Belt and Road Initiative (—H5— &)

Belt and Road Initiative (—H—%&): The Turkmenistan-China Gas Pipeline

To forge closer economic ties, deepen cooperation and expand development space in the
Eurasian region, we should take an innovative approach and jointly b‘d an economic belt
along the Silk Road...This will be a great undertaking, benefiting @e ple of all countries

along the route.
% r 7, Z\VKazakhstan
In 2018, five years after hosting the visit of China’s i g to Kazakhstan, Mr.
Fang Mason was not sure what to tell to the Leadirou or AdN\‘e Qevelopment of the
Belt and Road Initiative (BRI). Fang was the managing directonof TAPLINE, a subsidiary of the
China National Petroleum Company (CNP’). TAPINE had beefsét up ten years before to
build and operate the Turkmenistan- a'Gas Pipeline"(RCGP) - China’s first major effort to
build an alternative to the mariti visNe Chinese markets of liquefied natural gas.

The 2013 visit became memorable for the

lic anneuncement of the BRI, the foreign policy by
which Beijing aimed to sust
about promoting the de‘)p ent'of numerous trade-boosting infrastructures along two routes —

S
Africﬁlby sea (the Road); and another following the

suspicious O ister motives underpinning the BRI, and in 2018 had decided to fight back.

In response to China’s BRI, Europe had announced a new Connectivity Strategy, whereas the

USA committed to double down investment in infrastructure in the Indo-Pacific region.

1 Witte M. 2013. Xi Jinping Calls For Regional Cooperation Via New Silk Road. The Astana Times, September 11.
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As policymakers in Europe and in the USA seemed to be awakening to the impact of the BRI,
Beijing was forging ahead with its foreign policy in order to solidify the country’s status as the
world’s largest economic powerhouse and globalization leader. It was in this geopolitical-
charged context that the Turkmenistan-China gas pipeline had enter operations, and Beijing was
eager to showcase it as the best the BRI could offer to other countrMut more than 10 years

after Fang and his boss at the time, Bob Song (who died in 20 designed the structure

- me strategic choices.

ing Tu an to China, crossing
5 years before i, 2003) when China and

Kazakhstan signed an agreement of bilateral coop t|on ’[Exhibit. 2]. When Fang and Bob got

for the project, Fang was no longer that sure if today he w

The idea for an almost 2,000 km long pipeline conn

Uzbekistan and Kazakhstan, had been first float

involved, their main concern was to fi ye gut an or@\zatlonal tructure that could encourage

cooperation among four highly centralized rging econo ree of which - Turkmenistan,

Uzbekistan, and Kazakhstan — h ependent in 1991 after the dissolution of the
Soviet Union. If the four cauntries,failed t coopera\the risk was high that the project could
unravel. At the time, e W revailing, forms of organizing projects to deliver cross
border pipelines elthexor wholegoroject into a single company; or decompose the

mber of participating countries, and then allow each

est wayVarry out their part. Not convinced with either alternative,
Bob andiFs ed instea%o do something different: for each country, they chose to form a
etween ;TAPLINE and a local company. This choice was made in haste

because, I\\I\PC entered into a take-or-pay purchase agreement by which CNPC

2 Sources: a) China, Kazakhstan Discuss Cross-border Gas Pipeline. China Daily, August 25, 2004.

b) Irina lonela Pop (2010, p. 208), China’s Energy Strategy in Central Asia: Interactions with Russia, India and
Japan.

¢) Blagov S. 2003. Hu Makes His Mark in Central Eurasia. Asia Times, June 4.
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committed to start to importing gas from Turkmenistan in 2010. So from 2010, CNPC would be

obliged to pay the gas seller regardless if the pipeline had been completed or not.

By 2017, it seemed that Bob and Fang had got it right: with the pipeling fully operational, gas
imports had reached 100 billion cubic meters®. But could things hgve t&w done quicker and

cheaper had they designed a different structure? And would they make the'same, strategic choices

After e Sri Lankan
bn phlt by the
Chinese because of the losses accumulated, internationalipressure Nina was mounting. BRI
critics insisted that the BRI was but a neocoloniali |cy urther t Chmése interests— even
if there were BRI projects that were creating broa alue suchas Plrae s, a Greek harbor. All

these dynamics could not be ignored. Ife(? Beljlngw eing i hold the projects to the

goal that the BRI has set for itself: to build abetter future m n an idealized past®.

now that Beijing’s BRI was provoking the ire of the Wester

government handed over to Chinese control, on a 99-

The Belt and Road Initiative (BRI)
More than 2,000 ye go, the SilkiRoad ha}opened the land trade route from China to Asia,
Africa, and Europe, anﬁo

t econemic, political, and cultural exchanges between the
East and the similarsenti as behind the Belt and Road Initiative (BRI) which

investment on new infrastructure throughout Asia, Middle East, and

¥ CNPC Press Center, 13 November, 2014. The Cumulative Amount of Gas Transported through the Turkmenistan-
China Gas Pipeline Surmount 100 Billion Cubic Meters.
http://news.cnpc.com.cn/system/2014/11/18/001516264.shtml.

