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EXECUTIVE SUMMARY

Eastern Mediterranean tensions have risen since late 2011,
when Greek Cypriots unilaterally began drilling in their
rich offshore hydrocarbon reserves and Turkey responded
with tough criticism and threatening naval manoeuvres.
Contested maritime boundaries and exploration of natural
gas deposits off the divided island are the sources of the
current dispute, but tensions also result from the slow-
down of UN-mediated Cyprus reunification talks. A par-
adigm shift is needed. The gas can drive the communities
further apart and increase discords, or it can provide an
opportunity for officials from all sides, including Turkey,
to sit down and reach agreements on the exploitation and
transportation of this new find.

A year ago, when the Cyprus negotiations were already at
an impasse, Crisis Group proposed six steps to build confi-
dence and help establish an environment more conducive
to an overall agreement. None of these were implemented,;
instead the talks dried up and trust between the parties
eroded further. As we wrote in February 2011, neither Greek
nor Turkish Cypriots can fulfil their potential on an island
whose future is divided, uncertain, militarised and facing
new economic difficulties. Turkey’s European Union (EU)
membership negotiations are at risk, and with Cyprus out
of NATO and Turkey in, their disputes continue to ham-
string EU-NATO cooperation. The start of offshore drilling
in September 2011 has now put these threats into sharper
focus.

In September 2011, the Republic of Cyprus, with the help
of U.S.-based Noble Energy Inc., started offshore drilling
south of the island and discovered significant gas reserves
in the Aphrodite field, where drilling started. It is likely to
find more and in February 2012, bidding for the remain-
ing blocks was announced. It considers that it has a sov-
ereign right to drill in its exclusive economic zone (EEZ),
which it has delineated with Egypt, Lebanon and Israel,
but not Turkey, Syria or Greece. Further complicating the
situation, Noble Energy’s operating company is 30 per cent
owned by Israeli interests and the Aphrodite field is partly
in Israel’s EEZ. Turkey also now has frictions with both
Cyprus and Israel, which have recently signed defence and
cooperation agreements.

Turkey does not recognise the Republic of Cyprus, and
contests its right to enter into EEZ agreements or to ex-
ploit unilaterally natural resources until there is a com-
prehensive settlement. It argues that the Greek Cypriot
government does not represent the interests of Turkish
Cypriots or a united island, refutes Greek Cypriot claims
to exclusive sovereignty, saying sovereignty is being ne-
gotiated in the current talks, and evokes its status as a
guarantor state under the 1960 Treaty of Guarantee to
protect Turkish Cypriots’ rights. Greek Cypriot drilling
thus provoked a harsh reaction, with Ankara sending ships
close to Greek Cypriot installations, signing maritime
boundary agreements with the Turkish Cypriots, delineat-
ing the continental shelf between the Turkish coast and
the north of the island, beginning its own gas prospecting
off Cyprus, and announcing it will drill on land in the north
on behalf of Turkish Cypriots.

The Republic of Cyprus has a sovereign right to explore
and exploit inside its maritime zones, has an acute econom-
ic need for new revenues, and can justifiably complain
about Turkey’s actions and threats. Nevertheless, its uni-
lateral start of exploration is a violation of the pledge to
share natural resources, and undermines the already frag-
ile reunification talks. Vague Greek Cypriot promises of
sharing gas revenues in the future do not satisfy the Turk-
ish Cypriot community. But the latter and Turkey, too, are
acting provocatively and against the spirit of the talks by
signing a continental shelf delimitation agreement, pro-
specting and drilling. Turkey, with its long coastline, has
genuine concerns about losing its fair share of any eastern
Mediterranean maritime zones as the Republic of Cyprus,
and possibly Greece, establish EEZs; but Ankara needs to
stop refusing offers of dialogue and engage with Greek
Cypriots to defend its claims.

The Greek Cypriots say they will have to decide quickly
on how to transport this new gas. Pumping the Cypriot gas
to Turkey and on to the EU would be a much better option
politically, and possibly economically. This is highly un-
likely in the current circumstances, meaning Greek Cyp-
riots may choose a more expensive liquefied natural gas
(LNG) option, bypassing Turkey and Turkish Cypriots.
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But the extra risks associated with the unresolved conflict
will make any LNG development more expensive to fi-
nance and difficult to find markets for, Turkish threats will
likely keep most major oil companies on the sidelines, there
is not yet enough Cypriot gas to make an LNG plant truly
profitable, and extra Israeli volumes seem unlikely. Energy
executives say such circumstances will result in long delays.

The prospect of this costly tit-for-tat should make all re-
commit to a comprehensive settlement to reunify the is-
land, divided politically since Greek Cypriots seized con-
trol of the Republic of Cyprus in 1963 and militarily since
a Turkish invasion in 1974 created a Turkish Cypriot zone
on its northern third. Greek and Turkish Cypriots have
agreed that natural resources and international agreements,
including those delineating maritime boundaries, will be a
federal competence in a reunited island. But progress over
the next year in the UN-mediated talks seems unlikely.
The UN, Turkey and Turkish Cypriots see a natural dead-
line when the Republic of Cyprus takes over the rotating
EU presidency on 1 July 2012. Reaching substantive com-
promise is even more unlikely now that the Greek Cypriot
political scene is indexed to the February 2013 presidential
elections.

Even in the absence of an overall Cyprus settlement, the
parties should re-examine the benefits of independent con-
fidence-building moves, seek mutual advantage and avert
a deepening of the crisis by taking these steps specific to
the energy issue:

O The Greek Cypriot leadership should commit to share
20 per cent of any net revenue or gas from any offshore
hydrocarbon resources with Turkish Cypriots, possibly
distributed through a UN-supervised arrangement, as
long as both parties remain formally committed to re-
unification. Turkish Cypriots should commit to share
with the Greek Cypriots an inverse proportion of their
hydrocarbon revenues from their ongoing onshore drill-
ing activities.

0 Greek Cypriots should agree with Turkish Cypriots to
form a bi-communal, advisory ad hoc committee to dis-
cuss energy issues, and to plan potential domestic and
industrial use of the gas throughout the island.

0 Turkey and Turkish Cypriots should stop using threat-
ening rhetoric and naval manoeuvres inside the island’s
EEZ, even if they dispute its limits; and formally com-
mit not to interfere with, or to drill in, offshore hydro-
carbon blocks that are in these waters, including the
new Aphrodite field and areas west of Cyprus, pending
an arrangement.

If the basic environment for dialogue is established:

0 Turkey and the Republic of Cyprus should agree, pos-
sibly with third-party mediation, to discuss eastern Med-

iterranean energy issues, without prejudice to the UN-
facilitated talks, or to any official recognition that will
follow a settlement. They should study the feasibility
of'and consider possible cooperation on a gas export
pipeline to Turkey, and onwards to Europe, with strong
third-party arbitration clauses.

a Turkey, Cyprus and Greece should agree to take their
claims for EEZs in the eastern Mediterranean to the In-
ternational Court of Justice (ICJ) or an arbitral tribunal.

Cooperation on the exploitation of significant gas finds,
which Greek and Turkish Cypriot leaders agree are a com-
mon heritage, can help build confidence without prejudic-
ing the eventual outcome of comprehensive talks. If the
sides continue engaging in unilateral actions, tensions will
rise, accidents will become more likely, and Turks and
Greek Cypriots will be on course for a head-on collision
in the eastern Mediterranean.

Nicosia/Istanbul/Brussels, 2 April 2012
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I. INTRODUCTION: REUNIFICATION
TALKS STALL

Prospects for a comprehensive political settlement to re-
unify Cyprus’ 1.1 million inhabitants, whether it is a feder-
al model or a looser arrangement, are dimming every day.'

The last round of reunification talks since March 2008 has
failed to produce tangible progress. This is despite four
years of face-to-face meetings between the leaders of the
two communities under UN auspices in which they delib-
erated over six official and one unofficial chapters.” All
sides share the blame: the Greek Cypriot leadership for not
pushing forward quickly in 2008 when pro-solution leaders
were in power on both sides of the island; Greek Cypriot
political parties for continuing to block compromise in
talks; Turkish Cypriots for electing a hardline leader in
2010; Turkey for losing its EU path and interest in a Cy-
prus solution; and the EU for allowing Greek Cypriots’
obstructive tactics against Turkey and for not keeping its
2004 promise to put an end to the Turkish Cypriot com-
munity’s isolation.

After four decades of division, the two communities have
said they want a bi-zonal, bi-communal federation but
have failed to define its parameters.’ Political jockeying
ahead of the May 2013 Greek Cypriot presidential elections

makes compromise even more difficult. Almost nobody
close to the talks voices the hope that they will advance in
the near future. Turkish Cypriots are very explicit about
their scepticism;* Greek Cypriots admit in private that the
public is ready to discuss alternatives to reunification.” As
aprominent Greek Cypriot observer muses, “We’ve got to
the point in a chess game where the pieces can only move
to a couple of places, and neither side can win”.°

The leaders came together with the UN Secretary-General
Ban Ki-moon five times since November 2010 in trilat-
eral summits outside the island, twice in Geneva and three
times in New York. Like the previous four, the last meet-
ing at the Greentree estate in New York on 22-24 January
2012 disappointed.” No one wants to incur the stigma of

! For previous Crisis Group reporting, see Europe Reports N°171,
The Cyprus Stalemate: What Next?, 8 March 2006; N°190, Cy-
prus: Reversing the Drift to Partition, 10 January 2008; N°194,
Reunifying Cyprus: The Best Chance Yet,23 June 2008; N°201,
Cyprus: Reunification or Partition?, 30 September 2010; N°210,
Cyprus: Bridging the Property Divide, 9 December 2010; and
Briefing N°61, Cyprus: Six Steps toward a Settlement, 22 Febru-
ary 2011.

? Chapters include governance and power-sharing, EU matters,
the economy, property, territory, security and guarantees. Citi-
zenship and settlers is the unofficial seventh area.

3 Since the High Level Agreements of 1977 and 1979, the goal
has been a federation. “The concept of the bi-zonal, bi-com-
munal federation has lost its meaning not only between the two
communities but also within each community; everyone under-
stands different things from this phrase!” Crisis Group inter-
view, Kudret Ozersay, Turkish Cypriot chief negotiator, Nicosia,
February 2012.

* “We’re far from a solution. The Greek Cypriots won’t sign any-
thing. There is no point talking after 1 July [when they take over
the EU Presidency]. After 40-50 years, there’s nothing that
hasn’t been discussed. There’s now a reality here [of two states]”.
Crisis Group interview, Dervis Eroglu, president of the self-
declared Turkish Republic of Northern Cyprus (TRNC), Nico-
sia, 23 February 2012. “We have tried mediation, arbitration,
special representatives, working breakfasts, leaders’ retreats,
leaders from the right, left in every combination. This was the
failure of the last method that we had left to try. After 40 years,
if we can’t establish a settlement like this, [we’re stuck] ... this
exhaustion should be declared by the UN”. Crisis Group inter-
view, Kudret Ozersay, Turkish Cypriot chief negotiator, Nicosia,
February 2012.

> A Greek Cypriot former official agrees that talks are at a stand-
still: “I can see very clearly that failure is coming. Christofias
[president of the Republic of Cyprus] and Eroglu can’t make it.
There is complete mistrust. ... We are going [toward] a two-state
solution”. Crisis Group interview, Nicos Rolandis, former Greek
Cypriot foreign and commerce minister, Nicosia, 23 February
2012. A leading Greek Cypriot politician says nationalism is on
the rise and the new generation believes in “ethnically pure are-
as”. Crisis Group interview, Nicosia, February 2012.

6 Crisis Group interview, Alexandros Lordos, Greek Cypriot
polling expert, Nicosia, 22 February 2012.

" Before the summit, both sides admitted there had been almost
no progress since a previous trilateral meeting in October 2011.
Ban Ki-moon said they achieved “limited progress”, and as-
signed his special adviser, Alexander Downer, to report back to
him at the end of March 2012 focusing on three areas: property,
governance and citizenship. Unlike previous trilateral meetings,
Ban did not set a date for another summit. A senior internation-
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breaking off the talks, and they may stumble along in some
form, but the UN has been giving signals of scaling back
its mission and possibly winding down its involvement.®

For decades, a main obstacle to a settlement has been to-
tal lack of any state-to-state contacts, communication and
trust between Turkey and the Republic of Cyprus. Ankara
does not recognise the Republic of Cyprus, seeing its gov-
ernment as a Greek Cypriot monopoly, and has mostly
refused to engage its officials, even unofficially. Dropping
a condition to be received as the Republic of Cyprus’
president in early 2011, Christofias told Turkish media, “I
want to meet [Prime Minister] Erdogan and [President]
Gilil, even if this is unofficial. I want to explain to them
my vision for a settlement. Let’s eat fish on the Bosporus,
without sidelining the Turkish Cypriots. We can solve Cy-
prus with Erdogan”.® He was rebuffed. Officials on either
side do not believe the other genuinely wants a settlement
to which it will stick.

Turkey’s unwillingness to fulfil its 2005 EU Customs Un-
ion commitment (the Additional Protocol to the Ankara
Agreement) to open its ports and airports to Republic of
Cyprus vessels compounds this problem.'® Now Turkey
pledges it will not engage the Republic of Cyprus’ EU
presidency at all in the second half of 2012, even if Greek
Cypriots open some of Turkey’s blocked negotiating chap-

al official wonders if the process since 1977 is now dead, point-
ing out that while Turkish Cypriot leader Dervis Eroglu has re-
neged on previous convergences, the Greek Cypriots do not seem
to want a deal, either. Crisis Group interview, February 2012.
¥ On 14 December 2011, Ban Ki-moon noted that the oppor-
tunity for further progress in negotiations was “very much lim-
ited”. In a 4 January letter to the leaders he said talks had hit “an
impasse”, and warned again on 6 January that “we cannot go on
this way, and considering that Cyprus is going to take the Pres-
idency of the European Union from 1 July, there is not much
time left”. “Talks ‘cannot go on this way’”’, Cyprus Mail, 8 Janu-
ary 2012.

