
Report of State Minister,

Chairman of the Turkmengaz
State Concern (GTK)

G. T. Tachnazarov

at the “Oil and Gas of Turkmenistan”
International Conference
Ashgabat, November 16–17, 2004
Dear Ladies and Gentlemen, Colleagues:

Welcome to the hospitable land of Turkmenistan, where the “Oil and Gas of Turkmenistan” international conference is now being held for the ninth time.


First, I would like to thank the conference organizers and participants for the opportunity for us all to gather once a year and discuss the pressing problems of Turkmenistan’s oil and gas industry such as future prospects for the industry’s devel​opment.


The gas industry is one of the leading sectors of neutral Turkmenistan’s national economy. Established about 40 years ago, in this historically brief period it has undergone accelerated development and is now contributing substantially to the economy not only of Turkmenistan but also of CIS countries through which Turkmen gas is transported and where it is consumed.


More than 80% of all natural gas produced in Turkmenistan is accounted for by the Turkmengaz State Concern.


The concern’s gas-transportation organizations service more than 4,000 kilometers of gas pipelines on a single-line basis, with diameters from 40 to 56 inches, and five line compressor stations with total power of more than 700 MW.


Inasmuch as the service life of gas pipelines averages 25 to 30 years, significant overhauling of gas pipelines and renovation of compressor plants is included in annual capacity maintenance activities.


New gas-transportation system facilities are under construc​tion. Recent years have been active ones in this regard: The following facilities have been placed in operation in just the last three to four years:

· the renovated SCADA remote-control system for the Dovletabad-Deryalyk gas pipeline;

· the custody-transfer metering unit at the Turkmenistan-Uzbekistan border;

· the new shop at the Iylanly compressor station (90 MW);

· the gas-drying unit at the Deryalyk compressor station;

· the first line of the Dovletabad-Deryalyk bypass gas pipeline near the Khiva compressor station (removal of the gas pipeline from flooded sections), which is 62 kilometers long and 1,420 millimeters in diameter; and

· the parallel looping line of the Dovletabad-Deryalyk pipeline between the Khiva and Gurbansoltan Edzhe (Iylanly) compressor stations, which is 43 kilometers long and 1,420 millimeters in diameter.


Work to complete the following facilities is under way on:

· a new shop at the Deryalyk compressor station (90 MW);

· renovation of the crossings of the gas pipelines through the Deryalyk header and the Dostluk header (five lines each, 1,220 to 1,420 millimeters in diameter);

· renovation of the automatic monitoring and control system of the Cholluk (Pustynnaya) compressor station;

· the second line of the Dovletabad-Deryalyk Bypass gas pipeline near the Khiva compressor station, which is 61 kilometers long and 1,420 millimeters in diameter;

· the parallel looping line of the Dovletabad-Deryalyk gas pipeline between the Gurbansoltan Edzhe and Deryalyk compressor stations, which is 53 kilometers long and 1,420 millimeters in diameter; and

· the complete replacement of NK-12ST gas-turbine drives with NK-14ST drives at the Cholluk (Pustynnaya) compressor station.


In addition, intrapipe flaw detection is under way, representing 3,700 kilometers of gas pipe​lines 1,020 to 1,420 millimeters in diameter. Completion of this work is anticipated in Feb​ruary-March 2005.


Precontract analytical work is being done on the turnkey construction of such projects as:

· the construction of a new shop at the Gurbansoltan Edzhe (Iylanly) compres​sor station on the Naip–Deryalyk gas pipeline system (Khiva–Beineu, Cen​tral Asia–Center gas-transportation systems 1 and 2); and

· the renovation of process connections and replacement of compressors at the Cholluk (Pustynnaya) compressor station.


Furthermore, in the last three years, regular work has been carried out to in​crease the corrosion protection of gas pipelines by replacing cathodic-protection stations, and replacing anodic grounds. In these three years, the degree of protection has been increased from 73% to 98%, and work in this area continues.


Total investment in the Turkmengaz State Concern’s gas-transportation system in the last four years alone has been on the order of US $800 million. These facilities are being financed out of the concern’s internal funds (direct payments in freely convertible currency, counter-deliveries of natural gas to pay for construction and installation performed).


However, neither the measures listed nor the introduction of the latest tech​nologies will have the proper effect if Turkmen gas is accepted through the Cen​tral Asia-Center Gas-Transportation System on the residual principle, and if the figure remains at the level of 35 billion to 40 billion cubic meters annually.