* Millward J. 2018. Is China a Colonial Power? The New York Times, May 4.
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decades, making it the largest program of economic diplomacy since the US-led Marshall Plan -
although President Xi insisted that unlike the Marshall plan, the BRI was just “an economic co-

operation initiative, not a geopolitical or military alliance™

. Still China had plans to reach over
70 countries, which accounted for more than two thirds of the world’s po tion and half of the

world’s GDP®. This for sure would give the Chinese companies Matlonal experience to

become global brands, whilst securing privileged access to natu es and foreign markets.
Backed by China’s vast foreign exchange reserves vernment planned to
transfer billions of dollars to state-owned banks to enable hundred projects. In addition,

todestablish a multi-

through the China’s sovereign wealth fund, Be
billion-dollar Silk Road Fund. In 2013, Beumg
Infrastructure Investment Bank (AlIB) th at least $ bn of initia capltal BRI projects were
expected to borrow $20 to $25 billi awm All establishment of the AIIB
suggested that China was seriou

0 plan

SO announced plan to launch the Asian

ital investment into building institutions and
developing capabilities of Ghines

popular critiques by W*:]
neo-colonialist policy thatwa

In other wor critics, h‘re

nd loca off|C|aI$‘h|s change of tack was key to neutralize
which were seeking to frame the BRI as nothing but a
plemented through dodgy deals with the host-state elites.

s nothing but a plot to ensnare countries in neo-

imperialistic reate vaa%states, and eventually force these countries to hand over

territor strategic assets* criticisms that Chinese officials were adamant in rejecting:

U

> Mitchell, T. 2018. Financial Times. Beijing insists its initiative is no Marshall plan. 26 September
6 Campbell C. 2017. China Says It’s Building the New Silk Road. Here Are Five Things to Know Ahead of a Key
Summit. Time, May 12.
" Peterson Institute for International Economics. 2016. China’s Belt and Road Initiative: Motives, Scope, and
Challenges.
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““...we have made a ot of contributions to those countries...we also advise host countries [of
BRI projects] to act within their means and not to overstretch...some countries may face

difficulties in repaying the debt..[but] we will not press down hard on them”*®

It was undeniable the BRI was important to create a sustain able ipeline of business

BRI would enable to

ctors and-eonsultants had
de relati ips with

instrument for China

opportunities for Chinese companies as demand at home petered_out.

leverage the management and technical capacity that the Chlnes

acquired in the last decades, and offer a stimulus to

sovereign nations around the world. Of course the BRI also a

to craft strategic alliances with other countrles mattNBR\I\needed to pursue

cost-effective, economically sound prOJects tha e supported, by foreign governments and

populations alike. Otherwise, perceptlo?w uld continue to gro round the world that the BRI

was all about neglected accountability and t arency in 0 elp Beijing gain control over

strategic assets in sovereign cou his Id lead to push-back and derail China’s BRI
ambition. One example hadybee
hands, had suspendedﬁfibn

pipelines. To justify the

e case of Malam a country where after power changed
-backed infrastructure projects including railways and
goverament of Sri Lanka cited excessive costs, opaque

ts. At the same time, Western businesses were being

i interests"becoming active participants in the BRI both in terms of

financing 0 BRI projects as well as in working side by side with Chinese contractors.

global economy. ‘After the reform and opening up in 1978, China’s economy soared with an

& Anderlini, J 2018. We say, if you want to get rich, build roads first”. Financial Times, 26 September
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average GDP growth rate of 10% between 1978 and 2007° [Exhibit 3]. In 2007, China’s GDP
reached $4.6 trillion (2010 prices) with 14.2% growth of GDP — the fifth consecutive year of
double-digit increases. In 2010, with a total GDP of $6.7 trillion (2010 prices), China overtook
Japan as world's second-largest economy. With the largest population‘and fastest economic
growth in the world, China’s needs for energy were increasing comMurately. Total primary

energy consumption®® had risen by an average annual growt 6% between 2000 and

2007, Access to adequate supplies of energy was f g Chi continued
economic growth, industrialization, and urbanization.

Meanwhile, the need to cut pollution and d sustainable energy was driving
China’s increasing needs for gas and clean energy 1990 to 200 as consumption in China

had soared with an average annual gr h rate of 9.66%, S|gn| icantly hlgher than the global

average 2.48%*2. This trend took hWIobal g umption was also showing a
th of gas consumption was already higher than

importanee of g‘n the fuel mix [Exhibit 4]. Furthermore,
ojected }he gas market in primary energy would keep its

lac

stable upward trend. The averag
that of oil consumption, showing

the International Ener gen
fast-growing pace, owing‘te inuedidecarbonization of the fuel mix™.This trend gained

to oil, natural gas, coal, nuclear energy, hydroelectric, and renewables.
tps://www.bp.com/en/global/corporate/energy-economics/energy-outlook/energy-outlook-

: 3P Statistical Review of World Energy, June 2017.

3 International Energy Agency. World Energy Outlook 2007, China and India Insights: Executive Summary.
http://www.iea.org/Textbase/npsum/WEO2007SUM.pdf

14 Source:1) National Bureau of Statistics of China, data on energy consumption in China,
http://data.stats.gov.cn/easyquery.htm?cn=C01&zb=A070N&sj=2007

2) CNPC Institute of Economics and Technology, presentation slides, 5 December, 2008, Tokyo. Released by The
Institute of Energy Economics, Japan, January 2009. https://eneken.ieej.or.jp/data/pdf/1826.pdf
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in China was limited. To fill the gap, China imported gas from abroad, mainly using liquefied
natural gas (LNG) tankers. But LNG remained a costly option, and raised safety concerns since it
required dealing with concentrated energy. Furthermore, constrained by the Strait of Malacca,
marine transportation posed critical risks to China’s energy safety from a olitical perspective.