? Interview, Milliyet, 7 January 2011.

1% In December 2005, the EU Council blocked eight of Turkey’s
35 negotiating chapters for this non-compliance, which remain
frozen. In December 2009, Greek Cypriots unilaterally blocked
six more. Taking into account chapters blocked by France be-
cause of its objection to Turkey’s membership, and the ones
currently open, Turkey has three difficult chapters it can nego-
tiate on before its EU process comes to a standstill. In 2010, the
European Commission and Belgian EU presidency failed in a
new attempt to facilitate agreement between the Republic of
Cyprus and Turkey on a phased opening of sea ports and air-
ports. On the other hand, Turkish officials argue that Turkey “is
in fact implementing the Customs Union, refusing that [its] im-
plementation includes opening ports and airports”. Crisis Group
email correspondence, March 2012.

ters,'' and a leading minister has even threatened to annex
the north."

Crisis Group suggested in February 2011 that the sides
should take some confidence-building steps, together or
separately, to build trust and address their counterparts’
main concerns without prejudicing the outcome of an even-
tual settlement." This included movement on the Addi-
tional Protocol, as well as breaking the isolation of Turkish
Cypriots, whom the Republic of Cyprus blocks from any
autonomous activities, from fielding their own teams in
international competitions to trading directly with the EU
(see Section V.A.2, below). Neither Ankara nor Nicosia
expressed any interest in taking these steps separately and
instead conditioned any movement on the other side’s
moving too, with Turkey for example stating that for it to
implement the Additional Protocol, the Republic of Cyprus
should allow international flights to land at Ercan airport
in the north of the island.

The discovery of offshore natural gas deposits shows how
time makes a sustainable, negotiated solution harder to
reach. The window of opportunity is narrow — dialogue
should start in the next twelve months, before Greek Cyp-
riots are likely to commit to the exploitation and transpor-
tation of gas, bypassing Turkey and the Turkish Cypriots.
Currently unable to even talk to Ankara, Greek Cypriots
show little interest in contemplating cooperation on gas."

' «“We will not sit at the table with Greek Cypriots even if they
opened twenty chapters!” Turkish Foreign Minister Ahmet
Davutoglu quoted in Sabah, 8 March 2012.

2 Outcomes envisaged by Turkey’s Minister for EU Affairs
Egemen Bagis included “Reunification under a deal that [the
two] leaders could reach, creation of two independent states
after an agreement between the two leaders if they are unable to
reach a deal for reunification, or annexation of the TRNC to
Turkey”. Interview with Kibris, 3 March 2012. “[Since] the gov-
ernment has remained silent and the minister did not denounce
the option, we may assume that annexation is a policy option
seriously being considered in Ankara”. hsan Dagi, “Annexing
Cyprus”, Today’s Zaman, 12 March 2012. A Turkish official
said, however, that “there is no change in Turkey’s support to
the ongoing comprehensive negotiation process aiming towards
a bizonal, bicommunal federation, [and that] Turkey remains
committed to the settlement aim before 1 July”. Crisis Group
email correspondence, March 2012.

1 See Crisis Group Briefing, Cyprus: Six Steps to a Settlement,
op. cit.

4 Crisis Group interviews, international officials, Istanbul and
Ankara, January 2012. “We called on Turkey to solve the Cy-
prus problem. Cooperation [on gas] cannot take place prior to a
solution. Without [a solution], how can we commit ourselves to
a country that does not recognise us, that does not abide by the
Ankara [Additional] Protocol? Imagine that you live in a semi-
detached house and you fight everyday with your neighbour,
would you then go and use their kitchen? No, you can’t do



Aphrodite’s Gift: Can Cypriot Gas Power a New Dialogue?
Crisis Group Europe Report N°216, 2 April 2012

Page 3

II. THE EASTERN MEDITERRANEAN
GAS BONANZA

A. GREEK CYPRIOTS GO IT ALONE

Cyprus faces severe economic difficulties like several oth-
er southern eurozone countries. Additionally, a massive
explosion at a naval base in Mari in July 2011 destroyed
their main power plant, caused widespread power outages
and shocked Greek Cypriots."” Banks are exposed to the
financial meltdown in Greece. The €5 billion they invested
in Greek bonds have halved in value, and Greek Cypriot
officials fear that the banks’ exposure to Greek markets
through business and private loans — at €22 billion, the
equivalent of Greek Cypriots’ entire annual economic out-
put —is at risk.'® Russia extended a much needed €2.5 bil-
lion loan in November 2011, with a favourable rate and
terms, which covers Republic of Cyprus’ borrowing needs
for 2012. But there is no plan in place for 2013."” Rating
agencies have steadily downgraded Cyprus’s debt since
2011, with Standard & Poors and Moody’s lowering it to
junk status in 2012.

The economic crisis partially explains why Greek Cypri-
ots were so euphoric when gas was discovered off their
shores."® Apart from bringing lucrative export gains in
several years’ time, natural gas will help Cyprus meets its
domestic energy needs; Greek Cypriots, using oil at their
power plants, currently pay the highest price in Europe for

their electricity. These plants can easily be converted to
burn gas."”

In September 2011 a medium-sized Texas-based Ameri-
can oil company, Noble Energy, began exploratory drill-
ing in one of the thirteen Cypriot offshore research blocks
encircling the southern half of the island (Block 12) in
parallel to its operations in Israeli waters.” It subsequently
announced that it had found between 5 and 8 trillion cubic
feet (tcf), or between 142 and 227 billion cubic metres
(bcm), in the Block’s Aphrodite field, more than Cyprus
can consume in a century.”'

In February 2012 a second licencing round was announced
for the remaining twelve blocks, including blocks which
Turkey says overlap its continental shelf (see map 1) and
areas where Turkish Cypriots gave Turks exploration li-
cences (see map 2).” Interested bidders have until mid-
May to submit their applications, and the licensing pro-
cess is likely to last from six months to a year. Collection
and evaluation of seismic data is set to start soon after,
followed by exploratory drilling.”

During this process the Turkish Cypriots were not con-
sulted. As an independent Turkish Cypriot energy expert
explained: “By virtue of being inhabitants of this island,
we are co-owners of these resources. We have all the rights
owners have. We should decide where this gas goes, how
the proceeds are used and so on. We have no idea right
now what the Greek Cypriots are negotiating with Noble

that”. Crisis Group telephone interview, Greek Cypriot official,
February 2012.

'3 98 containers of confiscated explosives stored at the Evange-
los Florakis Naval Base in Mari exploded in an accident on 11
July 2011, killing thirteen people and damaging hundreds of
buildings including the island’s largest power station which
provided over half of its electricity, causing blackouts throughout
the country. The Central Bank governor said the economy faces
“a state of emergency” after the explosion whose estimated dam-
ages reach €2 billion, or almost 10 per cent of GDP. “Cyprus
governor warns of emergency after blast”, Financial Times, 20
July 2011.

16 Crisis Group interview, senior Greek Cypriot official, Nicosia,
February 2012. “There’s no lending and the cost is high. Tourism
is a bit better but the economy is not doing well, prospects are
painful. The banking sector is very difficult. Non-performing
loans are the real problem. If Greece does not recover, Cypriot
banks will suffer a grave blow”. Crisis Group interview, Greek
Cypriot businessman, Nicosia, February 2012.

7 “They have exhausted domestic borrowing”. Crisis Group
interview, European diplomat, February 2012.

'8 “The Cyprus ambassador is going about with dollar signs in
his eyes”. Crisis Group interview, German official, Berlin, Jan-
uary 2012. “The prevalent view is, how lucky we are’”. Crisis
Group interview, senior Greek Cypriot official, Nicosia, Febru-
ary 2012.

' Electricity costs 1.2-1.5 times the EU average. “Energy price
statistics”, Eurostat, November 2011.

%0 It has been drilling in the eastern Mediterranean on Israel’s
behalf since 1998 and discovered the Leviathan field inside Is-
rael’s EEZ, which is the largest deep-water natural gas discov-
ery of the last decade. The Levant basin in total is estimated to
hold 122 trillion cubic feet (3,454 billion cubic metres) of un-
discovered and technically recoverable natural gas and 1.7 bil-
lion barrels of oil. “Natural Gas Potential Assessed in Eastern
Mediterranean”, U.S. Department of the Interior, U.S. Geologi-
cal Survey, 8 April 2010. These represent around 2 per cent of
the world’s proven gas reserves and 0.1 per cent of oil reserves.
2! Noble Energy transferred 30 per cent of its rights in Block 12
to Israeli Delek Group, with Delek Drilling and Avner Oil Ex-
ploration having 15 per cent each, and now operates the well
with a 70 per cent working interest.

2 «“Second round of licensing to be announced next week”, Cy-
prus Mail, 7 February 2012; Crisis Group interviews, Nicosia,
February 2012. The Greek Cypriot commerce minister said in
November 2011 that several companies showed interest by pur-
chasing seismic data.

3 «“We move very slowly. Look at the first licensing round in
2007. After four years, we have the results. If licensing goes well
now, it will be completed in 2013, and then it’s a matter of time
for drilling to start”. Crisis Group telephone interview, Greek
Cypriot official, 13 February 2012.
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Energy”.** They compare their right to natural resources
with Greek Cypriots’ rights to their properties in the north
independent of a settlement.”

Natural resources were a federal competence under the
UN’s 2004 Annan Plan, as was entering into international
agreements, including EEZs.* This was reaffirmed by the
two community leaders in the current round of negotia-
tions; a convergence paper on it was given to the UN.*” A
senior international official familiar with the talks regrets
the current situation:

In the agreement [that the sides reached in bilateral
talks], all royalties [from hydrocarbons] would go to
the federal government. It’s a shame that so much was
agreed, but no deal sealed .... If they were able to agree
[on a comprehensive deal], it would make it easier to
run the [property]| compensation scheme and give more
capacity to funding a settlement.”®

Republic of Cyprus President Christofias has promised
his “Turkish Cypriot compatriots that regardless of the
circumstances, they will benefit from the possible discov-
ery and extraction of hydrocarbons”,” an offer repeated
by the former commerce, industry and tourism minister,
Praxoula Antoniadou Kyriacou,” but Turkish Cypriots are

not convinced.’’ Sharing the riches is deeply unpopular

among Greek Cypriots.” As a Greek Cypriot businessman
told Crisis Group, “If the Turkish Cypriots return to the

Republic of Cyprus, then they can share in it”.*

At the end of September 2011, Turkish Cypriots proposed
a mutual and simultaneous suspension of all activities re-
lated to hydrocarbon reserves off Cyprus.* Turkish Prime
Minister Erdogan backed up the suggestion, saying “If the
two sides renounce natural gas exploration, we will accept
it”, even though it came two days after his country signed a
hydrocarbon exploitation deal with the Turkish Cypriots.”
The Turkish Cypriots also suggested creating a bi-com-
munal ad hoc committee, with the UN’s participation, to
take joint decisions on issuing licences, deals and man-
agement of revenues, including using the revenues to fund
an eventual Cyprus settlement.* Turks and Turkish Cypri-
ots say funds could be used to compensate Greek Cypriot
properties in the north,”’ a sentiment echoed by the UN.*
Some argue that the Greek Cypriots will bear the bulk of
the investment burden, and that in order to benefit, Turkish
Cypriots would also need to contribute financially.*

¥ Crisis Group telephone interview, 19 December 2011.

2 See Crisis Group Report, Cyprus: Bridging the Property Di-
vide, op. cit.

% part IV, Article 14 of the Annan Plan on the competences of
the federal government covers international agreements (14a)
and natural resources (14¢). When the plan was put to simulta-
neous referendum on both sides of the island, the Turkish Cyp-
riots overwhelmingly voted in favour of reunification, with 76
per cent, while the Greek Cypriots voted against, with 65 per cent.
¥ Crisis Group interview, international official, January 2012;
and Crisis Group telephone interview, Ozdil Nami, Turkish Cyp-
riot politician in the opposition and former chief negotiator, 27
January 2012.

28 Crisis Group interview, February 2012.

%9 «Speech of the President of the Republic of Cyprus Mr. Deme-
tris Christofias at the 66th session of the United Nations General
Assembly in New York”, 22 September 2011, www.presidency.
gov.cy.

30 «“Turkish Cypriots are citizens of Cyprus and as such can en-
joy within the framework of a reunited homeland the benefits
of any natural wealth that Cyprus has”. “Briefing on hydrocar-
bon exploration in Cyprus by Minister of Commerce, Industry
and Tourism Praxoula Antoniadou”, provided by the ministry,
February 2012.

31 «“We are not satisfied with [President] Christofias saying ‘we
will share the revenues with Turkish Cypriots’. But it is hard for
him to give a satisfying response because he does not recognise
our state. Will he give money to Turkish Cypriot individuals,
and if so, based on which criteria? There are Turkish Cypriots
he does not recognise as citizens. This will cause division among
our people and create domestic problems. His offer cannot be

implemented. The right way [to solve this] is to solve the Cyprus
problem”. Crisis Group telephone interview, Ozdil Nami, Turk-
ish Cypriot politician in the opposition and former chief negoti-
ator, 27 January 2012.

32 “The commerce minister wanted to harness [gas revenues] to
a solution. She immediately got named ‘minister of commerce
and Turkey’. For the political class, it’s basically, ‘Gas is blue so
it is Greek, of course. Here is something we can punish the Turks
with, something we have in exchange for the properties [in the
north] we can’t get back’”. Crisis Group interview, European
diplomat, Nicosia, February 2012. “Greek Cypriots are not go-
ing to accept [joint management of gas with Turkish Cypriots].
They see it as an economic bonanza for a community buffeted
by the euro crisis”. Crisis Group interview, senior international
official, February 2012.

