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Having finally cleared the major regulatory hurdles, once-energy-poor Israel is closer than
ever to developing and exploiting its vast natural gas reserves. With natural gas projected
to provide 68 percent of Israels electricity generation by 2040, Israel could fortify its
domestic economy, enhance its national security, and transform the energy order and
economic ties of the Eastern Mediterranean and beyond. Israel is also poised to become
a key energy exporter to its neighbors. However, if Israel seeks the large windfall gains
that gas exports would bring, it must overcome geopolitics and maximize the potential
for mutual gain in an increasingly convoluted web of regional relationships.

KEYy POINTS

¢ From 2004 to 2010, natural gas use as a fuel source in the country grew from almost

non-existent to 40 percent of electricity generation

¢ Israel is projected to earn $20 billion from gas royalties and taxes by 2026, according

to Noble Energy

¢ Israeli civil society lobbying for tighter gas sector regulations has resulted in
significant changes to ensure that more revenue goes to the state, and that the nation’s

natural gas sector enjoys more competition

¢ Jordan, Egypt, and Turkey are the most probable candidates to receive Israel’s first
gas exports, but anti-Israel public sentiment will be a major obstacle for future

energy deals

¢ The speed of verdict in resolving the stability clause issue, one of Israel's most
consequential regulatory challenges of the last decade, represents a major win for
Israel in terms of boosting investor confidence and paving the way for future gas

exploration off Israel’s shores



INTRODUCTION

With the recent approval of Israel’s

natural gas regulatory framework,
the once-energy-poor state is now one step
closer to further developing its vast natu-
ral gas reserves. If successful, Israel could
fortity its domestic economy, enhance its
national security, and transform the ener-
gy order and economic ties of the Eastern
Mediterranean and beyond.

With the late May and early June decisions
to approve the development of the Levia-
than gas field, Israel has resolved the ma-
jor regulatory hurdles that threatened to
obstruct the sector’s development and had
already damaged investor confidence in its
upstream (exploration and production) hy-
drocarbon sector.!

INVESTOR STABILITY IN
ISRAEL’S NATURAL GAS
REGULATORY REGIME

In March 2016, Israel's Supreme Court re-
jected a key component of the government’s
proposed regulatory framework to develop
and export gas from the Leviathan field,
which was discovered in 2010 and deemed
the largest offshore natural discovery of
the last decade. Allotting the Israeli gov-
ernment one year to revise the framework,
the court objected to the proposal’s stability
clause, which sought to prevent regulatory
changes impacting the project’s profitabil-
ity, including profit-sharing schemes and
gas export quotas.’
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Given recent regulatory uncertainty in Is-
rael and low natural gas prices globally, the
stability clause would have functioned as a
measure for investors to access financing,
confidently invest the $5-6 billion required
to develop the field, and monetize their nat-
ural gas assets.” Four of the five court jus-
tices, however, ruled that the stability clause
was illegal, as it impeded future govern-
ments from making changes in the regula-
tion for ten years, regardless of unforeseen
circumstances.

To provide certainty without compromis-
ing the decision-making power of future
governments, the new deal stipulates a
fixed-term regulatory review process to de-
termine potential compensation for inves-
tors in the case of regulatory changes that
impact project profitability. In the event of
a change, the review process would consid-
er O.E.C.D. and other international norms.*
The deal appears to strike the appropriate
balance between stability for investors and
flexibility for the government.
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The speed of the verdict in resolving the
stability clause issue, one of Israel's most
consequential regulatory challenges of the
last decade, is impressive. Having secured a
viable legal framework to develop the Levi-
athan less than three months after the Su-
preme Courts initial rejection represents a
major win for Israel, in terms of boosting
investor confidence and paving the way
for future gas exploration efforts off Isra-
el’s shores. In the longer term, Israel could
become a significant supplier of natural gas
to energy-hungry neighbors like Jordan,

Egypt, Turkey, and even the European mar-
ket.

