Industry Advisory Panel
Insights 2014

In 2014 the IAP celebrated the 10th anniversary of establishment by the Energy
Charter Conference. The IAP seeks to advise the Energy Charter Conference on the
basis of expert input from commercial companies covering the full range of energy
supply activities (exploration, production, generation, transmission, distribution,
finance, equipment, services and technology) and with representation from across
the Charter constituency. Currently the IAP has members from 43 energy companies,
international associations and institutions from 23 countries and covers the full scope
of energy supply, distribution and financing activities.

In 2014, the Industry Advisory Panel (IAP) of the Energy Charter Treaty has partnered
with GO15 (major power grid operators), Dii (industrial alliance) and the US Chamber
of Commerce (USCC). The IAP continues to strengthen dialogue with regional and
international organisations on the main directions of the Energy Charter Process.

In 2014, the IAP has accepted new members from GO15, MoldovaGaz, Abengoa SA
and China National Petroleum Corporation (CNPC). The expanded membership of
the IAP represents a comprehensive source of knowledge and expertise on energy
matters that continues to serve the entire Energy Charter constituency.

IAP members and invited speakers, 23 June 2014, Ciudad Real, Spain. Hosted by ACS
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Changing Landscape of Global Energy Markets

The IAP believes it is important to bring to the attention of policy makers
The Energy the conclusions of the BP Energy Outlook 2035. It is estimated that global
Charter shall energy consumption will rise by 41% between 2012 and 2035 and 95% of
maintain that growth will come from emerging economies. Forms of energy such
predictability as shale gas, tight oil, and renewables, will account for a significant share
and stability of of the growth in global supply.

energy markets

to support large As aresult of massive investmentin shale and other tight” hydrocarbon
scale investment formations, the US saw the world’s largest increase in oil production
ERC RGO LGIGEIEIM  in the year 2013, offsetting the numerous supply disruptions and
progress uncertainties seen elsewhere. In many parts of the world, energy
production continued to be impacted by geopolitical events.
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Source: Presentation by BP, IAP meeting, 01 April 2014

Shares of the major fossil fuels in the global energy mix are converging, with oil, natural gas and coal
each expected to make up around 27% of the total by 2035, with the remaining share coming from
nuclear, hydroelectricity and renewables. Among fossil fuels, gas is growing fastest, and is increasingly
being used as a cleaner alternative to coal for power generation as well as in other sectors. The global
energy system is adapting to a changing world and demonstrates how the world’s demand for energy
can be met through competitive industries and smart government policies.



Strengthening Cooperation on the Safety of Offshore Oil and Gas Activities

Due to growing demand for energy and supported by technological
innovation, offshore exploration and production activities have developed
considerably in recent decades. Today almost a third of all oil and a quarter
of all natural gas consumed in the world originates from underwater areas.

The Energy
Charter shall to
promote and
cooperate in the

The IAP fully recognises the tremendous efforts put into the safety of
offshore oil and gas activities. The energy industry aims to develop and
produce oil and gas resources in harsh environments, such as the Far North
and the Arctic, with minimal negative impact on the natural surroundings.
Ecological balance and prevention of accidents is a main focus of the
energy industry. In the coming decade, the Arctic region is likely to become
an important source of energy to meet future demand.

research and
development of
environmentally
sound offshore
technologies

Sustainable Artic development

Source: Presentation by Statoil, IAP meeting, 01 April 2014

- The Artic will become an important source of energy to meet future demand

- There is not just one Artic

- Stepwise approach is the key to developing resources in a sustainable manner

- Collaboration is essential to solve the challenges and create shared value

The IAP notes that a stepwise approach is the key to developing resources in a sustainable manner
and international collaboration in deep water and remote offshore regions will indispensable for safe
and environmentally and economically sustainable development.

The Energy Charter is invited to promote and cooperate in the research and development of
environmentally sound offshore technologies. More consideration shall be given to developing
common safety principles and guidelines as appropriate and/or agree to the mutual recognition of

their safety principles and guidelines.
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Energy Transition and Adaptation of Power Systems

ThelAP notesthatinmany power systemsthelevel of renewable generation
connected to the grid system has been low. The primary generation
technology powering the transmission system has traditionally been
thermal, based on oil, coal, gas and nuclear. Experience and innovation
has led to the development of tools and techniques for the planning and
operation of transmission systems. However, the situation is now changing
rapidly. Renewable generation is becoming a major contributor to power
systems and its contribution is likely to become even bigger.

Countries with
high penetration
of renewable

energies shall
address a
number of policy
priority areas

Support of competent authorities to Deployment of new cyber-secure
reduce the gap in construction times information and automation
for plants (2 to 3 years) and technology systems to manage the
transmission lines (7 to 12 years) smart grids

Timely reinforcement of transmission and
distribution grids to accommodate new

distributed generation and changing flow
patterns in a financially sustainable way

Smart regulation and market designs
that promote and incentivize the
deployment of low carbon generation,
energy storage, and load response to
the grid reliability needs

Source: Presentation by GO15, IAP meeting, 23 June 2014

Acceleration of the development of
worldwide guidelines that promote
interoperability between many smart
grid technologies and solutions

The IAP recommends to countries with high penetration of renewable energies to address five
priority areas:

1) timely reinforcement of transmission and distribution grids to accommodate new distributed
generation capacity and changing flow patterns in a financially sustainable way;

2) support of competent authorities to reduce the observed gap in construction times between
generation plants (2 to 3 years) and transmission lines (7 to 12 years);