33 Crisis Group interview, Nicosia, February 2012.

* “I told [Greek Cypriot president] Christofias, to his face, that
if they started drilling, we would do things ... [if they hadn’t
started] we wouldn’t have done it”. Crisis Group interview,
Dervis Eroglu, president of the self-declared TRNC, Nicosia,
23 February 2012.

3% “Turkey seeks simultaneous drilling halt”, Hurriyet Daily News,
25 September 2011.

36 Foreign ministry of the self-declared TRNC, www.trncinfo.com.
37 «“We will make enough money to put cash into the property
fund. The Turkish Cypriots will say ‘take our share’, and it will
fund the property settlement”. Crisis Group interview, Turkish
official, Ankara, November 2011.

3¥ The UN is hopeful that gas revenues can fund a solution, par-
ticularly the property settlement. Crisis Group interview, inter-
national official, January 2012. As the UN Secretary-General’s
special representative, Alexander Downer, put it: “A successful
wedding needs a dowry”. “Natural gas can fund solution, Down-
er tells Security Council”, Philoleftheros, 14 November 2011.
3% “First revenues from exports will go to financing the billions
of dollars in loans that will go into launching this sector. The
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According to the Turkish Cypriot leader, the Greek Cypriot
reaction was negative: “They gave us back the envelope
saying ‘this has nothing to do with talks’”.*’ The Greek
Cypriots say that they have not formally rejected the pro-
posals and have not yet responded.*' They state that Presi-
dent’s Christofias’ pledge to share shows political commit-
ment, but it is too early to discuss revenue-sharing schemes
as actual revenues are still far from materialising.*

B. TURKEY ESCALATES TENSIONS

The moment that Greek Cypriot leaders gave the green
light for offshore drilling, Turkey responded it would do
“whatever necessary” to defend Turkish and Turkish Cyp-
riot rights.* Prime Minister Erdogan denounced Cypriot
and Israeli “oil exploration madness”,* and protested the
“unilateral step of Greek Cypriots which is both irrespon-
sible and provocative”.” Deputy Prime Minister Biilent
Aring warned, “Turkey will respond [to Greek Cypriot drill-
ing]. This is not a bluff”.** After the February 2012 round
of licensing, Turkey warned of an impending “crisis” and

accused the Greek Cypriots of “taking on an adventure”.*’

residents in the south will have to pay for it through their elec-
tricity bills”. Gary Lakes, eastern Mediterranean editor, Middle
East Economic Survey, presentation at “Cyprus Offshore Hy-
drocarbons: Wealth Distribution and Regional Politics” confer-
ence organised by Friedrich Ebert Foundation and PRIO Cy-
prus Center, Nicosia, 26 November 2011.

*0 Crisis Group interview, Dervis Eroglu, president of the self-
declared TRNC, Nicosia, 23 February 2012.

I A Greek Cypriot official confirms there has not been a re-
sponse to the Turkish Cypriot proposals: “We must do planning
first. We cannot move that quickly. We found out [the amount of
reserves in Block 12] only in December. You know how slow the
civil service works. It is very early to discuss [the details]. Why
can’t we wait until a solution? [Managing the resources] will be a
federal competence”. Crisis Group telephone interview, February
2012.

*2 Crisis Group telephone interview, Greek Cypriot official, Feb-
ruary 2012.

# “Press release N°181 regarding the Greek Cypriot Administra-
tion’s gas exploration activities in the eastern Mediterranean”, 5
August 2011, www.mfa.gov.tr.

* Prime Minister Erdogan’s statement to Turkish journalists in
New York ahead of the UN General Assembly meeting, Anato-
lian Agency, 21 September 2011.

# «Statement by Prime Minister Erdogan following the signing
of continental shelf delimitation agreement between Turkey and
the TRNC”, 21 September 2011, www.mfa.gov.tr.

%6 «Sondaja sondajla yanit gecikmeyecek” [Drilling will be met
with drilling without delay], 20 September 2011, TRT Haber
(Turkish state television station), www.trthaber.com.

47 According to a Turkish official, a second round of licensing
will “cause a crisis” because Turkey’s state oil company (Tiirkiye
Petrolleri Anonim Ortaklig1, TPAO) also has licenses in some

A strongly worded Turkish foreign ministry statement on
15 February said that some of the blocks in the tender over-
lap Turkey’s continental shelf (see below Section I11.B),
and warned Turkey would not allow companies “under any
circumstances ... to conduct unauthorised oil/natural gas
exploration and exploitation activities in overlapping are-
as [with the Turkish continental shelf]” and “will take all
necessary measures to protect its rights and interests”.**
At the same time, Turkish officials admit these overlap-
ping blocks to the west of Cyprus are not easy to exploit
and seem unlikely to hold much gas.* They also represent
a small part of the zone the Republic of Cyprus has put up
for prospecting (see map 1).%

Since 2008, Greek Cypriots have complained of Turkish
harassment in its maritime zones, where Turkey has car-
ried out military exercises.”’ Over the past few months
Turkey has sent ships close to Noble Energy installations,
usually over the horizon some 10 nautical miles away, but
on one occasion coming within 5 nautical miles.*” Turkish
diplomats say, “We are following a reactive policy. We
are not going to shoot. Our reaction will be within inter-
national law. We don’t want to get physical”.** But other
leaders maintain a tough line, stating that “all options are
on the table; anything is possible”.>* Greek Cypriots say
Turkey’s “military provocations” have increased in recent

months,> and complain of the “gunboat diplomacy”.*

of'those thirteen blocks. Crisis Group interview, Ankara, January
2012.

* Turkey also said: “These activities violate the Turkish Cypri-
ots’ equal and inherent rights [and] contradict the letter and spirit
of the current comprehensive settlement negotiations”. “Press
release N°43 regarding the second international tender for off-
shore hydrocarbon exploration called by the Greek Cypriot
Administration (GCA), 15 February 2012”, www.mfa.gov.tr.

* Crisis Group interview, Turkish official, Ankara, January 2012.
%% A Greek Cypriot official said he believed Turkey is adopting
a harder line opposing Greek Cypriot exploitation of blocks to
the west of Cyprus than those to the south east where the Aphro-
dite field lies. Crisis Group interview, Nicosia, February 2012.
>! Between March and June 2007, Turkey carried out military
exercises off the southern coast of Cyprus. It coincided with the
first offshore licensing round and Greek Cypriots did not com-
plain about these to not scare away investors.

>2 Crisis Group interview, energy expert with knowledge of the
basin, Nicosia, February 2012.

33 Crisis Group interview, Turkish official, Ankara, September
2011.

>* Turkey’s Minister for EU Affairs Egemen Bagis said Turkey
will do “whatever is necessary” to defend its rights in the area
adding, “this is what we have the navy for. We have trained our
marines for this; we have equipped the navy for this”. “Donan-
malar bunun icin var [This is what navies are for]”, Zaman, 2
September 2011.

% Greek Cypriot Foreign Minister Erato Kozakou-Marcoullis
told Israeli Army Radio on 15 February that Turkey held nu-
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Rising tensions increase the risk of costly, or even deadly,
accidents.”” While there have apparently been no shots fired
so far, one international diplomat was more pessimistic
than most:

It was 50-50 for a while [in late 2011] .... My very dark
view is that this leads to a very ugly confrontation.
Turks don’t have to send F-16s [to achieve their goal
of deterring international banks and businesses from
working with Greek Cypriots].™

Turkey and Turkish Cypriots have taken other steps that
have violated Cypriot sovereignty: signing an agreement
with the Turkish Cypriots delineating their continental
shelfin September 2011, and assigning exploration licens-
es for seven blocks, six of them offshore including in Greek
Cypriot areas, and one onshore in Famagusta in the north.*
Turkey’s state oil company Tiirkiye Petrolleri Anonim
Ortaklig1 (TPAO) started implementing the deal and Tur-
key’s veteran research vessel Piri Reis set sail in late Sep-
tember and conducted over a month of seismic studies in
what Turkish Cypriots named “Block G” (see map 2), to
the south east of Cyprus.”

merous provocative military exercises in the eastern Mediterra-
nean over the past few months. “Greek Cyprus accuses Turkey
of bullying over gas find”, Today’s Zaman, 15 February 2012.
In late September, Greek Cypriots claimed Turkish planes vio-
lated Nicosia flight information region (FIR). “Cyprus protests
violation of Nicosia FIR by Turkish jets”, Famagusta Gazette,
23 September 2011. But this is not something new, as Turkey
never recognised Nicosia FIR. Crisis Group interview, Turkish
official, Ankara, January 2012.

%6 President Christofias on 22 December said: “If Turkey does
not change its gunboat diplomacy and stop playing the part of
regional police officer, there will be consequences which will
not be good — either for the whole region or the Turkish people
and first and foremost for Turkish Cypriots”. “President calls
on Turkey to abandon its gunboat diplomacy”, 28 December
2011, www.mfa.gov.cy. Greek Cypriot Foreign Minister Koza-
kou-Marcoullis called Turkey “the neighborhood bully” on 25
January, and repeated that its “bullying behaviour” was “totally
unacceptable” on 15 February. Speech by the foreign minister
Erato Kozakou-Marcoullis at the London School of Economics,
op. cit.; and “Greek Cyprus accuses Turkey of bullying over gas
find”, Today’s Zaman, 15 February 2012.

*7 For instance, when a Noble Energy helicopter accidentally
flew over a Turkish exercise, the Turks flew by close enough to
photograph its tail number.

*¥ Crisis Group interview, senior international official, February
2012.

> “Turkey will recover its expenses, but it’s a partnership”. Cri-
sis Group interview, Dervis Eroglu, president of the self-declared
TRNC, Nicosia, 23 February 2012.

89 After it broke down, Greek Cypriot media mocked Piri Reis
for being a 33-year-old ship. But Turks say it has modern equip-
ment inside and has collected good data. Crisis Group interview,
Turkish energy official, Ankara, January 2012.

According to the Turkish energy minister, who says that
his country is moving the focus of its prospecting activi-
ties from the Black Sea to the Mediterranean,®' this is not
a short term tit-for-tat but a strategic shift in Turkey’s en-
ergy policy.” Turkish officials claim that they will carry
out seismic research for two or three years “all over the
place, including areas where Greek Cypriots claim EEZ”.%
TPAO increased the number of'its leased research vessels
in the Mediterranean from one (Piri Reis) to three in Octo-
ber 2011, renting two Norwegian ships to conduct explora-
tions to the west of Cyprus’ EEZ, including near the Greek
island Kastelorizo (Meis in Turkish). Turks say they are
now analysing prospects based on data from Block G and
drilling will begin accordingly.** In November, Turkish
Cypriots signed a production-sharing agreement with
TPAO about hydrocarbon extraction.

Turkey started onshore exploration in Famagusta in north
Cyprus at the end of March 2012 with a well called Tiirk
Yurdu-1. Turkish Cypriot leader Dervis Eroglu expects
to find enough oil or gas onshore or offshore to meet Turk-
ish Cypriot energy needs through a power plant built with
Turkish investments. He has even offered to sell to Greek
Cypriots.®® International officials are, however, more scep-
tical about the area’s potential.”’

The Turkish government says if Greek Cypriots do not
accept Eroglu’s 24 September proposals to suspend drill-
ing or set up a joint committee, TPAO will go to Cypriot
waters south of the island to drill on behalf of Turkish
Cypriots, including in the rich Aphrodite field:

6! “petrolii artik Akdeniz’de arayacagiz” [From now on, we will
look for oil in the Mediterranean], Sabah, 6 October 2011. On 28
December, Turkish cabinet approved the purchase of a new seis-
mic ship for TPAO, which says it will buy one in two months.
2 TPAO also signed an agreement with Shell for offshore ex-
ploration off Antalya on 23 November, in uncontested parts of
the Turkish continental shelf. Turks say the deal shows TPAO
is capable of doing international tenders, so if Turkey finds gas
or oil in the Mediterranean, it can hire foreign companies to do
drilling on their behalf. Crisis Group interview, Turkish energy
officials, Ankara, January 2012.

83 Crisis Group interview, Turkish energy official, Ankara, Janu-
ary 2012.

64 Crisis Group interview, Turkish energy official, Ankara, Janu-
ary 2012.

65 Crisis Group interview, Turkish energy official, Ankara, Janu-
ary 2012; and Today’s Zaman, 23 February 2012.

5 TAK (Tiirk Ajans Kibris) news agency, 27 November 2011.
67 «It’s symbolic. [The well is] on a hilltop near Famagusta. It’s
hard to imagine any gas there”. Crisis Group interview, European
diplomat, Nicosia, February 2012. “Nobody knows if there is
any [hydrocarbons] there. It is more a gesture than anything
else”. Crisis Group interview, Western diplomat, Nicosia, Feb-
ruary 2012.
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We will put our straw down and take the gas, too. And
then we’ll say the same thing as the Greek Cypriots:
We recognise your share, and we’ll put it aside for you.
We’re very serious about this.®

The proposition of Turkish offshore drilling seems fanci-
ful. Although Turks say they can bring drilling platforms
from elsewhere in the Mediterranean near the island,®
there may be technical difficulties to drilling offshore.
Northern Cyprus and Turkey would have a hard time get-
ting major petroleum companies interested in what is in-
ternationally recognised as Republic of Cyprus’ maritime
zones. Greek Cypriots think international criticism will
stop Turkey from carrying out its drilling threat.”” Any
extraction from the Aphrodite field would cause a Turk-
ish dispute with Israel, as it lies partly within its EEZ, and
Cyprus and Israel will be sharing the revenue. If the Turks
find hydrocarbons, the EU will never buy them.” Even
some Turkish Cypriots are unsure of the benefits.” If Tur-
key is really committed to a revenue-sharing offer between
Greek and Turkish Cypriots, it would logically have to
hand over to Greek Cypriots an inverse proportion to that
which the latter would give Turkish Cypriots. Since Greek
Cypriots constitute three quarters of the population of the
island, the economically unfeasible nature of this equation
underlines how hard it will be for Turkey to make any
profits from this endeavour.