The success of Israel’s nascent natural gas
industry, however, is far from certain. It is
not entirely clear how the consortium of
investors in the Leviathan field will secure

IsrAEL’s PrINCIPLE NATURAL GAS FIELDS
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the country’s gas has been fierce and could
continue, with civil society groups arguing
that terms favor investors too heavily and
that the lack of competition in the sector
creates a de facto monopoly, which could
lead to increased domestic energy prices.
Finally, If Israel seeks the large windfall
gains that gas exports would bring, it must
overcome geopolitics and maximize the
potential for mutual gain in an increasingly
convoluted web of regional relationships.

HisTorYy oF GAs
DEVELOPMENT AND
REGULATION IN ISRAEL

Israel has been attempting to attract invest-
ment in hydrocarbon exploration through
favorable investor terms since at least 1952,
four years after it declared its independence.
The 1952 Petroleum Law, which provides Is-
rael’s legal foundation for the upstream hy-
drocarbon sector, underwent amendments
in 1965 and 1989, yet its underpinnings
remained largely unchanged.® Regulation
did not become an issue of serious public
concern and national scrutiny until major
natural gas deposits were discovered—and
billions of dollars were at stake.

Israel's first commercially viable offshore
natural gas find was made in 2000, when
Texas-based Noble Energy discovered the
Mari-B gas field. Brought online just four
years later, Mari-B began supplying Israel
with its first domestically produced natural
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gas in 2004.° Noble Energy operated under
Israel’s 1952 Petroleum Law (among other
legislation), which governed profit-shar-
ing between upstream energy companies
and the Israeli state. The Petroleum Law’s
long-standing 12.5 percent royalty created
a favorable regulatory environment for up-
stream firms to venture into Israel’s hither-
to unproven offshore territory."

The Mari-B field, coupled with the 2009
discovery of Israel's Tamar gas field (also a
Noble Energy find) and several smaller gas
discoveries, began to transform Israel’s do-
mestic energy scene and lay the foundation
for its future.

From 2004 to 2010, natural gas use as a fuel
source in the country grew from almost
non-existent to 40 percent of electricity
generation, helping Israel reduce environ-

mentally harmful coal consumption." Isra-
el’s natural resource regulator, the Ministry
of National Infrastructure, Energy and Wa-
ter Resources, forecasts that natural gas as
a fuel source for electricity generation will
reach 60 percent in 2027 and 68 percent in
2040.

Accordingly, gas discoveries led to a joint
venture between Texas-based Noble En-
ergy, Israel's Delek Group, and several mi-
nority partners to help bring these projects
to fruition.

At the time of its discovery, the Tamar field
was much larger than any previous find, con-
taining 282 billion cubic meters (B.C.M.)
of gas. Tamar currently provides Israel
with more than half of its electricity needs,
through a gas sale and purchase agreement
(G.S.PA.) between the Noble-Delek part-
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nership and Israeli generators, including Is-
rael Electric Corporation (I.E.C.), the state’s
largest provider of electricity. In 2010, with-
in a year of the Tamar find, Noble Energy
discovered the Leviathan gas field.'> The
Leviathan is nearly double the size of Tam-
ar, with enough gas to meet Israeli domestic
demand for decades and turn Israel into a
major regional gas exporter.

As Israel's proven natural gas reserves in-
creased, so did its prospects for enhanced
national security, economic power, and
deeper regional cooperation and influence.
Accordingly, Israeli civil society and gov-
ernment sought to reevaluate the sector’s
structure and the state’s take in natural gas
windfall gains, revisiting regulation that
had been largely intact for 60 years.

UPHEAVAL IN ISRAEL’S
NATURAL GAS
REGULATORY REGIME

Following the Tamar and Leviathan dis-
coveries, the Israeli government commis-
sioned a committee, led by economist and
Hebrew University professor Eytan Shesh-
inski, to reexamine its natural gas regime
through comparative regulatory analysis
and corresponding policy endorsements."

