both Western and local econo"rﬁies.>
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Vi‘ctm_'. Viclor_G‘, Din':ctor of the Program on Energy and Sustainable Development 4/2003
( Foreign Affairs, April 2003, Axis of oil, Page 50-51)

{ It is neither wise nor effective to use strategic reserves to manage

ptices, but the likely result of these actions would be much Tower prices

that will expose a rift between consuming nations and producers such

as Russia, Every 31 shift in world o1l prices translates into about

$1 billion for the Russian state budget. Russia ran a surplus of $5 billion

in 2002, and the 2003 state budget (which forecast a price for Urals

crude of $21.50 per barrel) calls for saving $17 billion of oil revenue for

the future by paying down the current external debt. Contingency

plans predict red ink if oil prices fall below about $18 per barrel. Low

prices would be a disaster for Russia. If they also trigger disarray in'
OPEC, then a sustained period of cheap oil could spread fiscal pain

across the oil-producing world. In the past, however, U.S. policy has

not changed in response to collapses in world oil prices; U.S. energy’
firms generally fare poorly in that environment, but consumers gain

when they can guzzle more at lower cost and the economy is freer to

soar when prices are low.}y
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David, Poli Sci Prof at Johns Hopkins, 1999. (Stephen. Foreign Affairs. Jan/Feb. I/n.)

If internad war does strike Russia, economic_deterigration will be a prime cause. From 1989 to the present, the GDP has
fallen by 50 percent. In a society where, ten years ago, unemployment scarcely existed, it reached 9.5 percent in 1997 with
many economists dedlaring the true figure to be much higher. Twenty-two percent of Russians live betow the official
poverty line (earning less than $ 70 a month). Modern Russia can neither collect taxes (it gathers only half the revenus it
is due) nor significantly cut spending.Reformers tout privatization as the country's cure-all, but in a land without well-defined
property rights or contract law and where subsidies remain a way of life, the prospects for transition to an American-style
capitalist economy look remote at best. As the massive devaluation of the ruble and the current pelitical crisis show,
Russia's condition is even worse than most analysts feared. If conditions get worse, even the stoic Russian people will
soon run out of patience. A future conflict would quickly draw in_Russia’s military, In the Soviet days civilian rule kept the
powerful armed forces in check. But with the Communist Party out of office, what little civilian control remains relies on an
exceedingly fragile foundation - personal friendships between government leaders and military commanders. Meanwhile,
the morale of Russian soldiers has fallen to a dangerous low. Drastic cuts in spending mean inadequate pay, housing, and
medical care. A new emphasis on domestic missions has created an ideclogical spli¢ between the old and new guard in the
military leadership,_increasing the risk that disqruniled generals may enter the political fray and feeding the resentment of
soldiers who dislike being used as a national police force. Newly enhanced ties between mifitary units and local authorities
pose another danger. Soldiers grow ever more dependent on local governments for fiousing, food, and wages. Draftees
serve closer to home, and new laws have increased local control over the armed forces, Were a conflict to emerge between
a regicnal power and Moscow, it is not at all glear which side the military would support.  Divining the military's allegiance is
crucial, however, singe the structure of the Russian Federation makes it viually certain that regional conflicts will continue
to erupt. Russia’s 8% republics, krais, and oblasts grow ever more independent in a system that does litile to keep them
together. As the central government finds itself unable to force its will beyond Moscow (if even that far), power devolves fo
the periphery. With the economy collapsing, republics feel less and less incentive to pay taxes to Moscow when they
receive so little in return. Three-quarters of them already have their own constitutions, nearly all of which make some claim
to sovereignty. Strong ethnic bonds promoted by shortsighted Soviet policies may metivate non-Russians to secede from
the Federation. Chechnya's successful revolt against Russian control inspired similar movements for autonomy and
independence throughout the country. If these rebellions spread and Moscow responds with force, civil war is likely.
Should Russia succumb to internal war, the consequences for the United States and Europe will be severe. A major power
like Russia_-- even though in decline -- does not suffer civil war_quietly or alons, An embattled Russian Federation might
provoke opportunistic attacks from enemies such as China. Massive flows of refugees would pour into central and western
Europe. Armed struggles in Russia could easily spill into its neighbors. Damagde from the fighting, particularly attacks on

nuclear plants, would poison the environment of much of Eurepe and Asia. Within Russia, ihe consegquences would be
even worse. Just as the sheer brutality of the last Russian civil war laid the basis for the privations of Soviet communism, a

second civil war might produce another homific regime. Most alarming is the real possibility that the violent disintegration
of Russia could lead to loss of control over its nuclear arsenal. Mo nuclear state has ever fallen victim to civil war, but
even without a clear precedent the grim consequences can be foreseen, Russia retains some 20,000 nuclear weapons
and the raw material for tens of thousands more, in scores of sites scattered throughout the country. So far, the govermnment

has managed io prevent the loss of any weapons or much material. If war erupts, however, Moscow's already weak arip on

nuclear sites will slacken, making weapons and supplies available to a wide range of anti-American groups and states.
Such dispersal of nuclear weapons represents the greatest physical threat America now faces. And itis hard to think of

anything that would increase this threat mere than the chaos that would foliow a Russian civil war.
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Amy Myers Jaffe, senior economics for Petroleum Intelligence Weekly, directs the
Energy Research Program at the James A. Baker III Institute for Public Policy at
Rice University, and Robert A. Manning, Senior Fellow and Director of Asian
Studies at the Council of Foreign Relations,. “The Shocks of a World of Cheap Oil.”
Foreign Affairs Japuary/February 2000 Volume 79 pages 17-18.)

" TNeither, frankly, is Washington. “The political reverberations of 2

sustained oil glut should not be underestimated. Several impq’_nf_t’an:c‘
il = SiisiivishelisuliNgecy - i we T

regimes—in the GGult states, Russia, the former Soviet republics,
E_'liga_such key Latin American countries as Venczue:la,' MeRico;and ™,
Colombia—count on healthy oil revenyes for calming restive popula- N\
tions, assuaging social tensions, and in some cases, nation-building writ (vj"';:?
large. Without the salve of rising oil revenues,frany)of these Rationgcan N ad
expect to see heightened political instability, social unrest, or even civil
wars, which could be grimly reminiscent of recent Balkan slaughters. In V,J\Y
the Gulf, such instability could trigger the next oil SHOCKs i e formrof S
For—term distuptions. L he 1991 Gulf War demonstrated the West’s J
capacity to defend important oil regions trom traqitional external threats o0 D
Jike the Iragi invasion of Kuwait. But America’s painful experiences with LA
revolutionary Iranin the Jate 1970s and the Balkans in the 1990s are grim &
reminders of how hard it can be to cope with internal instability. The W.{
new dynamics of the global oil market have profound implications o ¥
for U.S. national security policy. Washington had better gird itself. \{’
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SAUDI ECONOMIC DECLINE WILL SPARK PROTRACTED CIVIL WARS AND A

GLOBAL DEPRESSION.
David, Poli Sci Prof at Johns Hopkins, 1999. (Stephen. Foreign Affairs. Jan/Feb. /n.}

As the above suggests, Saudi Arabia suffers from the fact that the various threats to domestic peace all reinforce one
another. The bad economy _intensifies religious extremism, which in turn exacerbates divisions in the

amed forces. The catalyst for_civil war _can therefore come from one of several different sourges. A power struggie in the
royal family over succession_fo the throne, squabbles over shares of an ever-shrinking economic pie, or_disenchantment
in the military with the royal family’s selfish behavior could ait set off a major conflagration. In a Saudi civil war, the oil
fields will be a likely batile site, as belligerents seek the revenue and international recognition that come with control of
petroleum. For either side to cripple olf production would not be _difficult. The real risk lies not with the onshore oil wells
themselves, which are spread over a 100-by-300 mile area, but in the country's dependence on_only a few critical
processing sites. Destruction of these facilities would

paralyze production and take at least six months fo repair. If unconventional weapons such as biclogical agenis were used
in the oil fields, production could be delayed for several more months until workers were convinced it was safe to return.
Stanching the flow of Saudi oil would devastate the United States and much of the world community. Global demand for
oil {especially in Asia)} will increase in the coming decades, while non-Persian Gulf supplies are expected to diminish. A
crisis in the planet's largest oil producer, with reserves estimated at 25 percent of the world's total, would have a massive
and protracted impact on the price and availability of oil worldwide. As the disruptions of 1973 and 1979 showed, the mere
threat of diminished oil supply can cause panic buying, national hysteria, gas lines, and infighting. Prices for ol shot up
400 percent in 1973, 150 percent in 1979, and 50 percent {in just 15 days) in 1990, The oil shocks of the 1970s threw the
United States into recession, causing spiraling inflation and a decline in savings rates that plagues the U.5. economy
even now. Trillions of dollars were lost worldwide. And all this occurred at a time when the Umited States was less
dependent on foreign petroleum than it is now. Cutling the Saudi pipeline today would cause a severe worldwide
recession or depression. Short of physical attack, it is the gravest threat imaginable to American interests.
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Status quo policies fail to adequately resolve major environmental problems associated
with local control of offshore drilling projects. The Department of Interior is in a privileged
position to create five-year leasing programs that establish regulatory mechanisms to
control offshore drilling. This program enables congress to prohibit leasing in sensitive
environmental areas, controlling rampant extraction of oil, and short-circuiting state and
local agencies that hamstring current federal regunlations. ***

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hilk N.C. and JD Harvard, 2002
(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Qil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)
<As discussed above, the current offshore energy extraction system fails to take proper account
of environmental concemns at the national level. This failure leaves major environmental
concerns primarily in the hands of local governments and activists, divorcing them from the
offshore development system itself. To mend this broken system and encourage comprehensive
management of the OCS, the federal leasing program must seriously constder environmental and
. other state and local concerns at the outset of leasing decisions. In particular, Interior must
prepare five-vear leasing programs that comply with the statutory mandate to best meet national
energy needs, consider environmental sensitivity and marine productivity, and equitably share
the benefits and environmental risks of OCS development. X2 In taking the competing values of
the OCS seriously, Congress should simply forbid leasing in areas that meet a certain level of
environmental sensitivity or purity. This baseline determination would equalize the priorities of
OCS management, allowing respect for the different purposes of different areas of the ocean,

rather than presuming extraction wherever resources exist.

Bevyond the leasing decision, federal agencies and courts must enforce existing environmental
laws without compromise, respecting the fuil intent of the laws and resolving that 0il
development must not be given special privileges. Only by making environmental concerns a top
priority can the federal government implement a national energy policy that truly considers all
relevant factors. Moreover, the federal government would then be able to regain control of a
system that must be run at the federal level in order to best deal with the nation's energy and
environmental needs.

To resolve the problems of the existing federal minerals leasing system, we must first address

Interior's and the courts' failure to heed OCSLA's mandate that Interior consider the economic,
environmental, and social consequences of OCS development. especially on the immediate

communities, when making initial leasing decisions. Since the initial decision to grant a lease

affords the greatest single opportunity for states and local communities to influence offshore

drilling projects, the requirements [*256] of OCSLA's Section 18 must be made a top priority

and truly allow for grass-roots level input. While the Secretary of the Interior has the authority to

cancel or modify leases for environmental reasons, ' this has proven to be an unreliable form of
environmental protection. The Secretary has rarely used this power ''* and it is generally

discouraged on account of the government's legal duty to compensate oil companies for such / S——'

breaches, !°

In seeking to refocus attention on the initial leasing decision, Section 18 affords a significant
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opportunity for meaningful reform. Specifically, Section 18(a) provides that leasing programs
shall be consistent with the following principles:

(1) Management of the [OCS] shall be conducted in a manner which considers

economic, social and environmental values of the renewable and nonrenewable
resources contained in the [OCS], and the potential impact of oil and gas
exploration on other resource values of the [OCS] and the marine, coastal, and
human environments.

(2) Timing and location of exploration, development, and production of oil and
gas among the oil- and gas-bearing physiographic regions of the outer [OCS] shall
be based on consideration of--

(A) existing information concerning the geographical, geological, and ecological
characteristics of such regions;

(B) an equitable sharing of developmental benefits and environmental risks
among the various regions;

(C) the location of such regions with respect to, and the relative needs of, regional
and national energy markets;

(D) the location of such regions with respect to other uses of the sea and seabed,
including fisheries, navigation, existing or proposed sealanes, potential sites of
deepwater ports, and other anticipated uses of the resources and space of the

[OCS);

(E) the interest of potential oil and gas producers in the development of oil and
gas resources as indicated by exploration or nomination;

(*257} (F) laws, goals, and policies of affected States which have been
specifically identified by the Governors of such States as relevant matters for the
Secretary's consideration;

(G) the relative environmental sensitivity and marine productivity of different
areas of the [OCS]; and

(H) relevant environmental and predictive information for different areas of the
[OCS]. o

(3) The Secretary shall select the timing and location of leasing, to the maximum
extent practicable, so as to obtain a proper balance between the potential for
environmental damage, the potential for the discovery of oil and gas, and the
potential for adverse impact on the coastal zone. Li¢

As seen here and throughout this Note, the original language and intent of OCSLA has the
potential to direct OCS development in a way that respects the competing resources of the QCS,
the environment, and the local communities that host offshore oil and gas development. These
principles will undoubtedly come into conflict at times, but it is the federal agency’s
responsibility and its statutory mandate to balance, respect. and reconcile these principles to the
greatest extent possible. The original intent of the statute simply does not give Interior the power

to universally subordinate environmental interests to those of ¢il extraction.

This mandate to reconcile the competing resources of the OCS is quite sensible given the current

L
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state of affairs at the local level. As this Note illustrates, that which people are unable to achieve
through one tier of government, they will seek to achieve through other means, Given the
demonstrated tenacity and significant success of local, state. and other non-oil interests in
achievine their desired regulation and obstruction of development through nonfederal legal
mechanisms. the federal government is. in effect, allowing national energy policy to be
hamstrung by forcing these interests outside the federal system. If the federal government hopes

to regain control of OCS management, finding a way to incorporate substantive local and state
input is imperative. >

Section 18(a) sets up a balancing test for offshore leasing with environmental baseline
requirements—this does away with the current political and economic system that
determines offshore drilling at whim.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C, and ID Harvard, 2002
(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Qil Qut.” P. L/N 26 Harv. Envtl. L. Re. 231)

<In order to simplify and make more transparent the balancing process inherent in Section
18(a)'s competing principles, the first and most fundamental element to the offshore leasing
program musi be an environmental baseline. With an environmental baseline, drilling would be
prohibited in areas with significant environmental value, as determined through a process of

scientific evaluation by federal, state. and local management experts. The purpose of this
approach is to identify the competing public interests of the OCS at the outset and draw a bright
line when this public interest passes a threshold level, precluding any further balancing in favor
of energy development. Thus, instead of the current [*258] limits to drilling, which are based
on what interest groups have the most political power or the greatest economic interest at stake,
future impediments to offshore energy development would be based on the preservation of

competing national natural resources.

Additionally. the environmental bageline recognizes that offshore drilling is different in kind
from onshore drilling and raises unique environmental concerns. Specifically, it is more difficult
to control and regulate offshore drilling on a day-to-day basis, and the difficulty compounds
exponentially in the case of a spill or other major disaster. The risk of major environmental
damage is much higher for offshore drilling. including damage to fisheries. marine mammals,

and water quality. In places such as California's Central Coast, a single oil spill could wipe out
an entire endangered species. such as the vulnerable southern sea otter. This type of catastrophic

risk to endangered species, fisheries, coral reefs, and sensitive coastal ecosystems simply should
not be accepted, When faced with a conflict between a substitutable resource {energy that can be
obtained through other oil and gas sources on- or offshore, or through non-extractive means) and
a non-substitutable and potentially non-renewable resource (endangered species or fragile

ecosystems), the environmental baseline would tell policy-makers that there is only one possible
decision--keep oil out.

7
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rDespite the critical applause, judicial support of I CS,policy in the
of active coastal state and congressional opposition has eaused % breakdown ¥n the
OCS S program. During OCSLA oversight hearings in 1989, the chair, Représenta-

tive Dyson (D-Md.), commented, “the Subcommittee will proceed today from the
presumption that the objectives of the OCSLA are not being met . . , the OCSLA
program is essentially shut down.” The OCSLA is “not guidin Lhe order]y and
timely deve]opment of the OCS wﬁlle providing for the( protect:oﬁ‘pf Iha(marm’g)

i € represents an annquatcd h1erarch1cal
. approach to decisionmaking by the execuhve brangh of the federal government.”
The existing framework “does not provide for édm&abl ovemmlé'p!annmg
POCESS, an_cquitable sharng of OCS benefits and costs, an_sitective_degision-
making process tat meanmgrally mvolves all Who are aftected parties, or taking a
COTpTelensiVe approach In managing, olr resources in Jight of other ocean uses
@ TesOlices_concems.” While ¥ provides the opportumities to make GCS

decisions based on consultation and cooperation, in practice it has led to protracted
conirgversyand c ﬂlﬁ

OCS Tesources are an important part of the (‘6 S. energy supply OCS ¢
development is currently providing 25 percent of the damestic natural gasan Wip
percent of the domestic olf production, 1he U.S. i importing Ralf of the pefrolenmn §
necessary 1o meet domestc heeds. This dependency may increase in the future. ¢
Petroleum imports affect the U.S. balance of payments and nauonal secun OCS&

ThE Clifei ot _the . federal-state
partnership, which is ne necessary fo orderl
ﬁotecﬂobPaul Sabatier poiats out that successﬁlTporcy mplementation requires

C‘lﬁE statute to present “policy objectives that are clear and consistent or at least
provide substantive criteria for resolving policy conflicts.” The implementation
process maust be structured to maximize the probability that the tmplementing
agency will carry out the statutory goals, This requires the assignment of the
iniplementation to an agency supportive of statutory goals, the mmmllzauon of
veto pomis, and the provision of incentives to the implementing agencx

The QCSLA calls for an OCS program that balances ¢nergy development,
environmental protection, and coastal state concems, but does not indicate how the —
balancing is to occur. This has allowed the Secretary to follow the President’s .-
policy directions and stress OCS energy development at the expense of other:
enumerated goals. The OCSLA delegates authority to Interior, which has been
development oriented. The coasta) states are granted authority to participate in the
program through sections 18 and 19, but the Secretary ignored their concerns. 'l'he
courts failed to enforce the statutory mandates.” |
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1The statutory framework goveming OCS development must be changed to

achieVe PEate I U S&aweed Rebellion. The Tole of the coastal STREY Must ba—

o

expanded fo provide Tor the cooperafive development o resources. The SLA,
OCSLX, and " ¢ amended 1o provide Slear direetionsregarding the
role of the coastal states. Most importantly, Interior should be required to accept
coastal state comments or bear the burden of proof in subsequent litigation to
Justify any refusal. The burden of proof defines the role of the parties in the
litigation, establishes the order of the evidence presented, and influences the
settlement position of the parties and their willingness to compromise® The
Supreme Court has noted that the burden of proof is “rarely without consequence
and frequently may be dispositive to the outcome of the litigation.”® Congress
possesses authority over evidentiary rules and can establish the burden of proof.1®
. The SLA should be amended to clarify that federal-state boundary decisions
@olve)domestic conflicts, but do not establish international boundaries, The SLA
should define inland waters and stress that historic claims are to be the basis of
state inland water claims, Alternatively, intemational law should be employed to
interpret the SLA. This will allow the coastal states to utifize straight baselines to

establish inland waters and permit the invocation of the less rigorous standard of
proof to appraise the coastal states’ assertion of historic title.

Section 18 of the OCSLA, which deals with development of the five-year
OCS leasing schedule, should be amended. First, the meaning of “oil and gas
bearing physiographic feglons™ i Section 18(a)(2) Should bé defined. Conpress
should clarify whether the five-year OCS program should be based on small
discrete areas suspe ol COntaining petroleum or large planning areas of diverse
physiographic composition."" Second, section 18(a)(3) requires that the timing and
location of lease sales 1o the five-year OCS program reflect “a proper balance
between the potential for environmental damage, the potential for the discovery of
oif and gas, and the potential for adverse impact on the coastal zone.” Section 18
should specify that equaf weight be given to each of the three factors in the five-
year program, Congress should also decide whether costbenehit analysis is the
appropiiate means for complying with section 18(a)(3).'? Third, section 18 allows
the governors of affected coastal states to submit comments, but the Secretary is
only required 10 accept “appropiiate” comments, The Secretary should be required
16 AECET S TOMMTents or bear the burden of proof in subsequent litigation to
show why the comments_were rejected.” This will “lead to leasing programs
which are far mm;c;(gpeciﬁaﬁnd which, because of the increased role played by the
staics, are morq free from coniroversy)and thus gasier to implement ¥ Section
ﬁ(t} should be re-examined and standards established regarding subarea deferrals.
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OCS resources are marine natural resources.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hili N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. Lexus: 26 Harv. Envtl. L. Re. 231)

<Recently, the Seaweed Rebellion has engaged a new set of actors who are also fighting for
jurisdictional control--city and county governments. While these local interests have long shaped
the terms of political debate on this topic, during the past two decades they have gone on to
influence not only the debate, but also the legal framework in which it occurs. This Note
examines the vatious legal tools that local governments have used to carve out their own areas of
control over the management of QCS resources. It also examines the desirability of inserting
local interests into this debate, given the nationally important economic and social value of
natural resources such as the nation's coastal vistas, marine fisheries. and offshore energy supply.
Although this battle directly affects every coastal region in the United States, this Note focuses
on the experiences of California's Central Coast and the tactics local residents have developed in
response to the community's struggle. This region has had éxtensive experience with offshore
drilling and the fight against it. Not only was Santa Barbara County, California, the site where
offshore oil was first discovered in the United States, it was also the site of the country's first
major oil disaster, the infamous blowout of Union Oil's Platform A in 1969. Some consider the
Santa Barbara blowout to be one of the primary catalysts for resistance to offshore drilling in
California in particular, and for the development of the modem environmental movement
generally. Moreover, the [*232] battle between California and the federal government over
offshore control has been one of the most intense and publicized of all the coastal states. Simply
the number of major offshore oil cases that feature California and national officials as opposing
parties indicates the extent of this tension. Localities in California have also taken an active role
in attempting to control development activities, and to this date the State has strongly supported
and encouraged their efforts. The California example may go beyond the average state's efforts
to influence offshore drilling, but using it as the most extreme example of how the Seaweed
Rebellion has played out will highlight the tensions in the current OCS resource management
system. >

7 O
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Graham and Feinstein- June 25" 2003;( Bob-Dem. Senator from florida, Dianne- Dem. Senator

from California—commentary @ The L.A. Times; “ Commentary; Energy Bill’s Slick Language

Could Usher In Offshore Drilling; Benefits would be nil. And risks could be grave: Just ask

Santa Barbara about the disastrous gunk onslaught of 1969”)plexis

"The Senate is debating an energy bill that is a bad piece of legislation.

The bill would do nothing to combat the growing problem of global
warming, nothing to raise fuel economy standards for light trucks and
sport utility vehicles to decrease our dependency on foreign oil,
nothing to increase our use of renewable and alternative sources of
energy and nothing to prevent another energy crisis like the one on
the West Coast caused by the fraud and manipulation of Enron and
other greedy corporations.

The basic philosophy behind this bill is to ignore alternative energy
T5sues and drain the nation first -- to make it easier and less expepsive

to  extract oil and gas from publicly owned lands, regardless of

environmental costs.

And this bill just gets worse.
P

ppptr—r

It includes a prov1810n that would/ogthe door to offshore (@

drilling bx requiring a survey of the oil and gas resources ungder the
quter continental shelf. The language in the bill is little more than a

thmlz veiled attempt 0 disparage -- and even undermine -- long-

standing, bipartisan moratoriums that protect our coastline from
offshore drilling, {
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-Bush is laying the groundwork for the complete legalization of offshore drilling-

Coile- June 13" 2003; ( Zachary- staff writer @ The San Francisco Chronicle; “Senate OKs
survey of offshore oil; Drilling moratorium off California coast at risk, opponents say”)plexis

[The Senate approved a major study of offshore oil and gas reserves
Thursday, angering California officials and lawmakers from other

coastal states who called it the first step toward ending a 20-year _

moratortum on offshore drilling in federal waters.

The inventory, backed by the Bush administration, is part of a Senate
energy bill aimed at lessening America's dependence on foreign oil
and natural gas by boosting development of domestic sources.

Opponents argued that creating the inventory will lay the groundwork
for overtuming the federal ban on oil drilling in most parts of the
outer continental shelf; including waters off the California coast. But
a measure to strip the inventory from the energy bill was defeated
Thursday on a 44-54 vote.

"This is a slap in the face to the people of California, who have
already expressed their strong and unwavering support for the

protection of our oceans and coastlines,” said Sen. Barbara Boxer, D-
Calif,, after the vote, )

Bush has avrecdy Starved g pProcess gy
Off-Shore o driy; NG 0 AlGSKa.
LA Times 4/22/03 | '
(Simon, Richard, April 22, 2003 HEADLINE: Bush Pursues Offshore Drilling in Alaska, L/N)

1WASHINGTO;~I — Blocked by stiff congressional opposition to opening the Arctic
National Wildlife Refuge to oil drilling, the Bush administration is moving on its
own to promote energy exploration in the icy waters oil Alaska,

G?vgmment officials are inviting oil companies to bid later this year on the rights to
drill in the Beaufort Sea off northern Alaska, an grea unaffected by a moratorium on
new offshore exploration in much of fe rest of the country, f

P—
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LA Times, July 5, 2003

(Saturday, SECTION: California Metro, Part 2, Pg. 24; Editorial Pages Desk HEADLINE: Qily
Doings Off the Coast; Allowing offshore oil and g.s " 2serves to be inventoried could open the
way to environmental harm. 1/n)

{ Despite a 20-year-old federal ban on offshore drilling, the Senate
passed a bill last month to let energy producers inventory the oil and
gas supplies under coastal waters. The legislation's language is telling
as to its goal: The Interior Department is required to report back to
Congress on the "Impediments” to restarting offshore oil and gas
production.

The inventory is far from the worst provision in the Senate version of
the energy bill, which now heads to a confer committeg. But jt is
a prime example okthe current fixation on resource extractio__z Yather

than sounder -- and cheaper -- conservation. 7
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Tampa Tribune 43/12/03 ‘
{April 12 2003, Saturday, Section Nation/World, page 18 Headline: Renewed Drilling Threat to Florida.

) EFlorida's U.S. Sens. Bob Graham and Bill Nelson and Hillsborough's

Congressman Jim Dhvis deserve credit for fighting to protect the
state's toast from offshore drilling. “ T

J1asn

Their efforts and those of Gov. Jeb Bush prompted President George o
W Bush fo pledge to maittain a moratorium on ofl and gatur as 2
drilling within Tniles of Flonda's Gulf Coast. The president’s 3

promise 1S Tmportant(but is unlikely discourage drilling proponents. >3
— >

The senators ferreted out what looked to be a sly attempt to open the Cfs
state's coast to offshore drilling. They were alarmed by language in ¢
the Senate's pending energy bill, which is currently being debated. R
Similarly, Jim Davis highlighted a more direct attack on coastal 2—

-

protections. =

p——
——

The Senate measure directed the interior secretary to submit a report
to Congress and the president on nrestrictions and impediments” to oil
production in the Gulf of Mexico.

This appeared to be an effort to slip offshore drilling back onto the
nafional agenda, which would be disastrous to Florida's environment

an’fi'Econom_\g‘. '
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Some off-shore oil is banned in the status-quo but new technelogy is changing that.

The Heritage Foundation 4/24/2002

(April 24, 2003 Thursday SECTION: Backgrounder HEADLINE: Strengthening
National Energy Security by Reducing Dependence on Imported Oil; Charli E. Coon,
J.D., and James Phillips, I/n.)

(Charli E. Coon, 1.D., is Senior Policy Analyst for Energy and the Environment in the Thomas A. Roe Institute for
Economic Policy Studies, and James Phillips is Research Fellow in Middle Eastern Affairs in the Kathryn and Shelby
Cullom Davis Instituie for International Studies, at The Heritage Foundation.)

_-../__Promising areas of ¢il and natural gas discoveries are also located offshore

in tl?e Gulf of Mexico, in the Eastern Gulf of Mexico, and on the Aflantic and
Is‘amﬁc Outer Contingntal| Shelves (OCS). However, federal 1aw prohibiis
exploration on the OCS and in the Eastern Gulf of Mexico. A recent
comprehensive assessment by the Department of Intenior's Minerals Management
Service (MMS} estimates that the total amount of undiscovered, conventional ly
recoverable resources in the U.S. OCS is 75 billion barrels of oil. n32

n32 Testimony_ of Carolita Kallaur, Associate Director, Offshore Minerals
Management, Minerals Management Service, Department of the Interior, before the

Subcommitiee on Energy and Mineral Resources, Committee on Resources, U.S. House
of Representatives, March 22, 2001, p. 6. ’

Advanced technologies allow industry to pinpoint resources more accurately,

cxfract them mate clTiciently and With less surface disturbance, minimize
asgociated wastes, a i Ir origi ition

n33 angress and the White House need to Jift the leai ricti allow
responsible exploration in these areas to enhance U.S. energy sccuritv.7

-Offshore drilling accounts for one-fourth of US oil production, and is growing.

Pravda.ru, ‘02
hrlp:ffenglhis‘}?.pravda.Mcomp!200%07f02f3 1588 htm!

TMinerals Managcment"’Service‘s 5-Year Program Approved
Interior Secretary Gale Notton has approved the Minerals Management Service's 5-
Year Program for oil and natural gas lease sales on the Quter Continental Shelf for
2002-2007. The program schedules 20 lease sales in eight OCS planning areas in the
Gulf of Mexico and off Alaska.

"The Secretary-s approval of the new program is the culmination of an 18-month
process during which MMS and the Department of the Interior consulted with
coastal states, the public at large, the environmental community and the natural gas
and oil industry,” said MMS Director Johnnie Burton. "The new program supports
the President’s National Energy Policy and will help meet the future energy needs of
olir country in an enyironmentally sound manner.”

Qil and gas produced from.the OCS currently provides about gne-fourth of the total
produced in the United States. Newwmﬁore
deilling in the past decade, with 35 rigs currenily exploring in water depths of more
than 1,000 feet. The MMS estimates the new 3-year program will make available
from 10 to 21 billion barrels of oil and 40 to 60 trillion cubic feet of natural gas. This

is enough oil to meet the nation's transportation needs - fuel for every commercial
%nd private vehicle in America - for two to five years. It is enough natural gas fo g

heat, cool and run appliances for every home in America for two to three years. In
addition, the program will generate thousands of jobs, produce billions of dollars in
révenue for the federal and state governments, and provide oil to fill the Strategic
Petroleum Reserve.

The first lease sale scheduled under the new program is Western Gulf of Mexico
Sale 184, which is slated for August 21, 2002 in New Orleans. !
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-Bush will inevitably increase drilling off Florida,

Herald Tribune, July 6, 2003
{Constructive NIMBYism: Act now keep oil rigs away, URL: ‘
http://heraltribune.com/apps/pbes.dil/article? AID=/20030706/columnist4 )

5

T The €ffshord oil rilling

P v)%q w‘: eﬂ‘lv.}&\bl'{}; t‘r\‘V\fwﬁe dnllmi} ETw T D AN GA.

fight appears to be entering a new and more active phage.
Lobbyists, legislators and bureaucrafs favoring drilling are pressing for a
comprehensive inveniory of potential oil and gas fields under waters off coastal
states, including Florida. They also want to weaken some of The TEqHITETENT
imposed by states in efforts to prevent or delay drilling,

Floridians have been relying on the Bush Brothers, president and govemor, to help
us fend off the drillers, but, as a recent editorial on this page pointed out, President
Bush has been acting mighty friendly toward congressional supporters of drilling,
and we need to examine very closely what hie has said on the subject.

Which was, as reported by the Herald-Tribune, "T'm going to work with your
governor on offshore drilling here in Florida," and which could be 2 pledge to work
either for or against it. In this and in many other matters, we are learning the
necessity to parse our president's sentences word by word and phrase by phrase.

That said, let me point out that the most damaging impact of offshore drilling is not
at the drilling site but at on- shore facilities built to MOve oF process whatever o1l or
gas may be brought to the surface.

If you have any doubt of that, take a drive along the coast of Louisiana, if you can
find the coast amidst the pipelines and dredges.

On-shore impacts can be controlled or mitigated by zoning and land use regulations,

‘and we need to pay close attention to what our county commissioners and state

legislators ha
envirommenta

e done or plan to do to protect GuF beaches 4id harbors from

(dtrocities) Why don't you ask them?

Now, I am obliged also to point out that Florida's resistance to offshore drilling is
Nimbyism on a grand scale. There is a place for constructive Nimbyism. If you don't
look out for your back yard, nobody will,

But, while you are pounding the table and saying, "Not in my back yard,” you must
be willing to recognize that something which is not good for your neighborhood,
probably is not good for the other guy's neighborhood either.

And that leads me to the following assertion: When seme proposal is put forward for
a new road, subdivision, high- rise or any undertaking which opponents say would
hurt their neighborhood, officials responsible for approving or disapproving it must
be able to make a very strong case that the proposed facility is necessary to promote
the public welfare and that there is only one place to put it.

But, back to oil drilling, Floridiana_s who oppose drilling in waters off our beaches

need to understand that, barring major change in national energy policy, they are

{going to loseJf not in ths decade, then in the next.

If we reach a point at which the nation sorely needs whatever oil or gas underlies the

Gulf of Mexico off Florida, the president will nol b able o resist -- indeed will

enthusiastically back -- bringing in the drilling rigs. _
The only way to-avoid such an outcome is to reduce, dramatically reduce, our :
dependence on fossil fuels. In both our nation and our state.