Turkey acknowledges that hydrocarbon riches belong to
the whole island and would not object to Greek Cypriots
drilling in the north.” Turkish Energy Minister Y1ldiz said,

“Wherever there is a well, all of Cyprus has a right to it”.”

But the Greek Cypriots are not impressed.”

C. INTERNATIONAL REACTIONS

The dispute is drawing in neighbouring states, and is of
increasing concern to the EU and the U.S. Most publicly
support the Republic of Cyprus’ sovereignty, but are pri-
vately uneasy given the dispute’s unresolved nature and
their reluctance to actively confront regionally powerful
Turkey.”

Greek Cypriots have conspicuously increased cooperation
with Israel since they have a common commercial interest
in neighbouring offshore gas fields. Both countries’ cur-
rent rift with Turkey seems to have pushed them closer, at
least for now.”’ They signed agreements on defence coop-
eration and protection and exchange of classified infor-
mation in January 2012, and on search and rescue missions
in February 2012.7 Israeli Prime Minister Benjamin Net-
anyahu paid a one-day visit to Cyprus on 16 February, the
first by an Israeli head of government to the island. But
Israeli support to Greek Cypriots may wane if it reconciles
with Turkey.” Greek Cypriots are also wary of getting too
close to Israel fearing that Arab states may retaliate by
recognising the self-declared Turkish Republic of Northern
Cyprus.®

The hydrocarbons dispute has worsened already sour re-
lations between Turkey and Israel. Despite early concerns

%8 Crisis Group interview, Turkish official, Ankara, November
2011.

89 “The cost of drilling is estimated around $250-$300 million.
TPAO can carry out international tenders for these. It can bring
the drilling platform from Iskenderun if needed”. Crisis Group
interview, Turkish official, Ankara, January 2012.

70 «[ The Republic of] Cyprus as a sovereign state has rights over
its EEZ and over waters surrounding Cyprus. I don’t see how
Turks will come and start exploring in a sovereign state’s EEZ”.
Crisis Group telephone interview, Greek Cypriot official, Janu-
ary 2012.

"' Crisis Group interview, European official, January 2012.

72 “What revenues will Turkish Cypriots get according to the
continental shelf agreement [signed on 21 September] with Tur-
key? We don’t know. 99 per cent of the Turkish Cypriot public
doesn’t know it, either. The arrangement is not public. The Turk-
ish company will have to recover its investment. We’ll get a pro-
portion of profits, not revenues”. Crisis Group interview, Ozdil
Nami, Turkish Cypriot politician in the opposition and former
chief negotiator, Nicosia, February 2012.

73 Crisis Group interview, Turkish official, Ankara, January 2012.

™ “petrol ve dogalgaz i¢in Akdeniz’de ¢alismalar genisletili-
yor” [Scope of work expanded in Mediterranean for oil and gas],
TAK (Tiirk Ajans Kibris) news agency, 27 November 2011.
7 Crisis Group telephone interview, Greek Cypriot official, Jan-
uary 2012.

76 Crisis Group interviews, Western and European diplomats,
Nicosia, February 2012.

" Turkey’s argument with Israel was mostly over Israeli poli-
cies toward Palestinians and also because of a Turkish-led in-
ternational aid flotilla to Gaza unauthorised by Israel, which
Israeli forces attacked on 30 May 2010, killing nine Turkish
activists. See Crisis Group Europe Report N°208, Turkey’s Cri-
ses over Israel and Iran, 8 September 2010. “Greek Cypriots feel
very clever that they are siding with Israel. Some even think
because Noble Energy is an American company the U.S. Sixth
Fleet will be there, should anything happen”. Crisis Group inter-
view, international official, January 2012.

78 «It was more symbolic than anything else. But they are fast-
tracking the relationship”. Crisis Group interview, Western dip-
lomat, Nicosia, February 2012.

7 “This is an example of Turkey pushing its rivals together. But
if relations between Turkey and Israel improve, things [between
Cyprus and Israel] may be different”. Crisis Group telephone
interview, Alexander Murinson, academic, 23 January 2012.
% Crisis Group interview, Alexandros Lordos, Greek Cypriot
polling expert, Nicosia, 22 February 2012.
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about Turkey’s challenging Israeli drilling in the eastern
Mediterranean, Turkish officials quickly airbrushed out
Prime Minister Erdogan’s threatening statements on Isra-
el’s territorial waters.®' Nervousness peaked after an un-
verified news report that Turkish warships shelled a strip
of water dividing the Israeli Leviathan and Cypriot Aph-
rodite gas fields in December 2011, which a Turkish offi-

cial dismissed as “ridiculous”.®

Greece, a guarantor state to Cyprus,* has not played a role
in this dispute as it does not want to aggravate its decades-
old Aegean dispute with Turkey.™ It is reluctant to declare
EEZs or cause other controversy in the Mediterranean.®
There has been talk of starting exploration for natural gas
and building pipelines between Cyprus and Greece (see
below Section IV.A), and an Israel-Cyprus-Greece power
cable is under study.® Turkey and Greece deny any corre-
lation between tensions in the eastern Mediterranean and
the Aegean,” but as Athens scrambles to find new sources
of income to deal with its financial crisis, some politicians
are calling for it to also prepare for drilling.*®

The UN is keeping the hydrocarbons issue out of the reg-
ular negotiations, saying it will be resolved after a settle-
ment as both Cypriot leaders agreed, in a rare moment of
convergence, that it is a federal competence.*” The UN Sec-

retary-General’s special adviser on the island, Alexander
Downer, has said that the UN would consider mediating
if asked.”

The U.S. is worried about the escalating tension,”" even
though chances that a clash will erupt are low.”* Backing
up the UN’s thinking, the U.S. State Department said it
would welcome a UN role in mediating some sort of rev-
enue-sharing model.” The U.S. has supported Republic of
Cyprus’ sovereign rights to explore for energy in its mari-
time zones.”* Apart from the presence of Noble Energy, the
U.S. also worries about the developments adding to Israeli-
Turkish tensions. U.S. officials express interest in support-
ing an export route through Turkey as a profitable confi-
dence-building measure.”

Europeans are interested in the island as a potential alter-
native energy source, although the Aphrodite field is too
small to significantly help diversification of energy sup-
plies and the EU lacks a proactive policy on eastern Med-
iterranean gas.”® An annual production of around 0.4 tcf

*! In an interview with Al Jazeera on 9 September, Prime Min-
ister Erdogan said Turkish warships would accompany Turkish
aid vessels bringing humanitarian aid to Gaza, to ensure freedom
of navigation, but Turkish officials make clear that they had no
claims on the Israeli EEZ. “Erdogan: Turkish navy to protect
Gaza aid”, 9 September 2011, Al Jazeera; and Crisis Group in-
terview, Ankara, September 2011.

82 Crisis Group interview, Ankara, January 2012.

% The UK, Greece and Turkey are all guarantors of the Cypriot
state set up on independence in 1960, whose original bi-com-
munal character collapsed politically in 1963-1964 and with de
facto partition in 1974.

% See Crisis Group Europe Briefing N°64, Turkey and Greece:
Time to Settle the Aegean Dispute, 19 July 2011.

% «Currently, and without prejudice to our relevant rights deriv-
ing from the Law of the Sea, we focus on the central difference
[with Turkey], which remains the delimitation of the continental
shelf”. Crisis Group email correspondence, Greek official, 31
January 2012.

% The 2,000 megawatt cable, 287km long (via Crete) and cost-
ing €1.5 billion, could be built as early as 2016. “Israel, Cyprus,
Greece sign electric cable deal”, Jerusalem Post, 4 March 2012.
%7 Crisis Group email correspondence, Greek official, January
2012; and Crisis Group interview, Turkish official, January 2012.
¥ Poll-leading New Democracy Party leader Antonis Samaras
said that Greece should follow Cyprus’s example in declaring
EEZs and hammer out a joint economic strategy for the exploi-
tation of offshore mineral deposits. “ND Leader Eyes Aegean
Drilling”, eKathimerini, 21 February 2012.

% UN Good Offices Mission, www.uncyprustalks.org, 27 Sep-
tember 2011.

% «Remarks by SASG Downer following meeting of Cyprus
Leaders”, Republic of Cyprus Press and Information Office, 27
September 201 1. This caused Greek Cypriot politicians to accuse
him of suggesting UN arbitration. “Under-fire Downer says his
words were lost in translation”, Cyprus Mail, 29 September 2011.
*! According to a source, Prime Minister Erdogan told President
Obama in September 2011 that Turkish ships would not interfere
with Greek Cypriot drilling. “Turkey: Background and U.S. Re-
lations”, Congressional Research Service, 2 February 2012. “I’'m
worried about what’s going on off the coast of Cyprus. We run
terrible risks the drilling may become inflamed”. Crisis Group
interview, senior European official, October 2011. “Of course
we are concerned any time [there is] armed aggression against a
member state”. Crisis Group interview, European official, Janu-
ary 2012.

%2 “There is a lot of posturing going on in eastern Mediterrane-
an. We call Turkey’s posturing a threat. Call a spade a spade. |
see this playing out messily, but it won’t come to blows”. Crisis
Group interview, European official, January 2012.

% «US supports revenue-sharing agreement in Cyprus for natu-
ral gas”, Today’s Zaman, 29 September 2011. According to Rich-
ard Morningstar, U.S. Special Envoy for Eurasian Energy, “any
potential revenue from future oil and gas resources in Cyprus
should be equitably shared between both communities”. Speech
cited by Cyprus Mail, “US urges east Med countries to work
together on energy”, 29 March 2012.

% “The United States supports Cyprus’s right to explore for
energy. Having a U.S. company involved in developing the en-
ergy resources of Cyprus is also positive. ... We continue to
believe that the island’s oil and gas resources, like all of its re-
sources, should be equitably shared between both communities
in the context of an overall settlement. And we don’t believe that
developing offshore energy resources need hinder [the] reunifi-
cation talks”. U.S. Department of State, Daily Press Briefing,
29 September 2011.

% Crisis Group interview, U.S. official, January 2012.

% Crisis Group interview, European diplomat, February 2012.
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(10 bem) expected from this field is a drop in the ocean of
EU’s consumption in 2010 of 18.4 tcf (522 bem). * Nev-
ertheless, Brussels, recognising Republic of Cyprus as the
legitimate government of the island, fully backs its sover-
eign right to its EEZ,” and the EU Council’s December
2011 conclusions criticised Turkey for its “threats” against
a member state.” To appease tensions, Enlargement Com-
missioner Stefan Fiile evoked international arbitration as a
possible resolution mechanism for the dispute.'® A tradi-
tional ally, Russia backed the Greek Cypriots saying that

Turkey’s threats were “not very wise”.'"!

7 «[Block 12] is not very important for the EU. Our saviour is

Turkmenistan and Shah Deniz [a large natural gas field in the
South Caspian Sea], which can only come through Turkey”. Cri-
sis Group interview, European official, January 2012.

% Crisis Group interview, European official, January 2012.

% The EU expressed “serious concern” and urged “the avoidance
of any kind of threat or action directed against a Member State,
or source of friction or actions, which could damage good neigh-
bourly relations and the peaceful settlement of disputes”, under-
lining that members have a sovereign right to enter into bilateral
agreements, and explore and exploit their natural resources.
“Council conclusions on enlargement and stabilisation and asso-
ciation process”, paragraph 21, 9 December 2011.

190 «policy intervention on Turkey-Cyprus in the European Par-
liament”, 27 September 2011, EU official website (europa.cu).
191 Russian ambassador to Nicosia, Vyacheslav Shumskiy, in
“Russian Gazprom eyes Cyprus gas reserves”, Famagusta Ga-
zette, 24 October 2011.

‘ III. THE LEGAL CONTEXT

Turkey and the Republic of Cyprus fundamentally disa-
gree on their maritime boundaries. While Cyprus has been
establishing EEZs with some of its neighbours since 2003,
Turkey not only argues that is has no right to make such
agreements, but also that Greek Cypriot claims encroach
on its continental shelf, and that declaring EEZs is inap-
propriate in the relatively self-enclosed Mediterranean.'®

If Turkey and Cyprus are willing to talk and frame this as
a bilateral dispute, international law can provide some
guidance, especially the 1982 United Nations Convention
on the Law of the Sea (UNCLOS), even though Ankara has
not signed it. International jurisprudence — decisions from
the ICJ and arbitral tribunals, as well as the International
Tribunal for the Law of the Sea (ITLOS), the judicial body
established by UNCLOS — has often tried to strike a bal-
ance between equity and the median line principle of the
1958 Geneva Convention,'” an area where Turkish and
Greek Cypriots have differing views.

A. THE LAW OF THE SEA

UNCLOS gives all coastal states — irrespective of whether
they are island-states or not — rights to maritime bounda-
ries, including their EEZ and continental shelf up to 200
nautical miles off the coast.'™ The continental shelf and
EEZ may relate to the same seabed and subsoil area, but
the latter also includes the column of water above. An EEZ
has to be declared in order to become effective.'” A con-

102« ot’s forget the EEZs, and find another way to share [the
Mediterranean]”. Crisis Group interview, Turkish official, Anka-
ra, September 2011.

19 The “median line” provision in continental shelf delimitations
— still the starting point for determining EEZ boundaries — comes
from the Article 6 (1) of the 1958 Geneva Convention on the
Continental Shelf: “When the same continental shelf'is adjacent
to territories of two or more states with opposite coasts, the
boundary will be determined by an agreement between them. In
the absence of agreement, and unless another boundary line is
justified by special circumstances, a median line will be used,
every point of which is equidistant from the nearest points of
the baselines from which the breadth of the territorial sea of
each state is measured”.

1% Furthermore, Article 121 of UNCLOS says, “The territorial
sea, the contiguous zone, the exclusive economic zone and the
continental shelf of an island are determined in accordance with
the provisions of this Convention applicable to other land terri-
tory”, unless they cannot sustain human habitation or an eco-
nomic life of their own.