Hochberg

Dubbed the “Sheshinski Committee,” the
group found that hydrocarbon extraction
revenues granted to the Israeli state were
low compared to international standards,
which led the committee to recommend an
overhaul of Israel’s natural gas regulation.
These recommendations were approved by
the Knesset in March 2011 under the Petro-
leum Profits Taxation Law.'*

In addition to the 12.5 percent royalty, the
new law created a progressive tax on gas
profits, beginning at 20 percent of total
profits following the recovery of 150 per-
cent of investment. The tax increases to a
cap of 50 percent of profits after recovery
of 230 percent of the investment.”® The law
also rescinded Noble Energy’s depletion al-
lowance, which allowed for the deduction
of 27.5 percent of gross revenues from tax-
able income. According to the Sheshinski
Committee, in practice the depletion allow-
ance would offset the 12.5 percent royalty,
leaving little or no royalties for the state.
The new law did not contain any grandfa-
ther clause and would accordingly apply to
prior discoveries, yet it would leave prior
revenues intact.'® Overall, the take of the Is-
raeli state rose to 52-62 percent of net profit
on gas."

The Petroleum Profits Taxation Law rep-
resents the first major change to profit-shar-
ing under Israel’s hydrocarbon regulatory
regime. It also set a precedent for further ex
post facto amendments to natural gas reg-
ulation, and correspondingly set the stage




GAas FIELD YEAR DISCOVERED ESTIMATED RESERVES STATUS

LEVIATHAN 2010 5oo B.C.M. DEVELOPMENT STAGE
TAMAR 2009 282 B.C.M. ProDUCING
SHIMSHON 2012 5 B.C.M. DEVELOPMENT STAGE
MARrI B AND Noa* 1999-2000 33.5 B.C.M. ProbuceD 25 B.C.M.
KARISH AND TANIN* 2012-2013 55 B.C.M. Not DEevELOPED
DaLiT* 2009 8 B.C.M. NoT DEvELOPED
APHRODITE/ISHAI 2012 7-10 B.C.M. Not DEevELOPED

* FIELDS IN WHICH NOBLE ENERGY IS THE OPERATOR
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for investors to pursue regulatory stability
preemptively to thwart future attempts to
retroactively modify regulation.

GAs ExporT QuoTas:
THE TzEMACH COMMITTEE
AND OTHER REGULATORY
PROCEEDINGS

A second critical issue impacting project
profitability is investor capacity to sell gas
to a diverse client base through interna-
tional exports. For Israel, a country that has
enjoyed little or no native energy resources
throughout the majority of its short history,
this meant balancing the need to maintain
Leviathan gas for domestic use (for energy
security purposes), while incentivizing the
investors to develop the Leviathan field.
In 2011, the Israeli government appointed
Shaul Tzemach, then director general of the
Ministry of National Infrastructures, En-
ergy and Water Resources, to evaluate the
country’s export license policy for natural
gas (among other energy policies)."

The investor group argued that the L.LE.C. is
responsible for the majority of electricity
generation in Israel, which effectively cre-
ates a single buyer market and limits the
investor’s ability to negotiate fair gas pric-
es. Further, they maintained that the Israe-
li market’s limited gas demand, relative to
the quantity of gas discovered, would not
permit sufficient commercialization of gas
(in the near future) to justify the multibil-
lion-dollar investment. The investor group
also leveraged their existing position in
the Tamar gas field, maintaining that if the
case to develop the Leviathan proved un-
economic, it would have an impact on the

business case to further develop the Tamar
field.®

While considering the investor group’s in-
terests and influence, the Tzemach Com-
mittee also reasoned that an overwhelming
export cap would discourage future gas ex-
ploration by international companies. The
committee endorsed an export quota of
60 percent of natural gas reserves; it was
estimated that the remaining 40 percent
reserved for domestic use would allow Is-
rael to meet domestic consumption for 25
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years. Following the Tzemach Committee,
public pressure continued to mount, with
advocates arguing that the proposed quo-
ta was not consistent with national energy
security goals. Accordingly, the Israeli gov-
ernment increased the domestic reserve re-
quirement to 60 percent of gas reserves.*!

The decision may negatively impact the in-
vestor group’s bottom line once exports do
begin, yet the economic case to develop the
Leviathan remained intact.

Complicating matters further, in September
2011 the Israeli Antitrust Authority (I.A.A.)
began investigating the Noble-Delek part-
nership to determine whether it violated
antitrust laws, possibly constituting an ille-
gal monopoly.* The groups role in the de-
velopment of the Leviathan, Tamar, and ad-
ditional smaller gas fields, combined with
the increasing share of natural gas in Isra-
el's electricity generation and the limited
ability of the L.E.C. to negotiate natural gas
prices with a single supplier, created a situa-
tion in which the Noble-Delek partnership
had the potential to substantially influence
prices. This market power, or the ability to

Hochberg

increase and maintain a price above the
level that would result from competition,
could cause higher electricity prices and
limit competitiveness across the Israeli
economy.”