7/(0
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-Bush’s environmental policy on oil drilling is unsound-he is pushing for more drilling
which will harm the environment-

Star Tribune- June 4™ 2002; (Minneapolis Metro Edition; 01l policy; Florida aside, U.S. needs

one”)plexis ] ) X
To the extent that President Bush and Vice President Cheney have

framed a national sgg_afegy for oil and gas development, it can be

sﬁﬁ_n_narized thus¢Drill everywhexe the Congress, the courts or local
pqht.lc_s canft prevent it. This lf. ¢ problem that underlies the
admnmstrat}on's approach toGnking wellsoif the Florida panhandle,
% the Arctic coast of Alagka, along the eastern slope of the Rocky
ountains, and(everywhere else. '

o Gver ©)
i g‘_oil and gas were limi.tless in supply, or benign to produce and
consume, such a policy might make sense. But Americans are now
into their fourth decade of understanding at least vaguely that our use
of energy i il i is e ically

" US Seeks to Survey Offshore Drilling Potential

ENS News (6/12/03)
(Pegg, I.R., June 6, 2003 HEADLINE: Senate Approves Offshore Oil and Gas Exploration, L/N)

F; ASHINGTON, DC, June 12, 2003 (ENS) - The Senate voted today to keep a

provision within its version of the Energy bill that calls for a comprehensive
inventory of the nation's offshore oil and gas resources. Critics of the measure fear it
i5 the first step toward lifting (20 year baéo offshoré) drillingyn many of the 4
nation's coastal Watﬂ%ld could harm the(ém«'lronm'é%nd" %@f i'

affected coastal states:

Offshore Drilling Will Increase

Businessweek 6/30/03 .
(Kartsonas, John, June 30, 2003 HEADLINE: Focus Stock, L/N)

=

{ENSCO: A Gas Driller That's Cooking

Given today's natural gas shortage and ENSCO's fleet of premium rigs, S&P sees
plenty of heat under the 5-STARS-rated shares

We at Standard & Poor’s expect domestic oil and gas contract-drilling outfits to
enjoy a good second half in 2003, especially in light of lofty prices for natural gas.
And we believe ENSCO International (ESV ), with one the largest fleets of premium
drilling rigs in the Gulf of Mexico, is particularly well-positioned to benefit from the
improving conditions.
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Inherency:
Current federal laws are ineffective for dealing with environmental and natural resource
protection.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

<Several federal laws have recognized and incorporated local expertise in environmental
protection and natural resoutces management, but this expertise has not been effectively
incorporated into the management of the OCS. Local interests have accordingly suffered at two
levels. At the most basic level, local interests have suffered from lack of control over offshore
drilline itself. They have aiso suffered through lack of inteeration in the federal programs that
have granted them the opportunity to {*25 31 provide substantive input. For example, under the
Clean Air Act the State of California has granted Local Air Quality Management Districts
jurisdiction over offshore platforms in order to integrate such offshore air pollution sources into
regional air quality schemes. 108 The Magnuson-Stevens Act provides another example. Under
this statutory scheme, Regional Fisheries Management Councils determine which fishing gear
types are permissible, based on fishing needs and the negative impacts of certain fishing
practices on other ocean resources. 199 4CSLA's lack of similar local control measures, however,
undermines these avenues for real local input and relegates them to purely mitigatory measures--
helping local governments cope with other resource issues once the fundamental 0OCS
development decisions have already been made.

The local control measures in the statutes just mentioned provide hope and direction for a
reformation of OCSLA. Independently, they recognize the importance of local input in complex
resource management decisions. Moreover, they provide avenues of local control that are
sanctioned by statute, are guided by a national framework, and work in concert with societal
interests in preserving and valuing clean air, endangered species, and the economic and
recreational value of our fisheries resources. These examples of local, state, and federal
cooperation have made apparent that local interests can advance the public interest in protecting
the OCS's non-oil resources. OCSLA and the rest of the OCS management scheme, including the
Clean Air Act and the Magnuson-Stevens Act, must DOW be integrated to truly incorporate the
diverse values and interests at stake at each stage of the management decision-making process. =

7
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Envnronmental statutes are under regulated and are not consistent—federal agency control

is vital to applying effective statutes to the OCS leasing system.

Weaver, Assoc. Attorney Southem Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

<Environmental statutes must be applied to the OCS leasing and drilling system vigorously and
without exception. Federal agencies and [*259] courts have made NEPA review of OCS
development projects a special case, and have failed to follow general NEPA principles that
require decision- makers to stop and think about the environmental consequences of the
development at issue. 12 In particular, federal agencnes and courts have allowed the bifurcation
of NEPA review, thereby limiting the ability of agencies, the courts, and the public to analyze
the effects of a development project as a whole. They have justified this allowance on the
mistaken belief that the multiple opportunities for environmental review enabled by a multiple-
stage process can provide the same level of sophistication and analysis as a single comprehensxve
document analysis. 120 This reasoning not only fails to respect the difficulties in reversing course
after the initial leasing stage, but also undermines the fundamental purpose of NEPA--to force
decision-makers to consider environmental impacts before resources are committed to a specific
project. In order to truly protect the competing interests of the OCS, NEPA and other statutes
must be given full effect. >

Current model of OCS regulation hinders environmental, social and energy efficiency
policies.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231) ‘

<Ultimately, this Note seeks to demonstrate that the federal povernment's failure to address state
and local concerns over offshore drilling has hindered the development of an environmentally
sound and socially effective energy policy. By focusing on oil and gas extraction to the detriment
of other OCS resources. the federal government has_in fact, hindered itself from gaining access
to the energy supply it has so aggressively pursued. This ineffectiveness can be directly
attributed to the innovation of state and local governments that have taken it upon themselves to

assert their interests through a variety of nonfederal legal means. Thus, the system of

"cooperative federalism" that Congress originally envisioned has devolved into one of intense

competition, subordinating thoughtful energy and environmental policies to the power dynamics

of a the moment. >
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r’C-)ffshore oil drilling has been opposed by the vast majority of
Californians, according to opinion polls, since an oil well blowout at a
platform off the coast of Santa Barbara in 1969 sent crude oil gushing
into the ocean, blackening almost 30 miles of the state's coastline. The
spill spurred the passage of California's 1972 coastal protection
initiative, creating the California Coastal Commission, and led to state

and federal moratoriums on new coastal drilling.

ﬁ\lew offshore oil leases are banned off the California coast, but the

9
 moratorums domn't apply to the 36 undeveloped leases that were issued

5 by the federal government from 1968 to 1984.

S ME 10 eA

e

nate

i1t in California since and no explorgtion

p
for oil deposits has occurred since 1989._? =

EWhile oil production continues in old leases in federal waters, no new

Ote<s
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Herald Tribune 6/26/03
(Reiss, Cory, June 26, 2003 HEADLINE: New Rules Would Ease Offshore Oil, Gas Drilling,

L/N)

ASHINGTON - For two decades, coastal states have tied up offshore oil and gas ¢
drilling ith éndless red tape. Now, the Bush administration is pulling out scigsors.

Federal repulators have proposed changing rules that sfates such as Florida, North
Carolina and California h in battles over drilling rights. The proposals are
meant to close loopholes that have allowed states to hold projects in limbo untjl
energy companies lost in court.or gave up. affer long delays.

Environmentalists say the plans, which the National Oceanic and Atmospheric
Administration quietly issued June 11, would weaken states' rights.

"It is part of a carefully orchestrated effort to open sensitive coastal waters around
the country to offshore drilling," said Richard Charter, marine conservation advocate
for Environmental Defenise.

Energy companies, however, said the plans don't go far enough.

NOAA, which is part of the Commerce Department, proposed 23 changes to rules
governing the Coastal Zone Management Act, a 1972 law that gives states
considerable say in coastal and offshore development. :

If approved, the rules would tighten deadlines during reviews, appeals and other
proceedings that states have dragged out with demands for more information. The
proposals also redefine federal activities subject fo state review.

Coastal states could be in for a combinaticn punch.

On June 12, the day after the NOAA proposals were published, the Senate approved
54-44 a comprehensive inventory of offshore 0il and gas supplies as part of energy
legislation. Democratic Sens, Bob Graham of Florida and Dianne Feinstein of
California, joined by some Republicans, such as Sen. Elizabeth Dole of North
Carolina, and others argued that the inventory is a step toward drilling near their
shores.

Critics say NOAA's proposed changes and the inventory would ease exploration in
waters where drilling is banned.

-
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-California proves- off shore oil drilling is a states right-

Weiss- April 1 2003;( Kenneth R.- staff writer @ The L.A. Times; “ The Nation; White House
Pults Back on Offshore Qil Drilling; The administration will drop a three-year lethargy legal
dispute over the state’s control of leases”)plexis

[The Bush administration on Monday anmounced it will drop its legal

fight with California over offshore oil leases and said it will try to buy

back the leases, virtually ending the chance of new drilling off the

state's coast.

In a sharp policy reversal, the administration is no longer contesting
the state's role in controlling the expansion of offshore oil drilling.

"Our administration strongly supports environmental protection and
understands the importance of this issue to the people of Califorma,"
Interior Secretary Gale A. Norton said in a statement. The
administration "respects the wishes of the people of California,"
Norton added. "We believe our efforts will be better spent in
negotiation rather than in continued litigation with the state.” §

-California proves- Courts ruled in favor of states rights dealing with off shore drilling-

Booth- April 1* 2003; ( William- staff writer @ The Washington Post; “Calif. Wins Legal Fight
To Review Oil Leases; New Drilling on Coast Is Less Likely™)plexis
!'The Bush administration today ended its legal fight against
California's right to review offshore oil drilling along its coast.

Facing a Tuesday deadline, Interior Secretary Gale A. Norton said the
administration would not ask the Supreme Court to overturn two
lower court decisions that upheld the state’s position that it be allowed
to assess, and perhaps halt, any future drilling.

The decision by the Bush administration makes it less likely that new
oil wells will be developed along the coast, but it does not mean
drilling is banned. \
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Amy Myers Jaffe, senior economics for Petroleum Intclllgence Weekly, directs the

Energy Research Program at the James A. Baker Il Institute for Public Policy at
Rice University, and Robert A. Manning, Senior Fellow and Director of Asian

Studies at the Council of Foreign Relations,. “The Shocks of a World of Cheap Oil.”

Fi oreign Affairs Januarychbruary 2000 Volume 79 page 22))

r.] Low 0il P‘[%g,f_lﬂ.m ict pain just i
Middle East. In 1998, they coincided with unprecedentcd political
*-l-—!""—__—t

strains_in key oif-producing countries like Russia, Indonesia, and
even such Latin American nations as Venezuela, Mexico, Ecuador,
and Colombia. Russia has historically relied heavily on oil and gas for

its Trard-currency earnings and still does today; its ol exports generated

$16.1 billion in 1996, some 20 percent of Russia’s total export revenue.
Russia’s recent financial crisis was hastened and worsened by dis-
heartening oil earnings. wsnﬂl_mmﬂmlwﬁy’s
mm_wmmmwwm
sconomy.” Elsewhere, Venezuelds flagging ecopomy in 1998 helped
elect a military populist, usher in a periad of politieal tuzmail, and

stymie the implementation of mgjor congtitutional ceforms. Plunging

oil revenues in 1998 also destabilized Mexico, whose traditional political
system is groaning with strain.}
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Amy Myers Jaffe, senior economics for Petroleum Intelligence Weekly, directs the
Epergy Research Program at the James A. Baker Il Institute for Public Policy at
Rice University, and Robert A. Manning, Senior Fellow and Director of Asian

Studies at the Council of Foreign Relations,. “The Shocks of A World of Cheap oil.”

Foreign Affairs January/February 2000 Volume 79 page 23.)

I Distributing economic spoils has been a major vehicle for the
Gulf regimes to sustain their power base and legitimacy. In some Gulf

Lo countries, as many as 9o percent of the labor force work in government
o jobs. Political critics and potential opposition leaders are frequently

Q‘\yt,”‘ bought off through subsidies, high offices, or other tokens of wealth

and status. The regimes also build religious centers, medical facilities,

M and other services to placate the disgruntled. But economic stagnation

has already strengthened local resentment over official corruption and

‘*.G,. greed and has widened disparities between rich and poor. Withoyt
. healthy oil revenues to buy off restive populations,

¢ g will be left with only repression to silence foes and quell public dis-
Qﬁ content, wExcE-cou[% Tuel even more violent OEFosition. Radicalized
Jocal populations could also threaten the iddle East peace process;

disgruptied States rupht be tempted to placate Islamist move-

LO\( oL PresS Jack unhie IACT GoNTRCETE —

A ——y = -

Amy My’crs Jaffe, senior economics for Petrolenm Intelligence Week‘ly, di;ccts the
Energy Research Program at the James A. Baker T1I Institute for Public Pohc_y at
Rice University, and Robert A. Manning, Senior Fellow and Director of Asian
Studies at the Council of Foreign Relations,. “The Shocks of 2 World of Cheap Oil.”
Foreign Affairs ] ar_mary!February 2000 Volume 79 pages 22-23.)

S‘-"S‘?aiﬂed low oil prices also mean tremors in the Persian Gulf—.
tll? site of a fundamental U.S. military commitment. 'The longer oil
w&m&@i@wc
c__agllﬂcgggs_%hat the Gulf countries will face, Social unrest already
Jubbles under the surface in most Gulf countries, and succession

———

crises may erupt as a géneration of aging leaders passes. Populations

# in the region are swelling at a rate of 4 percent or more per year—

a pattern that foreshadows the worsening demographic bulges caused
by large populations under the age of 25 throughout the Gulf. Already,
half of the Gulf’s inhabitants are under 15 years old, portending
daunting problems in education and employient as well 45 increased
strains on local infrastructure and resources such as food, water,

s ——
- - e

health, and electric power. Per capita incomes have plummeted; in
Saudi Arabia, for example, real per capita GpP fell from $11,450 in 3984
to $6,725 a decade later. And ol is no panacea. Since 1982, Saudi Arabia
has gone from $140 billion in surplus revenues to run up a national

debt of almost $130 billion. | k- >

’ Ca T Kbl 1T .41 1
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OPEC nations are able to balance out almost all crude deficiencies

Busch 3/31/03
(March 31, 2003 Monday Energy Intelligence Briefing, Energy Intelligence Group Inc, BYLINE: Axel

Busch HEADLINE: Moscow pulling out all stops to boost crude exports DATELINE: London)

rln theory, physical crude oil prices should be well-supported. Markets have been

deprived of almost 2 million barrels per day of Iraqgi crude because of the war as well
as 800,000 b/d of Nigerian crude because of ethnic unrest in the Niger Delta.

While a nationwide general strike planned for Tuesday, Apr. 1, will apparently be
limited to a three-day demonstrative action, unrest throughout the weekend has
producers Royal Dutch/Shell and ChevronTexaco wary of resuming production before
the government can guarantee safety.

There are, however, no signs of crude oil shortages anywhere, Opec producers, led

by Saudi Arabia, i outpui 5 ea ecember {9 make up for a loss of
Mike-hit Venezuelan production and US traders are anticipating a tidal wave of crude
about fo hit American shores, European refiners are also extretnely relaxed, pointing
to 3 surfeit of Saudi, Iranian, and even Venezuelan oil, And the International Energy
Agency said global oil demand can be met Tor The Toreseeable future. Buying interest
should be stir%thning margins for a Jong tme. An
incremental barrel of Russian Urals CUrréntty yields an appenzing §5.15 i a simple

Mediterranean refinery, and an even more mouth-watering $7.47 in an upgraded
cracking plant.

This is despite a sharp recovery in cash prices over the past 10 days. Crude ol
futures crater i i war that most peopl

i would | than weeks. Brent hit $24 per barrel low on
Mar. 21, a long way below its Mar.10 $34.55 high, Since then, a change in admitted!
highly volatile market sentiment, premised on IargelyTlgatméy
war, has triggered a 12%-15% price rally with Brent last traded at $27.16.

This will help sellers' cash flows, but the reali ly situation is
sical market. On Mar.

preventing a simifarly bullish sentiment from filtering into the pgx

31, Urals was ated brent minus $2.10 in the Mediterraneanand minus
$3 in Northwest Europe. This imbalance between north and south indicates arbitrage
possibilities into the Med. Some traders scoff at reports that Russian barrels have

moved to Asia, but easing freight ratés and a Brent-Dubai spread of close to $1.10
favor exports to the Far East of Brent-related crudes. One unconfirmed deal bad

\_Urals sold to a Chinese trader at Dubaiplus $1.65, delivered.

®

N
v
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S‘;C 0’\\2,'( T(/ |~ Amy Myers Jaffe, senior economics for Petroleum Intelligence chkl;, directs the
Energy Research Program at the James A. Baker I Institute for Public Policy at
Rice University, and Robert A. Manning, Senior Fellow and Director of Asian
Studies at the Council of Foreign Relations,. “The Shocks of a World of Cheap Qil.”
Foreign Affairs January/February 2000 Volume 79 page 16.)

TOIL pricEs have been flirting recently with $25-$30 per barrel, levels 9‘*\:‘)&
almost reminiscent of the oil shocks of the 1970s. Rising energy prices e, \
have been accompanied by the usual hysteria about dwindling supplies °€<(U}9
and potentially dangerous transfers of wealth, tempting policymakers Y
to consider ways of dealing with a coming oil crisis. But_contrary to
much received wisdom, the energy; roblem looming in the early 215t ,;‘,}5
century 1s neither skyrocketing prices nor shortages that erald the } U}gﬁi‘"
beginning of the end of the oil age. Tnstead, e danper 15 precisely & a M‘ﬂ
~ the opposite; long-term trends point to a prolonged oil surplus and et P
low oil prices over the next two decades. o
" " Paradoxically, this scenario of plenty could destabilize oil-producing
states, especially those in the ellipse stretchi i
%o Russia, And although the economies of the United States and oil-
importing developing nations would by and large benefit, the backfire

of low oil prices could undermine U.S. policy assumptions and imperil

(LS. interests.y Ve
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Caspian reserves are immense.

Dr. Ariel Cohen June 24,1997
“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co

2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.) :

Fl'he energy reserves of the Caspian Sea continental shelf have provided the
largest oil find for the end of this millennium. Along the shores belonging to
Azerbaijan, Kazakstan, Turkmenistan, and possibly Russia and Iran, are oil and
natural gas reserves exceeding those of Iran or Iraq. Caspian Sea hydrocarbon
resources are equal to those of Kuwait and represent two-thirds of Saudi '
Arabia's energy riches. The Central Asian supply is second only to the entire

supply of the Middle East and larger than those of either Alaska or the North
Sea. At the current price of $20 per barrel, this 200 billion-barre| potential
ultimately could yield revenues of up to $4 frillion.” Natural gas reserves are
sSTimated at 7.9 trillion cubic meters, which places the region third behind
Russia and the Middle East, and are greater than the reserves of the United

States and Mexico combined.” Table 1 demonstrates the distribution of reserves
in the Caspian region.

The Caspian holds 75 billion barrels plus of oil.

Edward Morse and James Richard March/April, 2002

“The Battle for Energy Dominance” Foreign Affairs Vol. 81 No.2 pg. 23

(Edward Morse is Executive Adviser at Hess Energy Trading Company and was Deputy
Assistant Secretary of State for International Energy Policy in 1979-1981. James Richard
is a portfolio manager at Firebird Management, an investment fund active in Eastern
Europe, Russia and Central Asia.)

TBut today, two advantages for the c1s are clear. First, its reserves are
much larger than previously assumed. Second, oil production capacity
:n. the Middle East has stagnated for 20 years. Indeed, overall oPEC
production capacity is actually lower today than in 1980. The Middle
East producers have no proven ability to exploit their resources beyond
the levels that international companies achieved before they were
nationalized in the 1970s. Meanwhile, as exploration and production
advance in such places as Kazakhstan, the reserve potential of the c18
will enlarge substantially. En, EacxonMobil, and others are developing
what may be a giant field at Kashagan, estimated to. contain 50 billion
barrels. Lukoil, Russid’s largest oil producer, recently discovered a field
of 5 billion barrels of proven reserves in the Russian part of the Caspian
shelf: seismic data suggests that the field’s vast size could triple the
initial estimates inside the license area alone. The discovery rate in
Azerbaijan has been, 4n any case, disappointing, but conservative
forecasts show that the Caspian shelf holds 75 billion barrels of oil—
15 percent of what B Amoco credited to the entire 18 in 2000} 3:‘__
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The Caspian Seas is the best new source of oil resources

Ambassador Stuart E, Eizenstat, June 20, 2002 Former Deputy Secretary of Treasury and
Partner Covington and Burling, Statement to the house of international relations: OIL
DIPLOMACY

< The best new source of oil reserves is located in the Caspian Sea. The
Caspian Sea is located in northwest Asia, landlocked between Azerbaijan, Iran‘,
Kazakhstan, Russia and Turkmenistan. Since the breakup of the Soviet Union in
1991, the Caspian Sea -- as well as the region surrounding it -- has became the
focus of much international attention due to its huge oil and gas reserves. The
Caspian Sea, which is 700 miles long, contains six separate hydrocarbon basins,
and most of the oil and gas reserves in the Caspian region have not been
developed yet. Ongoing legal wrangling over rights to the oil continues to ¢
stunt
the development of the reserves.

To give some sense of the potential importance of the Caspian oil fields, I
would note that, in May 2001, oil industry officials reported sizable oit
deposits in an area known as East Kashagan, in the Caspian Sea off the
Kazakhstan coast. Initial estimates indicate that that field alone could

contain ]
as much as 50 billion barrels, and at least 20 billion barrels, of crude oil.

By
comparison, the United States has known reserves of 21 billion barrels.7

The Caspian region contains about $4 trillion in of oil reserves

McGuinn, Ph.D and professor of international relations at Florida
Internalional University, and Mesbahi, associate Professor of International
relations at Florida Intermalional University, *96

( Bradford R. McGuinn, Ph.D, and professor of international relations at
Florida {nternational University, and Mchiaddin Mesbahi, associate
Professor of international Relations at Flerida University. Chapter 12:
“America’'s Drive to the Caspian.” The Caspian Region at a Crossroad,
edited by Hooshang Amirahmadi, St. Martin’s Press, 1996.) Pg. 188

{The scope of the Caspian’s oil and natural gas deposits are unknown. The
region’s oil reserves are estimated to be near 200 billion barrels,® with an
overall value of $4 erillion. Worldwide, there are chought to be 1,036.9
billion batrels in proved oil reserves, with 261.3 billion in Saudi Arabia, .
96.5 billion in Kuwait, 93 bitlion in Iran, and 112 billion in Iraq.”
Therefore, if current estimates are reliable, the Caspian deposits will rep-
resent a major oil source,? making the region a focus for world markets
for decades to come. ]
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The Caspian will have 35 million barrels a day in 2010

Rutland associate professor of government 2000

(Peter, at Wesleyan University, Paradigims for Russian Policy in the Caspian Region, Can be found in

zlE';fergy and Conflict in Central Asia and the Caucasus edited by Robert Ebel and Rajan Menon pg 175-
6) 1

y ﬁ' he Caspian Sea has some 4 billion tons of proven ofl reserves, and the Azer-
X ba‘u:‘m International Operating Company (AIOC) should be producing 35
million tons 2 year by 2010. However, as John Maynard Keynes noted, there
is a difference between the short run and the long run {“in the long run, we are
dead”). Due to the disruption following the Soviet collapse, Azerbaijani oil

output actually fell from 12 million tons in 1991 to 9 million in 1996, recov-
ering to 11 million i1 1998.%° Only in October 1997 did the firse oil from the
offshore Chirag field start to come ashore at Baku, and this will constitute a
mere 5 million tons for the next couple of years.} 17517 '

The Caspian region is the world’s greatest unexplored oil province.

Miiller, Chair of a Research Committee at the Research Institute for International Pofitics and
rity, '99. _ - . ‘
?lfr?:deinann Miiller, Chair of the Research Committee on Non-Military R_lsks, 1ntefnatlona|d
Regimes and Economic Affairs at the Research Institute for the Fo#nlciahcc))n {prnici::f?ﬁ; ggspian
iti i i iti ity. “Policy Optio

' Research Institute for international Politics and SeCl_.l‘l‘l y . ) ;
ggi’:lgz gion.” In A Great Game No More: Oil, Gas and Stabifity in f’f]e C_aspfan Ff‘eg:on, fohccl:y! ..
Paper of the SPD Pariiamentary Group in the German Bundestag.” Online, http:/fwww fes.ae/p
files/bueros/washington/00743.pdf, accessed 7/8/2003.)

rl\-ﬁany analysts assume that the highest probability of actual oil resources lies in the range
of 90 biltion barrels.1 It would, if proven, contribute 9% to currently proven world
reserves. This puts the region’s resources into the same order of magnitude as Iran’s (93
billion barrels), Kuwait’s (94 bb), and Iraq’s (112 bb) proven reserves. Thus, the Caspian
region is not comparable with the Persian Gulf (600 bb), it is, however, “the greatest
unexplored and undeveloped oil province in the world” as John Browne, BP’s chief
executive, puts it.2{

The Caspian has proven to have enough oil as Saudi Arébia.

Murphy, PhD in computer science and staff writer at the Associated Press, March 17, 2003.
(Brian Murphy, PhD in computer science from Stanford, and staff writer at the Associated Press.
“Caspian’s Potential Could Rival Mideast.” Moscow Times, March 17, 2003. Pg. Lexis.)

{"So how much oil and gas is really out there? Proven oil reserves are just 10 billion
barrels, or roughly equal to Norway's. But possible levels - considered at least 50
percent prebable -- could reach 243 billion barrels of high quality crude comparable
to the benchmark North Sea Brent, according to U.S. government and private
estimates, That's close to Saudi Arabia's ocean of oil.;
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U.S. investments will improve in the Caspian. BORG —~ 2%,

Federal News Service 4/30/2003 ‘ ' '
(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of the

Senate Foreign Relations Commiittee; Anna Borg — Witness': Deputy A_ssistant S?,cretary
for Energy Sanctions and Commoditics, Bureau of Economic and Business Affairs of the

State, I/n) -
Z.Similarly, in the Caspian, we expecl about $10 billion to $12 billion in 0 Jlf’

service and equipment opportunities in the next three to five years, and the &% Q\\: ‘,_)’ 309
figure could go as high as $200 bilion over the next 20 years. At the State o s
Department, we are working very closely with American businesses to help them Lyf-;:
understand the Russian and Caspian Basin environments and energy sector

opportunities. The State Department, for example, along with the Department of

Commerce, organized a Caspian Basin energy development conference in New Orleans

in January of this year that attracted 130 oil contractors and epergy

representatives. It was well received and we expect that we will do similar

seminars in the future to maximize Ametican companies' chances for success.

In addition, our ambassadors in Russia, the Caspian Basin region, as we_l] as
Ambassador Steven Mann, our senior advisor for Caspian Basin encrgy diplomacy,
are all working with U.S. energy providers and advocating on their behalf. ?

Caspian states want to export oil.

Petroleum Economist 2/10/2003

(February 10, 2003 SECTION: Pg. 19 HEADLINE: Pipelines: Russia; Give Us More
Capacity, I/n.)

It is easy to see why Transneft is unenthusiastic about the Murmansk proposal. The
line would likety drain not only high-grade Siberian crudes, but also outputfrom Timan
Pechora from its system, leaving the sprawling network to handle fess-attractive
domestic blends from Tatarstan and Bashkortostan, and growing Caspian supplies.

Transneft transits around 20m ty of Caspian oil, mostly from Kazakhstan. However,
Caspian states are keen to diversify routes to world markets. Azerbaijan moves just
2.5m tly of oil across Russia. And Kazakhstan is considering moving oil to the
Turkish Mediterranean through the Baku-Tbilisi-Ceyhan system, which is scheduled
to start up in 200-5;j

Caspian projects are success stories.

Federal News Service 4/30/2003

(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of
the Senate Foreign Relations Committee; Leonard L. Coburn — Director, Office of Newly
Independent States, Russian and Middle Eastern Affairs, Department of Energy, I/n)

<' Let me turn to Central Asia and ffe Caspian, since the experience there is — e

both different and similar. Most importantly, there have been substantial

investment successes by Western and U.S. companies in the region. Following the D
breakup of the Soviet Union in 1991, this region attracted the interest of the

international energy community because of the huge oil and natural gas reserves

believed to lie both onshore and offshore beneath the Caspian Sea. With

independence, both Azerbaijan and Kazakhstan welcomed international investors

and big production sharing agreement contracis have been signed in both

countrics. >
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With diminishing amounts of ¢il in the North Sea, companies are turning to the Caspian for there
oil needs

Mollazade Summer/2002 . o ‘
(Summer 2002, US Azerbaijan Council, BYLINE: Dr. Jayhun Mollazade, President and editor in chief of

the US-Azerbaijan Council SECTION: Caspian Crossroads HEADLINE: The evolution of the Caspian Sea
as a geopolitical hub)

Wity
d ‘,n;gla-rln recent years oil and gas output from the North Sea has declined rapidly and it is
irq estimated that by 2003 production from the North Sea could be substituted by oil
Ao fs production from the Caspian Sea region.
g4, The Caspian Sea countries are now positioned to take advantage of the decline of the
el l North Sea oil and gas output and to become suppliers to Western Europe and Asia.
“w  Countries like China with their huge demand for energy forecasted to grow
g, M exponentially in the coming decades are ready markets for oil and gas from this
Se.  Tegion.
0l }' Under President Putin, Russia has softened its previous hard line position against the
Caucasus, the Caspian Sea Region and Central Asia. President Putin unlike his
(_‘“”'}’qh‘predecessor has softened Russia’s position towards the BTC pipeline. The Russian
55.2;‘4 ‘\f‘ president has taken a much more nuanced and pragmatic approach {o Russia’s
# * dealings in the region. Instead of weapenry and stirring ethnic divisions Russia is
te becoming involved in oil and gas projects and its actions demonstrate a more
10 cooperative stance towards countries such as Azerbaijan and foreign powers involved
(geiay in the region such as the US.

Many developers are investing in the Caspian.

Pacific Environment, '99,
(“The Great Ecologicat Game: Will Caspian Sea Qil Lead to Environmental Disaster?” January
1999, online hitp:/iwww.pacificenvironment.org/infocenter/Reportsfcaspian.htm, accessed
7/7/2003.)
\:The Caspian spans the shores of Iran, Azerbaijan, Russia,

Kazakhstan, and Turkmenistan, Development of the region has

attracted a large influx of foreign investors, each with the speculation

that the region will be a steady supplier of oil for at least the next 50

years. The area that seems the richest in underground reserves is that

of the Azerbaijan offshore oil fields, According to the vice president

of The State Oil Company Of The Azerbaijan Republic (SOCAR), as

of May, 1998, 55 of the 67 oil and gas fields discovered thus far in

Agzerbaijan were under productionﬁ
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Oil wealth helps stmeggting e<EERETRS keep their independence

Cohen, Senior Policy Analyst, of the Russian and Eurasian Studies, the Heritage
Foundation, ‘99

(Ariel Cohen, PhD, Senior Policy Analyst, of the Russian and Eurasian Studies, the Heritage
Foundation. “U.S. interests in Central Asia.” The Heritage Foundation, 1999.)

e elites of the region, having tasted independence, and lured by the prestige
Jof their own flags, UN seats, and ministerial and ambassadorial titles, have no
desire to revert to the status of provincial overseers for the Kremlin, Now, with
expectations of oil wealth, they may fight tooth and nail to preserve their
~Rindependence and access to their lands' natural resources. However, when
? tates fail or are very weak, as in the case of Tajikistan or Kyrgystan, elites
5 Rpecome more receptive to interference from outside powers_l\l

Expanding the oil industry aids developing countries

Ebel, Director of the Energy Program for Strategic and International Studies, ‘03
(Robert Ebet, Director of the Energy Program for Strategic and International Studies. "Comments
on Oil Supply and Prices.” Center for Strategic and International Studies, February 13", 2003.)

'Mr. Chairman, I wish that I could inform you that the future for oil exporters and
oil importers alike looked promising. Unfortunately, I cannot. That judgment is
formed by the recognition that energy demand in the developing countries of the
world is likely to exceed energy demand in the developed countries by the end of
the next decade, if not sooner. And, where will supplies to meet this growth in
demand originate? The growth in demand will be met by expanded production in
the developing world. These circumstances, to me, do not offer a comforting
future.’]

Central Asian economy relies on oil

Metz ‘02

(Robert E. Metz, Associate Director of the US-Azerbaijan Council,

www.usazerbaii ancouncil.org/caspiancr.html, Volume 6 Issue No. 2, Summer 2002, The US and the South
Caucasus: quest for a gateway into Central Asia)

Of course, the independence the U.S. is hoping to influence in these states will not
have any real political meaning uniess they are economically viable as well. The main
economic assets of the region are its oil and gas reserves. S0 while the U.5. hopes
one day that the regional states will develop modem economies the reality of the
situation is that they are almost entirely reliant on natural resource revenue. Also,
along with oil and gas comes tha inferest of Western oil companies trying to supply
the thirsty markets of the industrialized world. So as a means to aid in the economic
independence of Central Asia and the Caucasus, as well as to conveniently help
diversify the all important oil and gas markst {and the profits of the Westem oil
companies), the U.S. early on in the 1980s locked on to the idea of a pipeline from
Baku, Azerbaijan, on the Caspian through Georgia on to the Turkish Mediterranean
port of Ceyhan, This route is known as the Baku-Thilisi-Ceyhan Main Export Pipeline
(BTC MEP). The pipeline will be completed in 2005. Also, a natural gas pipeline Z)
would also be built along the MEP route. \
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Since the Caspian Sea is enclosed, poliution and spills remain localized.

Pacific Environment, '99.
(“The Great Ecological Game: Will Caspian Sea Oil Lead to Environmental Disaster?” January

1999, online htip:waw‘pacificenvironment.org;‘infocenterfReporisa’caspian.htm, accessed
717/2003.)

-

LMuch of the modeling of impacts and recovery {clean up) rates from
potential oil spills and discharges from the Azeri project is taken by

- example from the North Sea. However, unlike the open waters of the
‘North Sea, the Caspian is an enclosed sea, which means pollutants in
_the water of the Caspian either biodegrade or accumulate within the
Caspian ecosystem. Also, unlike the turbulent North Sea, the EIA
documents that the Caspian is non-tidal, meaning that water currents
primarily derive from wind action. The Caspian'’s non-tidal
characteristics suggest that spills and drilling discharges may not
disperse and may remain localized.

-
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( ) STABLE OIL REVENUES ARE KEY TO ENSURING INVESTMENT IN
THE CASPIAN

Oil & Gas Journal, 5-12-2003, pg. 18.

The Caspian Sea region sfill has some obstacles to overcome before becoming a_maijor contributor of non-OPEC oil
supply growth in coming years, panelists agreed. A US Energy Information Administration spokesman said the
Caspian region currently produces 1.5 million b/d of total liquids. W. Calvin Kilgore, director of EIA's office of energy
markets and end use, afso cited estimates of proved reserves under the Caspian Sea and in the surrounding coastal
areas, excluding Russia and Iran, of 17-33 billion bbl. Numbers vary widely depending upon the source, he said.
Kilgore said his office predicts that Caspian production will reach 3.4-4 million b/d of total liquids by 2015, EIA
recently forecast that the Organization of Petroleum Exporting Countries will produce nearly 56 million b/d by 2025,
compared with current production of 27 miflion b/d. Meanwhile, Russia's oil production is expected to start falling off
after 2015, while the Caspian Sea region is expected to show major incremental increases during 2020-25 in both oil
and natural gas, Kilgore said. US energy policy Candy Green, international energy officer for the US Department of
State, said US energy policy regarding the Caspian Sea region during the 1990s focused on transpartation issues.
Progress has been made on pipeline route issues, she said, adding, "That does not mean that all the problems have
gone away.” Regional challenges still include the need for respecting contracts, strengthening democracy,
transparent management of cif and gas earnings, and the curtailment of corruption, Green said. "We all win when
transparency and free markets prevail,” Green said, adding that development of the Caspian Sea region's reserves
and infrastructure hinges upon financing. The redion needs § 10-12 billion in 3-5 years for oil field services alone, she
said. Regarding Russia, Green said the US government sees "merit in involving the private sector in Russian pipeline
development.” Russia is expected to issue a report regarding its pipeline development later this month, she noted.
"Russia will need to allow competition in gas transportation,” Green said. "We continue 1o see room for improvement
in the investment climate." Overall, billions upon billions of dollars worth of investments are needed to tap into Russia
and the Caspian Sea region's energy potential, said Amy Jaffe, senior energy advisor to the James A. Baker IIl
Institute for Public Policy of Rice University. "Companies that want to go to capital markets will have to exhibit
transparency , ., it's the need for capital that will drive the end of corruption," Jaffe predicted. Corporate policy
Thomas Knudsen, CanocoPhillips senior vice-president of government affairs and commurications, said the world
needs the Caspian's resources, and in turn, the Caspian region needs more private investment. In the past 3-4 years,
public oit and gas companies have shifted their primary focus from building production volumes to trying to ensure
predictable eamings and quality returns for shareholders, Knudson said. Qil and gas companies are looking to create
legacy assets while seeking stable, predictable, and transparent fiscal and tax regimes. This is true regardless of
whether the preject is in the Caspian Sea, the North Sea, or the Gulf of Mexico, he said.