195 Article 56 of UNCLOS gives all coastal states up to 200 nau-
tical miles EEZ from their baseline, in which they have sovereign
rights for exploring and exploiting, conserving and managing
living resources. UNCLOS expanded the 1958 Geneva Con-
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tinental shelf, up to 200 nautical miles, is an inherent and
exclusive right for the coastal state unless exercising this
right affects another state’s rights, in which case an agree-
ment is needed.

Before a state can do exploration or exploitation up to 200
nautical miles off its coast, it has to delimit its EEZ and
continental shelf with states with opposite or adjacent
coasts.'” States are also required under Article 74(3) and
83(3) to seek “an agreement in good faith” on practical
arrangements for exploitation of natural resources in dis-
puted areas pending delimitation, and to refrain from ex-
ploitation prior to such an agreement.'”” The ICJ and arbi-
tral tribunals have imposed similar obligations of restraint
pending delimitation, particularly suggesting drilling for
exploitation may be prohibited.'” UNCLOS emphasises
cooperation between states, for example through the obli-
gation under Article 283 to exchange views, by negotia-
tion or other peaceful means, when a dispute arises. Simi-
larly, Article 300 requires states to exercise their rights,
jurisdiction and freedoms “in a manner which would not
constitute an abuse of right”. In a crowded sea like the
eastern Mediterranean, no state can exercise jurisdiction
over the full 200 nautical miles EEZ, and cooperation is
essential.

UNCLOS and international jurisprudence spell out that
the convention’s rules are not absolute and that states
should resolve conflicts over the attribution of rights and
jurisdiction in the EEZ on the “basis of equity and in light
of all relevant circumstances” (Article 59). Similarly, the
ICJ ruled in the 1969 North Sea Continental Shelf case
that delimitation of maritime boundaries in areas of over-

vention’s continental shelf provisions to cover both living and
non-living resources, meaning states also have economic rights
over hydrocarbons that are on their continental shelf.

1% Article 74 and 83 of UNCLOS on delineation of EEZ and
continental shelf respectively both say that delimitation shall be
done by agreement, on the basis of international law, to achieve
an “equitable solution”.

197 UNCLOS requires states to “make every effort to enter into
provisional agreements of a practical nature”, and not to “jeop-
ardize or hamper the reaching of a final agreement” in the transi-
tional period, thus limiting the states’ right to unilateral exploi-
tation of natural resources in disputed areas (Articles 74 and 83).
'% In the 1976 Aegean Sea case, ICJ allowed Turkey and Greece
to carry out seismic exploration for oil and gas, considering
these activities did not risk physically damaging the seabed or
subsoil, but prohibited drilling for production or exploitation.
“Aegean Sea Continental Shelf (Greece v. Turkey)”, Order of
11 September 1976, ICJ Reports, 1976. On exploratory drilling,
the arbitral tribunal in “Guyana v. Suriname” found that Guy-
ana violated its obligation under UNCLOS Article 83(3) by
unilaterally engaging in exploratory drilling in disputed areas
without Suriname’s consent and that such drilling could cause
permanent damage to the marine environment. “Guyana v. Su-
riname”, Award of the Arbitral Tribunal, 17 September 2007.

lapping claims should be done by “agreement in accord-
ance with equitable principles, and taking into account all

the relevant circumstances”.'”

All of the above could hypothetically present the basis for
a code of conduct between Turkey and Cyprus, but UN-
CLOS and case law only have limited applicability to the
situation. Their disagreement over maritime boundaries to
the west and south west of the island, namely in areas of
overlapping claims, fall mainly within the context of in-
ternational law of the sea. But Turkey’s objections to the
rest of Cypriot maritime areas, including Aphrodite, are
not related to Turkish boundary claims but emanate from
the political situation on the island and Turkey’s non-
recognition of the Republic of Cyprus and its advocacy
for Turkish Cypriots’ rights.

B. SOVEREIGN RIGHTS VS. EQUITABLE
DISTRIBUTION

The Republic of Cyprus ratified the 1958 Geneva Con-
vention on the Continental Shelf in 1974, and the 1982
UNCLOS in 1988. Turkey has signed neither. Cyprus’s
EEZ agreements with Egypt, Isracl and Lebanon are based
on the median line principle. Greek Cypriot officials in-
sist that UNCLOS has received such worldwide acceptance
that it has become part of international customary law and
is therefore binding on non-signatory states like Turkey.'"
While not all provisions of UNCLOS are reflective of
customary international law, its EEZ provisions are.'"

Turkey’s objections to UNCLOS are not principally about
its EEZ provisions in the Mediterranean, but are due to
the 12 nautical mile territorial sea provision as it applies
to Turkey’s dispute with Greece in the Aegean Sea.'"

199 «“North Sea Continental Shelf (Federal Republic of Germany
v. Denmark; Federal Republic of Germany v. Netherlands)”,
Judgment, ICJ Reports, 1986.

10 Crisis Group interviews, Nicosia, February 2012.

"'n its judgment on the continental shelf between Libya and
Malta, the ICJ said it was “incontestable that ... the EEZ ... is
shown by the practice of States to have become part of custom-
ary law”. “Case concerning the Continental Shelf (Libyan Arab
Jamahiriya v. Malta)”. Judgment, ICJ Reports, 1985.

"2 Article 3 of UNCLOS defines a territorial sea as a belt of
coastal waters extending at most 12 nautical miles from the
state’s low-water line, known as the baseline. It is the sovereign
territory of the state, extending to the airspace above and sea-
bed below. Turkey objects to this in the Aegean, arguing that if
Greece applies it to its hundreds of islands, such an extension
would allow Turkey only a narrow belt of territorial seas and
would cut off its corridors to the high seas. See Crisis Group
Briefing, Turkey and Greece: Time to Settle the Aegean Dispute,
op. cit. Eastern Mediterranean countries Israel, Syria, Turkey
have not signed UNCLOS while Lebanon, Egypt, Cyprus, Greece
and Libya have.
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Turkish officials say they would sign UNCLOS the day
after the Aegean problem was resolved.'" In fact Turkey
already abides by EEZ principles in the Black Sea where
it declared a 200-nautical mile EEZ in 1986 via an agree-
ment with the Soviet Union, Bulgaria and Romania. It also
uses UNCLOS’s definition of a semi-enclosed sea when
referring to the Mediterranean.'"*

Turkey challenges the legitimacy of Republic of Cyprus’
EEZ agreements with Egypt, Lebanon and Israel based on
two arguments. First, as the division of Cyprus continues,
Turks argue the Greek Cypriot government does not rep-
resent the Turkish Cypriot population, and should have
waited until the division was resolved before entering into
such agreements.'” They point out that Greek Cypriot
unilateral drilling is hurting the reunification negotiations
and undermine Turkish Cypriots’ “equal and inherent”
rights.'°

Its second objection is about who should control what parts
of the sea and seabed. In 2002, Turkey claimed rights to
areas in the Cyprus-Egypt EEZ demarcation to the west
of'island (west of longitude of 32°16° 18°° E, see map 1),
which it has registered with the UN.""” It began actions
that indirectly asserted a claim to a continental shelf in
this area of the Mediterranean Sea.''® It has not declared
an EEZ but has signed a continental shelf agreement with
the Turkish Cypriots in September 2011 to delineate be-
tween the Turkish coast and the north of the island (see

'3 Crisis Group interview, Ankara, April 2011.

4 UNCLOS in Article 122 defines semi-enclosed sea as “a sea
consisting entirely or primarily of the territorial seas and EEZs
of two or more coastal states”.

'3 «“The Greek Cypriots hijacked the government in the 1960s,
they hijacked sole membership of the EU, and now we’re faced
with a new fait accompli”. Crisis Group interview, Turkish of-
ficial, Ankara, September 2011. “The sovereignty issue is part of
the negotiation process”. Crisis Group interview, Turkish offi-
cial, Ankara, January 2012.

16 Crisis Group telephone interview. Turkish official, March
2012. “Greek Cypriot drilling is untimely. It’s a slap in face of
talks because there has been agreement that natural resources
will be under the new federal government”. Crisis Group inter-
view, Turkish official, Ankara, September 2011. Turkey’s Min-
ister for EU Affairs Egemen Bagis said on 1 December 2011,
“Gas is going nowhere if it’s already there. Why the hurry? This
is an open provocation [against] the UN-brokered peace efforts”.
Hurriyet Daily News, 2 December 2011.

"7 www.mfa.gov.tr.

"8 In March 2002, Turkey interrupted Norwegian vessel North-
ern Access, conducting geophysical research west of the island,
warning it was on the Turkish continental shelf. In 2008, Turk-
ish warships intersected research ships off the coast of Cyprus
on 18,19, 21 and 24 November 2008, which President Christo-
fias reported to the UN on 25 November 2008. Ministry of For-
eign Affairs of the Republic of Cyprus, www.mfa.gov.cy.

map 2).""” Delimitation is not according to the median
line but gives a slightly bigger share to Turkey.'*” Greek
Cypriots condemned the agreement as an “unlawful act”

with an “illegal entity”."*'

The Republic of Cyprus EEZ overlaps the area Turkey
claims as its continental shelf in five of the thirteen off-
shore research blocks —namely 1, 4, 5, 6, and 7 (see map
1). Turkish state oil company TPAO has been given ex-
ploration licenses by the Turkish Cypriots in areas over-
lapping Cypriot Blocks 1, 2, 3, 8,9, 12, 13 (see map 2).'*
Greek Cypriots complain that when these TPAO-licenced
areas (see map 2) are taken together with the areas where
Turkey claims continental shelf to the west, virtually the
whole Cypriot continental shelf is usurped.'”

Ankara on the other hand worries that should Greece ever
declare an EEZ, it together with the Republic of Cyprus’
zone would leave Turkey with a narrow EEZ hardly ex-
tending out from its long coastline (see map 3).'** Ankara’s
problems with EEZs in the Mediterranean are also linked
to the Aegean dispute, especially with regard to Kastelorizo
(Meis), the easternmost Greek island in the Dodecanese.'*
At the moment, Greek officials think they have enough
problems with Turkey in the Aegean Sea without bring-
ing up possible EEZ boundaries in the Mediterranean.'*®

Turkey’s EEZ claims limit Cyprus’s maritime zones to
only 12 nautical miles territorial waters to the west of the
island (see map 1). Officially, Turkey maintains that Cy-
prus should be given limited maritime zones because of

"% The deal cannot be registered at the UN, because the Turkish
Cypriot state is not recognised, but it will be published in UN
documents. Crisis Group interview, Turkish official, Ankara,
January 2012.

120 Crisis Group interview, Turkish official, Ankara, January 2012.
12l Republic of Cyprus government spokesman Stefanos Stefa-
nou, quoted in Cyprus Mail, 22 September 2011.

122 Crisis Group interview, Turkish official, Ankara, January 2012.
12 «“The whole thing is now a ‘disputed area’. They think they
can create an area where no drilling can take place, to discour-
age investors”. Crisis Group interview, Greek Cypriot official,
Nicosia, February 2012.

' Turkey will lose 71,000 of its 145,000 sq km continental
shelf to Greece and 33,000 sq km to Cyprus, and will be left
with only 41,000 sq km in the eastern Mediterranean, if the Greek
Cypriots and Greeks unite their EEZs. Prof. Dr. Sertagc Hami
Bageren, “Dogu Akdeniz’de gerilim” [Tension in the eastern
Mediterranean], Turkish Marine Research Association, www.
tudav.org.tr.

125 Turks argue that the Greek island Kastelorizo, located a mere
2km from Turkish coast and taking up only 12 sq km, cannot
have any more maritime zones than 12 nautical mile territorial
waters. Crisis Group interview, Turkish official, Ankara, January
2012.

126 Crisis Group interview, Athens, April 2011.
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its size and “island” status.'”’ For instance, west of Cyprus,
Turkey draws a hypothetical demarcation with Egypt
along the median line between the two states’ coastlines,
completely ignoring Cyprus.'*® Greek Cypriots argue that
if one follows Turkey’s argument, the British Isles would
not have a continental shelf, either.'” Even Turkish offi-
cials admit 12 nautical miles is a starting position and see
some limited room to negotiate.'’

Moreover, even though Turkey says EEZs in eastern Medi-
terranean’s crowded neighbourhood should be determined
through negotiations, based on equitable principles,'' it
refuses to engage in talks on this issue with the Republic
of Cyprus."** This position, based on 1960s and 1970s zero-
sum thinking, runs increasingly against the interests of
Turkey and the neighbourhood.

127 There is case law to back up some limitations to islands’
maritime zones. See Crisis Group Briefing, Turkey and Greece:
Time to Settle the Aegean Dispute, op. cit., p. 8 for a list of ICJ
and arbitration rulings that awarded limited continental shelves
to islands. Turkish officials particularly refer to the ICJ’s 3 July
1985 ruling between Malta and Libya, which adjusted the me-
dian line 18 nautical miles northward to give the latter a larger
continental shelf. It found that the difference in their coastal
lengths, with a one-to-eight proportion, was “so great as to jus-
tify the adjustment of the median line”. “Case concerning the
Continental Shelf (Libyan Arab Jamahiriya v. Malta)”. Judg-
ment, ICJ Reports, 1985. With its 1,542km coastline, the larg-
est in the eastern Mediterranean, an ICJ judgment would likely
award Turkey a larger share of continental shelf. Similarly, the
ICJ took into consideration “factors calling for the adjustment
or shifting of the provisional equidistance line in order to
achieve an equitable result” in its 2009 judgment on “Maritime
Delimitation in the Black Sea (Romania v. Ukraine)”. Between
Greenland and Jan Mayen, ICJ said the disparity between coastal
lengths (almost one-to-nine) constituted a special circumstance
and moved the median line closer to Jan Mayen. “Maritime De-
limitation in the Area between Greenland and Jan Mayen (Den-
mark v. Norway)”, Judgment, ICJ Reports, 1993.