The I.A.A., led by Harvard-educated Da-
vid Gilo, sought to dissolve the alleged mo-
nopoly through compulsory sale of natural
gas reserves.” Reasoning that a Leviathan
sale may take years and therefore effectively
maintain the monopoly via Tamar’s output,
the I.A.A. decided to force the partnership
to sell some of the smaller gas fields, in-
cluding Tanin and Karish, which suppos-
edly resolved the Noble-Delek partnership’s
monopoly status.” Still, the Leviathan and
Tamar together represent approximately 90
percent of Israel’s proven gas reserves, and
these small divestures would ultimately
prove insufficient for the I.A.A.

Nine months after the monopoly issue had
seemingly been resolved through the dives-
titures in Tanin and Karish, the I.A.A. re-
versed its decision, likely reasoning that the
agreement would have negligible impact on
promoting gas sector competitiveness. The
unexpected resurgence of the issue raised
the possibility of significant delays in devel-
oping the Leviathan, which caused turmoil
for the project developers who had already
begun negotiating export deals with re-
gional clients.*

The seemingly capricious decision-making
on the part of I.A.A. troubled the Netanya-
hu government in terms of Israeli relations




with current foreign investors and the per-
ception of Israel as a safe destination for
ED.I. More importantly, the Israeli govern-
ment perceived the decision reversal as a
threat to national security, as Tamar was Is-
rael’s only native natural gas source, provid-
ing more than 50 percent of the country’s
electricity generation.” Delivered to Israel’s
coast through a single transmission route,
Tamar gas exposed electricity generation in
Israel to significant risk, in the event of an
attack or technical failure.”

To resolve the predicament, Prime Min-
ister Benjamin Netanyahu appointed the
Head of the National Economic Council,
Eugene Kendall, to lead a team to redefine
the ownership rules of Israel’s natural gas
reserves. The team was meant to be rep-
resentative, comprised of ministers from
various government ministries, including
the I.A.A’s David Gilo. The outcome of the
team’s efforts included Delek Groups full
exit from the Tamar field within six years,
a reduction of Noble Energy’s proprietor-
ship in Tamar from 36 to 25 percent, and
the sale of the Tanin and Karish fields. The
proposal was accepted and recommended
by the Noble-Delek partnership and by all
government ministers, with the exception
of Gilo, who opposed the developers’ ability
to market gas from both the Levia-

than and Tamar. Gilo believed that

a single company or joint venture

selling gas to the Israeli market

from both reservoirs would inhibit
competition and raise prices.”

In May 2015, Gilo resigned from his post,
creating a major obstacle for the new plan,
which required the approval of the antitrust
commissioner. Identifying and appointing
a new antitrust commissioner would have
taken at least several months, and the new
commissioner may have mimicked Gilo’s
position. To expedite the process, the Ne-
tanyahu government overrode the I.A.As
decision, through Section 52 of the Anti-
trust Law, which had never before been ap-
plied.”® According to the I.A.A., the appli-
cation of Section 52 “is limited to narrowly
defined circumstances where foreign policy
and national security override competition
considerations.™"

To officially invoke Section 52, the minister
of the economy must consult the Knesset’s
Economic Affairs Committee.*? Aryeh Deri,
the incumbent minister of the economy at
the time, was not comfortable approving
the deal, yet he did not want to block the
prime minister’s national energy agenda.
Accordingly, Deri was offered a new post,
and Netanyahu assumed the role of min-
ister of the economy in November 2015
(while still retaining his position as Israeli
prime minister).”

Israel’s Natural Gas
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Despite further public opposition to the
deal and Prime Minister Benjamin Net-
anyahu’s alleged power grab, Israel’s natural
gas development framework was finally on
course. With the Israeli government’s recent
approval of the framework, the Leviathan
field is expected to come online in 2019.