The April 2003 signing of the Intergovernmental Agreement between Turkmenistan and the Russian Federation on Long-Term Deliveries of Turkmen Gas to Russia provides grounds to believe that the situation with respect to the placement of Turkmen gas in CIS markets of the CIS, as well as those of the “far abroad,” will make possible an increase in the production and export volumes of Turkmen gas, and our investment in Turkmenistan’s gas-transportation system will soon be justified.


Inasmuch as from 2007, OAO Gazprom will become the main buyer of Turk​men gas, and from that year forward it will operate the transit of the entire export volume of Turkmen gas through the Central Asia-Center Gas-Transportation System, my comments will detail the cooperation between Turkmengaz and Gazprom.


Unfortunately, I must note that the fist year of work with OAO Gazprom as a buyer of Turkmen gas and a transit operator for the Central Asia-Center Gas-Transportation System did not meet our expectations and that, as of November 15 of this year, not only has the export volume of Turkmen gas not increased but in fact has decreased vis-à-vis the same period last year.


This year, a series of restrictions on the acceptance of Turkmen gas has demonstrated, as never before, that gas acceptance and further transit are af​fected by the residual principle, that is, the acceptance of Kazakh and Uzbek gas comes first. Any time a restriction on gas acceptance occurs, whether it be due to limits on consumption, a gas-pipeline accident, the conduct of flow detection or scheduled operations, only the acceptance of Turkmen gas is limited, regardless of who is at fault for the restriction in question. 


I don’t want to dwell in detail on problems that arise in fields and at compressor stations because of frequent changes in conditions and the associ​ated shut-ins and startups of wells, gas-processing facilities, and gas-transfer units. The losses due to well waterflooding and failure of costly equipment are not comparable to the economic losses that we incur because the money in​vested in the gas-transportation system is not producing a result and is not yielding additional gas-export volumes. Indeed, for the last three to four years now, acceptance of Turkmen gas by buyers has remained at roughly the same level.


In our opinion, it would be quite correct and effective if OAO Gazprom, as the transit operator for Turkmen gas, were to take upon itself the regulation of the transit of all Central Asian gas via the Central Asia-Center Gas-Transportation System. To this end, we have supported the Gazprom initiative demanding that the gas-transportation organizations of Russia, Kazakhstan, Uzbekistan and Turkmen​istan sign the Supervisory Control Agreement, which should reflect the basic principles of regulation of the operating conditions of the Central Asia-Center Gas-Transportation System over its entire extent from the Deryalyk Compressor Station to the Russian-Ukrainian border. Overall coordination of the work of the supervisory control centers of the aforementioned countries should be handled by Gazprom. 


We also agreed with Gazprom’s opinion that, to realize the intentions stated above, it would be advisable to open a branch of the Central Production and Supervisory-Control Department of OAO Gazprom in Ashgabat. I will not hide the fact that Turkmenistan’s  main goal is the fair, proportional distribution of existing transit capacities for Central Asian gas be​tween gas suppliers, bearing in mind who is to blame for the decline in gas transit.


I especially would like to draw your attention to the enormous difference in gas acceptance as a function of seasonal irregularity of consumption. Any long-term contract to buy/sell gas provides for the maximum utilization of existing capacities, and a coefficient of supply irregularity therefore is incorporated in the contract terms. Under the terms of the buy/sell contract between Turk​menneftegaz GTK and OOO Gazexport, the coefficient of supply irregu​larity is 0.95. In fact, this year the monthly volume of gas acceptance by Gazexport has ranged from 100 million cubic meters in August and September to a projected 1 billion cubic meters in November and December.


We hope that OAO Gazprom will define its position on these questions as soon as possible, and that it will more actively implement the measures outlined in this plan, with consideration for Turkmenistan’s opinion, inasmuch as Turkmenistan is the main natural-gas supplier among Central Asian countries.


Our relationship with OAO Gazprom is not confined solely to gas buying/selling. With the signing on August 18, 2003, of the Agree​ment on Scientific and Technical Cooperation in the Field of Development of the Central Asia-Center Gas-Transportation System by OAO Gazprom, the Turkmenneftegaz State Trading Corporation and the Turkmengaz State Con​cern, joint work has been under way on the Comprehensive Program for Reno​vation, Expansion and New Construction of Facilities of the Central Asia-Center Gas-Transportation System. In addition, our specialists are exchanging expertise, and joint cooperation is being pursued in the implementation of some projects.