128 Crisis Group interview, Turkish official, January 2012.

12 Speech by the foreign minister Erato Kozakou-Marcoullis at
the London School of Economics, op. cit.

130 Crisis Group interview, Turkish official, January 2012.

! To make this point clear, Turkey and Turkish Cypriots adjust-
ed the median line in Turkey’s favour in their continental shelf
agreement on 21 September.

12 Turkey will only launch such talks with a federal government
in Cyprus following a comprehensive settlement. Crisis Group
telephone interview, Turkish official, March 2012.

IV. CASHING IN THE WINDFALL

The estimated value of 5 to 8 tcf (or 142 to 227 becm) of
gas'® 6km under Aphrodite ranges from €30 billion to
€100 billion."** Since the find borders Israel’s EEZ, the
two sides must first agree on a unitisation deal, but most
of the field is on the Cypriot side."*’ Before Greek Cypri-
ots can decide what to do with the gas and how to share
future revenues, they need to know how much there is, its

value and location:

Hydrocarbons reservoirs [in Aphrodite] are 180km
away from Cyprus. We have not decided what to do or
how much to invest. There are lots of numbers going
around. To be honest, it’s very early to say anything.
Nobody knows exactly [what the value of the gas is].
Are we going to build a pipeline? Use ships? We must
decide. But now the only pending issue is the second
round of licensing in the remaining thirteen blocks.
Then we will discuss how to go ahead.'*

Most scenarios assume that the gas will first come by a
170-180km pipeline to Cyprus,'?” where part of it will be
used for domestic consumption and the rest sent to world
markets. This initial pipeline will cost around $1 billion
and take around two years to build.'*® Taking into account
time needed for tenders and negotiations, it may take five

13 Roughly, the find translates into 10 bem annual production
for 20 to 30 years. Another way of expressing expected output
is 1 billion cubic feet per day. Most of this gas will be available
for export, since Cypriot consumption is roughly 150 million
cubic feet per day, ie, 15 per cent of probable total output. Cri-
sis Group interview, energy executive with knowledge of the
basin, February 2012.

13 Commerce Minister Antoniadou gave the figure of €100 bil-
lion; Foreign Minister Kozakou-Marcoullis added that this “can
satisfy the electricity production needs of the country for 210
years”. Speech by the Foreign minister Erato Kozakou-Marcoul-
lis at the London School of Economics, op. cit. Some energy
experts cite a more conservative figure of €30 billion. “Finding gas
is easy, now comes the hard part”, Cyprus Mail, 1 January 2012.
133 Crisis Group interview, Praxoula Antoniadou Kyriacou, Greek
Cypriot former commerce, tourism and industry minister, Nico-
sia, 23 February 2012.

13¢ Crisis Group telephone interview, Greek Cypriot official,
February 2012.

37 A floating LNG platform is possible and being discussed,
but would likely require the technology of a major petroleum
company, most of whom are currently expected to avoid the po-
litical complications of Cyprus’s gas field. Crisis Group email
correspondence, London-based oil expert, March 2012.

3% Crisis Group interview, energy executive with knowledge of
the basin, February 2012, Nicosia.
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years to get the gas onshore, and ten years, perhaps even
longer, until the state gets real income.'”

A. GAS EXPLOITATION

Greek Cypriots see gas as a solution to their economic
problems (described in Section I1.A)."* Experts warn of
“Dutch disease” — the dangers of handling a sudden influx
of revenues for the economy and the state apparatus —and
stress the need to establish rules before money starts
flowing."*! The initial euphoria among Greek Cypriots has
given way to a calmer, more strategic approach.'** Never-
theless, Greek Cypriots see gas as leverage in the UN nego-
tiations, particularly with regard to what they perceive as
Turkey’s lack of commitment.'**

Tensions have negative commercial implications. Major
international energy companies are reluctant to invest in
disputed areas.'* In September 2011, Prime Minister
Erdogan said Turkey would not “cause a crisis in the re-
gion”, but warned of sanctions against international ener-
gy companies, saying they would be banned from energy
projects in Turkey.'* Greek Cypriots say Turkey’s black-

listing threats have proved effective in the past,'** but some
argue that now that there have been significant discover-
ies, Turkey will be less effective in dissuading oil compa-
nies and banks from taking part in Cypriot projects, and
would profit more from joining in than staying out.'"’

B. GAS TRANSPORT

Greek Cypriots say that they will make a decision on wheth-
er to export gas via a pipeline or an LNG plant soon.'**
Noble Energy will carry out additional appraisal drilling
in the Aphrodite field in the second half of 2012, which
will take several months to a year, to gather more data be-
fore starting any development.'*’ International petroleum
executives believe that, in the absence of a Cypriot settle-
ment, high financing costs and lack of a strong oil compa-
ny’s participation may force delays in developing hydro-
carbon reserves.'”

139 Crisis Group interview, Gary Lakes, eastern Mediterranean
editor, Middle East Economic Survey, Nicosia, 21 February 2012.
An energy executive with close knowledge of the basin said it
will take three to four years to start production and within five
years, Greek Cypriots could be using the gas in power genera-
tion. Crisis Group interview, Nicosia, February 2012.

140 A Greek Cypriot businessman points out that yields on long-
term Cyprus bonds are lower than the short-term ones because
of expectations of gas income. Crisis Group interview, Nicosia,
February 2012.

141 «We can’t do back of the envelope calculations for this”. Mi-
chael Sarris presentation, op. cit.

142 Crisis Group interview, European diplomat, Nicosia, February
2012.

14 president Christofias said Turkey “should direct the leader
of the Turkish Cypriot community to show good will in the talks
for finding a solution to the Cyprus problem [so that] the utili-
zation of the natural resources of the country by the federal gov-
ernment will have a direct benefit for both communities”. “The
President of the Republic met with the Prime Minister of Israel”,
16 February 2012, Republic of Cyprus Press and Information
Office.

14 <y ou need upwards of $10 billion to invest in gas. No company
does it alone, you need financing. Banks will look at stability
and the risks. In the current circumstances [major international
petroleum companies] don’t go there”. Crisis Group interview,
Turkish energy official, Ankara, January 2012. “It costs a mil-
lion dollars a day to run a rig, and they don’t want their rig to
get bumped into!” Crisis Group interview, Western diplomat,
Nicosia, February 2012.

143 «“We would like to caution international oil and natural gas
companies that will undertake business with Greek Cypriots.
Our Ministry of Energy is working to ban admission of these
companies from energy projects in Turkey and impose a series

bl

of sanctions upon them”. “Statement by Prime Minister Erdogan
following the signing of continental shelf delimitation agree-
ment between Turkey and the TRNC”, 21 September 2011,
Turkish Prime Ministry website, www.basbakanlik.gov.tr.

146 «“There were only four bids on Block 12, and Noble Energy
had a spare rig, so it could move immediately”. Crisis Group in-
terview, senior Greek Cypriot official, Nicosia, February 2012.
“I heard some [petroleum companies] are pulling out [of the se-
cond licensing round]. They do not want trouble. I don’t think
any of the majors will come. Some mid-size companies may be
interested”. Crisis Group interview, Nicos Rolandis, former
Greek Cypriot foreign and commerce minister, Nicosia, 23 Feb-
ruary 2012. A consortium of three international companies had
reportedly pulled out of a bid they won for Blocks 6 and 11 in
2007 due to worries about Turkish retaliation because one of
them cooperates with Turkey in Kirkuk. Crisis Group interview,
Gary Lakes, eastern Mediterranean editor, Middle East Eco-
nomic Survey, 26 November 2011.

Y7 Crisis Group interview, Greek Cypriot official, Nicosia, Feb-
ruary 2012. “The world is onto Turkey. The way it’s behaving
doesn’t make people comfortable that it is a reliable gas suppli-
er. Turkey cannot bully its way in, but it should deal itself in.
Why doesn’t TPAO bid on one of the blocks? They could do
that if [Turkey and Republic of Cyprus] had relations”. Crisis
Group interview, eastern Mediterranean energy expert, Nicosia,
February 2012.

18 «“If there’s a [Cyprus] settlement, all is possible and Turkey
has a chance to be part of the new picture. Without a solution,
there will be LNG. And we have to make a decision now; every-
thing has to be decided in advance”. Crisis Group interview, Prax-
oula Antoniadou Kyriacou, Greek Cypriot former commerce,
tourism and industry minister, Nicosia, 23 February 2011.

149 Crisis Group interview, energy executive with knowledge of
the basin, February 2012, Nicosia.

130 Crisis Group interviews, March 2012.
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1. Liquefied Natural Gas, or LNG

For now, the most widely-discussed export option is build-
ing an LNG facility on the southern coast of Cyprus, where
gas, extracted from Cypriot blocks will be brought via a
pipeline, processed and exported to world markets. Aphro-
dite has just enough gas to make an LNG plant viable by
itself."””' Noble Energy is clearly leaning toward the LNG
option."* It takes on average eight to ten years before an
LNG plant becomes operational, including three to four
years of negotiations between the energy company and
the government, then another four years for building the
plant.'”

The liquefaction plant would be at Vasilikos power sta-
tion in Limassol,"** while other options include having it
in the sea (on what is known as a “floating LNG” platform),
orin Israel. The investment may cost around $10 billion."*
Noble Energy and its main Israeli partner, Delek Group,
have proposed an onshore facility with capacity to even-
tually produce 15 million tons of gas (0,7 tcf, or about 21
bem) per year, which is larger than Egypt’s Damietta and
Idku plants combined."®

LNG is by no means the perfect solution, however. Argu-
ments in favour of it include market flexibility and ship-
ment to Asia where gas prices are higher,'”’ but Suez canal
fees and new gas finds off east Africa and elsewhere will

131 6-7 tef (170-200 bem) makes a plant viable. Crisis Group in-
terviews, energy executive, senior international official, Nicosia,
February 2012. But it is not enough to make much profit. “It is
just enough for one train [liquefaction, purification facility in-
side the plant]. One train is dangerous because you have no
safety net in the event of problems. The second, third and fourth
trains [bring in the cash]”. Crisis Group interview, energy execu-
tive, Oslo, March 2012.

132 Crisis Group interviews, diplomats and international experts,
Nicosia, February 2012.

133 Crisis Group interview, energy expert with knowledge of the
basin, Nicosia, November 2011.

13 If additional gas finds are made in the other twelve blocks, a
bigger facility would be needed, but the real estate available at
Vassilikos is limited. A receiving terminal would need to be built
in Limassol, allowing ships to dock and transfer the gas. “Find-
ing gas is easy”, Cyprus Mail, 1 January 2012.

'3 An energy executive with knowledge of the field gives the
range as $5-$15 billion, a senior international official estimates
$10 billion. Crisis Group interviews, Nicosia, February 2012.
Panos Papanastasiou, member of a small group of experts advis-
ing the government on natural gas issues, also said an LNG plant
would cost $10 billion. Cyprus Mail, 30 November 2011.

156 Gary Lakes, eastern Mediterranean editor, Middle East Eco-
nomic Survey, presentation at “Cyprus Offshore Hydrocarbons:
Wealth Distribution and Regional Politics” conference, Nicosia,
26 November 2011.

157 Crisis Group interview, Gary Lakes, eastern Mediterranean
editor, Middle East Economic Survey, Nicosia, 21 February 2012.

reduce the prospects of Cypriot profit.'*® In addition to the
major upfront cost, LNG shipments also cost significantly
more than piped gas."’ Furthermore, financiers of LNG
investments may want to see twenty to 30 year up front
commitments to buy if they are to break ground on a new
project. For any LNG plant to be truly profitable, it would
need double the amount of gas currently known to be in
the Aphrodite field, and early Cypriot hopes of extra gas
volumes from Israel are now seen as unlikely to material-
ise.'® An international diplomat also warns it may be dif-
ficult for Cyprus to attract such a large investment in the
current tense environment: “The company [that will build
the LNG plant] has to find the money and insurance. No-
body is going to go near LNG [as long as Turkish threats

persist]”.'!

2. Pipeline options: Israel, Greece or Turkey?

Returns are quicker with a pipeline compared to an LNG
investment, and if the pipeline is not too long, the initial
costs are lower. Three possible routes have emerged. Fol-
lowing increased cooperation with Israel in energy and
commercial areas, the one most widely discussed in Greek
Cypriot media is sending the gas to Israel, even though this
could create security problems.'® Theoretically, Cypriot
gas could relatively easily feed into the Arab Gas pipeline,
which connects Egypt, Israel, Syria and Lebanon and is
projected to be linked to Turkey in the future; but this is
unlikely to happen soon given the high volatility in the
region.

Secondly, Greek officials say a preliminary study into
building an underwater pipeline between Greece and Cy-
prus has been conducted, and alternatives are being exam-
ined.'® But Noble Energy says such a pipeline is not viable
because of the distance from the field and seabed com-

18 Crisis Group interviews, international petroleum executives,
March 2012.

159 Crisis Group interview, Nicos Rolandis, former Greek Cypri-
ot foreign and commerce minister, Nicosia, February 2012. “The
LNG [option] is not easy because of its high cost”. Crisis Group
telephone interview, executive from a major international pe-
troleum company, March 2012.

10 Crisis Group interviews, international petroleum executives,
March 2012.

11 Crisis Group interview, senior international official, February
2012.

12 «Ip an ideal world, you send all the gas to Israel and connect
it to the Arab pipeline. But of course that can’t happen because
of'the security situation. [The] Jordan pipeline gets bombed of-
ten”. Crisis Group interview, Gary Lakes, eastern Mediterrane-
an editor, Middle East Economic Survey, Nicosia, 26 Novem-
ber 2011. The Arish-Ashkelon pipeline which brings Egyptian
gas to Israel was attacked ten times in 2011.