China was thus proactively seeking alternative ways of importing gasMneighboring countries.

Crucially, Central Asia countries controlled a significant b orld’sigas reserves™
For example, the total proved gas reserve of Turkmenist trnn;kc meters,
which accounted for 1.42% of the global reserves and ranked the 13% in‘the world. Total proved
gas reserves of Uzbekistan and Kazakhstan wer a er, but still ranked 22 and 22" in the
world [Exhibit 5]. In terms of gas production, T enistan’s gas production in 2007 reached
65.4 bcm, ranking it as the 11" in the world #ollowed\Uzbekls n 58.2 bcm (ranking 15™
in the world). While Turkmenistan hgth%t gas reJand production capability in
Central Asia, its domestic gas ¢ m w

production [Exhibit 6].

all, accounting less than one third of the gas

Y

had prioritized Western gas markets. Their existing gas

'o??“era, all crossed Russia before reaching the European

Historically, Centra
pipeline systems, built in the

the collapse o oviet Union, Central Asia countries were still forced

to sell gas to i lower pr\whlch Russia would then sell to European countries with

is econo\m dependence from Russia was frustratlng to the Central Asia

Turkmenistan strategy to diversify gas exports and China’s gas import strategy. The idea also

!> The borders of Central Asia are subject to multiple definitions. In this teaching case, Central Asian countries refer
to Kazakhstan, Uzbekistan, Turkmenistan, Tajikistan, and Kyrgyzstan.

16 Radio Free Europe, 10 April 2006. Central Asia: Turkmenistan-China Pipeline Project Has Far-Reaching
Implications. https://www.rferl.org/a/1067535.html.
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suited Uzbekistan and Kazakhstan. With lower gas production capacities than Turkmenistan, it
was unfeasible for the two countries to build separate gas pipelines to export gas to China. But a
pipeline linking Turkmenistan, Uzbekistan, and Kazakhstan to China was viable. Uzbekistan and
Kazakhstan could both become transit countries and also export thelr s. Furthermore, the

pipeline construction and operation could boost tax revenues of Ncountrles create job
opportunities, drive investment along the pipeline and further at mvest
The Turkmenistan-China Gas Pipeline Proje

When China’s President Xi Jinping visited Ka

2013, t urkmenistan-China Gas
Pipeline project (TCGP) was fairly advanced. But ttlng to that point been a long journey.

The idea gained traction in 2003 when Chlﬁ S Pres nt Hu Jmtao‘ed Kazakhstan and the

ut to transform the ambition

two states forged an agreement to un fea3|
into reality required to forge m vernment-to- government agreements and business-to-
business execution agreements between st owned and gas companies, a protracted process.

It was only by 2 Iater at Chlna entered into an agreement with
Turkmenistan to export via‘agpipeline crossing Uzbekistan and Kazakhstan. The

pipeline woul as fromM Iyk gas fields in Turkmenistan, run across Uzbekistan

and Kazakhs
the Chinese

s the Kazakhstan-China border at Khorgos, where it would connect to

-East Gas Pipeline 1. Turkmenistan’s President Saparmurat Niyazov saw the
e .greateSt achievements in his tenure. As a testament to this, both chiefs of

ne\ﬁrst’ﬁme in the history of China that their president would sign a project

' Sources: a) Blagov S. 2003. Hu Makes His Mark in Central Eurasia. Asia Times, June 4.
http://www.atimes.com/atimes/Central_Asia/EF04Ag01.html

b) China, Kazakhstan Discuss Cross-border Gas Pipeline. China Daily, August 25, 2004.
http://www.china.org.cn/english/BAT/105031.htm

Mr. Yongcheng Fu and Professor Nuno Gil at the Alliance Manchester Business School, The
University of Manchester, prepared this case as the basis for class discussion. The case does not
intend to serve as endorsement, source of primary data, or illustration of effective or ineffective
handling of an administrative situation. The authors are solely responsible for any factual
inaccuracies.

Copyright © 2018 (October) Nuno Gil. All Rights Reserved



Belt and Road Initiative (—H5— &)

agreement with a leader of another country'®. One year later, CNPC signed the China-
Turkmenistan Gas Purchase and Sale Agreement (PSA) and the Turkmenistan Amu Darya Right
Bank Gas Production Sharing Contract (PSC) with the Turkmenistan’s Oil and Gas Resources
Management and Utilization Department and the Turkmenistan’s Nationale Konzern (NGK).

The deal committed Turkmenistan to export 30 bcm gas to Chl
starting from 2010. Among the 30 bcm gas, 17 becm would be supp commercial purchase
according to the PSA, whereas the other 13 bcm wo ro NPC’s e of gas

production according to the PSC. The PSA was a ta

eh ‘year for 30 years,

or-pay agreement. Hence the buyer

committed to pay the pre-agreed sum of money r even ihactuab usage was lower
than the transported amount of gas. In turn the supplier was obllged to,compensate the buyer if
the gas supply did not reach the pre-agreed mount take-or- y contract provided the seller
é y%n assur: upply. But it placed pressure

er wasiobliged to pay the supplier even if the project

e the seller was WIame—a situation the two parties wanted

with an assured revenue stream and th

to deliver the pipeline on time si

ran late unless the buyer coul
to avoid as it could Iea‘cost
With no historical data tons

pipeline (pipe er 1,219\Tnm)

s and uxlermine diplomatic links between the countries.
guidesgthe two parties agreed to deliver the 1,833 km