For example, when the gas flows through the Central Asia-Center System were examined in the context of long-term prospects, priority measures were determined that need to be implemented in the next few years throughout the entire Central Asia-Center Gas-Pipeline System. Within the framework of these measures, precontract analyses are being performed with a Gazprom subsidiary on the construction of a new shop at the Gurbansoltan Edzhe compressor station. Equipment similar to that which we now operate will be used, but with additional refinements made by the manufacturers at the recommendation of Gazprom specialists on the ba​sis of their many years of operating experience.


Within the framework of the Agreement on Scientific and Technical Coop​eration, in August of this year, a delegation of Turkmengaz specialists visited a number of Gazprom facilities, where they became acquainted with the latest ad​vances by Russian gas-industry workers and equipment manufacturers in the fields of gas production and transportation.


Within the scope of the gas buy/sell contract, materials and equipment for the needs of Turkmengaz are being delivered through OOO Gazexport, and a number of projects are being funded. Although, all in all, one may note the positive experience of joint work with OOO Gazexport, in regard to logistics some shortcomings still exist. We hope that they are due to the fact that such cooperation has been under way only this year, and that, as it gains greater experience, Gazexport will become a reliable supplier of logistical resources for Turkmenistan’s oil and gas industry.


Speaking of the work that we are doing on our part of the Central Asia-Center Gas Pipeline, I would like to note that it will not yield the expected results if our neighbors on the gas-transportation system do not carry out analogous measures. Ultimately, only such joint, coordinated performance of work on the renovation, expansion and new construction of the gas-transportation system will make it possible to achieve maximum efficiency in capacity utilization, and Gazprom as the transit operator should act as coordinator.


Natural gas is not only a fuel but, by virtue of its components, it is a feed​stock for the chemical industry. Our revered President Saparmurat Turkmen​bashi the Great set for Turkmenistan’s oil and gas industry the challenge of developing gas-processing facilities with a view to making valuable products. Our first experience in this direction was the construction of a plant to make pro​pane-butane fractions from gas from the Naip-Kirpichly group of fields. The construction of this plant was handled by the Italian firm Techfrigo Del Orto. The first such plant was placed in service in 1998, had a capacity of 15,000 metric tons of liquefied gas per year and has operated successfully since then. The second phase of the plant, with an annual capacity of 65,000 metric tons of liquefied gas, was completed in February of this year by the Canadian firm Thermo Design Engi​neering. The third phase of the project, with a capacity of 32,500 metric tons of liquefied gas per year, whose construction also was handled by Thermo Design Engineering, was placed in operation in July of this year.


Work is under way on a project to build a gas-chemical complex in Gaz-Achak, with an annual capacity of 200,000 metric tons of low- and high-density polyethylene.


Under the existing procedure, equipment vendors and construction contractors for turnkey projects are chosen on the basis of international ten​ders. Information on the holding of tenders is published in the Turkmenistan mass media and in individual notifications.


The construction of gas production, processing, and transportation facili​ties is technologically quite difficult and critical work, and we therefore are taking a cautious approach to the selection of contractors as orders are distributed. On a par with the technical and commercial parameters of the bids by tender par​ticipants, one of the main parameters is the existence of joint, positive work ex​perience with the aspiring company.


In this regard, we may note such companies as:

· Thermo Design Engineering (Canada) –

 the second and third phases of the liquefied-gas plant in Naip, and the desulfurization and liquefied-gas plant in the Bagadzha Field;

· Enex Process Engineering (Belgium) –

 the gas-drying plant at the Deryalyk compressor station, renovation of the automatic control and regulation sys​tem of the Cholluk compressor station, and the booster compressor station in the Dovletabad-3 field;

· The AFSK Group (Israel) – renovation of the remote-control system (SCADA) of the Dovletabad–Deryalyk gas pipeline, and renovation of the automatic- and remote-control system of Terminal Facilities No. 2 in the Dovletabad‑3 field; and

· OAO SMNPO im. Frunze (Ukraine) – new shops at the Gurbansoltan Edzhe and Deryalyk compressor stations, and the booster compressor station with gas-drying plant in the West Shatlyk field.


Turkmengaz is faced with major challenges, and a great deal remains to be done. Every partner therefore should be concerned with strengthening trust on the part of the customer, and this can be achieved only through the high-quality, timely fulfillment of its commitments.


I would like to take this opportunity to invite all interested companies to par​ticipate in the joint implementation of our planned programs.


Godspeed, and thank you for your attention.
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