STABLE OIL PRICES ARE KEY TO INVESTMENT IN THE CASPIAN
The Economist. 9/14/2002.

T " i | for three vears, argues the Petroleum
OPEC's "price-defence” strateqy has kept prices above $18 abarrg _ ¥
F&:?cl;sgompany {PFC), an industry consultancy, projects in non-OPEC reg1ons—th? ;r?izen _wu!ds :ft:"\:?\?al-'i Itg: ;:Lt;ﬂin;m
aspi i \ ico--have attracted many billiens of doliars 1n inv . ;
basin, the deep waters of the Gulf of Mexico i J _ _ :
gr:atliayninspired the de\.?elopment of 2.6m barrels per day (bpd) of non-carte! ail, besides investment in projects that promise

i I pply, the ¥FC, "has and will continue to eat
[ ther 5.2m bod from alternative sources by 2008. This new SU iy, says - continue
Logdeﬁ:irr?; ﬁ:::?ease in glolfal demand, leaving OPEC no reom to expand its own output and making the cartel's price-defence
strategy increasingly difficult to maintain.”

HIGH OIL PRICES ARE KEY TO FUTURE OIL DEVELOPMENT

rtune. 9/16/2002. pg. 115.
F?he sole way to make thrg%appen is for oil prices to stay high {they were near $30 a barrel al_the_end of Au?fust). %r::a!re "
then is it worth ihe oil companies' trouble to seek new SOUFCEs of suppl and_new ways of pumping it to tt:nehsu_l ac;z.e e
something distinctly perverse about this: To keep high oil prices from damaging our economy, we need high oil prices.

that's how energy economics works. High prices now lay the aroundwork for lower prices in the future--and vice versa.

T
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Johnson, 2001
(Lena Johnson is associate professor and senior fellow at the Swedish Institute of International

Affairs, Gennady Chufiin, ed. and associate member of the Russian Academy of Sciences The
Security of the Caspian Sea Region © Oxford University Press, 2001 pg.__ )

<“The paraliel drawn by many observers in Russia and in the West between the

Russian~Western competition of today in the Caspian region and the ‘Great

Game’ of the 19th century between Russia and Great Brifain is an over-

simplification. It reflects one important aspect of the new situation—a clash of

interests between Russia and outside powers—but also distorts the picture and

overlooks important differences between the centuries. First, this approach

underestimates the fact that the main sources for change are to be found in the

! internal dynamics of the region rather than in the influence of external actors.

i Second, 1t overlooks the fact that there is a multiplicity of non-state actors

"*‘ which act independently from the state actors. Third, it represents a ‘zero-sum’

z approach, which emphasizes rivairy and excludes the possibility of a *win—win’

« outcome. As a result, signs of evolving international cooperation in the region

, may be dismissed and possibilities missed for joining forces to respond to

common challenges. The zero-sum approach, whereby an advance for one actor

« 1s regarded a [oss for the other, is strong in the Russian tradition of foreign

i);)li:yt' thinkéx.ag. It ha(‘js also played a significant role in Western thinking. These
pecis are dircussed throughout this chapter and i udin
Section 1z pter and evaluated in the concluding

U‘cﬁl;mff, 233?96% VieW  CARfne CouTRow AS ZeRo ~SuM
{Gennady Chufrin, associate member of the Russian Academy of Sciences, Gennady Chufrin,
ed. and associate member of the Russian Academy of Sciences. The Security of the Caspian

Sea Region. & Oxford University Press, 2001. pg. 343).

¢ Neither Russia nor the USA can play a dominant role in the region uni-
laterally. The USA is already firmly accepted in the region as its major eco-

*nomic partner and an important guarantor of the national sovereignty of the
regional states, and it cannot be excluded from regional affairs. Nor can Russia

n’ﬁ%gexpected to turn its back on its fundamental political, economic and security
interests in the Caspian or agree to be squeezed out from the region. On their
part the Caspian states, taking into account these realities, favour the balancing
presence of Russia and the USA in the region and do not wish either of them to
play a dominant role there. In their turn Russia and the USA must avoid the
very real possibility that unilateral involvement in regional affairs may
adversely affect their overall bilateral relations.

The alternative to Russian—US cooperation on Caspian regional security may
be a deepening of the already existing dividing lines in the region, which rivalry
between Russia and the USA would further exacerbate. Undoubtedly, both in
Russia and in the USA. there are influential groups that would prefer to see the

future Russian-US relationship in the Caspian region in terms of a ‘zero-sum’
game. In this they are encouraged by various regional actors who expect to
obtain maximum gains by playing Moscow against Washington and vice versa. l,

Such a scenario will run counter to the larger national interests not only of
Russia and the USA and but also of the Caspian regional states. 7",5‘4 =
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Geopolitics revolve around pipelines.

gl:r!l(;:l Professor at the Strategic Studies Institute, US Army War College in Carlisle Barracks,
{Stephen Blanl“(, Professor at the Strategic Studies Institute, US Army War College in Carlisle
Barracks, PA. “The Transcaspian Geopolitical Environment: An American View.” Caspian
Crossroads, June 2001: Volume 5, Issue 2. Online,

http:/iwww.usazerbajjancouncil. org/caspiancrossroads/archive/2001/01.htm, accessed 7/9/03.

"

b T-Conseu tly the C i i . itori

3 K; quently the entral Asian and Caucaman states or territories are also almost

paradigmatic buffer states. They are situated between two or more conflicting

spheres of influence whose primary function is to separate the conflicting sides.

W Buffer states could comprise a rather large zone of territory, as in this case. But what

§ determines their status is their "vicinal location”, i.e. their location in the vicinity of

[~ neighboring "spheres of influence". Here these buffer states’ primary characteristic is

5 the presence faf s‘trategically important transportation routes. The presence of such

% routes, ¢.g. pipelines, ensures these buffer zone's importance to its neighbors and

4

TroR REY

3

% virtually guarantees that all the contending rivals will strive for decisive influence
over those pipelines and transportation routes or at least to see that nobody else gains
decisive control over them.24 This factor explains the inordinate amount of time and

concern devoted to investments in infrastructure like pipelines, roads, airports, rail
lines, and ports. \

“The Caspian region is a high stakes competition for both the U.S. and Russia-

Kiare, 2001 .
(Michael T. is the director of the Five Colicge Program in Peace and World Security

Studies based at Hampshire College and author of numerous books; Resource Wars ©
Heary Holt & Company 2001)p89

. %erican officials are reluctant to embrace the “Great Game”
‘\\? y analogy i’n their pu1?lic statements, suggesting that all states in'volved
«§ ‘§ can obtain substantial benefits from the development of Caspian Sea
\E @ energy. There is no question, however, that leaders of both countries
N * view the U.S.-Russian relationship in the Caspian as 2 high-stakes

N L competition. “Already the United States is declaring that [this area]
¢ is in their zone of interest,” President Boris Yeltsin observed in 1997.

é While Russian influence is waning, he added, “the Americans, on the

w  contrary, are beginning to penetrate this zone, and, without reserva-

X tion, declare this.”? More recently, in May 2000, the head of the
I, Caspian Sea working group in the Russian Ministry of Foreign Af-
(& fairs, Andrei Y. Urnov, told an audience in Washington, “It hasn’t
&i; been left unnoticed in Russia that certain outside forces are trying to

\3? g weaken our position in the Caspian basin, to drive a wedge between

us and other Caspian states.”?® As if to confirm these perceptions,
Sheila Heslin of the U.S. National Security Council told a Senate
investigating committee that the goal of American policy in the Cas-
pian is “in essence to break Russia’s monopoly of control over the
transportation of oil from the region.”fJ
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-Both the U.S. and Russia seek dominion over Caspian resources-

Klare, 2001 _
(Michael T. is the director of the Five College Program in Peace and World Security
Studies based at Hampshire College and author of numerous books; Resource Wars ©
Henry Holt & Company 2001}p89-90

-5 { « lAsin any great-power contest, there are many dimensions to the
3 '?' U.S.-Russian rivalry in the Caspian area. To enhance their political
p influence, both sides have sought to establish close ties with local
5

leaders by sending high-level delegations to promise various forms of
aid and support; both sides have also sought to expand their trade
- and financial links with the region. At its core, however, this is a
struggle for control over the distribution of energy resources: both
Washington and Moscow seek to exercise ultimate dominion over the
¥ flow of Caspian oil and natural gas to markets in other areas of the

world.
L

Bt ke U5
feo b a'w;hl.ﬂ‘h sy
flsovicwr

Caspian is strategically important.

Plamen Tonchev (Legal and Political expert of the EU mission) Winter 1998
http://ourworld.compuserve.com/homepages/usazerb/336.htm accessed 7/9/03
“Rising Asian Oil Demand and Caspian Reserves.” The Economic Debate.

(It is clear that quantities of the indicated magnitude will hardly constitute more than
1% to 1.5% of world demand for oil during the projected period, Caspian reserves
could well prove strategically important at times of a Middle East supply or price
crisis. Indeed, Asian countries has not been late in demonstrating their interest in
Caspian oil deposits. In doing so, they have had to get invelved in the so-called
“Great Game” on an equal footing with European and American actors, and it is
reported that $16 billion worth of oil services contracts in Azerbaijan are awaiting
Japanese, U.S. and French firms. Since 1994, private companies from America,

Europe and Japan have invested in Azerbaijan $700 million alone in oil-driven
projects24 .

The Caspian area could be an important alterative source of oil and, especially, gas
for China, Japan, and Korea, reducing their dependence on and increasing their
leverage with the Middle East and Russia. In September 1997, China and
Kazakhstan signed a deal envisaging the construction of a $9.5 billion 3.000-
kilometer pipeline from the western oilfields of the former Soviet republic to the
Chinese province of Xinjiang. According to the clauses of this agreement, the China
National Petroleum Corporation will revitalise production at the Uzenskoye oilfield,
Kazakhstan’s second largest after Tengiz. At present, Kazakh crude oil is delivered

to China by train, on the basis of another bilateral agreement reached in June 199'ﬂ> T
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THE US 1S FUNDING CASPIAN OIL AND INFRASTRUCTURE DEVELOPMENT.
Donaid J Evans, Senior Research Fellow International Strategic Studies Association,

6/13/2002. Defense & Foreign Affairs Daily. Vol. XX. No. 105.

Private Invesiment Corporation (OPIC) in the United States. The mission of OPIC is fo facilitate the investment of private
capital_from the US to emerging markets as part of US foreign policy. it carries out this mission by selfing pofitical risk
insurance and long-term financing to US businesses. It invests in projects in over 140 developing countries. OPIC claims to
operate on a self-sustaining basis with no net cost to the taxpayer. Over its thirty-year histary, OPIC has supported LUS$138-
billion worth of investments. Interestingly, OPIC insurance is backed by the full faith and credit of the US Government.<41>
Qil and gas coverage is one of eight special insurance programs of the agency. Political violence coverage compensates for
property and income losses caused by violence undertaken for political purposes.<42> OPIC also can provide financing for
construction, ownership and operation of oit and gas pipeline, and other large and small energy and non-energy related
projects. The Caspian Office of OPIC has facilitated development of energy projects such as the Baku-Ceyhan main export
oit pipeline and the Trans-Cagpian gas pipeline. To date, QPIC has provided mare than US$2-billion in project finance and
political risk insurance support in Turkey, the Caucasus, and Central Asia.<43>

US INFLUENCE IN THE CASPIAN 1S ON THE RISE—HUGE KAZAKHSTAN
RESERVES WILL BE PUMPED THROUGH THE BTC PIPELINE.

Petroleum Economist. 6/25/2002. pg. 43.
Ho il mi

ht join a team of foreign companies building the Baku-Cevhan pipeline have died. Nonetheless, it loaks
more likely that the project to buitd the $2.9bn, 1m barrels a day crude export line from the Caspian to the Turkish
Mediterranean will go ahead, despite initial concerns that there is not encugh oil in the Caspian to justify the expense, Seven
foreign companies have joined a sponsor group to conduct a detailed study of the Baku-Thilisi-Ceyhan (BTC) route. They
are expected 1o reach a conclusion on whather or not the project is feasible by July this year. If all goes well, first oil could be
delivered ihrough the line in 2005. No significant oil finds have been made offshore Azerbaiian in recent years. However,
huae reserves have been discovered in the northeast offshore Kazakhstan. The US govemment, an ardent su orter of
BTC, has encouraged Kazakhstan to commit to moving oil south to join the line at Baku. At the moment. the country's only
direct pipeline routes fo world markets cross Russia, The republic is studying BTG among other export options, including a
pipeline south to ran.

US INVESTMENT IN THE NORTH CASPIAN IS INCREASING.
Petroleum Economist. 6/25/2002. pg. 43.

Opportunities for foreign oil inyestors are tikely to expand now that the north Caspian has been divided. Lukoil plans to
present its north Caspian projects to intemational companies in Houston this Autumn. Kazakhstan has been talking about an
offshore tender for years, which might now proceed. There will be plenty of openings for companies interested in building up
oil infrastructure and seyvices round the north Caspian. Russia's Krasniye Barrkadnaya shipyard, at Astrakhan, and
Kazakhstan's Prommontazh, at Atyrau, have recently set up a joint venture to build rigs and vessels for use in the area, The
north Caspian, particularly the Kazakhstani sector, is probably more prospective than olher areas of the offshore. So far,
Azerbaijan is the only Caspian state with significant offshore production, Russia and Azerbaijan have drafted an offshore
boundary accord, which, it is hoped, will be finalised in June.
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The United States is looking to expand into the Caspian oil resources

Ebel, Director o‘f the Energy Program for Strategic and International Studies, ‘02
(Robert’ I:Ebel, Director of the Energy Program for Strategic and International Studies. “The
Geopolitics of Caspian Oil.” Caspian Energy Project, June 20", 2002.)

( Current U.S. energy policy toward the Caspian states is re i ipeli
“ - S

politics, _eSpf:claIIy regarding Russia's role ?n the region. A gl?irrllsc:i‘;lt?)l%lg:tlil\?: of
U.S._pohcy is to expand the nation's access to energy supplies outside the
Persian Gulf.‘ Toward this end, the United States has supported efforts to
develop a rehgblc means of transporting Caspian oil and gas to the world
1:narket. In doing so, the United States has been largely sensitive to Russia's
interests in !:he Caspian region for the simple reason that Russian consent for
future plp}ellne routes is critical for their viability. This willingness to
compromise can be seen in U.S. support for the dual-pipeline approach for Azeri
oil, an approach which made winners out of all the players, including Russia. In
contrast, a glaring exception to this compromising approac’h isthe U.S polic.
toward Iran; preventing Iran from becoming a transit country has wo'rk'ed to t}fle

detriment of most of countries i ; .
market.] tries in the Caspian region as well as to the world oil

-The US is already heavily involved in the Caspian region

im0 Sty Gt O oty i
ate “U.S. C i'pipeling policy: Substar o

hitpi/svww,csis.orgturkey/CBU daosgpggi;%:g;;m policy: Substance or Spin” August 24, 2000
As "point men” for Caspian pipelines, the Special Advisors undertook
innumerable costly trips to Turkey, Georgia, Azerbaijan, Turkmenistan, and
Kazakhstan. They have been particularly active in efforts to facilitate a
multitateral legal framework between Turkey, Georgia, and Azerbaijan that
would provide the foundation for the Baku-Ceyhan pipeline. The
Intergovernmental and Host Government Agreements are of littie value,
however, in the absence of sufficient volumes and financing frem the oil
companies active in the region. Moreover, the unrealistically and unfailingly
optimistic rhetoric of the Special Advisors have apparently convinced Turkish
officials that the United States would somehow *deliver" Baku-Ceyhan, thus
setting the stage for great disappointment and serious negative
consequences for U.8.-Turkish relations in the likely event that the pipeline
does not materialize on schedule. In addition, it has also been rightly argued
that the Special Advisors has raised exaggerated expectations in the entire
Caspian region about the political and military benefits of closer ties to the
United States on this issue, as well as the mistaken belief that the United
States would downplay concerns on corruption, human rights abuses and
other undemocratic behavior.
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-US companies are going at all cost to get Caspian oil

Jafte, 2001

{Amy Jaffe is senior energy
University,
The Security of the Caspian Sea Region &

» . L
ZWestern oil companies can be e€xpec

Administration to take a lower profile on questions

regional geo-politics in the coming year

to move ‘early oil’ through

wane as the administration listens to

3

indulge diplomatically any Russian

IS compames rtut Caspius o b

wpadl

US leadership,
companies will be dashed.sb 1y 49

_The U.S. is beginning to increase dipton
region-

Klare, 2001

advisor and program coordinator for the energy forum of at Rice
Gennady Chuf¥in, ed. and associate member of the Russian Academy of Sciences
Oxford University Press, 2001 pg. )

to lobby the new US
of export routes and
s and o reverse the four-year-old plan

ted to continue

Iran by means of swap arrangements or by pipeline.
The companies would like to sec US diplomatic activity on the Eurasia energy

cortidor move closer in line to commercial realities and the economic and
logistical practicalities of exporting oil profitably from the landlocked, distant
area. The new presidency with its strong ties 10 the US petroleum industry will
be more inclined 1o do this. The atiraction of the Baku—Ceyhan route may also
the concerns of the US Armenian com-
munity, which backed the Republican election campaign. Such policies will,
however, be tempered by Republican conservatives who concern themselves
with big-power relations. A Republican administration will be less likely to
military adventurism in its ‘near abroad’
and to deal more ‘resolutely and decisively’ with ‘rogue elements’.52 Thus, if
Iran’s support for international terrorism

becomes a policy probiem for the new

any hopes of activating Iranian routes for oil produced by Us

satic and military presence in the Caspian

(Michact T. is the director of the Five College Program in Peace and World Security

Studies based at Hampshire College and au

Henry Holt & Company 2001)p95

g .
N e \The United States does not, of
'&'@ to military facilities in the
< ¥ no American bases in th
X there on a regular basis.

» 3, tablish a significant presence
el A
3

of diplomatic efforts, military exercises, and military ai
a—e P . 1 - .

ithor of numerous books; Resource Wars ©

erijoyh‘_s/ame sort of access

course,

Caspian Sea ared as does Russia. There are
e region, not are any US. troops deployed
Nevertheless, Washington has begun to es-
in the Caspian through a combination

d agreements. |

1 T T I B
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( ) CASPIAN STATES ARE REACHING OUT TO THE US TO PROTECT

AGAINST RUSSIAN EXPANSIONISM

Richard Sokolsky & Tanya Charlick-Paley, Rand Analysts for Project Air Force, 1999, NATO

and Caspian Security: A Mission Too Far? Pg. X-XI.

' The countries of the Caspian region and Central Asia have likewise

reached out to NATO to bolster their security and reduce their de-
pendence on Russia. In particular, Azerbaijan and Georgia have
taunched a major campaign to expand their mnititary and security re-
lationships with the Alliance. Azerbaijan has invited the United
States, NATO, or Turkey to establish a military base on Azeri territory
and has hinted that Azerbaijan should be considered for NATO
membership for its role as a bulwark against Russian expansionism.
Baktt has also offered to assign a small contingent of forces under
Tarkish command for NATO peacekeeping forces in Bosnia. Both
Azerbaijan and Georgia have expanded military contacts, training,
and exercises with Turkey, and have proposed cooperation with
NATQ in protecting oil pipelines. In fact, Georgia has requested
NATO technical assistance in the protection of these pipelines. Ti-
nally, the Georgian parliament recently passed two resohitions

endorsing Georgian ntembership in NATO while at the same time re-
questing Russia to withdraw its forces from Georgian military ases.
Together, these developments have stirred fears in Moscov: and
elsewhere that NATQ seeks to extend its military hegemony over the
Casgpian and that the Alliance will eventually deploy forces there,

given the huge energy resources of the Caspian region and its foca-.

tion in the heart of Eurasia.! 3 x= »\

U.S. influence prevents aggressive Russian imperialism.

Dr. Ariel Cohen June 24,1997
“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co

2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

b- o
{ Vother factors, however, may impede this growth. Russia and Iran higtorically

* have dominated the Caspian Sea region. Preventing the resurgence cI)f
1 5ggressTve Russian imperialism, especially in wha_t useq to be Russia's

; Packyard in the 19th and 20th centuries, is sirategically important to the United
" States, Rugsia may remain reasonably friendly and gooperative as a democracy,

but thig is unlikel if R

n

Caucasus and Central Asia and coerce their peoples. Moscow, not Thilisi or

~ Baku, would gain from control of the area's impressive energy resources.
Tehran appears interested in turning Uzbekistan, Kazakstan, and other -
countries in the region into a market for both its goods and its ideclogy. Iranian

d would be likely to preve uccessful flow of oil 'to the West as
well as the involvement of American companies in the economic development of

the new Silk Road. An Iranian presence, like a Russian presence, would hinder
the development of democracy and free markets throughout the Caucasus and

Central Asia.

-
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US influence in the Caspian is key to stopping Russian aggression in the Caspian.

Dr. Ariel Cohen June 24,1997
«JS Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation ¢o

2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

Of the many foreign policy challenges the United States faces during this post-
Cold War era, one in particular is gaining importance with the passage of time:
how best to secure adequate access 0 oil and natural gas reserves in the first
half of the 21st century.' The o eserves of Eurasia's Caspian Sea
region could provide the United States with a solution to this challenge: They are
%n abundant resource, second in size only to those in the unst i st

. The Caspian Sea reserves have been estimated to hold 100 billion to 200 billi
barrels of oil worth hetween > trilion and 4 trillion at current market prices 2

! The region's rgs_em_s_gf_uamwre similarly enormous-larger than those in

. all of North America.

L

But the issue of access to the oil and natural gas of the Caspian Sea region is
not an isolated one; it is linked to other important U.S. geostrategic interests in
- Eurasia. For example, U.S. poli ing i i
} ab i = rgen

+ a new Russian empire, angd they realize that
ready access to the rich oll awmwmmw n
@MQLWMME‘MMMM
control over t ion's-pipell : i es re, the

= dical Isiamic regime in Iran could move to turm Central Asia into its sirategic
rear, viewing the Istamic states of Central Asia as tial sphere of

iAfiuence. Even China has the potential to hegome involved. y

b
The Unite: an overarching interest i ic
prosperity of the so s and Central Asia. Economic growth would

secure the sovereignty of the Nevﬂ@mj_e,nlﬁlal&s {NIS);_it would be
effective in counteri ical jranjan i : and it would provide
lucrative markets for U.S. goods and services. Without broad-based economic
developmen ' i i “Solitical instability. A large
Aumber of policymaking eliteg in the NIS loak to the United Siates not only for
examples of economic SUCCESS, but afso for \eadership--despite ideological and
political competition from Asia and Iran. 3 o
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Dr. Ariel Cohen January 25, 1996

“The New “Great Game”: Qil Politics in the Caucasus and Central Asia” The Heritage

Foundation Jan. 1996 (Dr. Ariel Cohen is a Research Fellow in th :
i : " e Kat and Shelb
Davis Institute for International Studies at the Heritage Foundation.) o elby Cullom

/'/I'he world now faces a choice between the cooperative exploitation by the Eaz?t

~ and West of natural resources or a wasteful struggle that could cost a fprtune in

blood and treasure. Regional conflicts in the Caucasus and Central Asia .
threaten to deny Western access to the vital oil and gas reserves _the world will
need in the 21st century. The wars in Chechnya, between Armenia apd 5
Azerbaijan, and in Georgia were started or exacerbated by the Russ!an rnul;tary,
and the outcome of these wars may determine who controls future pipeling

. routes. Moscow hopes thaim“s’é‘réwnfvd‘ﬁéffﬁﬁﬁter e -

Ziinpting fo ensure that the only route for exporting the energy resources of
ETfEeE Wil pass Trougn RUSSIa-

The U.S. needs to ensure free and fair access for all interested parties to the oil
asus ang cenual Asia. ese 1esource ToGral 10 ensuring
- Access [0 EUl "

SreTgy reserves Could i 3 seTdence on Middle E_ast oil an

. znsure Jower oil and gas prices for decades to come. Moreover, oil revenues

. can boost the independence and prosperity of such Newly Independent S}ates
(NIS) as Azerbaijan and Georgia. For example, t!\rough production rqygltles,
Azerbaijan could generate over $2 billion a year in revenue frqm its ol flelds,
while Georgia could get over $500 million annually from transit fees. With these

new-found oil riches, non-Russian republics in the 1€ jon end less on

Russia, both economically and militarily. Independent and self-sufficient former
Sovielstates, bolstered by their oil reveénues, would deny Russia the option of

gstablismng a de Facto sphers o i {lence I he Caucasus and Central Asia.

Two pipeline routes in Centra! Asia are under consideration. The first would
allow oil to flow from the Azerbaijani Caspian Sea shelf to the Black Sea coast.
The second would transport oil from the giant Tengiz oil field, developed by the
U.S.-based Chevron corporation in Kazakhstan, in a westerly direction toward
Europe and the Mediterranean. Western governments and oil companies
participating in the Azerbaijani and Kazakhstani pipeline projec::ts1 face a choice:
Wil a neo-imperialist Russia (aided and abetted by Iran) dominate the
development of Eurasian oil and its exports, or will Russia be an equal and fair
player in the region with Turkey, the three Caucasian states (Georgia, Armenia,
Azerbaijan), and possibly Iran? The U.S. shouid respect the right of Russian
companies to bid for the %Tration and transport of oil and gas in the region.

However, the West has aramouj inter;gﬁin assuring that the Caucasian and
Central Asian stafés mantain their in gpendence and remain open o The West
Biherwise, Moscow Will capture aimos BRopONistic conmol gver This Vital -
&nergy resource, thus mereasing =<i6Th dependence upon Russian-
a’_q_mlnated oil reserves and export route§>

S5
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U.S. influence blocks Russian attempts to destabilize to Caspian.

Dr. Ariel Cohen June 24,1997

“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co
2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation,)

rOn oin i icts, without adequate political intervention fror_n the
United States and other Western countries, keep the Russians involved in the

’——/-gtL - . - - n n o
region without bringing peace. They justify the involvement 6f Russian miitary
and foreign intelligence services, which destabilize governrpents in Ihe.teq;ﬁon
through such tactics as staging coups,’ launching separatist movements, and
Wmcmw&%tﬂmm Eduard Shevardnadze of Georgia
and Heydar Aliyev of Azerbaijan." Such conflicts weakened the Cz_aycasus '

. countries and allowed Russia to obtain agreements to build four rnllltary_ bases in
Georgia and two in Armenia and put the borders of Armenia and Georgia under

the partial control of Russian guards. Azerbaijan also is under continuous
pressure to permit the stationing of Russian troops and border guards. a3

U.S. influence offsets Russian meddling between Armenia and Azerbaijan.

Dr. Ariel Cohen June 24,1997

“US Policy 1'1;1 the Caucasus and Central Asja: Building A New” The Heritage Foundation co
2003 (Dr. A_nel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

Maintain a balanced approach to Armenia and Azerbaijan

Armenia and Azerbaljan became involved in a bloody war over the enclave of
Nagorno-Karabakh in 1988. Even though a cease-fire has been observed since
1994, the conflict must be settled to allow economic development to benefit both
countries. The United States co-chairs the OSCE-sponsored Minsk Group, a
committee of countries working on a peace settlement in Nagorno-Karabakh. As
a leading mediator, the United States m st balance its relations with Baku. the
capital of ii ital of Armenia. This balance should
include equalizing the levels of assistance to both countries, encouraging the
opening of the Turkish-Armenian border a5 i

cooperating militarity with Azerbaijan to offset the Russian military support of
Armenia, A

4



GDI 2003 KELLY/PATEL/
OIL LOSNEGARD

Pigsipe \Wost RACELASH YO \)S.  \MMEULSENCE

RUSSIA DOESN'T OPPOSE US INFLUENCE IN THE CASPIAN ANYMORE.
Petroleum Economist. 7/4/2002. pg. 6.

But the partnership with Russia has not dimmed US support for projects that will diminish Russian dominance over Caspian
export routes. At the end of June, a BP-led group is expected to sanction the Baku-Ceyhan pipsline, which should, by 2005,
be carrying up to 1m barrels a day (b/d) of Caspian crude to the Turkey without crossing Russia. The US govemment is also
encouraging Kazakhstan to diversify export routes by committing oil to the Baku-Ceyhan line. Although attempts to lure
Lukail into the Baku-Ceyhan group have not yet been successful, US officials detect a softening in Russian opposition to the
project. The agreement signed by Bush and Putin contains a reference to both countries' support for multiple export routes -
a breakthrough in the view of Steven Mann, US ambassador for Caspian region energy developments. Mann denies the US
government plans to use US troeps - recently deployed to control insurgents in Georgia's Pankisi Gorge - to guard oil and
gas lines crossing the Caucasus io the Black Sea and Turkey. Russian acceptance of the arrival of the US army in Georgia
points to the more pragmatic aporoach in Moscow to Caspian geopolitics.

RUSSIA SUPPORTS MULTIPLE CASPIAN PIPELINES—THEY THINK US
COMPANIES ARE MORE EFFECTIVE.
Edward L Morse &, Former Deputy Asst. Secretary of State for Energy & James Richard,

portfolioc manager at Firebird, March/April 2002, Foreign Affairs, pg. 16

UNTIL SEPTEMBER 11, the United States pursued two often conflicting goals: encouraging Russia to better protect U.S.
corporate investments in the Russian eneray sector, and assisting the Caseian countries in developing and exporting their
own hvdrocarbons, thereby aveiding pipeline routes through Russia.Events are now squaring the circle. Russian companies
and the Russian government are moving rapidly on improving the rule of law, but they are not providing significant
advantages to U.S. and other foreign direct investors in the oil sector; Russian firms want to keep the "crown jewels" to
themselves. Yet these same firms, intent on expanding abroad, are becoming more open to joint ventures with intemational
firms when they require Western technology, particularly in the offshore areas of the Arctic Ocean. Meanwhile, the new
environment of cooperation and Russian coerporate interests in the Caspian countries have moved Moscow to support the
independent export pipelines that expedite development schemes in Azerbaijan and Kazakhstan.

RUSSIA ISN'T AFRAID OF US INFLUENCE IN THE CASPIAN.
Ebel, *97 (Director Energy and National Security Program Center for Strategic and International
Studies, March 26, 1997. “The Geopolitics of Caspian Oil.”) pg. online

hitp:/iwww.csis.org/ruseural/cs970326.htm|

Current U.S. energy policy toward the Caspian states is responsive to pipeline politics, especially regarding Russia's role in
the region. A principal objective of U.S. policy is to expand the nation's access to energy supplies cutside the Persian Gulf,
Toward this end, the United States has supported efforts to develop a relizble means of transporting Caspian oil and gas to
the world market. In doing so, the United States has been largely sensitive to Russia's interests in the Caspian regicn for the
simple reason that Russian consent for future pipeline routes is critical for their viability. This willingness to compromise can
be seen in U.S. support for the dual-pipeline approach for Azen oil, an approach which made winners out of all the players,
including Russia.

- THE US AND RUSSIA ARE COOPERATIVELY DEVELOPING CASPIAN OIL IN THE
STATUS QUO
Hill — Brookings institute Research Fellow — 2002 . Fiona. Russia: The 21* Century's Energy

Superpower? The Brookings Review.

Russia's cil reserves in the Caspian are smaller than those of three other former Soviet regional entities, Azerbaijan,
Kazakhstan, and Turkmenistan. During the 1990s, Russia and the three smaller countries squabbled over dividing the spoils
of the Caspian Sea and over the direction of new export pipeline routes. For most of the decade, Russia tried to preserve
the old Soviet-era legal regime, which would have precluded the division of Caspian resources. It also fiercely resisted U.S.-
backed plans to break its monopoly over existing pipelines and fo transport Caspian oil across the Caucasus to Turkey,

With the discovery of larger cii reserves than anticipated in the Russian sector of the Caspian and the sudden increase in
world oil prices, the Russian govermment became more amenable fo the delimitation of the Caspian Sea. As Russian oil
companies prospered, becams international players, and searched for new export opportunities, they began o advocate
engagement with the United States rather than confrontation in developing the Caspian Basin. In October 2001, a new
pipeline 1o transport oi from a Chevron-led consortium in Kazakhstan to Russia's port of Noverossiisk finally began full
operation. At the end of 2001, after years of dissent, LUKoil and YUKQOS indicated an interest in the U.S. government's pet /

project, the Baku-Thilisi-Ceyhan pipeline from Azerbaijan's fields.
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Russia dominates the Caspian,

Dr. Ariel Cohen January 25, 1996

“The New “Great Game”: Qil Politics in the Caucasus and Central Asia” The Heri

. . ' ritage
FOUI.ldath!l Jan. 1996 (Dr. Ariel Cohen is a Research F ellow in the Kathryn and Shelby Cullom
Davis Institute for International Studies at the Heritage Foundation.) :

:f in threat to the equitable development of Eurasian oil is the Russian
attempt to omina@ihe region in a de ijacto alliance with the radical Islgrplc
regime in Tehran.” Russia benefits from instability in the Caucasus, where wars

and conflicts underming independence and economic development while
indering the export of oll from Ihe region's states.

Moscow has gone beyond words to establish its power in the Caucasus. The
Wssm§; up military bases in the region in order to gain exclusive
control over all future pipelines. Georgia now has four Russian bases and
Armenia has three, while Azerbaijan is still holding out under severe pressure
from Moscow. In addition, members of the Commonweaith of Independent
States are required to police their borders jointly with Russian border guards,
and thus are denied effective control over their own territory.

Attempts to Reintegrate the South

The struggle to reestablish a Russian sphere of influence in the Caucasus and
Lenlral Asta started in early T992. While not a full-scale war, this struggle
empioys a broad spectrum of military, covert, diplomatic, and economic
measures. The southern tier of the former Soviet Union is a zone of feverish
Russian activity aimed at tightening Moscow's grip in the aftermath of the Soviet
coliapse. The entire southern rim of Russia is a turbulent frontier, a highly
unstable environment in which metropolitan civilian and military elites, local

players id- officers and buréaucrals drive the process o
reintegration.‘> —

Russta will fan the flames of regional conflicts to secure control. -

Dr. Anel Cohen June 24,1997 . -
“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co

2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

“In the Caucasus, Russia played a key role inlfannmg_lhﬁj_lames_oi_\lai.ln _
Abkhazia and Nagorno-Karabakh as well as in the Ggog_glan break‘aw‘ay republic
oF South Ossetia. The Russian peacekeeping operation in Abkhazia (in place

i i - little to bring peace.
since 1992) and efforts in Nagorno Karabalfh have done littl ap .
Instead, lhgse situations have been turned into frozen conflicts that allow Russia

t0 play one side against the other while threatening the oil export routes.