OUuUTCOME OF REGULATORY
UPHEAVAL

The Israeli government’s retroactive modi-
fications to natural gas regulation was due
to its reactive, rather than proactive, role
in revisiting decades-old legislation to re-
shape the states upstream hydrocarbon
market rules. Instead of anticipating oppo-
sition to market rules among civil society
groups and within certain Israeli govern-
ment agencies, the Netanyahu government
chose to react on an as-needed basis.

Market rules were not updated prior to
auctioning exploration and production
blocks in the Mediterranean. Instead, the
Israeli government relied on preexisting

legislation to provide favorable terms to
investors while simultaneously advancing
Israeli national and public interests. Before
the discovery of some of the world’s largest
offshore gas deposits in Israeli waters, the
longstanding regulatory framework was
unchallenged. Yet, when it became clear
that billions of dollars and the future of the
Israeli economy were at stake, Israeli civil
society and media began fervently protest-
ing legislation perceived as favoring inves-
tors at the expense of the Israeli people and
state.

Investor confidence suffered throughout
the process, and, at times, it even seemed
that Israeli politics and public opinion
would prohibit any agreement at all or
that the investor companies would depart
(Woodside Petroleum, an Australian com-
pany involved, did exit in 2014).>* By not
electing to undertake early-stage premed-
itated regulatory change, Israel unwittingly
choose the “put out fires” method, hurriedly
seeking solutions each time contested reg-
ulation represented a genuine threat to gas

development.
HiGH-LEVEL OVERVIEW OF BENEFITS
2013 $23 BILLION IN SAVINGS FOR THE |.E.C. THROUGH NATURAL GAS FUEL PURCHASES FOR THE YEAR
2014 $180 MILLION IN ISRAELI STATE INCOME THROUGH GAS ROYALTIES FOR THE YEAR
2014 $9 BILLION CURRENT ACCOUNT SURPLUS, RESLUTING LARGELY FROM TAMAR GAS PRODUCTION
2015 10 PERCENT REDUCTION IN ELECTRICITY RATES AS A RESULT OF TAMAR GAS CONSUMPTION
2016 $64 BILLION IN ENERGY COST SAVINGS SINCE THE TAMAR FIELD CAME ONLINE IN 2013
2026 $20 BILLION OF GAS WINDFALLS FROM ROYALTIES AND TAXES IS PROJECTED BY 2026

Source: NOBLE ENERGY3S
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While this method has

caused turmoil and uncer-

tainty for investors, the Is-

raeli government, and the

Israeli people, it is unlike-

ly to have caused any irreparable damage.
In fact, the way in which events unfolded
led to a remarkable increase of Israel’s take
in natural gas windfall gains, retention of
at least 25 years of gas for domestic use, a
more competitive sector, and a viable path
to develop Israel’s natural gas deposits. Ac-
cordingly, Israel has already begun, and will
likely continue, to experience significant
benefits in terms of revenues, savings, and
macroeconomic stability.

Opponents argue that the natural gas sec-
tor and economy may suffer from a lack
of competition, which will increase ener-
gy prices, and that the Netanyahu govern-
ment undemocratically pushed through its
natural gas agenda. However, as a result of
popular discontent and protests, the Israeli
government was pressured to overhaul its
natural gas regulation on at least four occa-
sions in the last five years, through political
hearings and a Supreme Court ruling.

While the competition issue may not be
entirely resolved, the gas development cur-
rently underway will send a positive signal
for additional upstream companies to ex-
plore for gas in Israeli waters, which may
lead to greater competition through the
participation of additional gas providers to
Israel's market (assuming the discovery of
further commercially-viable gas deposits).

Accordingly, the process of balancing the
Netanyahu government’s aim of securing
a path to gas development with Israeli civ-
il society’s prerogative to achieve superior
terms for the Israeli people and state seems
to have been successful. The two opposing
views proved complementary in engineer-
ing a solution, which has led to improved
terms for the Israeli state and renewed fer-
vor to export gas, auction additional ex-
ploration blocks in the Mediterranean, and
capitalize on Israeli gas.