(cash prices)* \

18 China News Services Website, 5 January 2016. Zhang Guobao: The Central Asia — China Gas Pipeline
Negotiation and Decision-making Process | Experience. http://www.chinanews.com/ny/2016/01-05/7700788.shtml.
19 project appraisal document, National Development and Reform Commission (NDRC), China, December 2007.;
The first batch of equipment of Central Asia Pipeline "steps” on a new journey. CNPC News (news.cnpc.com.cn),
May 6, 2008.
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independence, the gap widened because of differences in natural resources, administrative
reforms, and politics. Kazakhstan’s GDP became higher than the aggregate of the other two
[Exhibit 7]. Kazakhstan also became a leader in terms of market liberalization. In contrast, for
foreign companies to enter in Uzbekistan or Turkmenistan, they still ded to get licenses
signed by the respective presidents. In terms of regulation and gowent effectiveness, the
or® [E hibit 8]. Still

three countries fared poorly on the World Bank’s governan
Kazakhstan had slightly better ratings than the other tw eratlo tween the
countries also had a long way to go, as one observer not{ ‘Uzbekista nwilling to recognize

Kazakhstan’s leadership in Central Asia and r oopera ithyKazakhstan in the

process of regional integration.” %

It had been the job of Mr. Bob Song,@an mdustry veteran, jom !H Mr. Fang Mason to set
-border project. This had not

up a subsidiary of China’s CNPC, TAPL to deliver th
been a trivial assignment as the of thetparticipating countries were not fully aligned.

CNPC was keen to start impertin

as as soon, as po‘le. Turkmenistan cared about producing
gas, but the take-or-paysagree the coukry with less pressure to complete the pipeline.
Uzbekistan and Kazakhs countries, of course wanted to see the pipeline completed

to increase thei w short-term value in construction too, eg local jobs,

local contrac ing matt‘the project scope was far from being frozen. And one year

after thesiniti eement, |r\€008 the scope evolved to two slightly narrow pipelines, each with
1,067 meter, to open respectively by the end of 2009 and 2010. The cost forecast then
rose to $ cash prices) - $3.6 billion for pipeline A and $6.3 billion for pipeline B

20 v/oice and accountability, political stability and absence of violence, government effectiveness, regulatory quality,
rule of law, and control of corruption

21 Zhao H. 2013. On the Overall Development Process of Central Asian Countries. Journal of Xinjiang Normal
University: Philosophy and Social Science Edition, 5: 58-68. (In Chinese)

22 CNPC document, May 2010.
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The scope changed again in 2011, when it was agreed to add a $7 bn third pipeline to open by
20147,

For a while, Bob and Fang toyed with the two prevailing forms of organizing cross border

pipeline projects at the time: either incorporate the whole project in onesingle company by
s}'

which the regional development partners would become shareholdet: decompose the project

into as many subprojects as the countries involved, and create one ‘% compw project.

A Centralized Approach

A prevailing structure to deliver cross borderli was t ing a\l] the participants
together under an overarching legal entity [Exhibit 9]. Undenthis approach TAPLINE would
become a legal entity and equity would be’hared \Mgthe developifient partners to recognize
that one party controls the production©f th oth

as, an Jthe gas buyer, holds the access to the

end-user market; and others, the ontrol the land necessary to build the pipeline.

The negotiations to agree the o
once the legal entity was ¢ e compw could work quite effectively by leveraging
centralized authority ‘ reso coordination problems and reward cooperation. The
organizational boundaries WOQ\ a?? red[TE:ing ambiguity about purpose and facilitating
decision making. rmore, this centralized structure would boost the investors’ confidence

given the clarity in ownership rigm shareholder obligations, and the alignment of interests.

SO adva}nageous to agree and write contracts with project suppliers.

Import : e?“equit? shareholders would not necessarily have to be the local state oil
and gas companies along the route of a pipeline. With the liberalization of energy markets, more
and more international companies seemed eager to get involved in cross border pipeline projects

albeit challenges in aligning interests and corresponding transactions costs [Exhibit 10]. Of

2 CNPC document, 2011.
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course there were good reasons to expect difficulties in aligning the interests of four sovereign
nations in a single legal entity. Kazakhstan, in particular, was demanding a high gas transit fee
that China found it unacceptable. Kazakhstan also wanted to take out gas from the pipeline to
meet its own domestic need for gas, since the country’s gas reserves were located in the west
region. By using the gas from TCGP, Kazakhstan could not only save\cost of transporting gas

from the west to the south, but also sell its own gas in the west t pean‘market.
Let the Markets Rule \
The alternative to unify multiple state-owned_companies intoy, TAPLINE was to make

TAPLINE a much leaner company, and let the other countri

o their share. Under this structure
each country could be put in charge of deVﬁIopin ocal componethhe pipeline and offer

corresponding services [Exhibit 11]. Su€h arrangeme ould leave it up to the gas supplier to
sort out gas production and transmission to<the border transit country; each transit
country would have its own transmissi mpany, for building, operating, and maintaining the
pipeline within its territorys buyer would imrt gas from the border and operate the
pipeline on its territory@Such

political leaders and top §1a

they saw mor. unities tapdeve cal capabilities and control assets in their countries.

ents were not unusual [Exhibit 12]. And indeed, the

in Uzbekistan and Kazakhstan favored this structure as

ecutive Ntor of UzbekNefteGaz, the state-owned holding company
and gas iwustry, said:

the total length of pipelines with a diameter over 1,000 mm in Uzbekistan? 33,000 km! More
than the total"length in China. We also built more than 130,000 km pipelines with a diameter
between 256 mmand 1,000 mm. We are totally capable of building a 500 km new pipeline.