Russia's debacle in Chechnya and the expensive and prolonged involvement in -

jiki indi i i ting the
Tajikistan clearly indicate that the lofty rhetoric .about n:nte_gra
Cojmmonwealth of Independent States (C1S) will remain just that. The human
and economic resources and the willingness to sacrifice that would be needed to

cobble an empire back together again are simply lacking. |
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Russian remains a threat in the Caspian. Tustihzw CAK

- Lt. General William E. Odom Winter, 1998

“The Caspian Sea Littoral States: The Object of a New Great Game?” Views and Visions
http://ourworld.compuserve.com/homepages/usazerb/332.htm accessed_7/9/03
Lt. General William E. Odom is the Director of National Security Studies at the Hudson
Institusts in Washington D.C. He served as a Director of the US National Security Agency

: First, Russia remains a threat, Yet it has proven far less effective in asserting its grip
on Central Asia and the Caucasus than many observers, including myself, would
have believed. The reasons are twofold. First, Russian reformers, especially
economic reformers, recognized that hanging on to these regions would seriously
impede a transition to a market economy in Russia. The neo-imperialists in the
Ministry of Defense and some of the old economic central planning bureaucrats and
managers of state owned enterprises want to reclaim control of both Central Asia and
the Caucasus. Until the summer and fall of 1993, the liberal reformers seemed to be
winning, and then the tide seemed to shift as Russia pushed its way into the Tajik
civil war and into Georgia and Azerbaijan. Still, the liberal reformers occasionally
succeed in blocking the neo-imperialists. For example, they simply do not provide

fimds to the army even when it has been appropriated, and the cost of keeping troops
on the Afghan border, in Dushanbe, and Georgia and Armenia is not small.

The second reason is that the Russian regime has proven far weaker than most
observers expected. It proved capable of making trouble inside states in both regions,
but it has not been able to reassert control. Partested or against it. Even the plight of
Russian minorities in both regions stirs little sympathy, and Moscow’s policies
toward R;ssian’s returning to the Russian Federation range from cool to downright
hostile.

Russia Wants Military Dominance over Caspian Oil

arov 99 _ .
?écl)(rkhmaz Askarov, free-lance political com mentator for the Azer media based

in Baku, “Border Games in the Caspian Sea: Newly Independent States vs.

Russia and iran Co.” Winter 1999,
http:!fourworid.compuserve.comlhomepageslusazerbMZS.r‘wtm) N
Kaaoion et T ,_;L-;m pedile DURY .(0&1’ "'4’? 1“‘ A
(4. The disputes on the Caspian should be kept in tpe spherlc of internationa law. tny
kind of ad hoc decisions contradicting basic principles of .mternauonal. l?w can pu
the problem beyond that sphere and bring it to confrontations on a polmcal o:‘even
military level. Taking advantage of their military power Russia from time to time "
undertakes actions aimed at intimidating the Newly lndept.mflent States. Just a mon
ago Russia made a decision to create a Military Navy I?a;us in the Rqsman tok\;:n, .
Caspiysk. The natural location for a Russian navy basis 1n that area 18 Astra ban'a d
it has always been used for that purpose. The only reason of establishing that basis 1

Caspiysk is to be nearer to oilfields. Rcinforcing R_ussi_an milijcary presence In tl:le:act
Caspian, while declaring the principle of demilitarization obviously selj;r_t:s asa I
of press:ne over the countries of the region. Taking into account the military

weakness of Newly Independent States in front of Russia and I::n, c:n;hft:rréizuon . %
ian i countries fro '-. f
of the Caspian is the only guarantee that can secure these co ’

unfair agreements on Caspian problems.
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Caspian states will backlash to Russian attempts to control the region.

Dr. Ariel Cohen June 24,1997

“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co
2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

' Thus, despite the rhetoric of Russian Foreign Minister Evgenii Primakov about
Russia’s "multi-vectored and multi-faceted policy," its great power status, and
the "objective processes of integration,"®2 the southern NIS increasingly are
looking toward the West (and East and South) o break the mold of post-imperial
dependency. Russia would like to prevent the NIS from exporting energy
resources and deny these countries the ensuing cash flow the local people so
desperately need. Ifjﬂwemgﬂammwmmgian
politicians i anies wi i nd pipelines north to
establish control over the Jifelines of Western economies. Russian oil and gas
companies certainly can play a role in developing the hydrocarbon resources
and economies of the Caucasus and Central Asia, but the governments of hoth

the West and the NIS share an interest in wardi s to
impose hegemony, The policymaking elites of the NIS have tasted
independence and the prestige of their own flags, seats at the United Nations,
and ministerial and ambassadorial titles. They are not interested in reverting to

the status of provincial overse lin. With oil wealth so near, they
0 preserve their independence and access to the natural resources of

their lands. N

\
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Any Caspian development us liable to face a nuclear threat from Iran

Blank Winter/2001

(Winter 2001, US Azerbaijan Council, BYLINE: Professor Stephen Blank, Prof. at the Strategic Studies

Institute, US Army War College, SECTION: Caspian Crossroads HEADLINE: T i
Geopolitical Environment: An American View) P . ° Trans-Caspian

) However, perhaps the most unpredictable risk factor facing the entire area is the
An unknowable future once Iran obtains its nuclear capability. In early 2000 the CIA
reported that it could not guarantee that lran did not have a nuciear capability.
' dayol Subsequent testimony on nuclear proliferation by CIA director, George Tenet,

veigi- emphasized that within a decade or s¢ Iran would have a functioning nuclear weapon

and delivery system. Meanwhile General Zinni stated that iran would have a nuclear
Iob ’ weapon and delivery system by 2005.71-64 lran is reportedly working on developing

1a® |RBMS to extend its reach into Europe and Asia and even 1CBMs for potential use
F:; against the United States ltself.72-65

> { Almost all speculation and analysis concerning lranian capabilities has focused on the

Philsr piddie East and Europe and ignored the impact of Iranian nuclearization on Central

thant Asia or the Caucasus. A nuclear Iran with unresolved but long-smoldering domestic

:[ﬁm struggles could well be tempted into foreign poficy adventures, in the belief that it can
deter resistance, to achieve domestic aims and aggrandize its influence abroad.
While Russia and China have been among the main exporters to Iran in support of its
nuclear program; quite possibly neither government might view Iranian and perhaps
Pakistani nuclearization positively given the repercussions in Xinjiang and Central
Asia. Such factors should give us a sense of how the rest of Asia might be affected by
Iranian nuclearization.

Neglect of Central Asian threat scenarios if Iran gains nuclear capabilities can be
explained in part by the fact that the pace, direction, and extent of Iran’s overall
rearmament and acquisition of weapons of mass destruction greatly depends upon
foreign sales or transfers. Because of U.S. and other pressure that is constantly
exerted upon Russia and other providers of weapons to fran it wilt be difficult, if not
impossible, to forecast what Iran's capabilities will be, how much of any single
capability it will have, and when it gains those capabilities.

iran's numerous and well-known difficulties in maintaining and servicing its existing
weapons systems or in obtaining parts for aging U.S. systems also precludes an easy
assumption as to the pace, direction, timing, and extent of future Iranian military
power and strategy. Iran also may not have thought deeply about the strategic
potentials and possible missions it will confront once it reaches the point of mastery of
modem conventional systems and WMD. Nevertheless there can be little doubt that
Iran wants to become a regional hegemon and to avail itself of a credible deterrent
capability primarily against those states it now identifies as an actual or potential
Lthreat, Israel, fraq, and the United States.
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An Iranian nuclear threat against the Caspian is viable

Blank Winter/2001
(Winter 2001, US Azerbaijan Council, BYLINE: Professor Stephen Blank, Prof. at the Strategic Studies

mstitute, US Army War College, SECTION: Caspian Crossroads HEADLINE: The Trans-Caspian
Geopolitical Environment: An American View)

I\-\-Nill fran use it to attempt nuclear blackmail againsta Transcaucasian and/or Cenfral

Asian state? Will the United States or some other great power be able to extend its

* deterrence against lran t0 that threatened state and, if so, how? After all in almost all
A _ of those states there are Istamic and actual o potentiafly secessionist ethnic or
I(whian political minorities who can be used by Iranin a relationship of mutual benefit to
wheka! destabilize the target state, f Lebanon is an example, the further away the target
Hroot stateisfrom Iran, the bolder lran is in extending military, political, intelligence, and

nga; " ..# economic support to groups like Hezballgr]. The unsettl_ed '.f,ituz_atic_)ns tproughout _th_e

+ Transcaspian present tempting opportunities for engaging I similar kinds of policies
he even now. Although iran has been very circumspect until now; ifithas a functioning

oy pieh and viable deterrent it might use one or More of these minorities as it has used

1S VA [ p Hezballah and even threaten the state that seeks to undertake reprisals against them
with extended deterrence OR pehalf of its "clients.”

Will possession of usable nuclear weapons therefore lead Iran to support secessionist
minorities elsewhere in the region in the belief that even other nuclear states are
deterred by its capability? There are precedents for this that go beyond Lebanon. For
example, a similar logic seems to operate for Pakistan in its incitement of conflicts in
Kashmir. Undoubtedly, such concemns are warranted as no Central Asian state has
truly secure borders or legitimacy. All these states face the real possibility of ethnic
secessionist wars that could draw in larger powers. Indeed tran constantly woiries
about Azerbaijani talk of reuniting with Iranian Azerbaijan. And we see this with
regard to Russian writing against the United States’ interest in Central Asia and the
Transcaucasus. If one adds another nuclear power to the mix, the safest prediction is
that regional security issues will become more complex and harder to resolve.

indeed, lran and Russia might part ways if Iran's nuctear capability comes to be seen
as a threatto Russia or that Irano-Pakistani rivalry in Afghanistan might lead Iran to
play a secessionist card against either Moscow oF Istamabad in the belief of its
essential invulnerability to serious retribution. If any of those rivalries grow over time,
Iran's nuclear potential would exert considerable influence upon Central Asia.
Inasmuch as many analysts concur that possession of nuclear weapons makes the
world safe for conventional warfare, the temptation to use such weapons to assert
franian objectives in Central Asia or the Transcaucasus might prove too strong to

Lr_esnst.
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While both the US and Russia are involved, the likely hood of conflict is low

director of American Foreign Policy 2009 . o N
?:4:22}(11:;??:1:;1& lSchc»c;l of Advanced Internationa! Studies at Johns Hopkins, The Caspian Region in the

Twenty-first Century, Can be found in Energy and Conflict in Central Asia and the Caucasus edited by
Robert Ebel and Rajan Menon, pg 23-24)

metaphor of the game is concerned, the differences are .also pro-
nolil}::?:. EI}'lffe pTayirs of todaygare different than the players of thehmneteen?h
century. Then there were two more-or-less equal contestants, bot presenlt_ 1111
full force in the stretch of Asia for which they were battling. Thetjlf1 were 1Ie
prizefighters glowering at each other from opposite corners of the ring. In

today’s game of Caspian energy, there are many sovereiglt’l states, not just tt}ro,
and there are many private interests. Russia, of cousse, is still 1mpf}.rt;nt dqr
reasons of geography, but the United States cannot substitute for British India
because it is not and will not be physically present. American interests are not
substantial enough to justify the dispatch 'of an expedl’tlonary ff)rce to t.l;e
Caspian region. If the politics and economics of the region turn 1nt? 1? ;nl -
tary contest, the United States will not wage it directly. But it is unlikely to

be a military contest.} Q4323

A multilateral agreement can help to pacify many fears in the Caspian

Ebel, director of the Ener

Relations 2000

2y and National Security Program and Menon, professor of International

{Robert Ebel, at the Center for Strategic and International Studies, Rajan Menon, at Lehigh University,
Energy and Conflict in Central Asia and the Caucasus, pg 7)

~ Mn
_\g‘r Asia,
¢, canmost likely be assured through a multilateral arrangement that enables the
development of energy in ways that take account of the needs and fears of ali
players, including Russia. The calculation behind such 2 system would be that

W cachstate with interests in the region would avoid disruptive actions because
the gains of cooperation outweigh the losses. Yet discussions about a cooper-
ative regime for the Caspian notwithstanding, movement from talk to action
has been conspicuously absent—and there is no sign that this pattern will
change. Nevertheless, the principal requirements for any mulilaceral arrange-

b
e

%%

&%

an effort to resist being marginalized in the South Caucasus and Central
Russia could act in ways that sow instability. Stability in the Caspian

ment can be specified.-States with the capacity to act as spoilers must be
coopted by bringing them into production-sharing agreements and construc-
tion projects so that cooperation brings benefits and disruptive behavior
entails tangible losses. Powerful domestic interests must benefit directly from
inclusion or see that their broader interests are served by participation. Since
upheaval within and among states harms all facets of energy development, a
multifateral system must do more than create incentives for cooperation by
offering commensurate and tangible gains. It must also provide for institu-
tions with the capacity for early warning, mediation, conflict resolution, and

peacekeeping-.‘ 7
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Turkey is struggling to establish itself as a dominate force in the Caspian region.

Chufrin, 2001

{Gennady Chufrin, associate member of the Russian Academy of Sciences, Gennady Chufrin,
ed. and associate member of the Russian Acadeny of Sciences. The Security of the Caspian

Sea Region. © Oxford University Press, 2001, pg. 332).

l The first among these international actors is Turkey, which enjoys long-
standing historical, cultural and ethnic links with a number of regional countries
and at one time (at the beginning of the 1990s) even considered using these links
and affinities to establish a dominant political and ideological position in the
region. Although this euphoria ended quite quickly, if only because Turkey was
economically unable to sustain such an ambitious regional policy, Turkey’s
goals in the region clearly go beyond promoting its economic interests and
include enhancing its political and security role there. For these purposes

or the

creation of a Caspian political group aligned on ethnic grounds and consisting of

Azerbaijan, Turkey and the four Turkic-speaking states of Central Asia

Turkey propesed a Stability Pact for the South Caucasus states’”

(Kazakhstan, Kyrgyzstan, Turkmenistan and Uzbekistan}. 2

Neither of these initiatives has much chance of being implemented, at least in
its original form, as both met serious doubts and objections from such major
players in the Caspian Sea basin as Armenia, Iran and Russia. Indeed, both
initiatives excluded Iran from any active participation in regional security
arrangements,?! while Russia formally rejected as completely unacceptable
Turkey’s proposal that security in the region should be built on ethnic
grounds.?? Russia also saw Turkey’s proposal that pot only regional states but
also the major world powers should sign the Caucasus Peace and Stability
Pact?? as a challenge 1o its own position in the region and an intention to

increase Western, and particularly US, influence there. »

Turkey does not want Caspian oil to go through Russia

McGuiqn, Ph.D and professor of internationat relations at Florida
lnterpationai University, and Mesbahi, associate Professor of International
relations at Florida international University, '96

LFrdm Turkey’s perspective, _R_ussia remains both 2 threat and an opportu-
nity. Russian stacements critical of Turkey and its }-ole in thf Caspian are
easily found, The depiction of Turkey as 2 “Trojan ht:):se of Western
influence!® is neither novel nor irrational. Russian ofﬁc‘xals have a,sser!:eq,
in one way or another, that “Turkey can have Az'erbai]an: b_ut the oil is
ours.”1® For her part, Tansu Ciller warned thac Turkey “will not allow
Caspian oil to go through Russia, since in that case such an important
source of epergy would fall exclusively under its control and 1_:h1s woqifl
mean that the fate of the conntries in the region would be in Russia’s
hands.”!'! At another level, Turkey has complained of Russiat militacy
aid to Cyprus, Armenia, and the PKK.!1? Conjreyseiy, Russia clalmfd that
Chechen guerrillas ceceived assistance and training from Ankara.””

But the Caspian question is peither the sole or even tl?e most cFm?al
mechanism informing Tuekish-Russian relations. Turkey's economic 11€s

1o Russia far exceed its economic involvement with its Turkic kinsmen 1n

the Caucasus and Central Asia. Total trade with Russia i34$3’3 billion as
compared with $800 million for the Caspian region.}!* Much of_ the
Turkish-Russian commerce centers onl the energy sector, as Russia is

+ . i
Turkey's primary soutce of natural gas.' 3
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{ Bradford R. McGuinn,
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ns at Florida University. Chapter 12:
" The Caspian Region at a Crossroad,
St. Martin's Press, 1996.) Pg. 197
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{ ) CASPIAN INSTABILITY SPILLS OVER, RESULTING IN SEVERAL

SCENARIOS FOR WAR
Richard Sokolsky & Tanya Charlick-Paley, Rand Analysts for Project Air Force, 1999, NATO
and Caspian Security: A Mission Too Far? Pg. 5-7.

¥ Primarily because of geopolitical and energy security reasons. the
Caspian region is receiving increasing attention from the West. Ex-
tensive, but still fargely unexplored, energy resources are concen-
trated in the Caspian Sea area and the countries of Kazakhstan,
Azerbaijan, and Turkmenistan, Given the expected increase in world
energy demand over the next 15 years, access to these supplies
would benefit Western energy security. Moreover, the competition
for control over these resources could have a major impact on the
e Y —
geopolitical londscape of Eurasia and the domestic evolution and
foreign policies of such key states as Russia, China, Turkey, and Iran.

With an area roughly half the size of the United States and a popula-
tion of nearly 72 million, the states of the Caspian region border on
Russia, Turkey, China, Afghanistan, and Iran (see Figure 1), and theit
native populations have strong ethnic, cultural, and religious ties
that transcend national borders, By 2010-2015, if current demo-
graphic trends contitnue, the population of the Caspian region could
exceed 100 millien. In light of its location in the heart nf the Asian

tontinent, ingtahility, conflict, and crises in the region could haye

e . H T Y

negative repercussions on a larger sca e, including conflict hetween
Russia and Caspian states: ethnic separatism in Afghanistan. Pak-
istan, Iran, and western China; conflict between Russia and China,

Turkey, or Iran; and conflict between the Caspian states and Turkey,
lran, or (_:_fli!_]-m

Although there are many possible alternative futures for the coun-
tries of Central Asia and the south Caucasus, it is not difficult to

teseribe the seenario that best serves Western interests: a slalile, s~
cure, and prosperons region of independent. sovereign, demaoryatie,
free-market countries that respect human rights, the rale of lne, and
the rights of minorities and are successfully mecting the hasie ceo-
nomic and social needs of their poputations.! Yet, for most Caspian
states, this rosy scenario of the region’s future ts nat realistic i the
face of the myriad threats to stability and peace. Inderd. as nne
prominent specialist an Central Azia bas observed, j_}t_ft_gg_g;;_il_wili
ennnot led.ont 1hat_ii a.wilLhecome a.zane.ol9rstahilite-
and7crisis_and.perhaps evendescend_inte chaos) Thus, the keg

qur-nt.inn.:: _fnr NATO are whether, given the naiure of the Aliance's
secoriy hnterests, these threats and challenges would 1equire any
changes in the Allianee's military missions, security responsibilities,
|1|:II'I.‘:: and foree postie. Put simply, how important are Western
secidty interests in the Caspion Basin, and 1o what extent might the
use of NATO's military assets he required to prevent or respond o
threats to these interests?_y €+ 7-
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( ) CASPIAN INSTABILITY SPILLS OVER TO ALL OF EUROPE & ASIA
Richard Sokolsky & Tanya Charlick-Pajey, Rand Analysts for Project Air Force, 1999, NATO
and Caspian Security: A Mission Too Far? Pg. XI.

r

NATO s strategic transformation, the changing geopolitical enviton-
ment in the Caspian Basin, and the desire of countries there to rely
o0 NATO to counterbalance Russia raise the issue of whether West-
ern security interests are of sufficient importance to warrant NATO's
military engagetnent and what form, if any, this involvement should
take. For both geopolitical reasons and encrgy security, the West has
a tangible and growing stake in promaoting the security of the
Caspian region as well as the stability, sovereignty, and indcpen-
dence of the new states that emerged from the collapse of the Soviet
Union earlier in the decade. Because of its Jocation in the heart of
Eurasia, conflict and disorder in the south Caucasus and Central Asia
could threaten the security and stability of surrounding areas,
inctuding NATO member Turkey, and affect the domestic evolution
and external geopolitical alignments of such key countries as Russia,
China, Turkey, Iran, Pakistan, India, and /-\fghanistarx_I g A

( ) CASPIAN INSTABILITY CREATES INEVITAB

TO INTERVENE

Richard Sokolsky & Tanya Charlick-Paley, Rand Analysts for Project

and Caspian Security: A Mission Too Far? Pg. XIi.

T Developments in the Caspian Basin are likely in present a severe 1est
for the West's and NAT()'s ability to promate their Inrgor security
agenda. The newly independent republics along Russia’s southem
border are potentially weak and unstable. Over the next 10 15 years.
the Caspian states will face serious internal and intraregional threats
to their stability and security. These inchude regional, tribal, ethnic,
and clan disputes; severe poverty and economic hardships; growing
disparities in income distribution; immature political institutions,
civit societies, and national identities; environmental degradation:
palitical repression; fack of viable succession mechanisms for the or-
derly transfer of power; rapid population growth; mass urhanization;
conflict over land, water, and energy and mineral resources: ethuie
separatistm; pervasive corruption, crime, and cronyism: and an al-

mast complete breakdown in the delivery of basic secial services.

In other words, the Caspian states geoerally suffer from the usnat
problems of “weak” or “failed” states. One or more of them conld
lose the capacity to govern effectively and maintain order. However,
while the crises and instabilities resulling from the loss of national
authority could threaten Western interests and perhaps engender
presstre for NATO jnvolvement in crisis management/peacrkeeping,
it is far from clear that these interests are "vital” or that the West and
NATO would have the will, capabilities, and resources to exert signif-

jeant mﬂucn(‘.e._‘ Iy

LE PRESSURE FOR NATO

Air Force, 1999, NATO
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( ) REGIONAL CONFLICTS IN THE CASPIAN WOULD CREATE PRESSURE

FOR OUTSIDE INTERVENTION BY NATO, RUSSIA, & CHINA

Richard Sokolsky & Tanya Charlick-Paley, Rand Analysts for Project Air Force, 1999, NATO
and Caspian Security: A Mission Too Far? Pg. 2-3.

r‘l\floren\mr. the Caspian region is the object ol an intense caompetitinn
for influence and access to oil and gas resources among external
powers that could threaten the security of states in the region, fo-
ment instabitity, and provoke military intervention. Because of the
region’s central geographic location and potential energy prospects.
targe-scale conflict and instability could threaten the stability and se-
curity of much of the Eurasian continent. As Graham Fuller has
noted, particularly at stake are

* ihe future domestic evolution of Russia. Turkey, China,
Afghanistan, India, and Pakistan,

» the prospects for cooperation ar conflict among Turkey, Russia,
China, Iran, Afghanistan, India, and Pakistan,

= the formation of new blocs, alliances, and coalitions amang the
states in and around central Burasia, and

» Tran’s pasition in the region and its relationships with the West,
Russia, and other key neighboring coomtries.”

From NATO's stawdpoint, therefore, the independence of the
Caspian states, as well as their internal evolution and external arien.
tation, presents bothy opportunities and dangers that ¢could have
imphications for the Alliance's security interests, tasks. and military
requirements. Stability in the south Caucasus, in particular, is crit-
ically impartant because of its common border with Turkey and the

passibility that future rounds of NATQ entargement could include
countries (e.g., Romania, Bulgaria, and possibly Ukraine) that would
bring the south Caucasus even closer to NATO's borders, If conflict
in the region dvaws Turkey in, the potential exists for wider NATOQ
involvement. Moreaver, chironic violence or instability could pre-
cipitate Russian, Chinese, or other outside military intervention.
Under these circumstances, the West could perceive a growing chal-
lenge to important interests and perhaps even pressure for crisis
management, peacekeeping, or military intervention. y 2-%

-Instability in Caspian spills over into its fransparent borders

Johnson, 2001

{Lenia Johnson is associate professor and senior fellow at the Swedish Institute of International
Affau"s, Gennady Chuffin, ed. and associate member of the Russian Academy of Sciences Th

Security of the Caspian Sea Region © Oxford University Press, 2001 pg. } -
4 tha, [ran, Russia and Turkey have direct naticn ty co
:; region as they all have borders with states in th
v 3 minoritics with Caucasian and/or Ceniral Asiar-.
! £ ¢ diaspora in the countries of the region but fears r
\?23 own security of instability in the Caspian region «
:;: transparent borders. -The turmoil in Chechnya is pe”
g3 with the growth of irredentism in other parts of th
}'.& é' reCf:ntly in Central Asia. Russia regards and will IL
Koy major concern for its national security > {7

al security concerns in the
region and share national
states. Russia has a large
-ost of all the effects on its
"illing over its more or less
ceived as closely connected
2 Caspian region, and most
-ard the Caspian region as a
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( ) CASPIAN STATES ARE PRONE TO INSTABILITY WHICH CREATES A
POWER VACUUM

Richard Sokolsky & Tanya Charlick-Paley, Rand Analysts for Project Air Force, 1999, NATO
and Caspian Security: A Mission Too Far? Pg. 1-2.

At the same time, however, the states of the former Soviet south
are potentially weak and unstable, and the region is vulnerable to
centrifugal forces. Over the next 1015 years, the Caspian states will
face serions Interna and intraregional threats to their security and
stability as they navigate the difficult transition to modern, pust-
independence nation-states. These challenges (to name but a few)
include regional, tribal, ethnic, and clan disputes; severe poverty and
economic hardships; growing disparities in income distribution;
underdeveloped political institutions, civil societies, and national
identities: environmental degradation: political repression; lack of

vialle succession mechanisms for the peaceful transfer of power
rapid population growth; mass urbanization: conflict over Iand,
water, and energy and mineral resources: ethnic separatispy and
pervasive corruption.” In short. the Caspian states generally soffer
from the usual problems of “weak™ ot "failed” states that could lose
the capacity to govern effectively and maintain order unless thei
governments are able to mect the basic expectations of their
populaces. 3 \-

There are many possibilities for war that include Russia, Iran, and Turkey

Ebel, director of the Energy and National Security Program and Menon, professor of International
Relations 2000

(Robert Ebel, at the Center for Strategic and International Studies, Rajan Menon, at Lehigh University,
Energy and Conflict in Central Asia and the Caucasus, pg 13-14)

Eonsider the effect that Azerbaijan’s oil wealth could have on its relations
,‘\,n/"pﬂrlwith Armenia as an example of how wealth generated by energy sales could
M promote conflict between states. In one scenario, the shared benefits of trans-
f-";‘f porting oil to global markets could usher in cooperative arrangements
» I between the two foes that reduce the danger of war and prompt bold and cre-

of ative solutions to the dispute over Nagorno-Karabakh. But there is ancther
~f‘.'r’.,r':xm1:»ossibility: if a solution to the dispute over that contested region remains elu-
ysive, Azerbaijan could build up its arsenal using its o1l wealth and decide 1o

retake by force what it has been unable to regain by diplomacy. The Karabakh

issue has such deep resonance in Azerbaijani politics that no leader can ignore
this unfinished business. The risk of external powers—Russia, Iran, and
Turkey~-being drawn into the resulting conflict would be considerable. The
Caspian is no longer part of the Soviet empire in which conflict is managed or
suppressed by a robust central authority; it is a region in which the combina-
tion of Russian weakness and far-reaching change open up unprecedented
opportunitics for other states to make gains. § yb-1¢ '
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PrPeurie Routes Frown LOoLA Comr NS
Kiare, 2001

(Michael T. is the director of the Five College Program in Peace and World Security

Studies based at Hampshire College and author of numerous books; Resource Wars ©
Henry Holt & Company 2001)

v

15“% . rl-Ev_e__n without the involvement of Russia and_the Unitea S‘t'n-fs $
¥. 5 Caspian Sea basin would be prey to periodic upheavals and violence
3> in the period ahead. The most likely outcome of such friction, as
$ % noted, is the outbreak of proxy conflicts involving local governments
2 ¥ and insurgent groups backed by a major power. Such antagonisms
£3  could take the form of all-out combat but are more likely to involve
o g persistent but low-grade warfare in_ border zones and embattled _e_t_h-
= endaves. To protect vital pipelines against recurring attack and
% v Sabotage, regional leaders may be forced to deploy their armies along
X . vulnerable sections for an indefinite period. History suggests that low-
A grade conflicts of this sort can last for many years without producing

dramatic change in the battlefield equation. But it is also possible for
such contests to experience sudden escalation leading to deeper in-
volvement by outside powers.§
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Edward Morse and James Richard March/April, 2002

“The Battle for Energy Dominance” Foreign Affairs Vol. 81 No.2 pg.27

(Ed\.)vard Morse is Executive Adviser at Hess Energy Trading Company and was Deputy
Assistant Secretary of State for International Energy Policy in 1979-1981. James Richard

is a portfolio manager at Firebird Management, an investment fund active in Eastern
Europe, Russta and Central Asia.)

Unthe oiland gas sectot, Americans must help the Russians and the
Kazakhs determine the most efficient export routes for Russian and
Caspian oil and arrange financing for these capital-intensive projects.
This move would be radically different from the policy pursued in the
1990s, when the United States pushed export routes that tried to free
the Central Asian states from Russian and Iranian control rather than
pursuing the most ¢conomically viable options. Moreover, Lukoil
recently stated it would even consider participating in the U. S.-backed
Baku-Ceyhan pipeline, which will bring oil from the Caspian to
Turkey’s Mediterranean coast. As elsewhere, global investors should
be free to pick winners and demand corporate reform and increased
production when economically justified. Investors remain the best
positioned to-make demands on those managers who still do not
understand that the company’s interests are aligned with the interests
of its sharcholders.

Russians support Baku-Tbilisi-Ceyhan pipeline.

Federal News Service 4/30/2003 . ‘ . _
(April 30, 2003 Wednesday SECTION: Capitol Hill Heaning HE}_\DLINE: Hearing of
the Senate Foreign Relations Committee; Leonard L. Coburn — Director, Office of Newly
Independent States, Russian and Middle Eastern Affairs, Department of Energy, I/n)

F »
< MR. COBURN: I think at this point the Russians have always said that ‘ w;wee 'f N
pipelines need to be economically sound. If a pipeline is economically sound and M"
will be supported by the private sector, then they have no objection to it and V\Vn o
would certainly not get in the way of its development. As Baku-Tbilisi-Ceyhan ‘-'"‘ﬁQb\'
bas developed, it has developed into a pipeline that is now ecenomically sound. ™
It has now received the support of a large number of companies. They are out
actually as we speak starting to construct the pipeline, and the Russians have
basically said as long as the economics are there they have no objection to i(.?
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-International politics will inluence the final choice

Roberts 2001

{Yohn Roberts is a consultant specializing in energy, the Middle East, and economic
development, Gennady Chufrin, ed. And associate member of the Russian Academy of
Sciences The Security of the Caspian Sea Region € Oxford University Press 2001, pg 54-55)

' < 1n 1997 two of the AIOC’s most senior officials, Terry Adams (then president)
: and Greg Rich (then president of the pipeline group), declared, according to a
‘ﬂyf"‘y rapporteur: ‘International politics will influence the final choice of a main

<% export pipeline. To the extent that political considerations contradict com-

v‘,u- ercial considerations, a question arises as to who should pay the shortfail for a
% r‘\,?‘,-9}‘)3‘r‘:»ub-chptirnall solution™.

LN At that time the issue of whether Azerbaijan’s MEP should terminate at Supsa

: W"‘ \,f) or Ceyhan was finely poised. In 1998 it appeared to this author that the oil com-

- panies clearly preferred the Supsa option but that the US and Turkish govern-
ments wanted Ceyhan. Thus in November 1998 Adams’ successor as AIOC
President, John Leggate, commented on Baku—Ceyhan: ‘We understand the
importance of this route. Nevertheless, not a single company supporting it has
suggested it would participate in financing the project’.4® He was speaking, of
course, at a time when oil prices were falling and the ATOC was slowing down
its development programme. It now seems likely that the ACG complex will
not be producing at its intended Phase One level of 400 000 b/d until 2004 at
the earliest. The guestion is whether the existing early oil systems—as devel-
oped, modified or expanded between 1996 and 2004—will be able to handle
this level. It looks as if they might so long as there is some real improvement of
the Baku—Novorossiysk line to add to Baku-Supsa’s increased capacity.

The weakness of the Baku—Ceyhan route is that it seems that it cannot be
developed in phases—at least, this does not appear to make sense if the line is
built directly between Baku and Ceyhan, with a crossing into Turkey from
central-south Georgia. One possibility does still exist for a phased develop-
ment—the construction of an initial line to Supsa, primarily to serve the AIOC,
and an onward extension to Ceyhan as and when the next round of Azerbaijan
joint ventures starts to yield results, or when output from the Kashagan field is
such that the Kazakh authorities, and especially the companies actually devel-
oping Kashagan, feel capable of making a realistic throughput commitment to a
Ceyhan line.

The Baku—Supsa route is not an ideal solution in the way, perhaps, that the
Baku—Ceyhan route is, but it has one advantage: it would be a much easier
project to implement in an era of low or volatile oil prices, since a 50 mt/y line
to Supsa would probably cost approximately $1.6 billion as against perhaps
double that amount for a line to Ceyhan. In addition, a two-step solution
provides an opportunity to test the demand for oil traffic through the Bosporus,
since rising oil demand within the Black Sea region itself may well diminish
some of Turkey’s worst fears. Moreover, the fact that oil development in both
Azerbaijan and Kazakhstan is running somewhat slower than expected at the
very least delays the need for a full-scale system to Ceyhan, with all the costs
implied.

As of early 2001, it looks very much as if the oil companies have swung
behind the US and Turkish governments and are serious in their attempts to
probe and if possible prove the practicality of the Baku-Ceyhan line. However,
senior officials in at least some of the AIOC member companies still hold to the
Baku-Supsa route as a fallback position, to be brought into play should Baku—
Ceyhan fail to materialize.*7 §¢q 45
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An East/'West pipeline will prevent a Russian monopoly over export routes and avoids and
entanglement in Armenia/Azerbaijan war.

Dr. Ariel Cohen June 24,1997 . .
“US Policy in the Caucasus and Central Asia: Building A New” The Heritage Foundation co

2003 (Dr. Ariel Cohen is a Research Fellow in the Kathryn and Shelby Cullom Davis Institute
for International Studies at the Heritage Foundation.)

rBecause of such roadblocks, a major pipeline for Caspian Sea oil has not been
constructed. Kazakstan and Azerbaijan are using such intermediate solufions as
transportation by barge and rail to iran,’" the Black Sea ports, Finland, and
Ukraine. In the long term, the volume of oil transported will require the
construction of up to four high-capacity (1 million barreis per day) pipelines from
the Caspian Sea region via Turkey to the Mediterranean Sea.

Several pipelines in a north-south direction are feasible. Ultimately, pipelines
may be built from Turkmenistan and Uzbekistan to Pakistan. Unocal (U.S.) and
. the Deita Oil Corporation (Saudi Arabia) were named as consortium leaders for
a gas pipeline by the government of Turkmenistan in October 1996. Russia's
natural gas monopoly (Gazprom} and a Turkmen-Russian government oil
company (TurkmenRosGaz ) also are part of the consortium. A natural gas
pipeline running from the Dauletabad field in southern Turkmenistan to central
Pakistan was proposed by the Turkmen government. An oil pipeline running the

same route also was suggested. These pipelines would benefit the people of
Afghanistan, bringing jobs and infrastructure development like roads to that
long-suffering country. Because of the ongoing war, however, prospects for both
pipelines are grim.