193 Crisis Group email correspondence, Greek official, 31 January
2012.
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plexities.'** It would take seven years just to make the pipe,
which would be the longest and deepest in the world.'®

The third option is a pipeline to Turkey and onwards
transport to the EU. As a European diplomat explained to
Crisis Group, “The simplest way to export is a pipeline to
Turkey and joining Turkish networks. This would be 10
per cent of the cost of LNG”.'° An executive from an in-
ternational petroleum company agrees: “The technologi-
cal challenges of laying a pipeline between Cyprus and
Turkey can be dealt with, and this would be the clear
economic solution”.'” Turkish officials also support this
view.'*® A former Greek Cypriot minister suggests export-
ing via Turkey to Greece, for instance, and an intercon-
nector pipeline between the two countries already exists.'®
While economics matter, a Turkish energy executive ar-
gues, “It would be best for everybody to get this gas to
Turkey. Economics is not the issue, the issue is political.
This is a very good tool to bring peace, it can be a peace
pipeline”.'”” Separately, Turkish officials have talked up
the idea of Israeli gas being piped to Turkey.'”

1% Noble Energy’s Cyprus country manager John Tomich said
such a project would be immensely costly and “poses daunting
logistical difficulties due to the geology between Cyprus and
Greece because of the presence of trenches and faults in the
seabed”. “Noble to drill second well after September”, Cyprus
Mail, 27 January 2012.

19 “There are three factories in the whole world that could make
a thick enough pipe. It wouldn’t be good to do”. Crisis Group
interview, energy executive with knowledge of the basin, Nico-
sia, February 2012.

1% Crisis Group interview, European diplomat, Nicosia, February
2012. “The only way for that gas to go, for Israel too, is a pipe-
line to Turkey. There’s nowhere else for the gas to go except
Turkey”. Crisis Group interview, U.S. official, Istanbul, January
2012.

17 Crisis Group telephone interview, March 2012.

18 A Turkish energy official says: “Piping this gas to Greece is
the most difficult one [technically] among all options. With the
Arab gas pipeline, the possibility of sabotage is high. The LNG
alternative is not feasible as there is too much LNG in that re-
gion already. So, pipeline to Turkey is the only sensible alterna-
tive”. Crisis Group interview, Ankara, January 2012.

19 Crisis Group interview, Nicos Rolandis, former Greek Cyp-
riot foreign and commerce minister, Nicosia, 23 February 2012.
An executive from a major international petroleum company
said 5 bem could easily be delivered to Greece through this ex-
isting pipeline infrastructure. Crisis Group telephone interview,
March 2012.

170 Crisis Group interview, Istanbul, December 2011.

"1 According to Turkish Energy Minister Taner Y1ldiz, absent
Turkish-Israeli political problems, Turkey might speak of a part-
nership with Israel for gas export. “All the feasibility studies
conducted are now pointing to Turkey [as the most suitable trans-
portation route]”. “Israeli gas deal tied to resolution of Mavi
Marmara dispute”, Today’s Zaman, 11 March 2012.

In addition to being a good export route to Europe, Turkey
itself is also a convenient market for eastern Mediterrane-
an gas with its high-growth levels'”* requiring sustainable
energy supply. Currently, the country imports natural gas
by pipeline from Russia, Iran and Azerbaijan, plus small
amounts of LNG via ships from Nigeria and Algeria. If the
price is right, Turkey can use Mediterranean Sea gas do-
mestically, possibly increasing the share of gas in its energy
consumption.'” It spends $50 billion a year on energy, as
most of it needs to be imported.'”

There are arguments against a pipeline to Turkey, which
risks limiting the Cyprus gas market to Europe, and doubts
that it is possible to use Turkey as a transit given its cur-
rently insufficient infrastructure.'” Turkish officials assert
that if the political will exists, the link to Europe can be
expanded in two years.'”® Extensive discussions are already
ongoing on how to pipe significant amounts of new Azeri
gas from Turkey into the EU. Fixing the buyer may not
necessarily be negative, as it would mean having a guaran-
teed market.'”’ Plus, an energy executive says the “netback
value”, ie, net returns, from a pipeline through Turkey to
Europe would still be higher than shipping LNG to Asia.'™

The most important problem is the political environment.
The former Greek Cypriot commerce minister referred to

172 Turkey’s GDP grew 8.9 per cent in 2010, according to the
Turkish Statistical Institute.

'3 Crisis Group interview, Turkish energy official, Ankara, Jan-
uary 2012. “I would keep some of the gas for my own activities
at gas-powered plants. It would be cheaper than using Russian
gas”. Crisis Group interview, top level Turkish energy executive,
Istanbul, December 2011.

' According to a report issued by Turkish authorities in May
2011, Turkey produced 0,726 bcm, or a negligible 0,026 tcf,
gas in 2010, compared with a BP figure for natural gas demand
of 39 bem, or 1.4 tef. Turkey’s General Directorate of Petroleum
Affairs, www.pigm.gov.tr; and BP Statistical Review of World
Energy June 2011, www.bp.com.

175 “If you go via Turkey, you tie yourself to the EU market. Price
of gas in the EU is half of that in Asia. It makes more sense
from a financial perspective for Greek Cypriots to convert it to
LNG and send it to Asia via ships, even though an LNG plant
costs more initially. Another issue is that Turkey’s infrastructure
to get the gas to Europe is not there yet”. Crisis Group interview,
energy expert with knowledge of the basin, Nicosia, November
2011.

176 « An infrastructure to export gas to Europe can be built in two
years”. Crisis Group interview, top level Turkish energy execu-
tive, Istanbul, December 201 1. “There are pipelines that are al-
ready built and will open soon. If there is political will, a pipe-
line to Europe can be done in two years”. Crisis Group interview,
Turkish energy official, Ankara, January 2012.

17 Crisis Group interview, Cyprus-based economist, December
2011.

'8 Crisis Group interview, December 2011.
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plans for a pipeline project to Turkey,'” but without a so-
lution in Cyprus and improved relations, even talking
about it generated negative publicity."**If the Greek Cyp-
riots commit to an LNG facility, leaving Turkey and Turk-
ish Cypriots out, it will further entrench hostilities and
deepen the de facto partition of the island.'®" At the same
time, Turkey has not yet expressed an open interest either
in talking to Greek Cypriots or transporting this gas. Even
if it did, such a discussion would need third-party media-
tion — by the UN, the U.S. or another neutral non-EU coun-
try — since the two parties do not talk to each other and
since talks would involve extensive negotiations on prices,
taxes, lengths of pipelines, legislation in both countries
and revenue-sharing.'*

V. SHARING THE BOUNTY

The drift to partition on Cyprus is becoming irreversible.
The reunification talks are stumbling and few believe this
round can be revived over the next year. In the absence of
a settlement, risks loom that may block Cyprus from ben-
efiting from its new gas wealth.'® At the same time, there
is an appetite on the island for new ideas. Opportunities
exist to avoid further instability and to optimise gas ex-
traction and transport if each party takes both independent
and coordinated steps to overcome psychological barriers
and political impasses. In the absence of mutual agreement,
Turkey will see no benefit from the new hydrocarbon-rich
province at its back door and the Republic of Cyprus may
experience higher costs and years of delays in monetising
its reserves. More than ever, these two parties have inter-
ests to talk about the hydrocarbons, continental shelf and
sea they share.

A. INDEPENDENT STEPS

1. Respecting mutual rights

At atime of high financial and energy needs, it is political-
ly impossible for any Greek Cypriot leadership to leave the
gas in the ground." Even though revenues are not ex-
pected for several years, and as long as reunification is
the formal goal,'® the Greek Cypriots should commit to
distributing at least 20 per cent of either the gas or profits
from its sale to Turkish Cypriots.'* Some Turkish Cypriots

179 «“Rum siirprizi” [Greek Cypriot surprise], Sabah, 19 Dec 2011.
A pipeline project bringing Russian gas to the Mediterranean
via Turkey was envisaged in a report titled “The day after: Com-
mercial opportunities following a solution to the Cyprus prob-
lem”, co-authored by Praxoula Anroniadou Kyriacou, Fiona
Mullen and Ozlem Oguz. Peace Research Institute Oslo (PRIO)
Cyprus Center, 1/2008.

18 Some Greek Cypriots say Turkey would need to sign UN-
CLOS first. Crisis Group interview, Alexandros Lordos, Greek
Cypriot polling expert, Nicosia, 22 February 2012.

'8 “The natural market [for this gas] is Europe. Trying to base
the gas production on the basis of hostility [to Turkey] will be
disastrous .... The future lies in peaceful productive coopera-
tion. We need visionary leaders who will dare to resolve prob-
lems of the past and move ahead into the future for the benefit
of the peoples of the eastern Mediterranean and those of our
wider European family”. Crisis Group interview, Praxoula An-
toniadou Kyriacou, Greek Cypriot former commerce, tourism
and industry minister, Nicosia, 23 February 2012.

'82 Crisis Group interview, Turkish energy official, Ankara, Jan-
uary 2012.

'8 «“They won’t be able to exploit gas while Turkey’s objections
are in place”. Crisis Group interview, international official, Is-
tanbul, December 201 1. The former Greek Cypriot foreign and
commerce minister, Nicos Rolandis, argues that unless Greek
Cypriots find a way to share the revenues with Turkish Cypri-
ots, they may not be able to proceed with the exploitation of
their hydrocarbon wealth, which may be worth $400-$500 bil-
lion or 0.5% of the world reserves, before it is “cannibalised”
by their neighbours. “Christofias (rise and fall) and offshore oil
& gas”, 15 September 2011 (provided by the author).

'8 Crisis Group interview, senior international official, February
2012.

"85 A two-state solution or loose confederation is increasingly
discussed on both sides of Cyprus. Crisis Group interviews, Nic-
osia, February 2012.

'8 This interim figure is based on relative populations and would
be to underline initial Greek Cypriot commitment; any final
figure would be subject to negotiation or a final settlement. A
2011 census in the north, viewed as reliable by the UN, showed
that there are 300,000 residents of the Turkish Cypriot zone.
Since there are officially 800,000 residents of the Greek Cypri-
ot government zone, residents of north Cyprus now represent
27 per cent of the island’s population. On the basis of ethnicity,
population expert Mete Hatay estimates the relative number of
residents who qualify as Turkish Cypriots according to Greek
Cypriot rules as 140,000, while there are 630,000 ethnic Greek
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and Greek Cypriots have proposed the idea of using an
escrow account, and debated whether the money should be
available immediately, after a settlement or for a set num-
ber of years.'® Naturally, Turkish Cypriots should also de-
clare their readiness to share any possible net revenues
from their onshore hydrocarbon project in an inverse pro-
portion to what the Greek Cypriots pay them.

Any funds or gas should be made available to the Turkish
Cypriot administration, as the future constituent state or
federated entity of a united Cyprus, or if this appears to
imply recognition, Greek Cypriots could send the funds to
a UN-supervised mechanism. Neutral third-party supervi-
sion would be desirable to avoid disputes. If either side
were to choose formally not to pursue reunification, how-
ever, any such sharing of resources would naturally cease.
According to the Greek Cypriot politician who scored the
diplomatic coup of signing the Egypt-Cyprus EEZ, the
first such deal in the eastern Mediterranean:

[Sharing the gas up front] would entail a protection of
our self-respect and our sovereignty (which are now in
danger), the avoidance of any military adventure and a
constructive gesture to the other community which
might prove conducive to the solution of the Cyprus
problem. We would also be enabled to proceed without
delay and without any hindrance with the exploitation
of our hydrocarbon wealth ... before it is cannibalized
by our neighbours .... “When elephants fight it is the
grass below their feet that suffers”. In our case, between
Israel, Turkey, [Lebanon] and Cyprus, we are unfortu-
nately the grass.'®®

Cypriots in the south, making the Turkish Cypriot-Greek Cyp-
riot ratio 22-78 per cent. Crisis Group interview, Nicosia, Febru-
ary 2012. The last island-wide census in 1960 found that Turkish
Cypriots constituted 18 per cent of the population. See http://ec.
europa.eu/languages/documents/cy_en.pdf.

187 «“If the UN Security Council members had said ‘we will set
up an escrow account under UN auspices and will not release
funds to Cyprus until a settlement’, we would have a solution to
the Cyprus problem in a few months”. Crisis Group telephone
interview, Ozdil Nami, Turkish Cypriot politician in the opposi-
tion and former chief negotiator, 27 January 2012. “[We should]
put aside money in an escrow account according to a formula
agreed with the Turkish Cypriots. ... Redistribution of wealth
will be very difficult without a solution”. Michael Sarris, presen-
tation, op. cit. “I put forward a plan, which I repeated many
times during the past five years. ... The plan would provide that
out of the net income of the Republic of Cyprus from oil and
gas reserves, a percentage to be agreed would be deposited in
an escrow account in favour of the Turkish Cypriots, payable
either upon solution of the Cyprus problem or at a fixed time to
be agreed, whichever happens earlier”. Nicos Rolandis, former
Greek Cypriot foreign and commerce minister, “Christofias (rise
and fall) and offshore oil & gas”, 15 September 2011 (provided
by the author).

" Ibid.

Greek Cypriots have an interest in remedying their future
federation partners’ predicament now to show that it is
not only Turkey that is looking out for their interests, and
to remove Ankara’s justification for drilling in Cypriot wa-
ters. Turkish Cypriots should reassure their Greek Cypriot
neighbours, the original owners of some two thirds of what
is now the Turkish Cypriot zone,"’ that their property
claims in the north will be remedied in line with European
Court of Human Rights standards."

At the same time, Turkey and Turkish Cypriots should
formally commit not to interfere with, or to drill in, the
Aphrodite field or other offshore hydrocarbon blocks in
Greek Cypriot waters. Both sides should also give assur-
ances that they are not planning activities in waters west
of Cyprus disputed between Turkey and the Republic of
Cyprus, pending talks on a joint arrangement, or, as sug-
gested below, a broader Turkey-Cyprus-Greece EEZ set-
tlement after application to the ICJ or an arbitral tribunal.

