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PRESENTATION TO MEETING OF EXPERTS ON RELIABLE AND STABLE TRANSIT OF ENERGY  

ON 10 DECEMBER 2014 – IN ASHGABAT, TURKMENISTAN 

RICHARD TYLER – PARTNER, HOGAN LOVELLS 

1. Introduction 

Thank you Marc Antoine, thank you Mr Chairman, Distinguished Delegates.  My name is 

Richard Tyler, I am an Energy Partner at International Law Firm, Hogan Lovells.  Thank 

you for the opportunity to contribute to this meeting of Experts on Reliable and Stable 

Transit of Energy and thank you to Turkmenistan for hosting the meeting.   

The Project I intend to talk about today is the Shah Deniz 2 Gas Project and export of gas 

through the Southern Gas Corridor route between Azerbaijan and Europe.  I think this can 

serve as a useful case study for what is required to put together a complex Energy Transit 

Project.  My firm, Hogan Lovells, was appointed as Project Counsel by the Shah Deniz 

Consortium (led by BP and State Oil Company of Azerbaijan) in April 2010.  The Shah 

Deniz 2 Project and related Southern Corridor pipelines reached Final Investment 

Decision in December 2013.  Overall the Projects will involve a massive capital 

investment of approximately US$45 billion.  First Gas flow to Turkey is anticipated for Q4 

2018 and first gas flow to Europe in 2020. 

The Project sets up one of the longest gas value chains in the world (over 2500 km) and 

is of great strategic importance for consuming states, the production state and transit 
states.  For the European Union, it will realise the dream of accessing new gas supplies 

from the Caspian Region and will increase diversity of supply and reduce reliance on 

Russian supplies.  For Azerbaijan, it opens up the export route to Europe both for Shah 

Deniz and future gas production from Azerbaijan.  Like the BTC Pipeline before it, it is 

another important step in the development and growth of Azerbaijan's economy.  It is 

important for the Transit States as well.  It cements Turkey's position as a Gas Bridge 

between Asia and Europe and the Trans-Anatolian Pipeline (TANAP) will probably be the 

largest single investment project in Turkey over the next 5 years. 

2. A brief reminder of the key commercial components of the SD project: 

(a) The existing Shah Deniz 1 Project involves the export of 6 bcm per annum of gas 

through the South Caucasus Pipeline to Turkey's Eastern border with smaller 

deliveries to Georgia. 

(b) Shah Deniz 2 Project involves an increase in offshore production from 6 bcma to 

above 22.5 bcma, a second long term sales contract to Turkey of 6 bcma and 

export of 10.5 bcma gas to Europe for 25 years. 

(c) The gas transport infrastructure required to achieve this consists of an expansion 

of the South Caucasus Pipeline through Azerbaijan and Georgia, the new build 

Trans-Anatolian Pipeline (TANAP) 1700 km across Turkey and the new-build 

Trans-Adriatic Pipeline (TAP) across Greece, Albania and under the Adriatic to 

Italy.  The Nabucco West route through Bulgaria, Romania and Hungary to Austria 

was also considered, but found to be less economic than the TAP route to Italy. 

Once established the Southern Corridor Route will be capable of expansion by adding 

compression to accommodate significantly increased volumes of gas from Azerbaijan or 

elsewhere.  The capacity of TANAP could be easily increased to 31 bcma and the 

capacity of TAP to 20 bcma. 
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3. What Legal Agreements are necessary to enable investors to commit to investment 

in such a gas value chain: 

(a) First of all, long term gas sales agreements with creditworthy customers.  Long 

term gas sale to BOTAŞ in Turkey; 25 year gas sales to 9 customers in Europe.  

The long term nature of these gas sales is critical to amortise the cost of 

transportation over the longest possible period. 

(b) Secondly, long term gas transportation agreements for each of the pipelines which 

set the transportation tariff and define the transportation service.  The gas 

transportation agreements lock in the long term revenue streams which enable 

each of the pipeline joint ventures to make their own final investment decision and 

to start their procurement and construction programmes. 

(c) Thirdly Inter-Governmental Agreements and Host Government Agreements 

provide a critical element of political support, stability and risk mitigation for each 

of the pipeline projects both for the pipeline investors and for the long term gas 

sellers. 

The Shah Deniz 2 and Southern Corridor Pipeline route is a hugely complicated 
integrated project.  Like any other chain, this Gas Value Chain is only as strong as its 

weakest link, so each part of the chain is dependent on the other. 

One of the biggest risks and uncertainties in the Project Economics was the cost of 

building each of the Pipelines. 

It was clear from early discussions with Gas Buyers that this was a risk that they were 

unwilling to take (even on the pipeline nearest the market – TAP).  Accordingly, most of 

Shah Deniz, EU Gas Sales have a delivery point in Italy and the Gas Sellers have the 

obligation to deliver the gas there and organise all the transportation along the value 

chain.  From the Gas Sellers' perspective the economics have to be viewed in terms of 

"netback" pricing, that is: 

The Italian Gas Price net of transportation tariffs in TAP, TANAP and South Caucasus 

Pipeline. 

This means that the Gas Sellers' economics would be very sensitive to any increase in 

transportation tariff.  A key negotiation under the gas transportation agreements is how 

pipeline capex risks should be shared between the Pipeline JV and the Shah Deniz Gas 

Shipper. 

4. Quite apart from tariff economics, it was essential for the SD Consortium to de-risk each 
of the Pipeline Projects and its delivery in time for Project Start Date as much as possible.  

The De-Risking Process consisted of 3 main elements: 

(a) Due Diligence 

(i) Technical 

(ii) Financial; and 

(iii) Regulatory 

(b) Control/Influence through Shareholder Interest in Pipeline JV 

(c) Inter-Governmental Agreements and Host Government Agreements 
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The importance of Inter-Governmental Agreements (IGAs) and Host Government 

Agreements (HGAs) is to provide political support, stability and risk mitigation to each of 

the Pipeline Projects. 

The South Caucasus Pipeline Project had an existing IGA and existing HGAs with both 

Azerbaijan and Georgia for Shah Deniz Phase 1.  These had been drafted to cover 

expansions of the SCP Pipeline and so no additional provisions were required for Shah 

Deniz 2.  An IGA was entered into between Azerbaijan and Turkey in relation to TANAP 

and an HGA was negotiated with Turkey to support the project.  An IGA was entered into 

between Greece, Albania and Italy for TAP.  HGAs were entered into with Greece and 

with Albania. 

From the perspective of the Pipeline Joint Venture, the Host Government Agreement is 

probably more important because this is the Agreement that Pipeline JV is a party to – its 

provisions will also be more detailed than those in the IGA between States.  The critical 
elements of the HGA include: 

(a) Guarantee of Support and Stability for Project over long term timeframe 

(b) Facilitation for Project 

(i) Land Rights 

(ii) Consents 

(iii) Import of equipment 

(c) Protection for Pipeline Corridor 

- Security, unlawful interference in transit 

(d) Taxation Provisions (may be in a separate agreement) 

(e) Protection Against Expropriation 

(f) Protection Against Change of Law (particularly Discriminatory Change of Law) 

(g) Dispute Resolution – access to International Arbitration 

There have been considerable changes in practice on IGA/HGAs over the last 10 years. 

This is being looked at by a Legal Advisory Task Force under the auspices of the Energy 

Charter organisation. 

Thank you for listening – I would be happy to answer any questions. 
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