The most ambitious project under consideration is a gas pipeline in the eastern
direction, from Chardzhou in eastern Turkmenistan to the Pacific coast of China
{see Table 2). If built, this would be the world's longest pipeline at 3,700 miles. It
is being considered by a consortium that includes Esso China (Exxon),
Mitsubishi (Japan), and the China National Petroleum Company. An oil pipeline
from western Kazakstan along the same route is also being considered,

Turkey is desperate to diversify its sources of natural gas away from Russia,

which currently supplies 85 percent of its fast-growing needs, and would [ike to
import 10 billion cubic meters of natural gas per year over 23 years from iran.
The pipeline for this project is not being constructed or financed, however. Asa
parfof its multi-route strate: i i iding j
territory with a pipeline that woul i isting oil port of n,
Turkmenistan could have been an alternative for Iranian gas. In general, the
difficulties in building a pipeline under the Caspian Sea are considerable
because of the ongoing conflicts over the legal status of that body of water. y

I

0
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The Baku-Cexyhan profect is ¢rucial to the Caspian viability.

Dr. 8. Frederick Starr. May rocki
_ er. May 24, 2001 A Brockings Forum, The Caspi i i
energy Markets: Regional Instability in Eurasia. Brookings,lnslitut?zﬁlan Basin and Asian

[For years, United States involvement with the Caspian region has been dominated by
the issue of the Baku-Ceyhan pipeline project. It seems to me this is rightly so.
Whatever its value to investors and investor companies, it's crucial to the Caspian
states themselves. By giving them greater control over their economic destiny, it
undergirds their sovereignty and strengthens their viability. And for this reason, it

seems to me that Baku-Ceyhan is good policy, promises to create sturdier economies
in what is now a deeply impoverished region.]

e Bokw-Cey
e crweial o

The Baku-Ceyhan pipeline will work safely.

Karagiannis, Ph.D. student at the University of Hull's Department of Politics and Asian
Studies, '98.

{Manos Karagiannis, Ph.D. student at the University of Hul’'s Department of Politics and Asian

Studies. “The Turkish- Georgian Relationship and the Transportation of Azerbaijani Oil.” Caspian
Crossroads, Summer/ Fall 1998: Volume 4, Issue 1, Online,

http://ourworld.com puserve.com/homepages/usazerb/413.him, accessed 7/9/03.

{ Indeed, the Baku-Thilisi section of the Baku-Supsa line could constitute the first step
of the Baku-Thbilisi-Ceyhan route. Georgia is keenly interested in the long term
pipeline, seeing it asa means to foster its independence, alleviate its economic
difficulties by ensuring tariff revenues and so stabilize the country. Moreover, Thilisi
and Ankara are even going to develop a common regional security system to
maintain stable oil and cargo transits from the Caspian Se¢a and Central Asia. To this
end Turkey will help Georgia equip a peacekeeping battalion which may serve as
police force for TRASECA (Transport Corridor Europe-Caucasus-Ccntral Asia)._l

?ﬁt—" _ia; bomn rY/

_Russia will not interfere with the Baku-Ceyhan pipeline,

Karagiannis, Ph.D. student at the University of Hull's Department of Politics and Asian

Studies, '98.

(Manos Karagiannis, Ph.D. student at the University of Hull’s Department of Politics and Asian
Studies. “The Turkish- Georgian Relationship and the Transportation of Azerbaijani Oil.” Caspian
Crossroads, Summer/ Fall 1998: Volume 4, Issue 1. Online,
hﬂp:Hourworld.compuserve.comfhomepaqes!usazerbm13.htm, accessed 7/9/03.

: o of
Er:face of Russia’s neo-imperial policy towards the newly- independent republics 0

: is li ider its bilateral
CE (_‘; South Caucasus, any future Georgian govemmer_x: 1; 'll:kely t;? ﬁi;;?;r c:tjeggzns o
3 i i . nortant to be spoiled bY SUC _ ns.
N relations with Ankara as too imp be : e et
3 & the other hand, Turkey wil] probably avoid involvement Tl thcss:ne(:)trihges ot
> since there is little public interest in the fa;e T(;:t:_ lt_hx?s;l Mrus;) Lr:f nt]11~. o A on of e
[ intami tions with Thilis1. MOICOVE 5
¢ = g keen on maintaming good rela A
3 3 1 ipel; lopment of the Eurasian 1T p
3 3 Baku-Georgia-Ceyhan pipeline and the develop: et of e e s,
+ Corridor are seen as a means Lo undf_:rcut Rus§1a s in o e o eyban -
£ % 4o the benefit of peace and stability 1n the region. Ther}eJ c:lr:, e B roueh o i
‘;: 3 route would probably opexate efﬁcnel}ﬂy anld 1nly:lrcolcc':lr: aoc0 rEm Sing (e not 0
N o territory would be subject only t0 tariffs calculate
politically—motivated cut-offs."L
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Russia’s resistance to the Baku-Ceyhan pipeline is decreasing

Swietochowski, Professor of Russian and

(Ta!deusz Swietochowski,
University and member of

Middie Eastern History at Monmouth Universi
; . nivel 01.
Professor of Russian and Middle Eastern History at MOnmourt?:ty. 01

the Columbia University Caspian Project. “The Long Shadow of

Etttjsj;a. Caspian erssroads,_Summer 2001: Volume 5, 1ssue 4. Online
: www.usazerbauancouncll.orq!caspiancrossroads!archive;’archive.h’th Anracesd 7innn
LA

'/F'utin's visit of January 2001 to Baku was perceived as an effort at improving relations

between the two
Caspian Sea floti
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By this time, Moscow had begun to soften its stand on the
after Kazakhstan indicated willingness
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winter storms. Once again Lukoil was helpful in improvin the cli
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Baku relations. The company's s ¢ g e s,
n arranging for such an event as the visit to

The fact that it coincided with the exercises of the Russian
comments about the gunboat diplomacy.
the continuation of diverse policies that various
South Caucasia. Still, MosCow
Azerbaijan's position in the region as the producer of oil and
the largest population and territory, and last but not least, ethnic
the neighboring countries of the Middie East. A tangible effect
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ed as belonging to national
1d be for commoen use.

Baku-Ceyhan pipeline,

to use it for some of its expoits. Gradually, the
d that the US was promoting the pipeline to gain political
the pipeline is not quite viable economically, were
Baku-Ceyhan route could be useful for Russia
ained that the oil tankers from Novorossiysk have to
Strait, which could be closed in case of @ likety

Sea port of Novorossiysk is frequently closed during
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Strong domestic opposition to Iran mitigates any chance of an Iranian pipeline.

Chufrin, 2001
{Gennady Chuftin, associate member of the Russian Academy of Sciences, Gennady Chufyin,

ed. and qssociate member of the Russian Academy of Sciences. The Security of the Caspian
Sea Region. 4 Oxford University Press, 2001, pg. 330-31).

(ﬁHowevé‘r, in spite of the seemingly obvious mutual economic and strategic
advantages, this rapprochement will be rather difficult to achieve, at least in the
near future, mainly because of strong domestic opposition among the radical
sections of both the Iranian and the US political elites. A more likely scenario in
Iranian-US relations will be a cautious probing amid continuing strains and
mutual mistrust. In this situation Russia’s readiness to actively assist Iran in its
long-term economic development programme—and, what may be especially
important, in the construction of nuclear power plants, as reflected in the first
broad Iranian—Russian treaty since the Iranian Revolution, signed when Pres-
ident Mohammad Khatami visited Moscow in March 2001%—makes Russia a
priority partner for Iran. Another important factor which further boosted
Iranian—-Russian relations was Russia’s positive response to Iran’s requests that
sales of conventional arms, suspended in 1995 following an agreement between
Russian Prime Minister Viktor Chernomyrdin and US Vice-President Al Gore,

be resumed.'7D

No way to send Caspian pipeline through Iran
Australian Financial Review 7/10/00
( July 10 2000 SECTION: News, page 36 Healine: Caspian oil: A route To Conflict, Lexis Nexis)

"%« [Tehran is close to completing a pipeline network running from the
> Caspian Sea down to its existing export terminals in the Persian Gulf.
SX . Butrelations between Washington and Tehran remain icy and the US
¢ threatens sanctions against US and foreign firms including BHP
'Y involved in Iran's petroleum industry. Nothing underlines the strategic
tension in the race for Caspian oil more than the fact that the cheapest
and most logical option for exporting the oil is virtually ruled out by

the historic rift between the US and Iran, |
Sanctions prohibit the US from investing in an Iranian pipeline

Cohen, Senior Policy Analyst, of the Russian and Eurasian Studies, the Heritage
Foundation, ‘99

{Ariel Cohen, PhD, Senior Policy Analyst, of the Russian and Eurasian Studies, the Heritage
Foundation. “U.8. Interests in Central Asia.” The Heritage Foundation, 1999.)

WThe sanciohs imposed By the Iran and Libya Sanctions Act, sporsored’by Sen. ~——

Alfonse D'Amato (R- N.Y.) and Rep. Benjamin Gilman (R- N.Y.} forbid significant
investment in projects which would either enhance the Iranian oit and gas

system or benefit the current regime. It is in the interest of America and the West

to deny Iran markets, revenues, and freedom of maneuver in Central Asia until

such time as it abandons its -anti-American and anti-Western position.\
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Middle East Policy October 1948
(October, 1998 Volume 6 Issue 7 [8SN10611924 Start Pﬁgb 145, Proquest)

\T Fourth, the US. government steadfastly opposes the transit of Caspian oil and gas through Iran. We
welcome signs of positive change in Iran, and we will seek to encourage future change. But when it
comes to energy - a commodity on which our economies depend - we must look to our overriding
security needs and remember that Iran is a competitor of the Caspian states, not a partner. On gas, for
instance, Iran has set its sights on the growing markets of Turkey, Europe and Pakistan - the same
markets sought by Turkmenistan. At the risk of stating the obvious, it does not strike me as a smart
business decision to run pipelines through the territory of a major competitor‘.‘l

Iran pipeline not economically sound
Middle Easi Policy October 1998
{October,1998 Volume 6 Issue 2 1SSN 106111924 Start. Fage: 145; Phaquest)

ms pipeline experts investigate the attractiveness of an oil pipeline running squth from Kaza:khstan to

i the Persian Gulf, they are discovering that it might even be more expensive, in terms of capital costs and

* per unit transportation costs, than a cross-Caspian pipeline running on to the Mediterranean. _Thls is an
important insight and indicates that the conventional wisdom regarding the economic attractiveness of
the Iranian route may be off the mark. We can expect to jearn more about this when the findings of the

recent pipeline conference in Almaty are made public. \
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- Any Caspian pipeli : .
i ine will be insecure 0 regi i
Kiare,2001 re due to regional violence-

Michael T. i Lo :
{Michael T. is the director of the Five College Program in Peace and World Securit
rity

(Questions over the production and delivery of Caspian basin energy

“r‘;, supplies invariably come back to the central dilemma of transporta-
g\g _ tion. No mattet which direction the pipelines may follow—north,
¢ 8 § south, east, ot west—-they must Cross through one of more arcas of
% % instability. Some of these areas may be more unstable than others,
s %  and future developments may bring peace to areas now torn by vi-
=~ x &  olence. In all likelihood, however, whatever route is selected for the
=~ ; some form of friction of

export of Caspian energy will encounte

violence.

Regional pipelines will be threatened by warring factions.

Pacific Environment, 99,
(“The Great Ecological Game: Wil Caspian Sea Oil Lead to Environmental Disaster?” January

1999, online http:waw.pacificenvironment.org:’infocenter!Reports!caspian.htm, accessed

7/7/2003.)

[ Aside from military threats t0 oil facilities, the political instability of
the region creates an opportunity for widespread breaches of
measures needed to ensure pipeline protection. The Environmental
Impact Assessment (EIA) for the Azeri Early Oil Project
documented that over 400 "tapholes,” or holes bored into pipeline

l segments to illegally extract oil, were found during an assessment of

- the WREP before reconstruction began. Leakage from such tapholes

Y can lead to countless localized oil spills or worse: a recent explosion
reportedly caused by tapholes in Nigeria led to a death toll of over
500 people. Proponents of the Early Oil project counter that the

. rebuilt portions of the WREP will be virtually alt underground,

7 decreasing the risk of individual and factional actions against the
pipeline. But threats of violence still remains. In a recent New York
Times Magazine feature about the Azeri Early il Project, author
Jeffrey Goldberg reports from the border between Azerbaijan and
Armenia on the potential for the latter to seize the pipeline:

I ask the lieutenant (a military escort) if he believes the Armenians
are capable of seizing the land through which the Early Oil pipeline
will run. He looks confused. 'l don't know about a pipeline.’ The
pipeline, the one they're building a few kilometers from here. T don't
know janything about it,' he says...just then, shots are fired over the
hill.
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DILSFF1?7)_reque ge.ond, although none i;a‘iﬁﬁliﬂ‘édge;l,;_:ler_noct‘acy, all of Saudi Arabia’s
monarchial Gulf neighbors have taken important steps to reform their political
and economic systems, These include holding elections, granting some freedom
of press and broadcasting and some rights to women, and establishing trade,
financial, and commercial centers. Again, Riyadh lags behind. Some of the main
flaws in the Saudi sociceconomic structure, with serious political ramifications,
need to be underscored. First, despite attempts at diversification, the Saudi
economy at the dawn of the twenty-first century still is heavily dependent on oil.
Oil revenues make up around 90-95 percent of total Saudi export eamings, 70 .
percent of state revenues, and around 35-40 percent of the country's gross
domestic product (GDP).(FN15} Consequently, Riyadh is seriously vulnerable
1o severe fluctuations in oil prices. Second, over the last two decades the Saudi
economy has suffered from a very low level of economic growth. According to
the World Bank, from 1980 to 1990 the Saudi GDP's growth rate was 0.0
percent (no growth at all) and in the following ten years (1990-2000) was 1.6
percent. (FN20) The economic stagnation has been worsened by an extremely
high fertility rate. In the last twe decades the Saudi population more than
doubled. In other words, in the early 2000s the kingdom has fewer resources to
meet the demands of more people. No wonder the standard of living has
substantially declined.1

C \'\eo@ o\ Pre,vma—s western Conservakon Gndh MAXS
(1 - ProAveing” NoronS &ton omits 00 relvand oN o

Leonardo Mangeri July/August 2003

“Not in Oil’s Name” Foreign Affairs Vol. 82 No. 4 July/Aug. 2003 pg.171

(Leonardo Maugeri is Group Senior Vice President for Corporate Strategies and Planning
for the Italian energy company ENT)

réHEAP oiL has always been and remains a curse for industrialized
countries and is the most elusive enemy of oil security. It canstiicts

the development of expensive energy alternatives and new oil regions.

Tt discourages conservation and perpetuates Tax Western consumption

habits. Finally, it increases dependence on the Persian Gulf countries

“with the lowest production costs. Cheap il is harmful to the produc-

ing countries as well. "Today less than 2§ percent of global production

but 65 percent of the world’s proven oil reserves are concentrated in

fve countries: Saudi Arabia, Irag, the United Arab Emirates, Kuwait,

and Iran. All of these countries, as well as other oPEC members, need

decent oil prices; since 1999, they have finally managed a certain degree

of internal discipline in order to limit output and regulate prices. This %
policy leaves few alternatives for the Persian Gulf producers because l
their economies remain heavily based on oil while their demography

has changed dramatically. | . .
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Foreign Affairs November/Decembef 2002

((éiyru}sI H. Tahmg_ssebi, “Refuting the Myths™)
yrus H. Tahmassebi is President of Energy-Trend, Inc.)

ms Morse and Richard explain, Saudi
Ara‘bla is eager to retain a dominant
position in the United States because of
the latter’s market size, growth potential,
ar.1d stflbility. The U.S. markets also provide
f'.lIVC_I‘Sll'}.’; and Riyadh has a political interest
1n remaining Americas biggest oil supplier.
Neverthelcss, even if the United States
imported no-Saudi oil, it is difficult to

imnagine a scenario in which an interrup-
tion of Saudi supply would not have an
impact on U.S. markets. Given oil’s
fungibility and the integrated nature of
-world oil markets, a severe interruption
in Saudi Arabia s likely to have virtually
the same price impact whether or not .
America imports Saudi oil. The United
States will therefore continue to defend
Saudi Arabia and the flow of its oil to

world markets, even if it one day imports

anuch less Saudi oil. It might be much

more difficult, however, to explain the
US intervention to the American public
if little or no Saudi oil were imported,

O\L MDNE.\\ 'S No+t+ "’-—“‘3\’3"\ +O Susroin Sovds Atabio

Foreign Affairs May/June 2000

(F. Gregory Gause II1; “Saudi Arabia Over a Barrel”)

(F. Gregory Gause is Associate Professor of Political Science at the University of Vermont and the author of Ol

Monarchies.)

¢ Meanwhile, oil prices slumped from their historic highs—briefly

touching $40 per barrel in 1981
in 1986, and generally staying

before dropping below $10 per barrel * -
below $20 per barrel until 1999. But

these fluctuations did little to change Saudi spending habits. In effect,
the Saudi government budget was not linked to the price of oil,
even though oil has consistently supplied more than 75 percent of
state revenue. Maintaining both high defense spending and far-reaching

social services for a population growing ata whopping three percent
per year has kept Saudi Arabia in the red

since 1983. When they no longer had the

cash reserves to fund these deficits, the Saudis

began borrowing on the domestic market.

Saudi Arabia’s overall ‘domestic debt in

2000 is expected to be $133 billion, more

than 100 percent of 6pp—a level of domes-

tic debt that approaches the limits set by the Organization for
Economic Cooperation and Development and the Bank for Interna-
tional Settlements for fiscal soundness and makes using the domestic
market to cover deficits a risky strategy indeed. \
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Saudi Arabia needs revenue to survive.

Foreign Affairs May/June 2000
(F. Gregory Gause IIT; “Saudi Arabia Over a Barrel”)

(F. Gregory Gause is Agsociate Professor of Political Science at the University of Vermont and the author of O#f

Monarchies.)

Y Avoiding such a crunch is in the interests of both countries. They
must start with a fundamental readjustment of long-held American
views about Saudi Arabia and the forces driving Saudi oil policy.
Since the 1g70s, Washington has seen Saudi Arabia as a fabulously
rich country. Successive American administrations have looked to
Riyadh to help finance American policies both within the Middle
East (most notably, the 1991 Gulf War) and beyond it {the Afghan
mujahideen, the Nicaraguan contras, the Gorbachev transition in the
Soviet Union). Meanwhile, Saudi Arabia has continued to pay cash
for the most sophisticated American weapons technology. Washington
saw Saudi oil policies as driven more by strategic considerations—
ncluding inter-Arab, Arab-Israeli, and opEc politics, to say nothing
of the crucial U.S.-Saudi relationship—than the need for revenue at

‘home. The kingdom, U.S. policymakers figured, had all the money

it needed, and more. But that view is now badly outdated. Riyadh no

longer has the financial cushion needed to Live beyon_d its ye_ar]y otl rev-
enues. Saudi oil policy is now driven primarily by the immediate revenue
needs of a government struggling to maintain a welfare state d?51gned
in the 1970s—when money seemed limitless and the _populatlon’wa
small—for a society with one of the world’s fastest-growing population:
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-Saudi Arabia can’t afford not to maintain US oil trade.

Mackey, ‘02
(ch_, Toronto Star, Mackey is with Reuters News Agency, August 25, 2002, Sunday, SECTION
Business; Pg B03 HEADLINE: Saudi Say US Ties Remain Strong I/n)
| ‘Top Saudi decision-makers are well aware of the economic
challenges facing the indebted kingdom, which is home to one-
quarter of the world's oil reserves. Oil revenues make up about 90 per
cent of Saudi Arabia's export eamnings, 70 per cent of government
revenue and nearly 40 per cent of its gross domestic product.

"Saudi Arabia's stated goal is to be the world's biggest oil exporter
and they can't do it without the U.S. market,” says Amy Jaffe of the
James A. Baker III Institute for Public Policy.

"They are not selling oil as a favour to the United States. It's in their
interest.”

While little public comment has emerged about the issue from the
secretive kingdom, a top Saudi diplomat has issued a reminder of the
influence it wields on global markets.

"In the foreseeable future, oil market stability and global prosperity
rests on the kingdom's oil policy,” wrote Ghazi Algosaibi, Saudi
ambassador to Britain, in a recent column in Saudi-owned newspaper
al-Hayat.
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Saudi government reliant on oil prices.

Foreign Affairs May/June 2000
(F. Gregory Gause 1II; “Saudi Arabia Over a Barrel”)

(F. Gregory Gause is Associate Professor o

Monarchies.)

VIt is not that the Saudis do not recognize their economic problems.
Indeed, they are the major topic of conversation throughout the
kingdom. The government consults more often these days with
the business community, represented by the regional chambers of
commerce and the national council of chambers. Many citizens say
that they understand the need for fiscal discipline but pointedly
arguc that such discipline must extend to the top levels of the govern-
ment and to the ruling family, rather than being borne solely by the

$audi middle class. Saudi leaders’ speeches regularly echo the themes
of belt-tightening set out by Abdallah in December 1998. The crown
prince also appointed a “Supreme Economic Council” in August1ggg,
made up of the state’s major economic officials, to formulate new
policies. What is still lacking, however, 15 the will to face the politi-
cally difficult decisions about profound economic restructuring. And
because that will is lacking, the Saudi government must rely on higher
oil prices to keep the government budget and the economy afloat.

f Political Science at the University of Vermont and the author of Oil

KO
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World Affairs. Winter ‘03, pg.115.122
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Fourth, for several decade: Saudi Arabia used its ntluence 1o encourage
moderate oil prices. A close exammatmn of the international oil market over the
last three decades suggests two constant characteristics that shaped and guided
the dramatic changes the industry has experienced. First, since the early 1970s
oil prices have been highly volatile. In the last thirty years the price of a barrel
of oil has fluctuated from a low of $9 to a high of $37. That volatility has
contributed to political and economic instability in both consuming and
producing countries. Second, in addition to economic factors, oil markets have
always been driven by political forces. Put differently, the prices of oil do not
merely reflect an equilibrium between supply and demand. Rather, they are
equally determined by political developments in both producing and consuming
couniries. Thus, the global oil market has been rightly described as "guided

laissez-faire."(FN10) Taking those two characteristics into consideration, the

Saudi government has realized that high prices have potential long-term

disadvantages, including the development of alternative or competing energy

sources, which could undermine the importance of petroleum and investment
exploration in the kingdom. Furthermore, high prices would encourage oil
production in competing regions such as the Caspian Basin and the North Sea.

Finally, excessively high prices could have a negative impact on the world

economy, which in turn weakens demand for oil. Thus, Riyadh has always

advocated stable prices at a "reasonable level." This Saudi stand has contributed

to the stabilization of the global economy and substantial savings to U.S,

consumers.|
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US Saudi Arabia relations key to the war on terror.

World Affairs. Winter *03. pg.115.122
http://vnweb hwwilsonweb.com/hww/shared/shared_main jhtml;jsessionid=02D4A WIIS4CPQA3
DILSFFI?)_requestid=65749

(Finally, in the war against terrorism the United States and the Saudi
government need each other. President Bush has repeatedly and correctly stated
that the United States is at war with terrorism, not Istam. The political support of
major Muslim countries such as Saudi Arabia, Egypt, and Pakistan (and the
silent support of Fran or at least its failure to object) is essential to legitimize the

military campaign against terror. On the other hand, one of Osama bin Laden's
chief goals is toppling the Saudi monarchy, which he regards as cormupt and un-
I Islamic because it is allied with the United States and has allowed American
: troops to be stationed there since the Gulf War, Militant Islam is a threat to the
W Saudi government just as it is to the United States, The two sides are together in
,@3“‘3 the same fight against one enemy--militant Islam. Therefore, I argue, in spite of
X0 criticism of the kingdom in the U.S. Congress and American media, the Saudi
' government is a reliable partner to the United States in the effort to defeat
oo~ terrorism. Riyadh's apparent reluctance is due to the attempt to reconcile the two
contradictory pillars of its survival: a military alliance with Washington and the
(fb( conservative Islam that dominates its society.

The US questions Saudi Arabia’s relationship with terrorists

World Affairs. Winter <03. pg.115.122

http:f/vnweb.hwwiIsonweb.com,fhww!sharedz’shared_main‘jhtmIjsessi0t1id=02D4AWIIS4CPQA3
DILSFFI?)_requestid=65749

"Meanwhile, the Saudi government has had a hard time articulating its stand
and responding to critics both in the U.S. Congress and in the media. To start
with, the official Saudi cooperation in combating terrorism has always been
shaky. American (and Israeli) officials have always accused Saudi Arabia of
supporting Hamas. (Washington classifies Hamas as a terrorist organization,
whereas Riyadh considers it a legitimate resistance movement against Israeli
occupation of Palestinian land.) FBI agents repeatedly expressed their frustration
at the lack of Saudi cooperation during the investigation of the truck-bomb
attack in 1996 on the Khobar Towers housing complex in Dharan, in which
nineteen American servicemen were killed. In the aftermath of 11 September,

the cooperation between Riyadh and Washington has proved, once again,
questionable.}
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US-Saudi relations are key to our War on Terrorism.

Indyk, Senior Feliow at the Brookings institute, *02.

(Martin Indyk, Senior Fellow at the Brookings Institute, “Back to the Bazaar.” Foreign Affairs,
January/February 2002: Volume 81, Issue 1, pg. 87-88.)

-+ YBut'beyond that, the Uhited Statet will haverto- persuade the s .-
Egyptian and Saudi governments to attend to its short-term needs in
the continuing war on terrorism and to begin working on their
own long-term need to address more effectively their people’s basic
requirements for greater political and economic progress. Persuading -
Arab leaders to stop financing terrorism, prosote tolerance in their
societies, and cooperate with the United States in shutting down ter-
rorist safe havens in the Middle East are conditions that Washington U

must insist on—the failure to do so will have a direct impact on UL.5.

national security. Persuading them to undertake difficult political and

economic reforms, however, could have a direct impact on their own

security, which would make them more resistant to U.S. argumentg}
Senadhs de"’\"‘C} etforts res Ej"“-:“'i—" erceinsm

irs, Winter ‘03, pg.1 15.122

mgf}!(:n?\:i?)l.;Swxll:(:nweb‘c0Eﬁhwwfshared!shared_main.jhtmI;jsessionid=02D4AWHS4CPQA3
DILSFF!'?)_requestid=65749

i1 the aftermath of the terrorist attacks, several U.S. officials have claimed
that much of ai-Qaeda’s funding is funneled through organizations that provide
M humanitarian aid to Muslims around the world and that much of the money
< % comes from wealthy Saudis, including prominent Saudi citizens and even some
o members of the Saudi royal family. Riyadh's response to the allegations is
57:'}@9‘ threefold. In mid-October 2001, representatives of the six Gulf monarchies
agreed to freeze the assets of groups and individuals blacklisted by the U.S.
wf. Treasury. Since then the Saudi monetary authority has begun policing local
v}dp charities and financial institutions more aggressively. Still, to regulate and
Qb\ inspect money transfers is a daunting task, given that the kingdom employs
P approximately six million foreign laborers, who send billions of dollars back to
o theit home countries. A large proportion of the foreign laborers are Pakistani
w and Afghani, some of whom might sympathize with al-Qaeda. Fipally, the
Saudis assert that zakat (giving money to religious charities) is one of the five
pillars of Islam, according to which all Muslims should donate 2.5 percent of
their profit or income. The Saudis strongly stress that they have no evidence that
money from any Saudi-based charity went to Osama bin Laden and his
organization. }

Saudi Arabia helped the US on the war agaisnt terrorism

id Affairs. Winter ‘03, pg.115.122 o o
:‘t’t‘;‘:’f!vnweb.hwwilsonweb.comfhww#’shared/shared__mam.;htmi;]sessmmd—OZDélAWlIS4CPQA3

DILSFF} ?)_requestid=65749

ﬁ)espite diggrecments between Washington and Riyadh regarding the
nationality of the participants in the 11 September attacks and the source of

funding for al-Qaeda, Saudi Arabia has quietly coopcrgted with _the United

States in sharing intelligence information and in allowing American '

commanders to coordinate the military campaign in Afghanistan from Prince

Qultan Air Base southeast of Riyadh. In short, the Saudi record of cooperation

with the United States in the war against terrorism is mixed. That can be ' \
explained by the necessity for the Saudi royal family to find the_rlght bal.amce.:

between the demands of its domestic constituencies and the desire to maintain

and strengthen ties with its traditional ally, the United States.\
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BBC 7/4/2003 . ' '
(July 4, 2003 HEADLINE: Saudi Commentary Hails “Solid” Ties with US, L/N)

r It's testimony to their rock-hard stability that Saudi-American relations have

withstood the firestorn of the 11 September 2001, the terror attacks on the World
Trade Centre in New York and the Pentagoi: in Washington, DC. Although 15 of the
19 hijackers were suspected to be Saudis, the U3 government and much of the US
public have been able to separate the actions ¢f these few misguided men from
official Saudi government policy and the fove of most things American that Saudis
have,

History

The Saudi-US relationship has been solid ever since its inception in 1932 when
American oil explorers discovered of! in the kingdom. The historic meeting between
King Abd-al-Aziz Bin Sa'ud and US President Franklin D. Roosevelt, aboard a US
warship in the Suez Canal in 1945, served to firmly cement the strategic relationship.
Saudi Arabia has remained a bulwark of stability and moderation over decades of
instability in the Middle East region, from the radicalisation of some Arab states in
the 1950s, the attempted expansion into the region by the Soviet Union and its client
states in the 1960s and 1970s, the threats from a revolutionary Eran in the 1980s, to
the Iraqi invasion of Kuwait in 1990.

Aithough oil remains a large factor in the relationship, with Saudi Arabia providing
the US with 17 per cent of its crude oil imports in 2002 alone, both sides have
realized that the relationship must be expanded to remain mutually beneficial to both
sides.

The recent withdrawal of US troops from the kingdom, originally deployed here in
1991 to protect the country from the Iragi regime of Saddam Husayn following the
first Gulf War, is testimony to the new and mature road embarked on by both sides.

The United States continues to be the single largest foreign investor in the kingdom,
with billions of dollars invested in joint ventures. Thousands of Saudis have studied
and worked in the US, and many more still hope to ene day study there. j

1

CRATICAL * HEMD
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Tom Cholmondeley. January 14, 2003 World Press Review “The mother of all Iegal rows,”

pg.7

.;f" After a painful battle, the IPC finally
signed the nationalization agreement
§ on Feb. 28, 1973. Today, if “regime
change™ happens, we could see three of
o the world’s largest public companies—

'z B2, Shell, and ExxonMabil—fighting
or their old IPC possessi ack in
7’ the

Os the IPC was compensated
for its lost oil fields, and that would
3 normally end any future rights they

2 might have. However, they may well

3 1y to show that the compensation. deal
was signed under duress.

;3 “Tf you argue there 15 something
amounting to duress, then you could
argue the compensation agreement is
invalid,” says professor Thomas Walde,
formerly principal United Nations
interregional adviser on oil and ?as law.

i
g “If I were their {the companies

adviser, | would
bargaining chip with the new govern-

ment. It would play a role in the race

3 for getting new titles.”
3T T4
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-The US has an extremely large oil dependency

Wirth, president of the UN Foundation, Gray, Counsel of the President, and Podesta professor
of law at Georgetown University 2003
(Timothy E. Wirth is former US Senator, C. Boyden Gray served as Counsel to former President
G. Bush, and John D. Podesta severed as Chief Staff to former Pres. Clinton. “The Future of

Energy Policy” Foreign Affairs Volume 82 Number 4, July/August 2003

YSince October 1973, when Arab nations imposed a six-month

embargo on oil exports to the United States, America has vowed to
reduce its dependence on foreign oil. Each of the last seven U.S.
presidents has pledged to steer the nation toward greater energy
security, but the problem has only grown worse. Imports have passed
50 percent of total oil consumption and are projected to reach more

barrels of world reserves, ohly four percent

are to be found in the United States, and
fully two-thirds are in the Persian Gulf. A €5,
quartex of U.S. imports are from that volatile O*

region, and other key trading partners are

substantially more dependent on the Persian

Gulf: Japan, for example, buys 75 percent of
its oil from that region. China’s economic
growth is also rapidly increasing its depend-
ence on Persian Gulf oil, } \'DY

~-The US heavily depends on foreign oil now

Cothran, 2002

{(Helen Cothran Opposing Viewpoints: Energy Altematives Green Haven Press, 2002 pg. 17)

™TLe U-S. heaow M

= the United States depends on foreign producers for more

é’

than half of the oil it consumes. Much of the world’s il is pro-
duced by OPEC—the Organization of Petroleum Exporting
Countries—which has the ability to manipulate supplies and
prices worldwide. Former U.S. president Bill Clinton argued,
“The nation’s growing reliance on imports of crude oil and re-
fined petroleum products threaten (sic) the nation’s security
because they increase U.S. vulnerability to oil supply inter-
ruptions.” Many Americans worry that energy shortages
could seriously disrupt America’s new high-tech economy.
Moreover, concerns about energy dependency have only
deepened in recent years—U.S. reliance on foreign oil has in-
creased from 35 percent in the 1970s to 56 percent in 2000. |

than 60 percent by zo10. Of the one trillion \5&“ 1
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Christison 03 B _
(Bill, Former Director of the CIA’s Office of Regional and Political Analysis

«“Qil and the Middle East: Why U.S. Foreign Policy Has to Change”
http://www.counterpunch.org/christison2:html, accessed 7/8/03)

[ 1ts worth spending a minute to talk about why oil is so impertant te the United
‘States. The world's total use of energy from all sources--from petroleum, natural gas, §
coal, wood, hydropower, nuclear, geothermal, solar, and wind power--has increased 'g
in recent years roughty as the global population has also increased. Petroleum
contributes the greatest single amount--about two-fifths of the world's total energy
output, and natural gas (which is in some ways retated to oil) more than another one-
fifth. The United States alone uses about one-quarter of the world's total energy
output, but has less than five percent of the world's population. The U.S, itself does
not produce anywhere near the amount of energy that it consumes: According to
statistics of the U.S. Department of Energy, the United States used in the year 2000
almost 100 quadrillion Btu's--or British Thermal Units--of energy. But of those 100
quadsillion Btu's, the U.S. had to import close to 30 percent. The United States is,
hands down, the most profligate user of energy, by far, on this whole globe.

L)

VPP V9 WP IWNGUGy l'Q sa

With respect to oil alone, the U.S. imported in the year 2000 almost two-thirds of the
oil that it used. The importince of Saudi Arabia as a supplier of the U.S., needs to be
emphasized, but not just because the Saudis hold the largest known but still untapped
oil reserves in the world. What is even more important to the U.S. at the moment is
that Saudi Arabia has the largest installed but unused rapid production capacity--that
is, oi} wells, pumping equipment and so forth already there but not used to meet
current, or "normal,” production needs. In any emergency that cut off oil supplies
from anywhere else in the wortd, Saudi Arabia would one of very few, and maybe
the only, nation that could easily and quickly increase its oil production without a
waiting period measured in months rather than a few days. This obviousty adds to
what any general or admiral would call the strategic value of Saudi Arabia to the
United States.

