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June 13, 2000
LRIER

His Excellzncy Bulent Ecevit
The Republic of Turkey
Ankara, Tarkey

Dear Prime Minister Ecavit:

This letter is submitted an behalf of the American ;ompanies listed below, many of
whieh have invested millienz of doliars in the develepmen: of projects essential to meet Turkey's
energy requirements The purpose of this lette: is to request that a reasorable iransition be
implemented by which the Turkish Underzecrelariat of the Treasury maloes finmeial guarintes:
available for eligible energy-relsted projects. Recent communicatiors from the Turkish
Government and World Bunk isdicaie st such guarantees now mey be withheld even though
saveral ensrgy arojects, after years of preparation and negotiations, are in advanced stages of
deveopment,

Ina March 10, 2000 letter to the World Bank, Minister of State for the Economy, Mr.
Recep Onal. otserved that reforms and the consequent inrodustion of compettion in the Turkish
enefgy sector “takes time and the trensition period mast be properly mansged.” Of course, in any
shift from state controls to market d-ven plicies, transition is an important topie, worthy of
close attestion. Unforturately, it seems that propér munagement of the transition in the energy
sectior may have fallen prey to 2 formmlisic offort by the Bank o ersdicats immediately
Treasury's contingent liakilities, Th: Government appeats to kave sccepted this precipitous
approach. As & result of 2 Bark-sponsoed “Fablic Expenditure and Institutional Boview,™
several reforms are expected to be iscorporated in the 2001 Government budgst, Minister Oral
reported in his letter that, among other things, "limits on the issuance of new guarantees™ would
be part of the immediate bodgetary reform package. After several consukations by
representatives of our companies with officials at Treasury, the Miristry of Energy and Natural
Resnuroes and the Bank, it appears that for ensrgy projects bemg developed uader the Build-
Operate-Transfer (BOT) or Transfer of (rperating Rights (TOR) models, the Government may
decide to withkold Tressury guarantess for such projectsunless o rrojest-specific sgreement is
in place that provides for such guarantee,
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The ramifications cf suca a policy, if it tecomes effective nunediaely, would be
disastrous for Tarkey. Out of over 20 BOT and TOR. energy projects currently under
development, no moge than one or Two have signed a guarintee agreement, However, {le vast
majority of the eompanies developing these proects, our owa iechided, were led to believe that
‘he BOT and TOR projects would be eligible for such guarantees. The lack of a goareates would
~equirc o substantial recalculation of financial models upor which responsible asd established
sompanies rely when determiniag the financeabdity and economic viebility of & given project. In
the context of BOT and TOR, eaergy projects, which st be financed on the basis of the value
of the project revemue and its assets ("project” financing), the lack of o government guarantee for
ane or more of the transactions that make up (ke project will reader the project ineligible for
financing from most western fisanciel sources. This cendition is notunique to Tarkey. Iis a
traditional consideraion in the qualication and quantification of risk that all established westen
financial institudons asses before agrecing to SIppoTt a project in ax emerging market. Thus, in
the absence of full implementation of energy sector reforms, commercial financing will not be
available withoot a Treasury grarantes,

The preblom created by the proposed rstraints or guanantees i the same findemental
probiem we had hoped would be put to rest by the adoption ofinternational arbitraton fir
concession and privitication condracts in Turkey. There, we warked together tn remove legal
impedimeats te the availabiliry of financing for Turkush erergy projects. The iony is that only
afer the ink dred on the enaciment of the constitutional anendments and Law Mumbar 4501 did
this sew initiative to withhold Treasary guarantees surface under the mandate of the Waorld Benk
Economic Reform Loan. Wow, the restricted gaarantes palicy, if implemented without = ralicmal
transition proczss, will make the mternational wbitration ichievement a Pyrrhic victary. The
internatioaal imvesters wil be forced to withdraw for lack of financing and the critical promotion
of investment and private sector participztion o the Turksh energy sector will be gtillbom.
Enexgy shortages will be more than predicted. Milbions of dollars of project development costs
will be jeopardized and liigntion by companies led to believe that guaramees would be availatle
could embroil the Government and possibly the Bark in en embarrassing round of confrentations
in the cours.