2. Building confidence

Turkey should open its airports and ports to Greek Cyp-
riot vessels, as it has committed to do under its 2005 Cus-
toms Union agreement with the EU (the Additional Proto-
col to the Ankara Agreement). This would be the minimum
for starting talks on using Turkey as a possible transport
route for eastern Mediterranean gas, as it would be absurd
to expect Greek Cypriot officials to allow Cypriot gas to
travel to Turkey when their ships and planes cannot. Such
a step would also relaunch Turkey’s EU membership pro-
cess, since it would automatically open fourteen negotiat-
ing chapters.

For its part, the Republic of Cyprus can strengthen this
confidence-building environment by permitting Turkish
Cypriots to trade directly with the EU, as the EU Council
promised before the Republic of Cyprus joined the EU in
2004."" Such Turkish Cypriot trade through the port of

'8 Greek Cypriots say they owned 78 per cent of private land;
Turkish Cypriots argue it amounts to about 60 per cent of the
total Turkish Cypriot zone. See Crisis Group Europe Report
N°210, Cyprus: Bridging the Property Divide, 9 December 2010,
op. cit., p. 2.

' This is currently done through an Immovable Property Com-
mission (IPC), but its mandate is short-term, even though the
Turkish Cypriot leadership keeps extending it.

11 See Crisis Group Briefing, Cyprus: Six Steps toward a Set-
tlement, op. cit., p. 7 and p. 10. Direct Trade was a 2004 Europe-
an Commission proposal to allow Turkish Cypriots to export to
the EU directly at preferential customs rates, instead of being
forced to go through Greek Cypriot ports or pay external EU
duties. Alternatively, Greek Cypriots could declare Famagusta
port open, under Turkish Cypriot management, for preferential
trade with the EU and under supervision of EU officers.
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Famagusta and other exit points could easily be monitored
by EU officials through an extension of existing regulations.

These two steps could be simultaneous or independent. As
Crisis Group has frequently underlined, this would open
the way to a good degree of normalisation without sacrific-
ing any of the parties’ fundamental positions on the Cyprus
settlement.

B. STEPS TO AN AGREEMENT

If the parties agree to a dialogue on how to most effec-
tively exploit the eastern Mediterranean’s resources, they
should resolve their disputes over maritime boundaries
and utilisation of the gas. As Greek Cypriots and Turks
have no formal relationship and have had almost no direct
talks for nearly four decades, it is likely that complex ne-
gotiations on a gas process would require mediation by
the U.S., the UN, or a neutral state or small group of neu-
tral countries. Depending on the issue to be discussed, third
parties would mediate between Nicosia (involving both
sides of the island), Ankara, and Athens'* on the following
issues.

1. Energy issues

Greek Cypriots and Turkish Cypriots could form an ad
hoc advisory committee to discuss gas exploitation and
domestic consumption. It could join a number of tech-
nical committees of experts set up in 2008, who continue
to do good work coordinating issues related to police and
crime, health, environment and cultural/religious sites.

Similarly, officials from Turkey and the Republic of Cy-
prus should agree to carry out exploratory talks on eastern
Mediterranean energy issues, without demanding that a
deal be reached on reunifying the island first, without
prejudice to the UN-facilitated talks and to any eventual
mutual official recognition that will follow a settlement.
The Republic of Cyprus should be prepared to discuss
possible cooperation on a gas export pipeline through Tur-
key to Greece and onwards to Europe, or for sale to Turk-
ish markets, and Ankara should be prepared to discuss the
commercial and government guarantees it would give to
any contract, with strong third-party arbitration clauses.

2. Exclusive economic zones (EEZs)

Turkey, Cyprus and Greece should agree to take their
claims for EEZs in the eastern Mediterranean to the ICJ,
an arbitral tribunal or the International Tribunal for the
Law of the Sea (ITLOS)."” In private, Turkey has seen
adjudication as a valid option for others, at least, pointing
out to Egypt that it ended up with a smaller EEZ by doing
a bilateral agreement with the Republic of Cyprus and
should have taken the issue to ICJ."* It would be even
better if the parties could agree on this matter among them-
selves, but this seems most unlikely. In and around Cyprus,
the various sides have tried and failed to impose their own
unilateral settlements for decades, and, given the limited
time available to find an inclusive framework to exploit
Cypriot gas, a neutrally adjudicated compromise is now
needed.

More than 50 meetings between Turkey and Greece have
failed to reach a deal on how to divide the Aegean Sea,
despite good relations and a decade of strong normalisa-
tion and expanding trade. Part of the problem is historical
and psychological, and part is about maritime delimita-
tions, with Turkey and Greece disagreeing on the bounda-
ries of both Aegean islands and between the Aegean and
the Mediterranean seas, stoking Turkish fears that it will
be deprived of fair maritime zones.'”

Pending a ruling on delimitation to solve their underlying
disputes, the parties can still cooperate with a working
agreement to manage resources. One way to do this is
through a joint development mechanism, a model that has
backing in international adjudication,'”® where the sides

12 The Greek involvement is necessary both from a Cyprus
problem perspective, as a guarantor state, and also because
Greece would need to take part in a Mediterranean EEZ delimi-
tation with Turkey.

' Even though Turkey is not a signatory to UNCLOS, it can
resort to the dispute resolution methods listed in the convention
by agreement. Article 74, which addresses EEZ delineation be-
tween states with opposite or adjacent coasts, points to Part XV
for settlement of disputes, including conciliation and binding
adjudication by ITLOS, the ICJ or an arbitral tribunal pursuant
to the procedures of Annex VII. Conciliation may be conducted
by agreement between states, and being a signatory to UNCLOS
is not a prerequisite for the jurisdiction of ITLOS, the ICJ, or an
arbitral tribunal.

194 «“Egypt lost 14,500 sq km by doing a bilateral EEZ delimita-
tion [with Cyprus], instead of doing one with us. We told them
they should have gone to the ICJ”. Crisis Group interview, Turk-
ish official, January 2012.

193 See Crisis Group Briefing, Turkey and Greece: Time to Settle
the Aegean Dispute, op. cit.

1% There is no fixed terminology to refer to legal arrangements
under which states agree to develop and exploit resources jointly
in maritime areas subject to overlapping claims of sovereignty.
The terms “joint development agreement”, “joint exploration
agreement” and “joint management agreement” are commonly
used. The ICJ has endorsed this mechanism for resolving dis-
putes over natural resources, although both ICJ and arbitral tri-
bunals have stopped short of imposing joint exploitations in
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must agree on how the revenues will be divided, what geo-
graphic areas will be covered, who will carry out the ex-
ploration, and so on. International mediation will increase
chances of success. Such an arrangement would lead to
closer relations and understanding between the parties,
pooling of expertise, financial resources and technological
assets.

3. Pipelines

If ongoing studies find a pipeline to Turkey to be an eco-
nomically compelling and safe gas export route, then
Turkey and the Republic of Cyprus should try to reach an
agreement on commercial terms. The gas could be sold in
the Turkish market and, in initial limited quantities at
least, be passed on through the interconnector pipeline to
Greece."’

Until a settlement, Republic of Cyprus and the commercial
operators should have the right to decide how the gas is
developed and where it goes. The upfront cost of such an
option will be far less than the more independent LNG op-
tion, and its longer-term security could be even stronger.

VI. CONCLUSION

their judgments. An example is the North Sea continental shelf
case where the ICJ said an agreement for joint exploitation was
particularly appropriate to preserve the unity of the deposit.
“Decision of 20 February 1969 in the North Sea Continental
Shelf case [between Federal Republic of Germany, Denmark
and Netherlands]”, ICJ Reports, 1969.

17 The existing Turkish pipeline infrastructure could without
much modification pass on to Greece about 5 bem (0.2 tcf) per
year, about half of Aphrodite’s expected production. Crisis Group
telephone interview, international oil executive, March 2012.

Resolving differences over maritime boundaries and sat-
isfying all parties’ legitimate concerns over the new hy-
drocarbon riches would benefit all sides in the long term.
Greek Cypriots should avoid unilaterally going after short-
term gains when their long-term security is overshadowed
by Turkish occupation troops and the frozen conflict. While
the gas finds could be the locomotive for reunification,
unilateral developments will make a jointly negotiated set-
tlement even more difficult, further raise tensions and hurt
hopes of future security and stability around the island.
Turkish Cypriots, as long as reunification is the goal,
must be assured in advance of a fair share of any income.
On the other hand, a feasible plan to make Turkey the ex-
port route may convince Ankara of its interest in cooper-
ating with Greek Cypriots, who should not condition any
talks with Turkey on reaching a settlement first.

For Greek Cypriots to overcome decades of fearful hostil-
ity and consider cooperation, however, Turkey will have
to reach out rather than threaten. Its current stance is that
of an assertive power making legally indefensible claims
on another, far weaker sovereign state’s rights. In addition
to damaging its international image and uniting regional
rivals like Cyprus, Israel and Greece together against it,
failure to solve the Cypriot conflict keeps Turkey’s EU
membership negotiations in the deep freeze. Ankara’s re-
fusal to engage Republic of Cyprus officials is part of the
dead-end policy of the past. Agreeing to discuss Cypriot
offshore reserves may not only be profitable, but it could
also open the path for greater normalisation on the island.

Turkey says it is looking out for the interests of Turkish
Cypriots, but it is not possible in the current status quo for
the latter to fully benefit from the development of hydro-
carbon riches in the south and substantiate a claim. On a
broader scale, without a negotiated settlement, they will
continue facing Greek Cypriot opposition to their efforts
for international recognition and their zone will be further
absorbed into Turkey.

The challenge to reach a breakthrough is great as both sides
need to overcome generations of lack of communication
and misinformation — and avoid any accidental escalation.
Using gas riches as an incentive to establish contacts and
communication would help build confidence, would not
prejudice the eventual outcome of talks, and does not have
to address the complex issues of status or recognition be-
fore a settlement. It is nonetheless worth remembering that
it is such a settlement, and not the gas, that will one day
provide the real economic bonanza for all the inhabitants
of Cyprus.

Nicosia/Istanbul/Brussels, 2 April 2012
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APPENDIX A

MAP 1: THE REPUBLIC OF CYPRUS EEZ DELIMITATIONS AND HYDROCARBON
RESEARCH BLOCKS, AND TURKEY’S CONTINENTAL SHELF CLAIMS
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APPENDIX B

MAP 2: THE TURKISH CYPRIOTS’ CLAIMED HYDROCARBON RESEARCH BLOCKS
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APPENDIX C

MAP 3: THE INITIAL GREEK CYPRIOT CONCEPT FOR
EAST MEDITERRANEAN EEZ DELIMITATION
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APPENDIX D

ABOUT THE INTERNATIONAL CRISIS GROUP

The International Crisis Group (Crisis Group) is an inde-
pendent, non-profit, non-governmental organisation, with some
130 staff members on five continents, working through
field-based analysis and high-level advocacy to prevent and
resolve deadly conflict.

Crisis Group’s approach is grounded in field research. Teams
of political analysts are located within or close by countries
at risk of outbreak, escalation or recurrence of violent con-
flict. Based on information and assessments from the field, it
produces analytical reports containing practical recommen-
dations targeted at key international decision-takers. Crisis
Group also publishes CrisisWatch, a twelve-page monthly
bulletin, providing a succinct regular update on the state of
play in all the most significant situations of conflict or po-
tential conflict around the world.

Crisis Group’s reports and briefing papers are distributed
widely by email and made available simultaneously on the
website, www.crisisgroup.org. Crisis Group works closely
with governments and those who influence them, including
the media, to highlight its crisis analyses and to generate
support for its policy prescriptions.

The Crisis Group Board — which includes prominent figures
from the fields of politics, diplomacy, business and the media
— is directly involved in helping to bring the reports and
recommendations to the attention of senior policy-makers
around the world. Crisis Group is chaired by former U.S.
Undersecretary of State and Ambassador Thomas Pickering.
Its President and Chief Executive since July 2009 has been
Louise Arbour, former UN High Commissioner for Human
Rights and Chief Prosecutor for the International Criminal
Tribunals for the former Yugoslavia and for Rwanda.

Crisis Group’s international headquarters is in Brussels, and
the organisation has offices or representations in 34 locations:
Abuja, Bangkok, Beijing, Beirut, Bishkek, Bogota, Bujum-
bura, Cairo, Dakar, Damascus, Dubai, Gaza, Guatemala
City, Islamabad, Istanbul, Jakarta, Jerusalem, Johannesburg,
Kabul, Kathmandu, London, Moscow, Nairobi, New York,
Port-au-Prince, Pristina, Rabat, Sanaa, Sarajevo, Seoul, Tbilisi,
Tripoli, Tunis and Washington DC. Crisis Group currently
covers some 70 areas of actual or potential conflict across four
continents. In Africa, this includes, Burkina Faso, Burundi,
Cameroon, Central African Republic, Chad, Céte d’Ivoire,
Democratic Republic of the Congo, Eritrea, Ethiopia, Guinea,
Guinea-Bissau, Kenya, Liberia, Madagascar, Nigeria, Sierra
Leone, Somalia, South Sudan, Sudan, Uganda and Zimbab-
we; in Asia, Afghanistan, Burma/Myanmar, Indonesia, Kash-
mir, Kazakhstan, Kyrgyzstan, Malaysia, Nepal, North Korea,
Pakistan, Philippines, Sri Lanka, Taiwan Strait, Tajikistan,
Thailand, Timor-Leste, Turkmenistan and Uzbekistan; in

Europe, Armenia, Azerbaijan, Bosnia and Herzegovina, Cyp-
rus, Georgia, Kosovo, Macedonia, North Caucasus, Serbia
and Turkey; in the Middle East and North Africa, Algeria,
Bahrain, Egypt, Iran, Iraq, Isracl-Palestine, Jordan, Lebanon,
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