There is another characteristic of the global oil industry that we should all
understand. It is an industry dominated by a half-dozen extremely large, global
corporations--including ExxonMobil (these two firms merged in 1999), British
Petroleum, Shell, Texaco. Guif and Socal. Fifty to 75 years ago these companies
might have been swashbuckling, unregulated corporations seeking to maximize
profits and avoid the controls of @iy governments by all means fair or foul. Today,
however, these companies by no means have the same personalities that they had
years ago. In the Middle East, at least, the governments of the area have nationalized
practically all oil production, and the companies or their subsidiaries have gradually
worked out mutually supportive relationships with the local governments, under
which the companies continue to manage most of the oil production and globat oil

trade, while the governments, and OPEC, make the basic decisions on how much oil e —_
to produce. The companies continue to make large profits, which keep them happy
enough. :Z

Ceoainues. ., o
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In their relations with the U.S. and other advanced nations, the companies no longer
shun government regulation, because most of the regulations imposed on them are
supportive of, and increase the profits of, the companies themselves. The regulations
fall more into the area of corporate welfare than into the area of inducing the
corporations to become better citizens. In the U.S., the ties of the oil companies with
both of the major pelitical parties are close and mutually prefitable. Up to a few
months ago, these same comments would have applied to Enron, which was clearly
one of the world's largest energy companies, even though it was nor one of the
largest globatl oil companing

-Tie need for oil will rise in the future-
Klare, 2001
{Michael T. is the director of the Five College Program in Peace and World Security @
Hampshire College & author of numerous books; Resource Wars; copyright- Henry Holt &
Company 2001) p40 '
5 appears, then, that the global demand for oil will continue to rise

in the years ahead, pushing daily consumption rates to ever higher lev-

els. The big question thus becomes: will the oil industry be able to sat-

isfy rising demand, or will significant shortages emerge? To answer

this, we must turn to an examination of global supplies. |




GDI 2003 KELLY/PATEL/
OlL LOSNEGARD

W.S. Ol DEPENDENCLY IN(REASING

US Dependency On Middle Eastern Qil Growing

New York Times 12/26/2002 '
(Dec 26, 2002 SECTION: A, Page 24 HEADLINE: Threats And Responses: Energy: Growing

US Need for Oil from the Mideast Is Forecast, L/N)

[ As President Bush seeks to reduce American reliance on oil imported from the
Persian Gulf, new goverament studies predict that in two decades the West will be
even more dependent on oil from Saudi Arabia and other Middle Eastern producers.

Mr. Bush, asked a week ago on the ABC News program "20/20" about the
importance of Saudi Arabian oil, said that "we nust have an energy policy that
diversifies away from dependency"” on foreign sources of oil -- including some that
"don't like America,"”

Late last month, the Department of Energy's Energy Information Administration
forecast that in 2025 the majority -- 51 percent -- of world oil production would
come from the Organization of the Petroleum Exporting Countries. About twa-thirds
of OPEC production, in turn, emanates from the Persian Gulf. The Energy
Information Administration, or E.ILA., says OPEC now produces 38 percent of the
world's oil.

The information administration projects that Saudi Arabia will need to produce 22
million barrels a day by 2020 to meet increased world demand, far in excess of its
current production of about 8§ million barrels.

"We're going to rely more and more on the Middle East markets for oil," said Fatih
Birol, the chief economist for the Paris-based International Energy Agency, or LE.A.
The group's recent World Energy Outlook, which estimates energy markets through
2030, mirrors the forecast of the American energy agency.

Government and industry oil experts widely agree that it makes sense for the United

States to diversify its sources of energy. It is also possible that in the next decade
increased oil from the Atlantic Basin and the Caspian Sea could make a short-term
dent in American dependency on the Middle East,

"Our dependency on the Persian Gulf could take a slight dip before it goes up," said
John Brodman, the deputy assistant secretary of energy for international energy
policy. "But the basic geological fact of life is that 70 percent of the proven oil
reserves are in the Middle EasL_"J
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U.S. dependence on foreign oil is increasing.

The Heritage Foundation 4/24/2002
(Apnl 24, 2003 Thursday SECTION: Backgrounder HEADLINE: Strengthening

National Energy Security by Reducing Dependence on Imported Oil; Charli E. Coon,
1.D., and James Phillips, I/n.)

(Charli E. Coon, J.D., is Senior Policy Analyst for Energy and the Environment in the Thomas A. Roe Institute for

Economic Pt_}licy Studies, and James Phillips is Research Fellow in Middle Eastern Affairs in the Kathryn and Shelby
Cullom Davis Institute for Intemational Studies, at The Heritage Foundation.)

£ U.S. dependence on foreign oil has increased steadily since the 1973 Arab ol
embargo. Projections show the nation’s dependence increasing to over 60 percent
by 2020 if Congress fails to take necessary actions to enhance energy security.
nd3 Both the White House and the House of Representatives have acted responsibly
to reduce the nation's vulnerability to supply disruptions by proposing measures
that would increase domestic production by opening up 2,000 acres in Section
1002 of ANWR to oil and gas exploration and filling the Strategic Petroleum
Reserve to its maximum capacity. 7

U.S. is dependent on Saudi oil.

Foreign Affairs November/December 2002 ' ' . .
(Shibley Telhami and Fiona Hill, “America’s Vital Stakes 1n Saudi Arabia”)

i ii he University of Maryland and Senior
Shibley Telhami is Anwar Sadat Professor for Peace and Develc_»pr_nent att ] nd 3 _
%ellow)a(n the Saban Center at the Brookings Institution. Fiona Hill is a Fellow at the Brookings Institution and Adviser

to the President of the Burasia Foundation.)

" YTtis true that Jong-term trends in oil
pricing are driven less by political and
‘military strategies and more by market
supply and demand. Yet short-term spikes,
which can have significant economic
consequences, sometimes result from
political calculation, and sometimes
from unanticipated events. Only Saudi
Arabia has the ability to affect these spikes,
by either holding or increasing oil supply,
and the United States greatly depends
on Saudi cooperation to keep the oil
market smooth. { R
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Russia is doing what ever it takes to increase it’s oil exports

Busch 3/31/03 . .
(March 31, 2003 Monday Energy Intelligence Briefing, Energy Intelligence Group Inc, BYLINE: Axel
Busch HEADLINE: Moscow pulling out all stops to boost crude exports DATELINE: London)

Ru % ‘rRussia is ramping up crude shipments to nearly every pipelin:e desﬁngtion possible in
s its second-quarter export schedule. Deputy Prime Minister Viktor Khristenko's

! governmental commission on access to export pipelines has penciled in crude

Y~y exports of 2.692 million barrels per day via the Transneft pipeline system to non-CIS
\J’»R countries. This represents a neat 91,000 b/d increase over the first quarier's

Qver scheduled volumes and a whopping 195,000 b/d boost over the second-quarter
¥ program of 2002.

Y5 Byt how much Russian exports will actually rise is a much tougher question. In

o particular, the drastic boost planned for the Druzhba pipeline is unlikely to be realized,

ISt ag Fastern and Central European buyers argue that they do not need alf that

sl | additional crude. And 87,000 bid allocated for Lithuania's Mazeikiu refinery looks a bit

exypel b optimistic, given that the plant is scheduled to shut down for 43 days for maintenance
and repairs next guarter. In a bid step up shipments, Khristenko's commission has
taken on the politically thorny decision of mixing Urals blend crude into the better
quality Siberian Light stream traditionally sent to Tuapse. This decision should allow
Russia to significantly boost exports out of the Black Sea port, but it will mean the
disappearance of Siberian Light blend crude from the market. Khristenko preclaimed
that the move would boost Russia’s overall export capacity by 200,000 b/d. In April,
however, Tuapse loadings are set to fall as Transneft switches over to pumping
teavier, sourer Urals crude to Tuapse. Three days of routine pipeline maintenance
will also crimp loadings. Exports from Tuapse are scheduled to drop by 38,000 b/d ;

imm March allocations to 74,000 b/d,

Oil extraction is high on Russia’s list of interests.

Swietochowski, Professor of Russian and Middle Eastern History at Monmouth University, "01,
(Tadeusz Swietochowski, Professor of Russian and Middle Eastern History at Monmouth
University and member of the Columbia University Caspian Project. “The Long Shadow of
Russia.” Caspian Crossroads, Summer 2001; Volume 5, Issue 4. Online, :

http:/fiwww .usazerbaijancouncil.org/caspiancrossroads/archive/archive htm, accessed 7/9/03.

With regard to Russia's long term interests in the region of South Caucasus,
academic publications list them in a wide range, from the echoes of the Cold War
mentality, to trivialities, to hard-nosed business considerations. The list includes such
points as: 1) preservation of a political and military presence, 2) increase of the
control over extraction and transportation routes of the Caspian oil, 3) efforts at
eliminating potential geopolitical contesters -Turkey, the USA, and Western countries
4) counteraction to the spread of Islamic fundamentalism and Pan-Turkism, implicitly
_F‘é using Armenia as the main ally, 5) protection of the rights of the Russian population,
5%, (never large and leaving voluntarily), 8) prevention from harmful influences on the

O 7 situation in the North Caucasian territories of the Russian Federation. Above all, there

-~~— has loomed, in the background, the issue of oil, as the world seems fo be inching
< toward a new energy crisis,

GHoN Wahan
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Grost 3/23/03

M ! i
(S Esggtl'loﬁ?,vgfosi, E(I:’attgz . gggrfrrlEzS\ElsNETr: M_c(,Braw-Hill Companies Ing, BYLINE: Isabel Grost
DATELINE. Moscc;w) . 99; Pg. : Russia’s experts forecast: Gain in crude, drop in products

Qv “'he Russian energy strategy until 2020, approved by the government May 22,

y he forecasts growth in crude exports over the coming two decades but warns foreign
hey sales of oil products will likely sink.

Cow Crude exports to 2020 will range between 2.8- to 6.2-mil b/d, the strategy says.
Yealr  Foreign sales of crude averaged 3.5-mil b/d in 2002, according to customs statistics.
B 35 JaRExact volumes in future years will be influenced by a number of external and internal
€. wix factors, including world prices and demand, and progress in tapping new fields in the
Eap A Caspian, North Sea and Gulf of Mexico.

“_'1‘*"\“ Crude exports will likely climb in proportion to growth in ail output, Russian energy

1 ncM minister lgor Yusufov told reporters. According to the most optimistic forecasts, crude
output could climb to 490-mil mt in 2010 compared with 380-mil mtin 2002, before
stretching to 520-mil mt in 2020. The more moderate outlook is for output of 450-mil
mt in 2020,

Forecasting oil exports was “not a simple question,” Yusufov said, explaining that
»Russia should not destabilize the world market.” For this reason, the country was
engaged in a dialogue both with OPEC and with other producers that attend OPEC
gatherings as observers, as well as with consuming nations grouped in the
International Energy Agency and European Union, Yusufov said.

Prices will be the key question goveming Russian oll export levels, Of three price
forecasts studied by the government, including $ 28-30/bb!, $ 22-23/bbl and $ 18-
18.50/bbl, Russia believed the latter to be the most "realistic” scenario, the minister
said.

Russia will strive to diversify into new oil export markets in the coming years. Europe

and the CIS will remain the biggest foreign consumers of Russian oil. But the Asian

Pacific, which currently absorbed just 3% of Russia's oil exports, will gain ground on
Eraditiona! outlets and should account for some 30% of foreign sales by 2020.
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11 \(;ears since the collapse of the Soviet Union, Russia has regained the title of worlds largest oil
producer

Stinemetz 6/2/03

(June 6, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLINE: Douglas Stinemetz, Haynes &

Bo_one LLP, Houston SECTION: General Interest HEADLINE: Russian Oil sector rebound under full
swing

Jtars
$a aussian oil production has rebounded, after falling almost 30% after the collapse of
rhe the Soviet Union in 1992,
(o llapge
¥ "Russia has become the world’s largest oit producer and has taken a firm grip of
global leadership in the export of hydrocarbon products,” Russlan Energy Minister
Sav;ed  lgor Yusufov said recently, Even more important, the Russian oil industry has been
Unimy completely reorganized along more international lines in the course of this recovery.
2
f.l"';’a‘ After the Soviet Union collapsed in 1992, a number of Russian private groups moved
a f . x . .
Tt sai Jo seize controi_ of state qll assets through privatizations and other means.
Rudimentary oil companies were assembled ad hoc out of the fragments of the state
gy, oil system commencing in 1993. These companies began to recrganize their new
+ T assets, culminating in a flurry of activity in 1996-97.

Wor Job After the 1998 fiscal crisis in Russia, the emerging Russian major oll companies
_’3“ began to consolidate assets more aggressively. They acquired more oil properties,
P Py g streamlined operations, cut costs, introduced Western management and technology,
and in most cases began listing their shares, either in Russia or abroad.

Currently, Russian oll companies are seeking to increase their share prices and
improve liquidity in their shares. The primary reason is that they need access to
cheap capital. The surviving "oligarchs" in the controlling groups also will be able to
cash out. They will leave behind a Russian oil industry organized, operated, and
capitalized much like their Western brethren. Thus reformed, the Russian oil industry
will be able to take up its role as a vital component of the international ofl industry and
ymore effectively exploit the tremendous oil reserves it has at its disposal.

Russia is the world’s second leading oil producer.

Energy Infonjmation Administration, November 2002
http://www.eia.doe. gov/emew/cabs/russia. htm#oil accessed 7/7/03

g?.s Oil Exports 3

o i_Despite problems surrounding the transition .to a mgrket

Y. economy and the lack of foreign investment in its oil sector,
%g Russia remains one of the world's top oil exporters. Following a
3% plunge in the early 1990s, Russian oil exports rebounded in the
{ mid-1990s. The ruble devaluation of August 1998 reduced

T * production costs sharply for Russian oil producers, leading to a
£:3  further increase in exports, and relatively high world oil prices

5 g° since 1999 have made exports even more profitable for Russian

g' oil companies. With domestic consumption of 2.38 million bbi/d
in 2001, Russia increased its net oil exports in 2001 to 4.91
million bbl/d, making Russia the wor’]i's second largest oil
exporter, behind only Saudi Arabia.
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Energy Information Administration, Nov. 2002 )
(November 2002 “Russia: Oil and Natural Gas Exports
http:ffwww.eia.doe.govfemeufcabsfrusexp.hnnl) e e

- - - ~ oy . v L Y ,
Tfter Russia restructured its oil industry into @ number ?f c\é(’,
vertically-integrated, private oil companies, thg country's oil <y
production and exports began to increase again. In 2Q01, Ao
Russia's net oil exports rose for the sevepth congecutwe year,
reaching 4.91 million bbl/d in net crude oil and oil prloduct
exports. Russia is now the world's seconq largest oil expo.rter, .
behind only Saudi Arabia. Russia’s ne:t oil exports are projecte
to increase again in 2002, to 5.17 million bbl/d, and then to 5.4

million bbl/d in 2003.

-Russia is the wor]cglargest natural gas exporter and is still growing

Energy Information Administration, Nov. 2002

(November 2002 “Russia: Oil and Natural Gas Exports”

http:ffwww‘cia.doe.govfemcufcabs!rusexp.hmﬂ)

{Russia is the world's largest natural gas exporter, with 6.7 trillion
cubic feet (Tcf) in net natural gas exports in 2001. Gazprom,
Russia's state-run gas monopoly and the country's largest
natural gas exporter, has forecast that Russia's natural gas
exports will climb to 7.1 Tcf by 2002 and to 7.5 Tcf in 2005.

Many Russian oit companies sit on huge natural gas reserves,
which they have not developed commercially because they do
not have access to lucrative export markets. Gazprom keeps
firm control of Russia's pipeline network, but with restructuring in
the_country's natural gas sector in the works, all natural gas
producers finally may receive equal pipeline access. When
third-party access to Russia's natural gas transportation
infrastructure becomes a reality, Russia’s natural gas exports
could increase dramatically: Russian oil companies currently
produce approximately 2.2 Tcf of associated natural gas that
could be treated and exported rather than flared off.

Already, Russian independent Arktikgaz has been given access

to Gazprom's pipeline network to supply 4.2 billion cubic feet

{Bcf) of natural gas to northern Ukraine from October 2001 until

2010. Arktikgaz also has signed contracts to supply 5.3 Bef to

Belarus and 2.1 Bef to Georgia over the next 10 years and O[
hopes to become the first Russian independent producer to

export natural gas outside the former Soviet Union. |
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Mariya Ignatova. Nov.27,2002. World Press Review “Russia Vies for US Market, A
competetive Northern Pipetine.” pg. 12

v And 50 on Wednesday, the top man-
agers of Russia’s four largest oil compa-
nies—Lukoil, Yukos, Sibneft, and
Tyumen Oil Co.—put their signatures
10 a memorandum marking the begin-
ning of a megaproject valued at $3.5-

£
3
[~
® $4.5 billion. By 2007, the compapies
¢
3

intend 1o launch a new export route

;%L&%mm‘jma
Murmansk, Apd by 2010 Russian oil
companies intend to =]} t

fits 1n with the U.S strategy of reduc-

ing dependence on Middle East oil.

Rassia now exports about 5 miflion
barrels of oil per day. Its main rival,
Saudi Arabia, now €xports more than §
million barrels but, unlike Russia, jt

"
2
L9

has an unused ¢a

pacity to increase its

exports by another 2.5 million
_ba.rrcls‘ Russia intends to
"RLTEAsE 1ts eXports up to 10 "3l

muton barrels per

Lh_

thus occupyi

the U.S. market. The k proj-

ect is one of the wavs of gchi‘eving
such ambitjons, 4 1

U.C. + RoSCIA BT KLREADY ClwED  hREEMENT, To

WRNEE T ATE
con e iversi i f Thermodynamics, ‘03
(Sergel lagov -Econon U”'Ve{'?'ly o StUﬁga;rlKl Sttl)tiltjigeug Oil Plans".yfnrer Press Service, May 16,
(Sergei Blagov. “Economy-Russia: Iraq Upsets Ambitio
2003. Pg. Lexis) ' ‘
[A draft plan that was a year In the rnakmg, k:;aed
projected that by 2020 Russia would produ
p 0 to 520 million tonnes of crng ayear.
* Brodn ilion tonnes, niNe
Laaidles Production last yeat was 379 mi
ey ent higher than 2001, ‘
?‘*"“""‘.‘5 » lz;:t; domestic consumption exp'ected tgil;;?::;d
iy oduction wa
Wity ¢ table, much of the new pr (
” ?ﬂ"’h :‘or export, with the U.S. as the big buyer.ian
o &  {J.S. President George W. !Sush an_d }?luss
Qo > President Vadimir Putin s_1gne<_i a joint
A declaration on energy cool\rj[eratzlzri :Stt e, Atan
their summit in Moscow May & . 5101.1 A
" summit" that followe?d in Hou
g:tirbg;' Russian officials said they cn:mlcil-I e;port
as much’ as a million barrels a day to the US.

within five years.
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-Russia views expansion of exports to US as essential

Eudes, 1/9/2003

{Marielle Eudes of Agence France Press, Moscow January 9, 2003 “Russia oil boom unlikely to
help curb world price rise™)

Rwss f Russia’s oil majors also have their sights on the United States, known to be seeking
Ry 10 diversify its suppliers.

&1
r‘.onr':l- Last summer the first successiul direct deliveries of oil to the United States were
apsdx  made by sea,

h -
o S’U\s The deficiencies of Russia's port-terminal infrastructures mean that the US marketis
. a _ currently insignificant, but it is likely fo gain rapidly in importance, Russian industry
. insiders believe.

td.\
Russian producers decided last November to combine efforts open up a new route
for exports to the United States via a deep-water terminal near the northem port of
Murmansk, on the Barents Sea, which they hope will beceme operationa! within five

years.

-Russia is seeking to sell ¢il to the US

Agency WPS, 1/27/03 .
(Agency What the People Say “Russian Fuel Companies are preparing for Intervention to South
Eastern Europe™ January 24, 2003)
'\Y . g — W .
A 2002, diversification of routes for exports of Russian raw materials was
developing in the northem direction. Gazprom presented the project of the North
*5 European gas pipeline and oll companies agreed on construction of the oil pipeline to
Murmansk to make oil exports to the US easier. In 2003, the southern direction is in
+ — fashion. Results of the auction for sale of a 25% stake in the Croatian ol company
5 "¢ INA will be announced in February. Rosneft, which offered the maximum price of
= $400 million, is considered the main candidate. A comprehensive issue of Russia's
i 3 entrance to the gas markets of South Eastern Europe is now on the agenda.
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~Russian oil exports are substantially increasing into the Western world

Energy Information Administration, Nov. 2002

(November 2002 “Russia: Oil and Natural Gas Exports”

http:z’!www.eia.doe.govfemeufcabsfrusexp.hmﬂ) .

1Since 1991, Russian oil exporters increasingly h&ve shifted their

focus from the countries of the Commonwealth of Independent
States (CIS) and central Europe 10 Waestern Europe. As
countries in the former Soviet Union have racked up oil debts,
Russian oil exporters have targeted customers in Western
Europe, where demand is strong, supply is limited, and payment
is in cash.

The maijority of Russian oil exports are sent to countries in
Western Europe, such as the United Kingdom, France, taly,
Germany, and Spain. The share of net exports to countries

outside the former Soviet Union rose from 53% in 1992 to 86%
in 2001 as the share of net exports to former Eastern Bloc and
Soviet Union countries decreased. Russia's net exports outside
the CIS totaled approximately 4.23 million bbl/d in 2001, while
only about 680,000 bbl/d was exported to CIS countries.

An October 2000 energy summit between the European Union
(EV) and Russia, whereby the EU agreed to help Russia
develop its oil and natural gas reserves in return for a long-term
energy supply commitment, promises to boost Russia's oil
exports. With pipeline projects such as the Baltic Pipeline
System, Russia hopes to increase oil exports to Europe to over
5 million bbl/d in the future,)

Russia’s exports to Europe compose the bulk of Russia’s oil exports

Lombard Street Research 5/28/03 _ '
(May 28, 2003 Janet Matthews Information Services; Quest Economic Database; Lombard Street

Research Monthly Economic Review, SECTION: Forecast, HEADLINE: Russia: Current oil export
transport capacity constraint)

NES o rﬁussig has oriented its oil expeorts increasingly to West Europe from the former
s }’r repybhcs and central Europe. Increasing exports to Europe remains the country’s
k. mainstream strategy. With the Baltic pipeline system completed, oil exports to
&nigpt Europe are e_xpected to rise to 5 mb/d. However, Russia is looking to tap the huge
%}j growth in Asia, especially China, and from a strategic point of view is planning to
;1:. export to thle us. Qil dem_and in China has doubled in the past ten years to 5.2 mb/d
ook in 2002: while North American and European oil demand rose by just 15% and 6%
'+ ' respectively. Other Asian countries’ oil demand was up by 53%. Asia is likely to be
Rht:’:'\b the most dynamic growth region of the world over the next ten years, as China's
GJ/". houtput growth pptential is estimated at up to 10% compared with only 31/4% in the
/YIS a!:nd 21/4% in Euroland. The transportation and production costs of delivering
Russ:a.rln oil to the US are higher than those of Middle East producers, but the
Lg::ggmt:on of the new security threats suggest that the US would lock to diversify its
{O supply.



GDI 2003
oIL KELLY/PATEL/

o | LOSNEGARD
Tnvestors for RUSSIA Qe Neeged)

AlHNovain 2002 was G fontah ¢ Year o Russiah
Oily MSHy Oilion OF DUTSICR 1VEST AT Wi aedadh

What The Papers Say 1/22/03
(January 22, 2003 Wednesday, What The Papers Say (Russia), SECTION: Feature Stories HEADLINE:
Development of Russian oil industry in 2002 )

\(I-n general, results of development of the Russian oil sector in 2002 can be
characterized positively. Russian oil companies were growing at a speed exceeding
the speed of growth of the international leaders of the oil industry. However,
improvement of financial and production parameters in the oil industry took place due
to persistence of high world prices. This circumstance also conditions the growth in
exports of crude oil both to non-CIS and to CIS countries.

b
Along with this, the negative trend of reduction of investments in capital assets is
obvious. The needs of the Russian fuel and energy sector for investments are
estimated at $50 billion. According to available information, the needs of the Russian
oi} and gas industries amount to $15-18 billion a year. Hence, the strategy of
development of oil companies should be aimed at increase of investments in capital
assets and improvement of their efficiency. Improvement of efficiency is conditioned

lby the need io solve the two main problems, namely a sharp worsening in condition of
the raw material base both in the quantitative (their decrease) and in.the gualitative
{growth in the share of the reserves that are difficult to recover) aspects, as well as a
high decrease in capital assets and increasingly obsolete technology. Possibilities of

the export increase are aiso closely connected with the volume of investments in the
Russian fuel and energy sector.

The issue of selection of the most effective and urgent direction of investments in the
oil industry is also important. At present, the degree of wear of the oil processing
industry exceeds the wear in the oil producing industry. Hence, substantial
investments are needed in the oil processing industry. The major part of investments
is made in oil production and not in oll processing. The modern oil processing
industry requires serious upgrading, which is confirmed by Russia’s substantial frend
,of lagging behind Western countries according to the oil processing depth.
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Foreign investment needed in Russia

Victor, Victor G., Director of the Program on Energy and Sustainable Development 42003

( Foreign Affairs, April 2003, Axis of oil, Page 53-54)

\_What holds opec together is not merely an ideology of market
manipulation but also the facts that production in OPEC fields is
generally inexpensive—few capital assets are idled when a swing
supplier cuts back—and that opEC member governments are generally
able to exert strong control over production decisions. In contrast, the
structure of the Russian industry favors exporting at full capacity
rather than the on-again, off-again behavior of a swing supplier. New
wells in Russia generally require significant investment drawn from
demanding capital markets, and the tightest bottleneck for Russian
exports is not drilling but the infrastructure of pipelines and ports

needed to get oil to markets. Unlike the seaside Saudis, the center of
today’s Russian oil industry is inland in Siberia—more than two
thousand miles by pipeline to markets in western Europe. Slightly
shorter pipes also carry western Siberian oil to the Black Sea, but then
the journey to market continues at high cost through the narrow and
crowded Bosporus. New and expanded routes to the Adriatic Sea
and the Baltic Sea—as well as new fields and export pipelines from
castern Siberia to China and ports on the Pacific Qcean—all require
massive infusions of capital. Once spent, this investment is immobile
and thus creates a strong incentive for firms to pump at full capaci
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Russia is a hot spot for foreign oil investment

Tavernise & Banerjee 2/12/03 . . _
(February 12, 2003 Wednesday, The New York Times, BYLINE: Sabrina Tayernlse & Neela Banerjee
SECTION: Business/Financial HEADLINE: BP completes big oil deal with Russian’s DATELINE: Moscow)

IBP, the world's third-largest oil tompany, agreed today to pay $6.75 billion to form a
new Russian oll company. The deal underscores the growing atiractiveness of
Russia to foreign oil concerns and could increase the country's already significant
role as an exporter of crude oil.

Under the deal, which is the largest single investment in post-Soviet Russia, BP will
merge its assets in the Russian ojl company Sidanco with those of several Russian
businessmen who own two other Russian oil producers. The resulting company
would become Russia's third-largest oil producer. BP will pay cash and equity for 3
50 percent stake in the new company.

Analysis and companies warmn that because Russia is still a difficult and uncertain
place to do business, it is unlikely that other foreign oil powers will race in after BP.
Few foreign oil companies appear willing to invest a great deal in Russia unless the
government creates a better tax regime and a stronger legal system, oil executives
and analysts said,

for Royal Dutch/Shell, which has invested more than $2 billion so far in the Sakhalin 2
offshore project in the Russian Far East. "All of us have had difficulty getting our
projects off the ground. It's very easy to invest money, but how easy is it to get your
money out? The risks in Russia remain.”

But Russia may have become too important to ignore. For the Jast year, the Bush
administration has praised Russia as a stable source of crude oil to world markets,
while political instability has Plagued other regions that export a lot of oil, most
_hotably the Middle East and Venezuela, Russia's oil output grew nearly 9 percent Jast
'year, and by the end of the year, the country had overtaken Saudi Arabia as the
world's largest producer, though Saudi Arabia still axports more oil.

"There's been a lot of talk about diversifying away from dependence on Middle East
supplies," said Stephen O’Sullivan, head of research at the United Financial Group,
an investment bank in Moscow. *If's all very well for governments to say. BPis
creating a new production province for itself in Russia."

The BP transaction comes as the largest international oi} companies have had to
acknowledge the difficulties they face trying to increase oil production through their
own exploration and production. One way fo meet ambitious grawth forecasts,

analysts say, is for some companies to acquire others, the path BP appears to have
- chosen.

"The acquisition may reflect the growing difficulties faced by the majors in replacing
their reserves,” said Mehdi Varzi, president of Varzj Energy, a London consulting firm.,
"Russia will remain a relatively hard place to enter, but the BP deal js definitely

encouraging.” e



GDI 2003
oIL KELLY/PATEL/

. LOSNEGARD
Trestors for Russio. e Neoducl

Major investments are needed to keep production up.

Energy Information Administration, November 2002
http://www.eia.doe.gov/emew/cabs/russia.htm#foil accessed 7/7/03

ﬂ?ussian oil companies have benefited immensely from relatively
high world oil prices since 1999, and, in addition to further
development of the West Siberian fields, some of these

- producers are using those profits to invest in exploration and
new drilling projects. Exploration in the Russian sector of the
Caspian Sea is picking up speed, and international projects
teaming Russian companies with Western oil majors are
underway in the Arctic region, in East Siberia, and on Sakhalin
Island in Russia's Far East. Russia's future level of ol

- production will be defined by the ability of oil companies to

- develop these greenfield deposits, which will require a massive

. amount of infrastructure investment (including new export
pipelines) in order to deliver this oil to markets)
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Russia is no longer isolated; the oil market could attract US investment

Fletcher 2/17/03 . . .
(February 17, 2003, Oil & Gas Journal, PenWell Publishing Company_, BYLINE: Sa!'r? Figtcher SECTION:
General Interest HEADLINE: TNK’s Kukes: Russia must look to new oil markets for it's ¢il )

US opportunities

iti hare in the exploration
. ortunities for US and other western produa_::ers to sl ]
an(;(:ire?fgfopment of Russian oll and gas, Kukes said that, in tr.1el absence of a .v:rellll
defined production-sharing agreement, [ think you'l see more joint ventures initially
between Russian companies.”

He said, "We're one of a very few companies in Russia lhf\t strongly supports a PSA.
But there are some companies that oppose it in any form.

Development of a PSA “is important, because Ru‘ssian‘oompanies reallzedthat to get
access to long-term capital with corporate issues involving governance apth ostorn
transparency, one of the attributes is to have a successful joint venture wu} w -

! partners, and there is a very, very limited number of those petween Ruslg ar;ho or
companies and foreign (firms). | think there are a lot of upside opportunities there

4, both sides.”

id, " ive ir i i keop demonstrating that it can
Kukes said, "To be attractive in Russia, (a flrm_) has to i
do transparent business with western companies. Unfortunately, not everybody in
Russia feels yet the need for joint ventures. It's alwayg happens that, when the price
of crade is high, everything works -- they can buy services, consultants, When thln?s
get tight, in a downturn cycle, then you'll see more joint ventures. Sometimes pecple
have to learn by their mistakes.”

What Russian companies are looking for in joint ventures, he said, is "definitely low-
cost capital (and the) know-how to develop large oit fields.” As for technolagy, Kukes
said, "A lot of it you can buy from the service companies. But how to select the best —-
the bridging technology --'this knowledge we definitely need.” To help with the

selection and implementation of western technology, he said, "We've hired quitea
few Americans.” '

Technology developed for aerospace and military use under the old Soviet system
was much too specialized and “isolated” to adapt to modern industrial use, Kukes
said. He also doesn't see Russian service companies "developing to become world-
class players -- not on their own, | see more of joint ventures, when you combine ¥,
some know-how that the Russians have with Western (companies), too."

Besides, with the grawth of international ol field service companies, Kukes said,
\_”_l:here's no need for Russia to isolate again.”

67
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Stinemetz 6/2/03
(June 6, 2003, Oil & Gas Journal, PenWeil Publishing Company, BYLINE: Douglas Stinemetz, Haynes &
Boone LLP, Houston SECTION: General Interest HEADLINE: Russian Oil sector rebound under full

swing
What's needed now

::.':I'- he rebound in Russian oit production has been the work of the Russians
themselves. Retatively littte foreign investment in the Russian oil industry has been
oil projects in Sakhalin. There are a number of reasons

made, apart from the
commonly cited for this relative lack of foreign investment - the absence qf a
gime for production-sharing agreements being the

éf:vorable regulatory and tax re : .
ost.notable excuse. The underlying truth is that the Russians do not ne_ed foreign
oil companies to produce their oil -- at least under the terms that the foreign oif

companies desire,

A=

Foreign investment in Russia is being embraced

ivanov 6/14/03
(June 14, 2003, The Daily Yomiuri Global News Wire, BYLINE: Viadimir i. lvanov, special to the Daily

‘(omiuri HEADLINE: Russia emerging as energy powerhouse)

E\ls ]
withoirﬁpl( r?ﬁgrggsc;?::?icii' tr?r z;ilc;tr ?il:?host 7 billion dollars in a new company formed
K, t _ VIth a presence in Eastern Siberj I thi
an ol pipeline. Project to Nakhodka th ¢ tomationgl S
* at the Japanese Bank for | i
Cooperation could partial, ith i i s o o oona
rices vaon o p ly back with its low-interest loans looks jike areasonably

gg:;rgx:;ti?htgte ‘:g‘?'tde:; gf technological advancement angd high-tech research ang
I ; Uce project costs ang enhance energy effici
Russia technological cooperation in the field of energy, fyels ancgiI )émis'zliir:acé;uacﬁt
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U.S. investments already moving towards Russia.

Federal News Service 4/30/2003

(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of the
Senate Foreign Relations Committee; Anna Borg — Witness: Deputy Assistant Secretary
for Energy Sanctions and Commodities, Burean of Economic and Business A ffairs of the
State, I/n}

for continued improvements in the investment climate, further progress towards a o
liberalized energy market, and increased export capacity. We are plcased with

the very energetic participation by a broad range of American firms in the
U.5.-Russia Commercial Energy Dialogue, and their cooperation with their Russian
private sector colleagues in jointly developing draft recommendations to both of
our governments on ways 1o facilitate increased commerciat cooperation and
investment in Russia. Those recommendations will be presented at the next
U.8.-Russia commercial energy summit in September 2003.

by |
LEEploration -+ U.S. exploration and production companies are keenly U'-\p)")
interested in Russia's potential, though they remain concerned about the need N\z’;}»"‘

As of June a year ago, total U.S, private investment in Russia's energy
sector had totaled already $500 million. Prospects are also interesting for oil
and gas field equipment manufacturers. Russia is currently the fifth largest
export market, with U.S. exports in this sector last year totaling about $328
million. There was opportunities for more exports, although price is often an
. obstacle, as ours are often more expensive than domestic alternatives.” 7 ‘P £

Shell is Currently Investing $10 Billion Dollars in Oil Fields in Russia

is, Staffwriter at United Press International, ‘93 _
tﬂ?r:ltlhsony Louis, “Analysis; Putin’'s royal visit.” United Press International, June

24, 2003, Page: Lexis.)

And Shell is investing as much as $10 biltion in
1the Russian Far East, with an oil and gas venture
on Sakhalin that will place it at the heart of fast-
» growing markets there, even as Britain's own oil

g fields in the North Sea produce less and less

cruckaj
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Ruseia and OPEC st areate cfaple Gil prices briore Russion
Lronomy con e revived.