All of our companies endorse and support Turkisy Government elfirts to achieve
budgetary reforms, We agree with the nsed for the Government to stabilize the public dsbr as a
share of GNP, And our companies agres that guarantee: should be phased out once the reform
and demeonopalization program for the energy sector is filly implemented. 'We do lake Lzue,
however, with the lack of a ressonable trensition during the reform period. That transition
ehould take imto acconnt the realities of finandng the projects that must bridge the gap betwe:n
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purrent conditions and the demonopolized market ther the archiwcls of Turkey's energy fiture
loresee,

History is a good teacher, and it is particularly relevant to our poin. In virtually every
sountry in which dersgulaion of the encrgy sector hes been legislated (induding the United
States), it has tken far longer than expected for the process 1o move beyend the legislative act
Turkey is sot likely to perform differsatly. A histus cn privately developed power production,
fuel supply or coergy distributicn prejects until the new regulatary regime is operational would
be fatal for Turkey's sconomy. And the lack of puarmtees would cause such a hiatus becanse
finanting from privare insitutions would be sparse if not complately unaveilabls.

For- the foregoing teasons, our companies believe that a transition fogmula for assessing
the availability of Treasury guarantees for projects currently under development best serves
existing realities and future objectives in tae Turkish energy sector. It also minimizes the
prssibility of a real crisis in power production and delivery if the new regime falters of is delay:d
for any resson. The formula proposed below is based on four fundamenta’ factors:

(1]  Treasury guarartees should continue to be offersd for energy projects but with
certain trapsiticoal qualificatians;

(Z)  Anansing for privately developed and opersted energy projects in Turkey i thiz
time seeds Treasury guariniess

(3] the nsture and extent of the guarantess can be negotiated 1o meet Turkish Treasury
and commercial lenders' requirements;

{4} Turkey's need for encrgy end private foreign investment and financing require that
the Turkisy Government demorstrates good faith and predictabelity in the
implementation of its fiscal and privasization policies.

The formula that we propose for determining eligibility of a sroject for a Treasury
guarintes would have Treasary conslder the fcllowing as indicatons of a well-developed and
wvighle project (subject to whether the project is for powes production or local distribution):

A a signed Implementaion Contract or Concessicn Agreement,
B.  anEnergy Sales Agreement under negotialion cr signed,
C a Fuel Supply Agreement under negotiation or dgned;
D acompleted Exvironmental Impact Assessment Report,
W ORI «1

TR S1RINL

0500000001615



FEE-B1-Z881 17il4d =y —_—

His Excellency Bulem Ecevit
June 13, 20040

Fage 4

E. a Publc Benefit Interest Resolotion from the Miriswy of
Energy and Natural Resourzes;
F. a posted and cument perfornancs bond,
G. a formal lerer of interast from an intemationally recognized finascial mstitution.

If a projeet can substantially falfill ‘hese critenia, we believe it is in the best position to
help Turkey bridge the enerpy gap betweed todey's problems ard the promise of a new, market-
oriemted system for the fitare, The private sccior is doingits best, asd has devated muhstantial
resources, to participate in the privatization of the ensrgy sectol in Trkey. It iz not only fair, but
good policy for the Turkish Govermment 1 continue support of that ransition iFit hopes to avond
major enerzy shortages.

We have submitisc the ohservations and proposals contained in this lettsr because our
sompanics are friends of Turkey, When a bilateral issue arises n Washington, We ar: among the
firet to cormit resources that will resnlve the issue in 2 manner that promotes our biateral
relationship, We arealso nvestors is energy seclors arouad the world. We hope that you and
your guvsnment may fnd our aqpertience and poiat af view weefinl ar you finalize and implement
the transition to a deregulated energy market.

We would welcome the opportumty to meet with you in person 1o discaess this matter
more fally, If you or any ofticial from your government would like to discuss the centent of this
letter with a represeatative of any of our companies, please advise our Ambassador, Mark Parris,
and we wil respond in a timely and forthrght manner.

Respectiislly submitted,
P

Charles B Jahnston,. 71, O behalf of
Torestsr Wheeler Corp.

GE Power Systems

Howard Enzrgy Compauy

North Amedcan Coal Company
FSEG Glohal Inc.

ee:  The Honorable Mark Farris

Ambasador
1.5, Embassy-Ankara
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