Yet, Bob and Fang were not fully convinced that they could trust their partners to get on with

the job. Uzbekistan had a large pipeline network, but it had all been built in the Soviet Union
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period and did not reflect their current local technical, financial, and managerial capabilities. It
seemed unlikely that Uzbekistan firms could acquire the finance to build a pipeline and
modernize their capabilities — after all, they were still relying on old manual welding techniques.
The situation was somewhat different in Kazakhstan where the laws of country prohibited

foreign companies to own and operate gas pipelines, and thus the Iocananies seemed better

equipped to do the job. Another concern was the extent to ch “arrangement could

respond quickly to eventual emergencies. Would such st le to react rapidly by
turning off compressors and closing valves in the even

would cross-border disputes be resolved? Andc i entyleave the pipeline
t

r explosion? And how

vulnerable to disruption due to political conflicts Between thejeountries?

oil anthgas sector though, was for TAPLINE to enter

The pipeline was no
stronger than its weakest link.

Form a Group of Strategic Alliances

into multiple strategic alliances "with state-oxged\erprises in each participating country
b

[Exhibit 13]. Decompz‘*g the ystem by,geographical zone would perhaps increase the
coordination and cooperation ; this design was also likely to make it more difficult to reap
efficiencies f g the Ic}al m of each country. But the idea seemed nonetheless

ce the Waction costs that otherwise would be incurred to form a

singlegproj any. An\her advantage would be to give TAPLINE flexibility to privately

legislation to allow foreign companies to participate in the exploration and development of gas
blocks. But the stated ruled out the idea of forming its own company, letting instead CNPC set

up a subsidiary to explore and develop the gas blocks in 2007 — the CNPC International
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(Turkmenistan). It became the mission of this subsidiary to explore and develop the gas blocks,
build a gas processing plant, and build a 86 km pipeline in the Turkmen segment within less than
2 years. Meanwhile, the Turkmenistan’s state-owned gas company separately sold the pre-agreed
amount of gas to CNPC. \

e&n government for the
construction and operation of the pipeline in their territory. ved the for CNPC,
thorough TAPLINE, to enter into a JV (incorporated i ista nuary 2 with the
Uzbekistan state-owned UNG - the Asia Trans Gas JV Ltd. (ATG), TARLINE and UNG each
held 50% equity of ATG, with $1.5 million registered ital from each<shareholder. ATG

became responsible for the construction and operation of the 529 km Uzbekistan segment of the
TCGP. UNG brought into ATG stat?ry’property ights for pland acquisition and pipeline
n J

operation. In turn TAPLINE brought fi cikdfonstruc ntracting, and commissioning
lead“in dealings with local governments and local
ot the top mawment roles in construction, commerce,

security, human resourqoan : sioning.\With TAPLINE as a major shareholder, ATG
succeeded to gain access 10,a ion“lean‘from the China Development Bank at the height

At the same time, CNPC sought an agreement with the Uzb

capabilities. Personnel from U 00

communities. But TAPLINE. sta

of the financi - albeit'its m egistered capital of $3 million, and the fact that the
project woul te revenues to pay back the loan for many years. The TAPLINE and
UNG _p was not \Q/ithout its challenges: TAPLINE was very focused on on-time
deliv rustrated with the bureaucracy within UNG. Still, the JV gave TAPLINE

opportun ' n}e the local partner through the formal agreement and informal daily

interactions. ese deputy manager of technology department in the joint venture said:

We’re all members of ATG and work together for the same goal. Day by day, personnel from
UNG saw how devoted we’re to the project ...they have been subtly influenced and started to
work more effectively.
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The JV also enabled TAPLINE to influence procurement and relax policies to procure all
work locally, opening up opportunities for Chinese contractors. As part of the deal, if any
Chinese contractor was awarded a package, it would have to subcontract half of it at least to local
contractors. For TAPLINE, having Chinese contractors on board \A\ important to give
momentum to the project. Bob said:

It’s acceptable to subcontract work to local contractors as 10 Chinese tractors are
allowed to do part of the work. Just in case local contrac il to'de their job, we'ean still rely
on Chinese contractors when necessary.

This arrangement turned out handy when the package me of on-site welding
awarded to a local contractor ran into problems. February 2009, a k package that should
have been completed by the end of 2008 w’s just abxta quarter d’amd the passing rate of

welding work was less than 5%. Facir‘ n%jelay, Uwved the condition that forced
k

the Chinese contractors to subco to | contractors.