Rosbalt, 2003 .
{Rosbalt=Russian News Agency, “Russia Could Lose USD 35 Billion by 2025 Due to Unstable
W_orld Oil Prices” April 7, 2003) :

MOSCOW, July 4. The Russian government budget could iose from USD 32
pillion to USD 35 billion in the period up to 2025 vecause of unstable world
oil prices, said Vice President of the International Academy's Fuel and
Energy Complex and member of the Russian Academy of Sciences Valery

Salygin. ‘Russia will endure huge losses if Russian ex orters with OPEC are
unsuccessful in finding a rachanism Tor providing stable world oil prices,’ he

said.

gin came out for

5 eaid that in 2002 the amount of delivery of R

increased by 16.8% and at the same time to
: ;

ussian oil to EU countries

er countries by only 4.9%.

'European countries wil i

ni5Tkets Tor The export of Russian oil,' he said, At the same time, he noted
e

! rease of cooperation with the US in the area of expos of .
Russian energy resources’ and also the necessary conduct of joint -
prospeciing for new oil fields in the countr he Asian Pacific region.
Salygin disagreed with yesterday's statement by British Petroleum that oil
reserves in Russia will last for only another 22 years. 'There are large oil

deposits in Urengoe and Nadyme. | think oil reserves will 1ast another 30-50
years, he said.}

Low o) pﬁt&s Wt Yhe Russian ﬁ:cgv\omg{_

Energy Information Administration, Nov. 2002
(November 2002 «Russia: Oil and Natural Gas Exports”
http:f;'www.cia.doc.govlemeufcabsimsexp.html)

Ciude oil exports are a key source of income for Russia,, as
s - . o

revenues from e
Russian government's income. Itis estimated that every $1-per-
barrel price increase in the price of Russia's Urals Blend
benchmark brings in almost $1 billion in extra eamnings. On the
other hand, a decrease in oil prices adversely im ja's

budget. While Rg@é_iaﬁipwﬂalm&ﬁmn
rSUenUBs P1999 and 2000 when world oil prices were relatively

high, the drop in world oil prices in late 2001 cut into Russja’ 6
revenue intake.; T ’
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Slobodanuk, 1/8/03

(Dmitry Slob.odan’l,lk is a Russian business reporter “Russian Economy in 2002. Oil Expansion:
Jump to Nowhere” January 8, 2003 http://english.pravada.ru/main/2003/01/08/41723 htmi)

Fhe rise of the international oil prices and'the chase of Russian companies for
petrodo!llars have resulted in the severest crisis in Russia-s fuel and energy complex
Proquctlon and export of oil are rapidly increasing; the relations with NATO are '
getting more complicated. The organization of oil ex reafen

tha Ffor Ihe strikebreaking. As it lurns out at the same time, Russia-s ol

and gas suppes 3T are OF easy access will be enough just for a Tew years. 1he

eq 1pmgnt empioyed at the oil and gas complex Is S
modemization. Tt means that ihe ’yasian_tualﬁnd energy complex needs investments
_ gttheTTate of several billions.

Russia is in economic decline and does not havé the resources to drill in the Caspian

Ebel, Director of the Energy Program for Strategic and International Studies, ‘02
{Robert Ebel, Director of the Energy Program for Strategic and International Studies. “The
Geopolitics of Caspian Oil.” Caspian Energy Project, June 20", 2002.)

LIncreasingly, however, the world's attention is turning to the Caspian region.
Russia's energy production, due to mismanagement and a shortage of investment
capital, is expetiencin _ Jecline; oi jop hag declined
from a Soviet-era peak of 11.4 millign barrels per day to only 6 million barrels

per day at present, 2 decline which 1s unprecedented in l?istory. Meam;l:iile, 1:1?:
south Caspian basin has 17.5 billion barrels of proven oil reserves, and doubling

i be realistic. In addition,
that amount through future exploration may i o
Turkmenistan has world class gas reserves, and needs only 2 reliable pipeline

route to transport supplies to the world market:]
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* Godeau, 2003

(Lucie Godeau, Agence France Press “US secks Russian oil despite widening rift over Iraq:
analysts” March 16, 2003, I/'n)

LINARS 6 - t{
Despite growing differences over their stance on Iraq, the United States still sees
Rugsia® as an essential means of weaning itself off its dependence on
1Ll\:*‘iiddle East oil, analysts said.
Buring a visit to Moscow last week, US Energy Secretary Spencer Abraham glossed
-over warnings by US diplomats here that Russia's fierce opposition to US war plans in
traq could disrupt economic partnership between the two countries.

'y
"We are pushing Russian and US companies to work together,” Abraham said »
Wednesday, in remarks that contrasted sharply with recent warnings by the US
ambassador to Moscow that Russia could suffer serious economic consequences if it
E!Iows through on threats to veto a UN resolution authorizing war on krag.

AND  zacsis cad C\A?Pt.?{ all 'J{CC{("%R,\/ el $upPRUES
To ™E Yo, -

Godean, 2003 ' .
(Lucie Godeau, Agence France Press “US seeks Russian oil despite widening rift over Iraq:
analysts” March 16, 2003, I/n)

wé ‘(Five Russian oil majors signed an initial deal in November fo build an Arctic export
sk terminal to help them boost shipments to the United States, a|:|d Yukos estimated that

Mk : . g

i M,ﬁwwﬁd Stalgs wit _

¢ ‘Wh"? "We stron%I! support the development of greater capacity to export oil in Russia.
More pipelines will be a goo thing for Russia and will aliow mors exports, Abraham
Eaid. .

The energy secretary's statements were echoed by a senior US diplomat said, who
said on condition of anonymity that "there won't be a strategic course change” in US
pqlicy towards Russia even if Moscow vetoes the UN résolumon on lrak
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Novak-September 5™ 2002; (Robert—staff writer @ the Chicago Sun Times; “Presmlent s oil
policy has business spooked”)plexis

The overriding problem is that the world today needs more oil, not
less, at a time when global environmentalists are aligned against
boostmg production. That is reason enough for the Bush
administration not to risk its Saudi Arabian oil supplyBy joining the
conservative Republican campaign against the royal regime. Political
instability in Venezuela poses another potential reduction. While
Bush is criticized for snuggling up to Russia’s President Viadimir
Putin, Russian oil exports have prevented perhaps another 35 raise in

oil prices. |
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(S:nnc;ilfgi' grg&denl of the American Chaml_)er of Commerce in Russia, ‘03
\ _ omers, President of the American Chamber of C ' i
Russia and the Caspian.” Federal News Servi ber ?h ommerce in Russia
— . : ' s Service, April 307, 2003, Pyg. Lexis.)

Tt is in the interests of American business for

Russia to continue its re-emergence as a majot

oil producer and to gain a significant share of the

U.S. oil import market. As the U.S. Department

of Commerce held last June afier an extensive

public inquiry, Russia has succeeded in making

the difficult transition to a market economy.

Moreover, this {j_m_ﬂ;d_amgg_ta} change inthe .~

character of the Russian economy has ocourred

within a new democracy, an historic
gggnsformatign in itself. Ammerican business
prospers best in democratic market cconomies.
By allowing such an impoytant sgetor of the
Russian economy to contribute with other oil-
producing nations to meeting U.o, energy needs,
the 0.5, would help to globalize the Russian
economy and stabilize these positive

opments.
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Taylor 1/15/03

(January 15, 2003 Wednesday, Australian Financial Review, John Fairfax Publications Pty Ltd, BYLINE:
Lenore Taylor SECTION: New, Pg. 44 HEADLINE: Russia's Frozen Qilfields)

O ] -[Xnd for Putin, investment in Russia's oll and gas industry brings revenue, and that
. Tevenue gives him the economic leeway to reform the rest of the Russian economy.
\;" " \Lt would also Jend Russia intemational status far in excess of his country's actual

conomic strength.
?v\+l n
Events last month in a committee room in Russia's parliament, the Duma, provided a
ﬂw good insight as to the foreign firms' frustrations. For years, the foreign oil companies
R84 *have been struggling to finalise Russia’s production sharing agreements, or PSAs
90V specific laws setting out the legal terms and conditions for multibillion-doliar
investments in remote areas of Russia with little-existing infrastructure. These laws
diminish the investment risk in what has been, by any calculation, a very risky
envirpnment. _
The PSA laws were finally passed last
were deemed “impossible” by the forei

! Then what some observers like to call "forces withi i
: : 5 in the Duma" by which they appe
éa mgap parliamentarians linked with Mikhail Khordokovsky, the y):Jung CEQ ):)f ppear
|ussIa’s second-largest oit company Yukos began to stymie their efforts.
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Russian oil production key to world market.

Federal News Service 4/30/2003 :
(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of the
Senate Foreign Relations Committee; Anna Borg — Witness: Deputy Assistant Secretary
for Energy Sanctions and Commodities, Bureau of Economic and Business Affairs of the
State, 1/n)

<We are working with our colleagucs at those departments on implementing these QJ’
recommendations, with both successes to report and areas for stifl further J ,(0
progress. Russia, as you noted, is important to world energy markets because it .\

is the world's largest exporter of natural gas, the second largest oil exporter vy

and the third largest energy consumer. Russian oil production has rebounded from

the lows of the mid 1990s, thanks largely to capital investment by Russian oil v’d

firms and the increasing use of western oil field service compantes.

Production in February 2003 was already about 8 million barrels a day, and
with sustained firm oil prices it is possible that production over the next six
years could go to as high as 11 million batrels a day. While estimates vary over
the size of Russia's proven oil reserves, going for about 50 to 60 billion
barrels, Russia also has the world's highest reserves of natural gas, about
1,700 trillion cubic feat, The Caspian, the non-Russian region is also rich in
these resources, with oil production expected to increase from the current level
of about 1.5 million barrels a day to about four million barrels a day by 2010,
possibly reaching as high as five million barrels a day at that timeframe. 2>

Russian oil companies are capable of shipping oil.

Latvian Radio, Riga Latvia 1/10/03
Copyright 2003 British Broadcasting Corporation BBC Monitoring. Supplied by BBC
Worldwide Monitoring. L/N accessed 7/8/03

i
[ Varpa Ventspils Nafta fully understands the problems of those Russian cif exporting

companies, about which they have contacted the Russian govem'mer}i. And
Rusgime #:d Ventspils port, which is not iced up, and Ventspils Nafta and the pipeline company are
completely ready to work in the interests of our clients, and with the high quality we

(oafartey have provided all these years, and which is testified by our partners ali these years.
afr Cagabic As for how the situation is going to develop, obviously that depends on the Russian
ok sy side, on the structures which are being calleq upon per_sonaily by the management of
A ) these largest and most influential Russian oil companies.]

o\

LIRSy P e

R - ' . 3 -
usstan oil companies have oil and are looking for a place to send it

Latvian Radio, Riga Latvia 1/10/03

Copyright 2003 British Broadcast;
! casting C i o .
Worldwide Monitoring, L/N aceses eg'd 7%]}3;&11&1011 BBC Monitoring. Supplied by BBC

EThe Russian oil companies are current| i
_ : > y suffering large losses. The Primorsk port is .
iced up; every tanker working there needs the services of icebreakers, Novorosgsiysll( R"j’:“" ol Corvpunies

port is very often ravaged by storms. Russian oil refineries are now i
?gﬁftﬁg‘wﬁ@ ?f Drod_uction, and in future there will be very negativeac(i)crl:g;:fgrr\}ges have d""’“’b"" osl <ot —
o ihe r:::si rl;l(;lp?s, right up lto pressure tg stop drilting, which is especially “le log K Snn, For a.
Lo inter. Observing this situation, and in its own interest, Ventspils Nafta Mg
Y at any moment to cenclude a contract on oil supplies, and this is what the Place 5o Sewd 24

press secretary of Ventspils Nafta, Gundega Varpa, has to say:]
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Petroleum Econo;nist 2/10/03, Lexis Nexis
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Since the collapse in 1998 of Russia's financial markets and the devaluation of the

< ruume, Tne revenue stream from Russia's energy complex has been the single most
» important factor in helping the couniry achieve its econon IVES., ysical
rotection of infrastructure investment, regardless of origin, 1§ amajor policy objective,

g
mtegrated hydracarbons transport system in the world, interconnecting 17 countries.
~ This could i increase, with China, Japan, the Koreanpenrnsula Finland, Denmark and
L the UK all potentlal orlfgas transnt countries OF expert-resy ients. The securi of the

(2
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A rise in Russian oil exports would help stabilize their government.

lvanova, March 20, 2003
(S. lvanova. “Do Not Cut Taxes.” Gazeta, March 20, 2003. Pg. 1, 10-11. Pg. Lexis.)

[ At the presentation of the report, the chiet
“p economist of the World Bank Department for
alozt’ N ussia K. Ruel stated that a rapid cut of taxes
e ’ L** entails "many risks,” because "Russia’s economy
ks P 144 At depends heavily on prices for raw materials
LtV Lo o Which are fixed outside Russia.” According to
w\® 9,!" him, the government could vse resources from a
1\(.‘-" stabilization fund to reduce risks connected with
the price for oil. However, "it is undesirable to
use the stabilization fund to cut taxes." Russia's
finance minister A, Kudrin is of the same
opinton and calls the stabilization fund "a safety
bag" and, despite the opinion of the Premier M.
Kasyanov, added to the draft law on stabitization
fund a ban on the use of the stabilization fund
with a view to reduce a tax load.}

~Russia seems to have a sufficient amount of oil guaranged for the next 30 years.

Somers, president of American Chamber of Commerce in Russia, 2003
{Andrew B. Somers, Senate Foreign Relations Committee “U.S. Energy Security: Russia and the
Caspian” Testimony in Senate Committee April 30, 2003, Vn)

{Some Russian private sector sources are more optimistic about Ryssia's reserves
and see little need for PSAs, Yukos, now the world's fourth largest oil company
recently asserted that reserves are

, Sufficient to assure the extraction of oil in Russia over the next 30 years at levels of 9-
10 million barrels per day, with an export capacity of 6-7 million barrels per day. A
strong proponent of the Murmansk project to resolve the export constraint problem
discussed above, Yukos claims that Russia can supply 15 % of U.S, oil imports with
an estimated range of 1-2 million barrels of oil per day.>

Production will be aroundq million barrels a day in 2005

Ebel Birector of the Energy Program for the Center for Strategic and International Studies June 2003
{Robert E., Russia, Caspian and Central Asia, June 26-29, 2002,
http:/fwww csis.org/. /fenergy/020626Ebel.pdf, Accessed 7/9/03)

Tgased largely on statements by the leading Russian oil producers of their intent to expand
output through 2003, the near-term future looks relatively bright, if nothing happens to
‘ot sidetrack these growth plans. If the production growth achieved so far this year were to
> “B' be extended out to the year 2005, that would provide a production level of about 9
v P million b/d for that year. But, time will tell, especially for the years 2004 and 2005. The
following table is a bit more conservative. }

&
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Federal News Service, Inc. Jun 19, 2003 Official Kremlin Int’| News Broadcast. “Press
conference on results of energy summit seminar of aregie Moscow Center”

(So, we are open to any questions you may have.
Jafte: | am going to address my remarks specifically o the question of Russian
energy and 1 think that some other experts will talk about different aspects. There's

- ? been a lot of discussion about Russia’s role in the international energy market and |
b‘(&, think that one of the highlights or points that was made at the seminar was that really
% Russia is not yet a global oit power. They have the capacity to be, the potential to be
3? 0. But right now both in natural gas and in oil Russia is a sort of a provincial player
in the sense thatit's a regional supplier to Europe.

e

A

»‘t\*ﬁ’.

And this is a problem for the future of the country because we all heard a lot of
discussion about Russia's ability to increase its production that we have seen
dramatic increases in production and exports over the last two or three years. Butl
think most analysts agree that the European market demand certainly for oil is not
going to grow by any extent over the next decade and beyond. But that's partly by

: regulation or having to do with energy taxes or it is also partly due to the fact that the
£U has restrictions, policy restrictions on diversity of supply and there will be a cap on
the amount of oit they can buy from one supplier.

Ry 'M,@ PN

And so for that reason, as Russia expands its capacity, it's going to be very critical
that it be able to reach other markets beyond Europe. Both for econormic reasons and
also just to find the market for its oil, and the critical factor in Russia’s ability to do this
is going to be access to, as ambassador Djerejian said, is going to be access to
export capacity. )

Russia oil exports have already surpassed that of Saudi Arabia, and they are still growing

What The Papers Say 1/22/03

(January 22, 2003 Wednesday, What The Pa i s .
’ : pers Say (Russia), SECTION: : .
- Development of Russian oil industry in 2002 ) v ) Feature Stories HEADLINE:

RE
Rﬂ‘lfq r— ici
wW The ituati "
o | The rggg;gasr;t;:ztrliz: g? lﬂl:zl:g:lllddgil mark?t was favorable for Russia in 2002, An
) tde amaunted to $23.60, whi igh
Pr. JM;“ ?::gl Ssggﬁ g:ﬁd:ged at the beginning of 2002 and much higt?grv:t?:nr?rl:g " 2 or hen
hq s poude produce‘ii Sggsu?r! budget for 2_002. According to the Energy Minisﬁr; ein 2002
a pw Ruoeia produced 79 ggl;?ll itIans gf oil or 9% more than in 2001 (348 millior; tons)
Ny 11 toct cuartor o1 2008 o1 ;:Iro ucer in the \_Norld having outrun Saudi Arabia. In
st /day Pty , oil pro uptlon in Russia amounted to 7.97 million barrels
5 L,/- ARG ’In 2%rg2as pl::: n?:r;dé .f;\rabla oil production amounted to 7.86 miflion P
‘ . . . il processing i i X
. comparison to 2001 reaching 183-185)1 milliorll t?)r:rs: Russia grew by 3:4%in
a .
In 2002 ia’
» Russia's oil exports grew by 12.2% to 157.53 million tons including the

. growth in exports to non-CIS i
’ countrie
S)&” o by 1o o < tons.l s by 8.4%. Exports of petroleum products also

7
y Od t

to ili ia wi
ns to 190 million tons. Russia will also do its best to increase oil exports. Deputy / 4

Prime Minister Victor Khriste: "this i
me e Minister nko says that "this is one of our tasks in development of
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Access to foreign markets is essential to the Russian oil market right now

Stinemetz 6/2/03 _
(June 6, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLI!\IE: D_ouglas Stinemetz, Haynes &
Boone LLP, Houston SECTION: General Interest HEADLINE: Russian Oil sector rebound under full

swing

ﬂ « t’,rsr‘!;lhat the Russian oil industry really needs now is access to cheap foreign capital
*«  from the capital markets and access to world markets. The major Russian oil
GCfefzzgompa\nies are generating significant revenues, given current oil prices, but need
R ccess to foreign capital markets to raise squity to expand their production. They are
Q; s‘: h& currently moving in that direction. Both Lukoil and Yukos are notable leaders in listing
L Itheir bonds or shares on the London Stock Exchange and on the New York Stock

*  Exchange {through American Depository Share programs).

R
v;f hSuch access to additional markets is critical for the long-term profitability of the
n g, industry, because Russian domestic oil sales are in rubles at ptices about half the
ri ,}world market price, and dumping additional oit production on the Russian domestic
) market would depress prices even further. A glut of Russian oil in its domestic
he v market in 2002 has already resuited in significant price pressure -- and even calls to
establish a Russian strategic petroleum reserve to absorb excess production.

Access to world markets for this purpose means developing 1) long-term sales
arrangements with foreign retailers of gasoline, lubricants, and other refined products
to ensure that long-term investments in expanding production can be recovered and
2) the infrastructure necessary to transport increasing quantities of Russian crude to

l[t_eﬁneries abroad to serve these new markets.

/15
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Tha Russion ¢conomy 1S
will nNotx afCect calroco%h

Russian e(onomy is Stable

-Russia’s ecomony is stable and can sustain an oil shock

Hardovsky, 4/8/03

{Mikhail Hardvosky ispresident of the YOKUS oil company “Russian Economy Will not suffer

even if Oil Prices Fall by 50%, April 8, 2003
http://english.pravada.ru/main/2003/01/08/41723 htmD

F‘ﬁ;e__Russian economy will not suffer even if o ha1 )
announced President of YUKOS ol company Mikhail Hordovsky at a

meeting with journalists in Moscow yesterday. As a Rosbalt

correspendent reports, Mr Hordovskypointed out that ou extractlon in
Russi unts for 15% of GDF a is not of

critical importance for the country as a wholg.The Russian economy ]
relalively steady at present and this is unlikely to change,’ said Mr
Hordovsk_y)

Gateway Russia Magazine, 7/2/03

(July 2, 2003 “Russian market growth based on strong economy™
www.gateway2russia.comvst/art_1031143.php

Thg Russian stock market showed the highest growth in the ¥4
world twice over the past five years. It surged 40 percentn heﬁ
first six mariths @ the Wall Street Journal reports. i
Analysts say this growth is based on strong economy. Even if
there is a correction, stock indices will not drop significantl ¢
sharp fall in oil prices will not become a catastrophe@‘d&%,
ag it happened in the late 1990s. Accordm‘g‘t‘cTthE‘WSd—trre-
impressive growth of the Rusaian stockmarket in the first half of
the vear reflects the overall situation on the Russian markety™

3\(2)1431@3- oill 'omla(ﬂ_mg
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-Russia’s economy is doing well and growing F ( @

Business Day Magazine, 7/8/03
(July 8, 2003 “Russian economy expands” www.bday.co.za/bday/content/direct/} ,3523,139735.
6078-0.00.htmi)

¥ MOSCOW - The Russian ' irst fiye
mon 03 compared wi iod in 2002, Economic
evelopment and Trade Minister German Gref told a government meeting,

Gref also told ministers that 11-percent growth in investment during this
period waq(particularly promising.)

"The decling in investment in the country has been halted,” he said, as
quoted by the Interfax news agency.

Investment growth recorded last year for the same period was just 1.5
percent, he noted.

Most industrial sectors -- but not agriculture -- showed recovery and growth,
he said. Industrial i 6.7 and personal incomes
by 14.5 percent during the first five months of the year.

“Inflation has slowed down, standing at 8.7 percent during this period, which
is 1.5 percent lower than last year," Interfax quoted the minister as saying,

Separately, the state statistics commitiee published provisional first-quarter

figures showing gross domestic product (GDP) growth up by 6.8 percent
compared with the first quarter last year, Interfax reported.

The figure was slightly higher than the government's own estimate of first
quarter growth at 6.4 percent.

Last year, first quarter growth was just 3.7 percent compared with the same
period the previous year.

The government has set a conservative estimate of 4.6 overall GDP growth
for 2003, compared with 4.3 percent for 2002,

[
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Russion Lesnomy is stale.

Russian economy in an up-swin%,fcqggurt £ cpelpntsa PE.QJ{‘ C

Federal News Service 4/30/2003 '
(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of
the Senate Foreign Relations Committee; Andrew Sommers — President, American
Chamber of Commerce in Russia, Chair, commercial energy dialog with Russia, /n)

< The Russian government didn't expect it, none of the western analysts
expecied jt We sec a continuing growth in consumer spending. The reserves of

the central bank are at the highest ever, about 355 billion. Q".'

The real estate market in Moscow and some of the other larger cities js _

owing. And overall the economic prospects we think logk pretty good, and I'm
speaking from the perspective of someone who every day has to battle the _
bureaucracy and afl of the other implementation issues of the very progressive
legistation that has been passed. Y

Fletcher 2117/03
(February 17, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLINE: Sam Fletcher SECTION:
General interest HEADLINE: TNK’s Kukes: Russia must look to new oil markets for it's oil )
Robust Russian growth
rRussia's restructured, privatized oil industry has entered a period of "robust and
sustainable growth™ through operations by increasingly efficient private companies,
' KiKes 5aid 1ts ofl axports are projected fo increasagﬁyﬂfﬁmmomm 3
miilion bfd in 2001.

What's mdre, Kukes noted, new Russlan production in Sakhalin and East Siberia is
closer to non-European markets, particularly Japan and China.,

The US, with its growing dependence on jmported oll, also is a prime potential market
for Russian crude, Kukes said. Total oil imports into the US are expected to jump to
14.3 million b/d in 2010 from 9.3 million b/d in 2001. Moreover, Kukes said, the
commercial efficiency of spot shipments of Urals crude to the US is about 50/C/bbl
lower than exports to Europe.

He said the US represents a potentially stable market for light, sour Urals-typé crude,
production of which is expected to inch up to 5.9 million b/d in 2005 and 6 million b/d
in 2010 from 5.8 million b/d in 2001. He sees Russian oll entering the US market

ctho

With lifting costs generally under $ 3/bbl, he said, Russia can compete as a source of

oil Supplies for the LS.
"Sg } think you'll see maore and more cargoes coming,” Kukes said. "By the end of
2003, you'll start to see a few hundred thousand barrels of Russian crude coming

into the US market.” -_— .
W
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High costs of corruption in licensing economy increase the cost of doing business with them

Jennifer I. Considine Associate Editor, Geopolitics of Energy William A. Kerr 2002 Van Vet
Professor, University of Saskatchewan, Canada The Russian Oil Economy Chapter 8: Russian Oil

in the 21 Century pg 304-5

i < tne migh corruption costs imposed by the ‘licensing’ economy greatly
W& Na 45\ ‘increase the cost of doing business for firms while the siphoning of any
profits and the mining of existing assets reduces investment. Together, they
2 5>y are a recipe for stagnation over the long run even if the removal of_ the
‘ \p&-‘w controls imposed by central planning allowed for considerable opportunities
X d’('v for profit, particularly due to the heavy monopolization of supply chains

‘oligarchs’ that controlled much of the domestic oil and gas distribution
systems. '

£
e

L4
‘Jg?;& (Hobbs et al,, 1997). For example, fortunes were certainly made by the

Given high costs and low levels of investment in productive assets, why
isn’t there a strong movement for reform of the system? The problem is that
those who have the rights to license economic activity have a direct stake in
the continuation of the system. Their livelihood depends upon it.

It is no coincidence that the most difficult reforms in the Russian

-Federation have related to the definition, much less enforcement, of
property rights. Freeing prices was largely accomplished, although, as
illustrated in Chapter 7, it was often a tortuous process. Privatization has
been more difficult but considerable progress has been made and there are
few barriers to new private enterprises (as long as you obtain a license),
While it took some hard lessons to bring a measure of macroeconomic

B stability, that too has been accomplished to a considerable degree. On the
other hand, little progress has been made on establishing an effective
property rights system. In particular, land and resource markets have failed
to develop. While commercial law is now on the books, it is not enforced,
Extending property rights wonld put at risk the power of those who have the
ability to license,

Given that the ability to personally exploit the right to license is
e_ggl%hroughout the bureaucracy of the Russian Federation, there is a
buiit-in resistance to changs g the statys quo. This is why the periodic anti-
corruption campaigns arg bound fo fail)While these campaigns ¢an be use

to punish a few individuals who have fallen out of favour or whose corrupt
practices have become so lucrative or overt so as to cause political
emEEassmeng fﬁex cannot be used to end widesgreﬁ corruption. my the
formal extension of property rights and the introduction of competition into
the provision of licenses can accomplish this change (Kerr and MacKay,

1997). "7 Zaret
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Russia is gravitating toward a licensing economy

L= =W f;(bnowlg > Woos

Jennifer L. Considine Associate Editor, Geopolitics of Energy William A. Kerr 2002 Van Viiet
Professor, University of Saskatchewan, Canada The Russian Oil Economy Chapter 8: Russian Ol
in the 21* Century pg 303-4

gravitating to what was characterized as a ‘licensing’ economy in Chapter 1

tain considerable economic power through their ability to
icense economic activities. While central planning has been abandoned,
high. The tight central control exercised by the Communis as been

broken but many of the old personal relationships upon which Party control
was based remain intact and those who wielded power in the Soviet era

continue to do so. Lhe loosening of control at the centre, however, has
meant that those with the 11, +SeTiSe economic activity have been able

to use their power in entreprencurial ways. The ability to ‘license’

economic activity is_the basis of corruption. Given il;e EgooE % of

Covernment fmances, government employees are poorl

the

intermittently paid. Thus, Incoms ron]_COITupLIOn, Nas, DECOMS

A
source of bureaucrats’ income. They are dependent upon it, The ability to

[{cense ecOnOMIC achvity comes in a variety of forms including not only the
requirement of various forms of permission but also access to credit,
foreign exchange or communications systems, permitting the avoidance of
taxation, and protection from intimidation. The ability to license activity
also provided the mechanism whereby many of the public assets created
during the Soviet era were transferred to former Party officials or the

former cohort of the professional managerial elite. .

Without well defined property rights, however, those in control of
productive assets have no security of their tenure for the assets they control.

.

This makes them vulnerable to rent extraction by those who license activity
directly. It also means that productive assets are not seen as building blocks
for future wealth creation, but rather as opportunities for ‘mining’ in the
short run to acquire cash that can be transferred into assets that are
relatively safe from confiscation if the individual has control of the firm
taken away from him. Large foreign bank accounts and hoards of
convertible foreign currencies are only the two most obvious manifestations
of being able to exploit the right to license economic activity., This means
that instead of being reinvested in activities leading to business growth,
profits are siphoned off. In the absence of a banking and financial system,
this is a major inhibitor of economic growth. It is aiso the reason why so

much foreign capital fails to find its way into productive assets. » RO~ “f

LI ]

Py

2 The economy of the Russian Federation and its petroleum sector may be q),;!p

(Kerr and MacKay, 1997). In the absence of secure property rights and a@(g’; _
functioning and enforceable commercial legal system, _government V‘J‘Jb

o
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Growing Russian investment climate = high risk.

Federal News Service 4/30/2003

(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of
the Senate Foreign Relations Committee; Leonard L. Coburn — Director, Office of Newly
Independent States, Russian and Middle Eastern Affairs, Department of Energy, I/n)

<So all those issues have been discussed and will continued to be discussed in
the energy working group as well as in the energy dialogue that we have,
Commercial Energy Dialogue. In the investment arez, we have discussed a great
deal this production sharing issue that I mentioned cartier in my testimony, one
that disturbs our companies because it looked like the mechanism and the best

mechanism for ensuring that companies could invest in Russia in a secure way, in
high risk projects. We continued to work the issue, although we've had some vﬁ.':‘:y
disappointing twists and tums in the last few months. '
u-");a.."’w

We've heard government statements that there will be a severe limitation on 95’
production sharing agreements and the ability to use them in the future. But at ,/*‘F :
the same time this sort of opens up different avenues of discussion in terms of
trying to find other ways to address high risk projects. And when I mean high
risk, I mean the ones that will cost $10 billion to $15 billion over the life of
the project, that are going into unexplored arcas where there is not
tnfrastructure, places like Sakhalin Island or East Siberia.

And the Russians are very receptive to hearing our ideas about -- as well as
the company kdeas about how they can address those types of projects and bring
in investment from the private sector. If it requires changes in their tax
regime or in their licensing and other associated laws, we've had all those
under discussion over the last several months and years.

Russian government doesn’t understand the requirements to move the economy forward

Jennifer I. Considine Associate Editor, Geopolitics of Energy William A. Kerr 2002 Van Vliet
Professor, University of Saskatchewan, Canada The Russian Qil Economy Chapter 8: Russian Qil
in the 21* Century pg 306 '

& Part of the problem may be that those in power in Russia simply do not

understand what is required to move the economy from its current licensing
'f mode to one based on markets. Freeing prices and privatization are easy

concepts to understand, and ones that were politically popular. It was also
what constituted the nalve advice given by Western economists at the starf
of the liberalization process (Hobbs et al, 1997). The more complex
institutions required to underpin the operation of modern market economy
are much more difficult to explain, much less to create. Property rights, the
rule of, law and mechanisms to reduce information, negotiation and
monitoring/enforcement costs are difficult concepts to grasp for those with
no experience of market economies. They are also not the types of concepts
that catch the voters’ interest in the same way as anti-corruption campaigns
or privatization schemes. Given considerable and widespread resistance to
the further extension of property rights by those dependent on corruption
for their livelihood and a failure to understand the workings of a market
economy on the part of Russia’s political leaders, progress on further
reform may prove illusive. 7 “ienle
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The bulk of Russian oil is exported through new and more efficient transport systems

Stinemetz 6/2/03

(June 6, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLINE: Douglas Stinemetz, Haynes &
Boone LLP, Houston SECTION: General Interest HEADLINE: Russian Oil sector rebound under full
swing

T AQ ’? he new Russian oil companies are already actively exporting their oil to foreign
b ! i markets. About 6 out of every 10 bbi of oil currently produced is exported. Most
n Russian crude deliveries currently go t¢ European refineries from ports on the Black
o Sea or Baltic Sea ot via the Druzhba (Friendship) oil pipeline to Austria. These routes
ri:/'om are reaching their capacity, with tanker traffic on the Black Sea route in particular
03 being subject to environmental limitations at the Bosporus Straits, and the markets
iy they serve are already absorbing a lot of Russian export oil. Western Europe in
27 / 2000 accounted for 87% of net Russian oil exports. While that amount is likely to
increase, particularly given the projected fall-off in North Sea production, Western
o, Europe cannot absorb all the additional oil Russia is likely to produce,

n

; As an altemnative, Russian oil companies have experimented with long-distance

deliveries of oil to new markets, principally North America. Yukos has sent a number

More,  of tankers to the Gulf of Mexico, and Lukoil has sent a tanker to Singapore. Both
’OPJ/ appear to be trying to reduce the cost of tankering oil in order to make such

-hq - shipments commercially feasible. TNK is projecting that exports of Russian il to
T 5 & pung the US could reach 1.5 million b/d by 2008. Yukos has also actively sought to develop

Eastern Siberia oil fields as a source of supply for East Asian markets.

Russian companies also have experimented with acquiring foreign chains for retail
distribution of gasoline. Most notably, Lukeil acquired the Getty Petroleum Marketing
Inc. retail network in the northeastern US (OGJ Online, Dec. 7, 2000). Leonid Fedun
of Lukoil has said that Lukoil in the future can profitably ship up to 110,000 b/d of its
Timan-Pechora oil production to North American refineries for eventual distribution as
refined products through the Getly station network.
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Russians give go-ahead on pipeline to ship oil to the U.S.A.
( Ilya Baranikas, staff writer, “The World Russian Forum meets in Washington,”
Source: Moscow News. May ' 2003, online, accessed 7/ 8/03)

- .

(;Vhat is the outlook for U.8.-Russian relations? Sometimes it seems that they can
only get Worse although the worst may have come already. Sometimes there is an
encouraging glimmer of light at the end of the tunnel. Russia's position is hard to
understand. On one hand, Putin spurned Blair who sought to map out a way toward
reconciliation between Washington and Moscow. On the other, the Russian
government has at long last given the go-ahead to the building of an export ¢il
plpgllne and a deep-water terminal in Murmansk to ship oil to the United States. On
April 28 through May 1, the World Russian Forum was held in Washington and New
York, sponsor_ad by, among others, the Moskovskiye Novosti weeklyfWhat is the
outcome of this year's meeting of prominent U.S, and Russian personalities? Here is
what Edwgrd Lozanski, chief organizer of the Forum and president of the Continent
USA media group and of American University in Moscow, has to say on the matter:;,

£y X

by &> 2 %
\\‘33“
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Posoih wit b WX 1TS PEEUSES STBITANT MUY BY DLEMSER 23,

Lombard Street Research 5/28/03

(May 28, 2003 Janet Maithews Information Services; Quest Economic Database, Lombard Street
Research Monthly Economic Review, SECTION: Forecast, HEADLINE: Russia: Current oil export
transport capacity constraint}

‘th,“r Russia has an extensive domestic oil pipeline sy;stem, puljts_apiﬁty to expor_t its oil
#7pdim t0 markets beyond the borders of the former Soviet Union is limited. The Soviet.
sbs—}wUnion's main expeort temminals were located outsuife Russia in the for.m.?r republics.
15 Russia has been stepping up pressure on the Latvian port of Ventspils in a takeover
. bid. Shipments dropped by 28% in 2002 as the pipeline monopoly Transneft has
e+ \irtualiy cut off Russian oll traffic since last April. Aithough Russia could still boost
imtindgxports somewhat in the short term, for a substantial increase and to diversify its

routes it needs to build new pipelines and oil tetminals.