3) deployment of new cyber secure information and automation technology systems to manage
smart grids;

4) smart regulation and market designs that promote and incentivise the deployment of low carbon
generation, energy storage, and load response to support grid reliability;

5) acceleration of the development of worldwide guidelines that promote interoperability between
smart grid technologies and solutions.
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Role of LTRs in
promoting power
trade between

the EU and MENA
region should be
further assessed

Pro and cons of LTR

Long-term Transmission Rights

In many countries, the goals of meeting local demand, diversifying
supply and building a local industry which generates revenues and
employment, represent policy goals to be considered together with
the benefits that could be obtained from electricity exports or transit.
The IAP addressed the key question on how to integrate electricity from
renewable energy sources into the large grid systems and make electrical
power available for cross-border trade. One of the central issues in this
respect is long-term transmission rights (LTRs), which by guaranteeing
access to cross-border transmission capacity can facilitate the necessary
cross-border supply contracts.

Pro-competitive
effects (gains of
efficiency)

Anticompetitive
effects

Dealing with
asset Specificity

Possible market

distortion Reducing risks

for investors

Reducing
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Competition

Source: Presentation by Microeconomix, IAP meeting, 23 June 2014

If transmission lines are regulated in a way that allows for a more efficient sharing of balancing energy
and reserves across countries, this could reduce both the required total generation capacity and
consumer costs and thus increase the attractiveness of further interconnections for governments.

The IAP notes that clear guidelines on LTRS may increase predictability of transmission prices in the
electricity markets and support new investments in long-term power supply.
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The Energy
Charter shall

promote energy
stability and
security by
developing new

International Energy Security

In 2014, the IAP discussed the International Index of Energy Security
Risk, prepared by the US Energy Institute 21st Century, that provides a
comparative analysis of energy security across 25 countries with different
levels of economic attainment.

The International Index of Energy Security Risk shows that a large energy
resource base does not guarantee energy security. The comprehensive
assessment of energy security includes four types of factors:

cooperation
instruments,
including a
multilateral
early warning
mechanism

1) global factors that affect all countries and which are largely immune to
policy responses;

2) country-specific factors such as resource base, stage of economic
development, population density, climate and others;

3) technology innovation and adoption;

4) energy policies.

The energy security is complicated because key energy resources are geopolitically concentrated.
Most of the world's oil and gas reserves are found in a handful of countries carrying a range of political,
security and other investment risks. Further, there is relatively limited overlap between those countries
that have the most resources and those that consume the most energy.

Changes in the global energy security landscape have been significant. Technological advances such
as horizontal drilling, better seismic imaging and hydraulic fracturing, are providing plentiful and
affordable energy, especially in the U.S. As China, India, Brazil and the Middle East emerge as major
and growing oil consuming countries, the increasing production of unconventional oil and energy
sources in the U.S. takes on added significance. It is expected that more energy will be developed and
traded across international borders in the coming decades.

The IAP calls the attention of the Energy Charter to the changing landscape of energy security around
the world. Reliance on international energy trade is large, growing, and vulnerable to disruptions.

INTERNATIONAL INDEX OF
ENERGY SECURITY RISK®

ASSESSING RISK IN A GLOBAL ENERGY MARKET

2013 Edition

st Century Energy ® U.S. Chamber of Commerce
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About Industry Advisory Panel

The Industry Advisory Panel of the Energy Charter was set up by the Energy Charter Conference in
2004 as a means to build on existing contacts with industry, and to strengthen the dialogue with the
private sector on the main directions of the Charter Process, with a particular focus on investment,
cross-border energy trade, transit, risk mitigation and improvement of the business climate. The Panel
serves as a consultative board to the Energy Charter Conference and to its various Groups, and provide
advice on relevant issues related to functioning of the energy markets. The Panel has established itself
as a notable forum for analysing energy market and policy trends, areas of possible concern, positive
developments and identifying new emerging challenges heading the energy sector’s way.

Members of the Industry Advisory Panel are selected on the basis of nominations from member
countries and invitations from the Secretariat, with the overall aim of ensuring that the Panel is
broadly representative of the energy industry across the Energy Charter constituency, both in terms
of geography and industry sectors. The Chairman of the Panel is Mr. Howard Chase, Director of
Government Affairs at Dow Europe GmbH.

About Energy Charter Treaty and International Energy Charter

The Energy Charter Treaty (ECT) and the Energy Charter Protocol on Energy Efficiency and Related
Environmental Aspects were signed in December 1994 and entered into legal force in April 1998.
To date, the Treaty has been signed or acceded to by fifty-two states, the European Community and
Furatom (the total number of its members is therefore fifty-four). The Treaty was developed on the
basis of the European Energy Charter which was adopted backin 1991 in The Hague. The fundamental
aim of the ECT is to strengthen the rule of law on energy issues, by creating a level playing field of
rules to be observed by all participating governments, thereby mitigating risks associated with energy-
related investment and trade.

In 2014, around 80 states took part in negotiations on the International Energy Charter (IEC). The
negotiations started on the basis of the text of the European Energy Charter. The IAP welcomes the
final text of the IEC which reflects modern energy challenges as well as the ambition of the Energy
Charter to play a leading role in the evolving architecture of global energy governance.

The IEC is a political declaration mapping out common principles for international cooperation and

common areas of cooperation in the field of energy. It is anticipated that the IEC will be adopted in
May 2015 in The Hague.
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Members of the Energy Charter Industry Advisory Panel are From Below Companies
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