C)

A similar structure was
TAPLINE and KazTrﬁas
industry, set up a JV — Asia

for th Kazakwn segment. Hence, in February 2008,
he state-owned company of Kazakhstan’s oil and gas
line“limited Liability Partnership (AGP). TAPLINE and

$5 million registered capital from each shareholder.
for the co‘ruction and operation of the 1,304 km Kazakhstan segment
rangeme?‘was leveraged to mobilize a $7.5 billion loan from the China
1k, ‘on, the condition that CNPC provided a guarantee for the on-time completion
Jhlike ‘the deal with Uzbekistan, in which the pipeline was used as a
collateral, Kaz ruled out that approach — “If the pipelines were mortgaged, we would
have nothing left.“Our efforts would be in vain”, said the deputy executive director of KMG.
Instead Kazakhstan used the rights in an insurance contract as collateral to the creditor if things

went wrong. Because the Kazakhstan owned-KMG had more experience working with foreign

Mr. Yongcheng Fu and Professor Nuno Gil at the Alliance Manchester Business School, The
University of Manchester, prepared this case as the basis for class discussion. The case does not
intend to serve as endorsement, source of primary data, or illustration of effective or ineffective
handling of an administrative situation. The authors are solely responsible for any factual
inaccuracies.

Copyright © 2018 (October) Nuno Gil. All Rights Reserved



Belt and Road Initiative (—H5— &)

companies, more top managerial roles in AGP were allocated to KMG personnel. With 50%
equity of the JVs with Uzbekistan and Kazakhstan, plus a CNPC subsidiary in charge of
production in Turkmenistan, TAPLINE management felt at the helm of the whole project. The

director of contract management said: \

The construction of a pipeline that crosses borders required cookdi
departments, owners, contractors, and project management
individual output, e.g. construction plan, schedule arrangement, te
be organized and coordinated by TAPLINE in a timely m

nation, among government
ts. Every activity and
equirement needed to
d on us.

CII)

All in all, this arrangement seemed to have w: to coordinat

across borders. Still, TAPLINE struggled to work with multi

work on the pipeline
national agencies such as border
defense, security, and customs. For exam’le, requiking permits<forfworks near the borders
required a raft of signatures that t‘d ke mont to#ble, causing delays to the
construction schedule and additio ts. AN the exact location where the pipeline would

cross the borders also involved difficult ta

to coordinate with the armies from both sides.

Another challenge was to ensure that the pipaine was going to be operated and maintained as
a whole, and thus ensﬁ a between t/he amount of gas supplied upstream and the

capacity of th nstream ‘cem Initially, the gas seller in Turkmenistan lacked the

he director of Turkmenistan’s NGK said: “Once the gas goes beyond

ration in Uzbekistan and Kazakhstan. 1t’s none of our business”. To change
NE “established a TCGP Operation Coordination Committee (OCC) that

distributor. OC

annual, and monthly basis, plans for the gas supply and pipeline maintenance. OCC also set up a

eld coordination meetings twice a year to determine, on an annual, semi-
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coordination center in Beijing, China to act as the “brain” of the pipeline, monitor operations 24

hours, and provide a command center under emergencies.
In the end the choice to form a nexus of strategic alliances seemed to have paid off. The
&r 14, 2009, 17 days
ahead of the target set in 2007; and the final cost was $3.5 billion (eash priees),»$100 million less
than the expectation in the 2007 feasibility study®*. Line B wen % issioning on October
26, 2010, two months behind schedule. TAPLINE attrib dela organ|2| financial,

and raw material supply issues of the Uzbekistan contractor®. Still,

pipeline A was completed on time and went into commissioning on Dﬁcem

final cost was $5.8
billion, $500 million less than the initial forecast® I|n went in comﬁ1issioning on May

31, 2014, 6 months behind schedule and reportedl h|n the orlglnal budget too”’

‘ * *******A '

ets the Turkmenistan-China Gas Pipeline, an

The delivery within the i

infrastructure of high strategic i r Chin ade the project an attractive setting for

Beijing to launch the | had aI*galned notoriety in the Beijing circles of top
officials for the innovative,.choi 0 f%a set /gf cross-border strategic alliances as opposed to
the traditional nizationaliyso But were these reasons good enough to make it a

izing futurﬁ?l projects? Given that TCGP had been the first of its kind
in the region, itwas hard t@ K{ objectively if the initial cost and schedule targets had or not been

set conservatively. ltwas also hard to say if a different structure would have led to better results.

T 4
Furthe e world had changed a lot in the last 10 years. As China doubled down on its

commitment ieign investment, the western world became increasingly critical. China

24 CNPC evaluation report, January 2011.

% TAPLINE project progress report, October 2010.
26 CNPC evaluation report, January 2011.

" CNPC document, July 2017.
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insisted the BRI was about enhancing regional connectivity and embracing a brighter future. But
many western observers disagreed. Some were calling it a “domestic policy with geostrategic
consequences rather than a foreign policy”?®. Others critics expressed concern if future project
returns would be sufficient to cover the repayments to Chinese creditors'= which could saddle
the Chinese state with more debt to add to its already fast-growing d(wr en. Another critique

was that China was promoting projects that were hard to justify aIIy as a cynical ploy to

shift excess construction capacity overseas. Saddled by s”, the hest countries

would then struggle to pay the debt, and China woul gain a S valuable natural and
manmade resources that had been used as collat d just ened in Sri Lanka and
seemed likely to happen in Pakistan. Even the managing director of the IMF got into the fray in

2018 after an independent study suggeste ttﬁt BRI had put 23 counl‘ﬂ risk of debt distress:

Ventures can also lead to a problematic increase in debt, p Iy limiting other spending as

debt service rises, and creating aym challenges ... [it is critical] to ensuring that

orthodoxy imposed by the . Iaf”and ﬁelayed investment in infrastructure. For these

countries, th s about“China racing globalization. Some Western observers too
argued that the BRI should, not beNed without knowledge of each project, recognizing that if

more &out promoting Chinese interests, others were true catalysts of

others were keen to frame the BRI as a “nefarious plot for world

%8 Hancock, T. 2017. China encircles the world with Belt and Road Initiative strategy. Financial Times, May 4.
2Clover C. 2018. IMF’s Lagarde warns China on Belt and Road debt. Financial times, April 12.
¥ Brautigam D. 2018. U.S. politicians get China in Africa all wrong. The Washington Post, April 12.
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List of Abbreviations
ATG Asia Trans Gas JV Ltd.