The Baltic pipeline system, whose first stage began operations in 2001 and has a
capacity of 240,000 bbl/d, which includes the Primorsk terminal, allows the Russian
government to bypass ofl terminals in the Baltic states. The second stage, which will
increase the capacity by an additional 120 ,000 bbl/ d, is expected to be completed by
December 2003. The Druzhba-Adria pipeline integration, which became fully
operational in 2003, handles 100,000 bbifd. The capacity at Novorosiisk has been
Li_ncreased.

-Russian oil companies want to increase expor(s and are looking?é;building new pipelines

Energy Information Administration, Nov. 2002
(November 2002 “Russia: Oil and Natural Gas Exports”
ht‘tp:ﬂwww.eia.cloe.gov!emeufcabsfrusexp.hn'rﬂ) _

P e e i i

Despite being restricted to exporting 30% of their production by (W
a long-standing quota arrangement, Russia's oil producers have ¢
been seeking to maximize their exports by whatever means i
possible, constraints on export capacity notwithstanding. The K
discrepancy between export and domestic prices (Russian oudid
prices are typically just over half of the world market price}, plusg:
the guarantee of hard currency payment for oil exports, combine i
to make a compelling argument for increased sales abroad.

)\
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Federal News Service 4/30/2003

(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADILINE: Hearing of the
Senate Foreign Relations Committee; AJm—- Witness: Deputy Assistant Secretary

for Energy Sanctions and Commodities, Bureau of Economic and Business Affairs of the

State, I/n)

< Theat said, of course, it's important to remember that neither Russia or thg

Caspian region can replace Saudi Arabia as swing mdﬁﬁ!mﬂmge
fhe fact that two-thitds of proven wotld oil reserves are in the Mid

‘or nafural gas, exporis from Russia to Western Eurepe contribute significantly

<
“to our allies’ economic stability and vitality. Russia supplies Europe with Qop x

approximately 25 percent of its natural gas, and with North Sea gas and oil

production siated to decline jn the coming decadegRussilsgas exports will be Q)gb

an important contriou 1on tp global encrgy diversiiication.

=
£ our relationship with Russia on energy issues is £ Eey part of our bllatera_)
relationship. @ ] T MAlrix, of COUrse, 01 MIeraction on & tange

of issues, both political and econermic. Qur cooperation on energy was

revitalized with President Bush and President Putin's joint staternent on energy

in May 2002, and continues with regular meetings of an intergovernmental
dialogue within the framework of the U.S.-Russia Energy Working Group. That
process is supplemented by a business to business diatogue called the Commercial
Energy Dialogue which grew out of last October's highly successful U.S.-Russia
commercial energy summit in Housior}}

A 1§ PYATSC T6 US [Russid REsToST

Moscow Times June 24, 2003 .

“Nicely Stuck Between Two Oil Foes” http://www.cdi.org/russia/johnson/7237-10.cfm

"l For over a decade Russm has searched for an instrument to
reqai _And now it seems to have
found it’-- it is off.

The demand for crude oil is now forcing major developed
countries to seek good relations with Russia, the world's
second-largest producer. In the clash between the West,
particularly the United States, and the Organization of the
Petroleum Exporting Countries over stable crude oil supplies,
everyone wants to be Russia's friend.

A number of U.S. officials have argued in past months that
Russia should boost its oil output to gain a more prominent role
on the market and that Russian crude is welcomed by American
consumersj
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Federal News Service 4/30/2003

(April 30, 2003 Wednesday SECTION: Capitol Hill Hearing HEADLINE: Hearing of
the Senate Foreign Relations Committee; Leonard I Coburn F Director, Office of Newly
Independent States, Russian and Middle Eastern Affairs Department of Energy, I/n)

<The U.5. also has been a strong supporter of oil and gas development in the
region. One way in which we, the United States, has sought to enhance our energy
supply security 15 10 promote Russian enerpy resource development and exports,
We have exprcssed our SUpport for these elTors 10 exXport cride 10 he United 037

States and the future development of transit routes and terminals that wilt J‘KQ»J;
allow Russian resources to reach American markets, and we can discuss some of ‘:S" CIJA
< " (&’

these efforts in our foliow-up question and answer session.

The administration's enhanced energy engagement with Russia developed asa .~ >
result of the summit held by Presidents Bush and Putin in May 2002 in Russia, Q)”P
where they issued a joint statement on a new U.5.-Russia energy dialogue. Thig

joint statement confirms the importance of encrgy in our bilateral relations, C"K‘L

and the Department of Energy is moving forward on the elements of this dialogue

in conjunction with our colleagues at State and other agencies. ?c.tA’lTé J
In order to accomplish these objectives laid out in the joint statement, the | [ L

Department of Energy and the Russian Ministry of Energy created a U.S.-Russia
Energy Working Group. In that working group we will be concentrating on five
areas of discussion: global oil markets, investment, technology, including

energy efficient, environmentally friendly clean coal technologies and oil spiil
prevention and response, energy information exchange and small and medium sized

enterprises.
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- More offshore drilling will cause oil spills which harm marine life and wildlife habitats-

Simon- April 22" 2003;(Richard-staff writer @ The L.A. Times: © i
] rl 22 A s; “The nation; Bush pursues
Offshore Qil Drilling in Alaska: With the Arctic Refuge off-limits, th ite I i
) " - , the Whit
sights on the Beaunfort Sea”)plexis i e House sets s

Opppneqts of the proposed drilling in the Beaunfort Sea say they fear
an oil spiil could harm marine life and wildlife habitats. Such spills,
they warn, would be more difficuit to clean up because of cold water
and broken ice conditions that take place much of the year.

"We hope ... that maybe Congress ... will wake up and smell the oil
and recognize the risk to the environment might outweigh the gains,"
satd Warner Chabot, vice president of regional operations for the
Ocean Conservancy, based in Washington, D.C. "But we also know
that the economic and political pressure in favor of [the proposed
drilling] in Alaska is overwhelming." !

Heavy oil destroys the ocean floor and leach into coastal ground water

Energy Educators 1993, http://www.iclei.org/EFACTS/OILSPILL HTM accessed July 9, 2003

m few hours after being spilled the heavier portions of crude oil
forms a sticky oil and water mixture called 'mousse’ and may
either wash up on shore or sink to the bottom of the body of
water in which it was spilled. This oil mixes with sediments on
the ocean floor and turns into a thick tar-like mass which can
destroy the habitat of many bottom dwelling organisms. These
tar-like clumps can also drift with tides and currents, eventually
washing up on beaches far away from the spill. if a spill occurs
near a coastline, beached oil can leak into fresh groundwater
reservoirs that often extend under beaches, contaminating local

wells_.J
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Even small oil spills are still dangerous

The Minister of Envirenment, 1992 http:/rwew.cws-scfec - ]
S8 oy oTEn oy o 001 .ec.ge.cathww-fap/hww-fap.cfm?ID species-
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Spilled oil messes with the feod chain

EPA, May 5, 2003 “Impacts on Habitats” ht_tp:ﬁwww.epa.gov!oilspillslrclation.htm

{Spilled oil has the potential to affect every level of the food

Gpilled oul pessey ool chain

chain. Floating oil may contaminate plankton, which inciudes
algae, fish eggs, and the larvae of various invertebrates such
as oysters and shrimp. in rn, the small fish that feed on
these organisms can become contaminated. Larger animals
in the food chain, including bigger fish, birds, bears, and
humans may then eat these contaminated fish. Thus,
predators that consume contaminated prey can be exposed
to oil through ingestion. Because oil contamination gives fish
and other animals unpleasant tastes and smelis, predators
will sometimes refuse to eat their prey and may begin to
starve. Sometimes, a local population of prey organisms is
destroyed, leaving no food resources for predators. In
addition, marine mammals and birds may be exposed
directly to oil in the water, which they can ingest or get on
their fur or feathers. Spilied oil may aiso prevent the
germination and growth of marine plants and the
reproduction of invertebrates either by smothering or by toxic

eﬂect:s_._l
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Energy Educators 1993, http:/fwww.iclei.org/EFACT, S/OILSPILL.HTM accessed July 9, 2003

lTI'he negative effects of ingesting toxic levels of oil are poorly
understood for many specific organisms, especially micro-
organisms such as plankton, bottom dwelling organisms and
larval fish. The effects on larger creatures such as fish and
marine mammails are much more fully documented. Fish ingest

-large amounts of oil through their gills. If this does not kill them
directly, it can inhibit their ability to reproduce or result in

" offspring which are deformed. Especially vulnerable are slow
moving shellfish such as clams, oysters and mussels. These
creatures can't escape from an oil slicM

.Marine mammals and birds which have been in direct contact
with oil slicks often ingest a great deal ofoil while attempting to
clean themselves. Carnivorous animals and birds which end up
eating the carcasses of other oiled creatures also end up
ingesting potentialty toxic amounts of oil. Ingesting oil can
destroy an animal's internal organs (such as the liver) and
interferes with the reproductive process. The famous "Exxon
valdez' oil spill in Alaska's Prince William Sound resulted in the
deaths of 15,000 otters, predominantly as a result of ingesting

oil;j

OI Qurveyne, \o P 10 MK Re Species B Nolodars.

Grah am_and Feinstein— June 25™ 2003;( Bob-Dem. Senator from florida, Dianne- Dem. Senator
from California—commentary @ The L.A. Times; “ Commentary; Energy Bill’s Slick Language'
Could Usher In Offshore Drilling; Benefits would be nil. And risks could be grave: Just ask
Santa Barbara about the disastrous gunk onslaught of 1969”)plexis .

—

The survey as prc')poged ig not an innocuous study. It would require
the use of 3-D seismic technology, which is harmful to marine life,
and core sampling, which is suspiciously similar to drilling. On its

own, the survey would harm the very coastal resources we want to
protect. |
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Energy Educators 1993, hitp://www iclei.org/EFACTS/OILSPILL HTM accessed July 9, 2003

‘ Birds and marine mammals can also be killed by direct

- exposure to oil. Qil can clog a bird's feathers making it
impossible for the bird to fly, and so heavy they may simply sink
rather than float (Figure 1). Oil also eliminates the ability of a
bird's feathers to keep it warm. In colder ciimates, many oiled
birds die of hypothermia (drastically lowered body
temperatures). Similarly, mammals in cold waters can also die
of hypothermia as their fur loses its insulating ability once it has
been covered in oil. The 'Torrey Canyon’ oil spill in 1967 left
about 10,000 bird corpses on beaches in England, but it is
estimated that 90% of the birds killed drown and sink to the
bottor of the ocean before they can wash up on a beach. \

Oil kills birds

The Minister of Environment, 1992 http://www.cws-scfec. oc.ca/hww-fap/hww-fap.cfm?I1D _species-
89&lang=¢ accessed July 9, 2003

rOiI kills birds in many ways. Its first effect is to break down the birds'’
b waterproofing. Water runs off a duck’s back because the bird is protected by
7> ) ‘a layer of feathers, overlapping like the tiles on a roof (see sketch). Their fine
A L structure makes them waterproof. The separate strands, or barbs, in each
- ‘o feather are bound together by rows of tiny hooks, or barbules, into a tight
0O weave, like the cloth of a raincoat, that water cannot penetratt_a;_k
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(April 12 2003, Saturday, Section: Nation/World, page 18 Headline: Renewed Drilling Threat to Fiorida.

I/n)
Fl’he House energy bill contained language that would weaken

controls on drilling off Florida and many other coastal states. It would
mandate a study of all offshore leases, including those currently
protected by a drilling ban. The goal is obvious: to allow drilling.

Davis, successfully proposed an amendment stripping the
troublesome language from the energy bill. Despite its passage, Davis
says its drilling proponents made clear they will seek to dismantle the
prohibitions in future legislation.

But the oil industry is simply incompatible with Florida's coast. Spills
and leaks would be inevitable, jeopardizing the state's fabled beaches,
and industrial support facilities would threaten the state's coastal
beauty.

Consider how the offshore oil industry has wrecked Louisiana's
environment, Industry officials like to brag about the fine fishing
around Louisiana's oil rigs, but the state is one of the most polluted in
the nation, Canals dug in connection with offshore operations have
contributed to widespread erosion and a dangerous loss of coastline.
Toxins contaminate many waters. Indeed, heavy mercury
concentrations - higher than those found at some Superfund sites -
have been found in the sand around many rigs. ]

Bush’s push for geological testing will cause harm to marine species-

Coile- June 13™ 2003; ( Zachary- staff writer (@ The San Francisco Chronicle; “Senate OKs
survey of offshore oil; Drilling moratorium off California coast at risk, opponents say”)plexis

"The department could use three-dimensional seismic tests, which

involve firing an air gun to send sound waves bouncing off the ocean

floor to help determine the size and location of energy deposits in

dezp water. Scientists believe the high-decibel noises may be harming O
endangered sperm whales in the Gulf of Mexico, which use a similar S\IZ(
noise-related system to navigate and to identify their prey.
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It is in the interest of the federal governments to control the OCS because of the national
significance of oil and gas. States risk cornering the market risking political

Weaver, Assoc. Attomey Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

<What should this local political resolve count for in a debate over the disposition of national
resources? The brief history sketched in Part I shows that in prior battles between states and the
federal government, the federal government has won. Leaving aside for the moment whether the
federal government has used this power to best manage the OCS resources or in the best interest
of the nation generally, there are strong policy reasons to favor national control in this instance.
First, the OCS is a nationa] resource to be used in the interests of the country, rather than only in
the interests of people who live in the affected coastal communities. Second, and more
importantly, the national government is in the best position to compare different options for
mineral extraction and energy development. It should not be impeded from making these
difficult decisions by parochial interests that lack both the information and the public mandate
unique to the federal government. Senator Mary Landrieu of Lounisiana recently expressed this
view when discussing the oil drilling controversy in Florida. Advocating an easing of offshore
development restrictions in order to combat the nation's high energy prices, Landrieu asked, "Is it
fair for one state or a handful of states to drive up the [energy] costs for everyone else?" 89

We must also inquire about the fairness of a decision-making process that favors the political
power of individual states over environmental safety and social equity. For example, in the use
of appropriations to block drilling off the coasts of certain states, offshore energy development
may be completely divorced from either environmental or energy policy, existing only as a
potential financial allocation to be bargained over in the political sphere. With regard to
presidential moratoria, or even executive agency action on the standard five-year leasing plans,
political power can play a major role. When asked during his presidential campaign whether he
would pursue drilling off the Florida coast, George W. Bush tipped his hat to Florida Governor
and family member Jeb Bush when he promised that he "would not mess with 'little brother over
there." 90 President Bush's advisors later noted that family ties would have to take a back seat if
he was to fulfill his campaign promise to increase the couniry's energy supply. 91

As Senator Landrieu’s comment suggests, the public generally regards it as unacceptable that a
few powerful states, including Florida and [*248] California, receive political preference at the
expense of fulfilling national needs. In the energy context, as well as in the environmental
context, the general public simply feels that burdens and benefits should be distributed equitably
and be based on legitimate concerns of environmental risks, socioeconomic effects. and physical
compatibility. 92 Both our sense of fairness and the law of offshore development require this
policy foundation. >
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A2: States counter plan

States are incapable of implementing the Environmental Baseline standard-—national
regulation is vital because it reinforces protection of fisheries, endangered species and
promotes tourismi.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002
(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

<State control. however, faces the downside of lacking the broad national perspective that ig
essential to national resource management. State control also may not add as much to the
proposed environmental baseline approach as it would to the current system. Arguably. the
vroposed environmental baseline approach could adequately account for all valid public value

oriented state and local interests. The environmental baseline would be broad enough to protect

fisheries resources, endangered species, and other sensitive species and habitats, thus indirectly
preserving the local interests in fishing, tourism, and other ecologically dependent economic
factors. Additionally, giving force to the currently undervalued considerations of OCSLA and
fully enforcing national environmental laws could further change the culture of minerals
extraction in such a way that leaving final decisions to the federal government would support the
overall scheme rather than undermine it. >

Permutation solvency: 1O E-dﬁf'
State and federal government action enables accountability over local communities and
policies.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hili N.C. and JD Harvard, 2002
(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

<Although there are strong arguments for both state and federal control, policy-makers should
ultimately come back to the principle that people support what they create. The contentious
history of offshore oil and gas development has left local governments and environmental
activists with the perception that the federal government is only interested in maximum
extraction. Thus, anti-oil activists are not likely to accept readily yet another shift in rhetoric
without an accompanying shift in action. Giving states the final authority to say yes ornoto a
proposed development would empower local communities in this way. State veto powet would
also place control at a higher level, removing it from parochial interests and making it
accountable to a more broad-based constituency. Federal agencies would continue to lead the

QCS development program and guide national policies, vet states would determine how best to
*1631 implement those policies while balancing competing local and national interests. >

\'%
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:Dobriansky, ‘98 ' ’
(Paula I. Dol;riansky, the Vice President and Washington Director, as wgs:]l as t}_le Kennan Fe]lqw for
Russia, at the Council on Foreign Relations, “The State of Russian Foreign Policy and US Policy toward

Russia.” April 6, 1998. Heritage Lecture #607)
Developing Relations with Russia's Emerging Democratic Leaders

While some progress in this area has been made, wg have not taken full
advantage ities to bolster the growth and

institutionalization of democracy in Russia and tg forge beffer ties with
Russia's democratic leaders. For example, our routine contacts and

assistance have been limited fo a relatively siall number of senior Moscow-
based officials. N s _been done at the local and regional level,
despite numerous opportunities to forge strong ties between American Jocal
and state governments and their Russian counterparts. The federal
government can and should be a catalyst for such efforts.
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Turn: Courts granted deference to the Department of Defersefor offshore oil development.

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002

(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. L/N 26 Harv. Envtl. L. Re. 231)

< [*239] Qver the course of program implementation, federal agencies and courts have been
called on to mediate between both the competing resources of the OCS and the competing levels
of government. Almost universally, they have favored federal, and hence, extractive interests

above all others. For example, during the early 1980s, the Reagan administration's Interior
Department pursued a vigorous expansion of OCS exploration and development over the

vehement obiections of several coastal states, most notably California. Courts came into this
debate as arbiters and interpreters of how the competing interests of energy and environment,
national and local. were to be balanced. With the first decisions coinciding with the birth of
"Chevron deference,” ® courts were, not surprisingly, supportive of federal interests as
expressed through the agencies. Moreover, courts upheld the expansion of federal leasing by
reading deferentially the statutory purpose of "expeditious and orderly developmen " of the OCS,
thereby failing to give etiual weight to the competing purposes recognized in the same
subchapter of OCSLA. %

Althoush OCSLA appears to provide states with a significant advisory role in the offshore
leasing process. a series of early federal court decisions effectively dismantled state control in
favor of deference to the Secretary of the Interior. Section 18, as described above, sets out
principles with which all federal actions must be consistent, requiring full consideration of

competing interests on the OCS. £ 1t further purports to give governors of affected states input
and substantive review of proposed leasing programs. % For each of the first three five-year

leasing programs following the 1978 amendments to OCSLA, . the State of California used the
Section 18 provisions to comment on the proposed programs but was unsatisfied with the federal
response. Eventually, the State sued Interior for its refusal to give legal effect to the governor's

comments, *® This litigation set the stage for subsequent legal challenges to offshore energy
development under OCSLA, making it clear that although the states might play a role in the

leasing process. the Secretary would be given the utmost deference in the decision to accept or

reject state recommendations. % The law now stands that so long as the Secretary responds to
[*240] comments from state officials, no evidence of actual consideration, attempt at
incorporation, or proof of any other substantive effect is required. We are thus left with a
toothless and nontransparent balancing test in which states, despite the intent of OCSLA, have no
greater opportunity to affect policy than any other party in notice-and-comment rulemaking. >

&
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Current approach to offshore drilling violates cooperative federalism model,

Weaver, Assoc. Attorney Southern Environmental Law Center, Chapel Hill N.C. and JD Harvard, 2002
(Sierra, “Local Management of Natural Resources: Should Local Governments be Able to Keep
Oil Out.” P. Lexus: 26 Harv. Envtl. L. Re. 231)

<[*231] The system that governs offshore oil and natural gas development of the Outer

Continental Shelf ("QCS") has been called one of "cooperative federalism." In practice, however,

this system has been anything but cooperative. Although leasing authority is technically divided

between state and federal tiers of government, ongoing jurisdictional battles between state and
federal agencies, between state and federal political figures, and within the tiers of government
themselves have made the regulatory landscape incredibly complex and controversial. This
conflict between coastal states and the federal government over offshore development is often
referred to as "the Seaweed Rebellion” and has concerned lawyers, activists, scientists, and
politicians since the 1940s. >
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Mara D. Bellaby, Associated Press Writer. March 12, 2003

«Russia Looks East to Find Market for Qil” Associated Press Online, Copyright 2003
International News. L/N accessed 7/7/03

“The Russlan government has an enviable if ticklish dilemma to consider this week:
Two Asian powers are lobbying for a first crack at eastern Siberia's oil, and Moscow
must decide which gets preferential treatment.

The Kremlin is expected to try to satisfy both China and Japan, an approach ref}ecting
both a delicate geopolitical compromise and Russia's insatiable ambition when it
comes to its key export commodity.

The Russian Energy Ministry plans to recommend to the Cabinet Thursday that the
. Japanese and Chinese proposals be combined into one project, said spokesman Yur
* Nogotkov.

b

" The pipeline would eventually pump 1.6 million barrels of oil a day from fields near
»;' the shores of Lake Baikal, north of Mongolia, to Nakhodka on the Sea of Japan, but
~ first a spur would be built to Daging, the Chinese oil production center. |

ﬁwf Russih NIT2Y Y Cx-hbfﬁ-\fﬂ?ﬁb( As VTl o WeRseE

S BEGUSE oF PirEUNE ACER
 Tnes (ulos

\A gebale is raging in Russia over how to get the bountiful supplies of crude oil out of
the wilds of Siberia into world markets.

¢ rI $ its pr jon rises, its mean of exporting oi j i
has reached the point where it needs 1o build_several maior picelings, ports and
storage terminais 1o relieve the ottleneck.

Y One part of the debate is whether to bind Russia's ener future to China or t n.
Another is an ideological clash over who should own an control Russia's oil
Dipelines; private industry or the state. ese questions are settled, the geography

*"f the export routes that result will have economic and political ramifications for

" decades.

., East Asia i inatj ing Russian pipeline proposals. Either
would be a first for Russia, which now ships crude west to Europe, largely from a
,_ swampy, oil-tich part of Siberia just east of the Ural Mountains.

L]

A Japanese government delegation visiting Russia last week lobbied for one route,
% from Angarsk near Lake Baikal to the port of Nakhodka, near Vladivostok on the Sea |,
_of Japan. Thig $S billion 2 500-mile pipeline would skirt northeast China to run

% gntirely in Russian territory, though a %rancﬁ Tould someday be bullt to China.
4
»

,ﬁ i i ision is a smaller] shorter and cheaper route from Angarsk to
- the industrial region of northea 4. 1his pro]

[SCr1S DEME promoled Dy ong o

. Eussia:-s:-ar est private oil copanies. Yukos, which owns ruch of the oil reservgs (Sb
\in the region that would supply the pipeline.
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With the US able to poach cheap oil out of Irag, Russian oil exports are instead focusing on
Chinese & Japanese markets

What The Papers Say 4/9/03
(April 9, 2003 Friday, What The Papers Say (Russia), SECTION: Feature Stories HEADLINE: The war in
iraq changes priorities in development of Russia’s oil exporis)

I Completion of the war in Iraq reduces the chances for development of the export
W4, project in Murmansk. Along with this, interest of China and Japan in Russian oil may
e  grow substantialty. However, fo build the pipelines in eastern direction it is important
K¢  notto lose the moment because the expected decrease in oil prices will make the
o.th Angarsk-Daging and Angarsk-Nakhodka projects less attractive.

L1
Peaack 1t is obvious that the UK and US will establish controf over Irag. This event will have a
(e serious influence on plans of Russian oil companies. In 2002, the oil companies
%} were considering various options for conquering of new markets including the
.¢ Americanone. Now they will probably have to wait with conquering of the American
Long market because, first, the US will change its attitude o Russian pariners and,
N second, Americans will receive their own source of cheap oil sooh.
nEfiny
“Up.ry 1t is possible fo judge that the US does not hope already for supplies of Russian
afc  energy resources by the fact that congress members unanimously excluded Russia
otiat from the list of the countries to which it would be allowed to make money on
L cvs- restoration of Iragi economy. With regard to connection of the war with Iraqi oil, itis
1wy gefting increasingly obvious. The US Administration decided not to wait until the war
o is over and began handing out oil contracts to allied companies.
[N T{3
3 Analysts predict that events in fraq will develop according to the following scenario. it
Inpantewill take oil companies about a year to restore the oil producing facilities of Iraq
wachely amounting to 2.5-3 million barrels per day. In three years, production may be
increased to 5 million barrels of oil per day. Increase of production to 8 million barrels
per day will take three to five years more. Bearing in mind that now the US imports
about 9 million barrels of oil per day it is possible to understand that Americans will
be able to solve their oil problems without Russia even if the ofl imports grow to 12
million barrels per day by 2010.

Hence, the chances for development of the project for construction of the deep-water
oil terminal in Murmansk are decreasing. The project was proposed in 2002 by
LUKoil and supported by YUKOS, TNK, Sibneft and Surgutneftegaz. The project
implies construction of the pipeline from Western Siberia to Murmansk, from where 40
million to 80 million tons of oil will be loaded in super tankers annually and exported,
mostly to the American market. Henceforth construction of the pipeline from 2,500 to
&600 kilometers long and worth about $6 billion is doubtful.
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Because of Mideast turmoil Russia is looking at expanding it’s oil market to Asian countries such

as China & Japan

Blagov 4/1/03 . ' :
(April 1, 2003 Monday, Inter Press Service, BYLINE: Sergel Blagov SECTION: Economy HEADLINE:

With Mideast in turmoil, Russia eyes oif markets in Asia DATELINE: Moscow)

Bre cowie TMoscow is planning to develop new markets in Asia for its crude oil and become an
6 & alternative to the volatile Middle East. .
in the blueprint are big pipeline projects to boost its oil exports to countries such
e S . as Japan -- the second biggest importer of oil in the world after the United States --
¥ure o and China, the world's third largest oil consumer.
R i1 Atthe moment, Russian oilmen decline to speculate whether their bold pipeline
¢ yeeyision could be affected by the Irag war. "itis too early to foresee if the consequences
Vooh s of war or changes in Iraqi oil exports policy may affect the pipefine project,” Rosneft
¥» @ chief Dmitry Panteleyev told IPS.
€p owad  Infact, Victor Kalyuzhny, Russia's deputy foreign minister and special envoy on
=xp.t the Caspian, told journalists on Monday that the war may boost the world market
++ Cuire demand for crude.
. Rosneft seems to remain confident that its pipeline project, which is a topic of
P \ debate in the ol industry, will be economically viable.

The Russian oil industry is actively trying to become a part of the international oil scene

Stinemetz 6/2/03 ]
(June 6, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLINE: Douglas Stinemetz, Haynes &

Boone L.LP, Houston SECTION: General nterest HEADLINE: Russian Oil sector rebound under full
swing

Thy r'l"he Russian oil industry in short is currently seeking to integrate itself fully into the

R e pinternational oif indusiry. Such efforts are not altruistic, of course, because the

o1/ Russian oil companies fully understand that the more integrated they become in the
indnd international oi} industry, the more likely they are to achieve the access to capital and
s "stock market trading multiples of prominent international oll companies such as
achy) X ExxonMobil Corp., ChevronTexaco Corp., BP PLC, and Royal Dutch/Shell Group.
FAe “"That economic motive provides a powerful incentive for Russian oil companies to
’O"j continue on their path of managerial reform.

boso et The more integrated the Russian oil companies are in the international oil industry,
;;.\rq- the more they will act like international oil companies. The Russian oil companies
e are currently subject to many of the same forces pushing the international oit industry
the o consolidate. Russian oit companies are beginning {0 respond to those pressures
'nﬁu,..{.as well, as evidenced by the recent BP combination with TNK and the Yukos

o] acquisition of Sibneft. In short, the Russian oil industry is not only recovering from
sten¢ the breakup of the Soviet Union but aiso well on its way to integrating with the

‘E\ternational oil industry as a whole.
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Minayev 1/13/03
{January 13, 2003 Monday, RusDat online - Russian press dlgest Russica lzvestia Information Inc,

BYLINE: Sergei Minayev SECTION: News HEADLINE: OPEC sheds oil}

[%

FAt yesterday's meeting in Vienna, QPEC members decided to increase oll output by
1.5 million barkels per day to bring down oil prices that have been pushed up in
recent days due to the planned U.S.-led military operation against Iraq and an oit
workers' strike in Venezuela, Experts believe OPEC's decision will stabilize oil
markets. OPEC President Abdullab bin Hamad Al Attivah announced that 5
independent oil producers - Russia, Mexico and Norway - had already declined to ‘
follow the cartel.

Russian independent oil producers are not satisfied with the government's decision

not to boost oil production. In 2002, Russian oil corporations produced 379,6 million )
tons of oil - a 9 % increase compared to the year 2001, and a record for the last ten

years. According to the information of the Energy Ministry, this year Russia will

pproduce 390 million tons of oil.
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American Petroleum Institute, 2001

“To Qperate in Deeper Water, Industry Has Improved New Production Systems” http://api-
ep.api.org, 2001) :
..,/ Today thwgmﬁﬂﬁ-ﬂf these voiﬁntaq st\gndards and operating practices that address safe

. N . . —-‘__a
operations, protection of the environment, the manu = cture and operation of equipment, an
fAe safc design and instalation of facilities.

G ersee offshore oil and natural gas operations have referenced

overnment agencies that oV
many o i TEpulanons — Cuil SIXTY STaRGaTas 3na operating
ations.

practices are incorporated into Federal laws governing offshore oper

A number of API standards and operating practices have recently been published to assist
oTtshore operators I the development of deepwater oil and natural gas rojects.

ATy agenicies that regulate deepwater offshore oil and gas operations, the US Coast Guard
and the Department of Interior Emerais Management _Service, are actively encouraging he
industsy-to-ascelerate thg standards grocé?s. As a result of this effort, many of these
"wmﬂ'_:d.@lﬂ publications may also become regulatory requirements 107 omestic

{fshore operations. >
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FEudes, 1/9/2003
(Marielle Eudes of Agence France Press, Moscow January 9, 2003 “Russia oil boom unlikely to
help curb world price rise”)
oDY:
Russian oil production has retumed to levels not seen for a decade and crude
fwssi axports last year beat all records, but Moscow's ability to contribute to a lowering of

7‘_".“" 3 world prices remains limited, experts said ahead of a key OPEC meeting. ":4
ﬂp& ¥l

{ * Some OPEC (Organisation of Petroleum Exporting Countries) members, including the
world's biggest exporter Saudi Arabia, are willing to boost production in order to
Q?E“‘ stabilise ofl prices that have remained above the 28 dollar per barrel level for several
?“’“- weeks as a result of uncertainty over Iraq and Venezuela. \
* &
& pgtt The oil cartel is holding a special meeting in Vienna on Sunday to discuss the
mu:}) situation and Russia, though not a member, has promised to do what it can to help.

"We are prepared to cooperate in any way possible,” Energy Minister Igor Yusufov
said during a visit to the Guif where he held talks with Saudi, Kuwaiti-and Iranian
officials. Following a rise in production for the fourth successive year, Russian crude
output hit 379.6 million tonnes {7.59 million barrels a day} in 2002, confirming the
country's standing as the world's second-ranked producer after Saudi Arabia.

Exports through Russia totalled 156.6 million tonnes (3.13 million bpd), the highest
level since the collapse of the Soviet Union in 1991, according to provisional figures
\_flom the energy ministry, compared with three million bpd in 2001.
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Stinemetz 6/2/03

(June 6, 2003, Oil & Gas Journal, PenWell Publishing Company, BYLINE: Douglas Stinemetz, Haynes &
Boone LLP, Houston SECTION: General Interest HEADLINE: Russian Oil sector rebound under full
swing

Foreign_ oil companies do have opportunities to invest in Russian oil fields apart from
production sharing terms.

™ First, majors can invest directly in Russian oil companies, as BP has invested in TNK

recent|y Sﬁﬁﬁﬁ"@relgn ol companies can entér ifo Sir rategic alliances with
Russian oil companies. The LukArgo strategic joint vepture to develop the North

jsCaspian | g, Jhird, farm-out or informal sharing arrangements are

fpossible, although seldom attempted onshore in Russia. Such arrangements, \
however, rmight prove morg workable in offshore fields where production can be taken

" off platiorms directly to tankers so that there are fewer local issues to complicate

. matters, although the tax regime obviously still matters. \

vg_l[not turn over onshore ogeratuggs in RUSSta for forelgn oomganleg and are Inalh to

surrender control even gver offshore pro Unfortunately, most larger Westem
oil companies prefer i operate projects on their ownsubj ectt r
players. Given the way Russians conduct business¢fiowever, it might prove better

for foreign companies to experiment with some smaller projects in order fo eam the
(Eussian companies' trust for larger projects.
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<Eo{ the forme;, it would require a major mind shift at the top
levels of Interior and Minerals Management Service, but changes

associated with real management of the Quter Continental Shelf
would be even more profound. To actually begin to manage the
Outer Continental Shelf would probably require Interior, or more
properly Minerals Management Service, to begin to utilize some of
the revenues generated by the Outer Continental Shelf leasing
program to directly contract for seismic exploration to more
clearly identify the existing resources of the Outer Continental
Shelf and, once these data have been processed, for exploratory
drilling to delineate those resources. What a radical but hardly
new idea that the agency entrusted with the resources on public
lands should take an active role in their agsessment and should
know what those resources are in order to plan for their future use
or conservation. Not only would such a new focus represent ratio-
nal planning for the future, but it would mean that the enormous
amount of scientific knowledge that the Minerals Management
Service’s Environmental Studies Program has generated would
become relevant, useful information in that effort and, further-
more, that the agency would have clear criteria to evaluate the
gaps in the data in order to direct future research! While the devel-
opment of the Outer Continental Shelf hag been argued as a matter
of “national security,” I would argue for its careful management$
and conservation for the same reason. The limited reserves of the
Quter Continental Shelf may well be needed in the future for the‘mt
transition from oil to alternative_energy sources that ultimately
must occur _if the United States is to pemain @ superpower. A
superpower dependent on oil but with jnevitably dwindling
domestic reserves is dangerously balanced as the OPEC 1973-1974

embargo demonstrated. > {& "2