BCM Billion cubic meters

B-to-B  Business-to-business

CDB China Development Bank

CNPC  China National Petroleum Company

CNPCI  China National Petroleum Company Internatio
CNUOC China National United Oil Corporatlon
GME Maghreb-Europe Gas Pipeline

%

G-to-G  Government to government

IPI Iran-Pakistan-India Gas Pip%’

KMG  KazMunaiGas Q
KTG KazTransGas
NGK National Gas Kon
NSGP Nord Strea

OCC Operation Coo
PMT

, |3€(Af9amstan Pakistan-India Pipeline
atic Pipeline

an-China Gas Pipeline

TPCL TAPI Pipeline Company Ltd.
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Exhibit 1 Proposed Routes of China’s Belt and Road Initiative

Figure source: China-Britain Business Council, www.cbbc.org/bri
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Exhibit 2 Route of Turkmenistan-China Gas Pipeline

Figure source: CNPC presentation slides

Kazakhstan

Ak

Uzbekistan
%
“‘21:5‘& China
Turkmenistan ==

=  LineA

Line B

- Line €

T—
Exhibits 3 China’s GDP Growth : ption Growth
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Exhibits 4 Trend of Global Oil and Gas Consumption (1990-2007)
Data source: BP Statistical Review of World Energy, June 2017
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Exhibit 5 Total Proved Natural Gas Reserves and Production of Turkmenistan, Uzbekistan

and Kazakhstan in 2007

Data source: BP Statistical Review of World Energy, June 2017
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Exhibit 7 GDP of Kazakhstan, Uzbekistan, and Turkmenistan

Data source: World Development Indicators, World Bank,
https://data.worldbank.org/indicator/NY.GDP.MKTP.KD
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Exhibit 8 World Governance Indicators

Source: Worldwide Governance Indicators, World Bank

http://info.worldbank.org/governance/wgi/index.aspx#reports
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The charts show the percentile of theteountry on Mernance indicator. Percentile
rank indicates the percentage of orld that rate below the selected country. Higher

values indicate better governan ings. ﬁ]t' anks have been adjusted to account for

changes over time in the set by the governance indicators. The statistically
likely range of the go‘nce is shown as a thin black line. For instance, a bar of
length 75% with the thin i tending from 60% to 85% has the following interpretation:
i rse and an estimated 25% of the countries rate better
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Exhibit 9 A Traditional hierarchical approach

Government
department

Project Company

Note:

GS: Gas supplier

PO1: Pipeline operator in country 1
PO2: Pipeline operator in country 2
GB: Gas buyer

Exhibit 10 Examples o ject jes Foxed to Build Cross-border Gas Pipelines

Example 1: Nord Stream G\ (%GI{

The Nord Strea as Pipeline (NSGP) was a 2,224km-long NSGP (formerly North
European Gas Pipeli rﬁ?ing the’ Exclusive Economic Zones of Russia, Finland, Sweden,

ny, as Well as the territorial waters of Russia, Denmark, and Germany. The
i mbiy transmission capacity of 55 bcm a year was built to transfer gas

&oy oil and gas deposits within the Leningrad region of Russia to
Germany. The ject first began in 1997 when the Russian company Gazprom and Finnish
company Neste known as Fortum) formed a project company, North Transgas Oy, for the
construction and operation of a gas pipeline from Russia to northern Germany across the Baltic
Sea. The German partner for the project was Ruhrgas (later E.ON). In April 2001, Gazprom,
Fortum, Ruhrgas and another German company Wintershall commissioned a joint feasibility
study for the pipeline. In May 2005, Fortum withdrew and sold its 50% stake in the project to
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Gazprom. As a result, Gazprom became the 100% owner of North Transgas Oy. In September
2005, Gazprom, BASF, and E.ON signed a basic agreement for the construction of the North
European Gas Pipeline. In November 2005, the North European Gas Pipeline Company (later
Nord Stream AG) was incorporated in Zug, Switzerland. Shareholders of the company are the
Russian gas company Gazprom (51% of shares), German companies Wintershall and PEG
Infrastruktur AG (Uniper) (both 15.5%), the Dutch gas company G i ), and the French
gas company Engie (9%)®. Construction on the first line of the i enced in April
2010 and was completed in June 2011. Construction of the sece s ay 2011 and
was completed in April 2012.

8 2 S g.;\;ﬂg“

""""

___________

1 L 'I
@ Espoo Party of Origin Espoo Affected Party = EEZ border = Territorial border

== Nord Stream route — Pipeline of the European natural gas network

-

The Nord Stream Gas Pipeline Route
Figure source: d Stream AG, https://www.nord-stream.com/about-us/our-shareholders/

Example 2: Turkmenistan-Afghanistan-Pakistan-India Pipeline (TAPI)

81 https://www.nord-stream.com/about-us/our-shareholders/
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The organizational structure of Turkmenistan-Afghanistan-Pakistan-India Pipeline (TAPI) is
another example of centralized authority. The 1,735 km pipeline aims to enable to transfer gas
from the Galkynysh Gas Field in Turkmenistan through Afghanistan into Pakistan and then to
India. The grand idea could be traced back to 1995 when the governments of Turkmenistan and
Pakistan signed an memorandum of understanding for the project. But for%g the company was
a protracted process. A consortium for TAPI -- TAPI Pipeline Compwt (TPCL) — was only
incorporated in the Isle of Man after a shareholders agreement ignedyin \December 2015.
Turkmenistan owns 85% of TPCL while India, Pakistan, and ’. anistaneach hﬁ% stake®.

Construction on the project started in Turkmenistan o 2015. T ipeline is
expected to start operation by the beginning of 2020.
Example 3: Trans Adriatic Pipeline (TAP) \

Trans Adriatic Pipeline (TAP) aims to_transf Casplan gas: cting with the Trans

Anatolian Pipeline (TANAP) at the Greek=Turkish border, TAP wil ss Greece, Albania, and
the Adriatic Sea to Italy and further t eswme. hﬁf the 878 km pipeline can be

traced to an early announcement i by thexSwiss energy pany EGL Group (now named
AXxpo). But it took almost a de ign the“interests of the governments of the sovereign
reece, and, Italy ‘cenfirmed their support for the pipeline by
signing a memorandum of ding. Th\negot ations to agreeing the structure of the
company to build the p‘m were equally time consuming, and construction was on hold until
2016. The key shareholde j

company (20% CAR, theiStat ompany of the Azerbaijan Republic (20%); Snam, an

infrastructure group (19%); Enagas, Spain’s Ieadlng natural gas transmission company (16%);
and utility Wwith its operational headquarters in Switzerland (5%).

TN 4

%2 https://economictimes.indiatimes.com/industry/energy/oil-gas/india-should-revive-ipi-pipeline-parliamentary-
panel/articleshow/57716034.cms
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The Trans Adriatic Pi T w
Figure source: https://www.tap-ag.com/the-pipeli

Mr. Yongcheng Fu and Professor Nuno Gil at the Alliance Manchester Business School, The
University of Manchester, prepared this case as the basis for class discussion. The case does not
intend to serve as endorsement, source of primary data, or illustration of effective or ineffective
handling of an administrative situation. The authors are solely responsible for any factual

inaccuracies.

Copyright © 2018 (October) Nuno Gil. All Rights Reserved



Belt and Road Initiative (-5 &)

Exhibit 11 A market-based approach

Country 1 Country 2 Country 3 Country 4

Note:
GS: Gas supplier

PO1: Pipeline operator in country 1

PO2: Pipeline operator in country

GB: Gas buyer

Gov. dep.: Governmentdepartme%
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Exhibit 12 An Example of Market based Approaches to Pipeline Development

Example: Iran-Pakistan-India gas pipeline (IPI)

The IPI project illustrates the implementation of a market-based appre@ach to deliver a cross
border pipeline®. Iran had the world’s second-largest gas reserves after Russia®*. The export of
gas from Iran to Pakistan was first considered in the early 1990s. Du the visit of Pakistan’s
Prime Minister to Iran in 2003, the project was revisited and a bilaterahjoint'working group was
formed to not only build a pipeline connecting the two countrie % nding T1talso to India.
The extension was acceptable to Pakistan because the offered revenues from transit
rights. Half of the gas transmission capacity (22 bcm jo to Pakistan and the
other half to India. But it took India more than a ideatef gas transmission
over the territory of Pakistan, with which it has icts and an unresolved
dispute over the area of Kashmir. Whilst_major companies expres&interest in the project
through an international holding comp F s, Total, Shell, British Gas,

ncluding P, Petrena
and Gazprom, the idea floundered aft beeame clear s c@ny would struggle to acquire
finance due to political reasons — Iicwcerbated after the 2008 financial crisis.

Since then, the plan has been untry @yown and build the portions of the pipeline
separately in their respectiv y. The | piphe segment in Iran (1,157 km with an
estimated cost of $3 bi‘ at *%) will be owned and operated by National Iranian Gas
Company; the Government an ‘created /its own company, Inter-State Gas System, to
build the pipeling on its own'terri handle the import of natural gas in Pakistan (1.035 km
with an esti of $2.2 hillion 007 price); and the Indian segment (300 km with an
estimated cos llion at price) will be owned and operated by Gail India Limited,
a majorga in India. ﬁzt there has been limited progress because of a lack of political will

er transit tariffs and feed gas. Whilst Iran started construction, the work

itedjyPakistan only identified a suitable corridor for its territory; and India
project in 2008 following the US sanctions against Iran.

33

Report:  The Iran-Pakistan-India  Pipeline  Project:  Cross-border Gas Pipeline  Challenges,
http://www.iapg.org.ar/WGCQ09/admin/archivosNew/Special%20Projects/3.%201GU%20GMI1%20Guidelines/3.%20
1IGU%20GMI1%20Guidelines%20FINAL%20-%20CD%20contents/Iran%20Pakistan%20India.pdf

% BP Statistical Review of World Energy, June 2017

% Data source: The Iran-Pakistan-India Pipeline Project: Cross-border Gas Pipeline Challenges, page 8.
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Exhibit 13 A nearly decomposable approach
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