THE RoLE OF IsRAELI GAS
IN THE MIDDLE EAST AND
BEYOND

Beyond Israel's domestic concerns, Israeli
gas has the potential to be a game changer
for regional energy relations and econom-
ic ties. In a region where economic power
depends heavily on geopolitics, Israel’s gas
represents a significant economic bargain-
ing tool, which has already led to shifting
regional relationships.

While a myriad of potential markets for Is-
raeli natural gas exist, Israel is more likely to
begin exporting Leviathan gas to markets
that are both politically viable and close in
proximity, thus requiring minimal infra-
structure development. Market size and

Israel’s Natural Gas
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SeEVERAL OPTIONS FOR NATURAL GAS EXPORT ARE UNDER CONSIDERATION
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projected demand growth are also import-
ant for electing partners for long-term nat-
ural gas contracts. As such, Jordan, Egypt,
and Turkey are the most probable candi-
dates to receive Israel’s first gas exports.

JorDAN

Energy-poor Jordan, which has historical-
ly imported approximately 95 percent of
its fuel used to satisfy domestic demand,
is a very likely candidate for Israeli gas
exports.” In September 2014, the Noble-
Delek-led partnership signed a nonbind-
ing letter of intent to supply 45 B.C.M. of
Leviathan gas to Jordan’s National Electric
Power Company (NEPCO) over a 15-year
term.” Israeli gas would help Jordan reduce
its reliance on environmentally harmful

Hochberg

and costly fuel oil, which increased its share
in Jordan’s electric generation mix after sig-
nificant interruptions in its supply of Egyp-
tian gas.

Jordan’s NEPCO would also provide Israel
with a relatively reliable partner, compared
to potential partner companies in Egypt,
which have a history of nonpayment. Gas
would be supplied through a pipeline,
which would be relatively inexpensive giv-
en the proximity of the states. The arrange-
ment would benefit Jordan in terms of both
environment and economics, with savings
for NEPCO estimated at $200-$600 million
(0.6-2 percent of G.D.P.) annually, depend-
ing on the price of fuel oil.* Anti-Israeli




public sentiment in Jordan, however, will be
an obstacle for King Abdullah’s administra-
tion in bringing the deal to fruition.

While Egypt is an exponentially larger
natural gas market than Jordan, the two
countries share key characteristics relevant
to their Israeli gas import considerations.
Public opposition against importing Israeli
gas would likely be equally strong in Egypt.
Egypt also faces its own energy shortages,
struggling to meet rising domestic demand
and failing to utilize liquefied nat-

ural gas (L.N.G.) gasification facil-

ities built when Egypt was expect-

ed to export gas. Further, pipeline
distances are relatively short. There

is already an Egyptian-Israeli gas
pipeline, which once provided
Egyptian gas to Israel. The same pipeline
could be used, reversing the flow to provide
Egypt with Israeli gas. Egypt, which uses
natural gas for more than 70 percent of
electricity generation, is in desperate need
of additional gas supply for both electric
generation and L.N.G. export.*’ However,
the country must service billions of dollars
of outstanding debt with the I.E.C. as a re-
sult of Egyptian gas supply shortages under
the former gas deal between the two coun-
tries.

Turkey may offer the most potential for Is-
raeli gas in terms of market size and reach.
Driven partially by the prospect of a gas
deal, Israel and Turkey agreed to normalize
relations in June 2016, after six years of dip-
lomatic estrangement. Any gas exports to
Turkey would not take place until the sec-
ond phase of the Leviathan’s development
(circa 2020), partly due to the lack of cur-
rent infrastructure. However, an Israel-Tur-
key gas deal could yield significant gains for
both countries.*

To meet gas demand and produce near-
ly 50 percent of its electricity, Turkey uses
approximately 50 B.C.M. of gas annually.*’
More than 90 percent of gas used in domes-
tic consumption is imported, with approx-
imately 60 percent sourced from Russia.*
The Syrian civil war has strained relations
between Turkey and Russia, with Turkey
shooting down a Russian fighter jet in No-
vember 2015. With long-term supply agree-
ments between Russia and Turkey sched-
uled to begin concluding in 2021, Israeli
gas represents a potentially reliable and in-
expensive alternative.*

Israel’s Natural Gas
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Geographically situated between eastern
and western markets, Turkey has the po-
tential to serve as a natural gas pipeline
hub. However, rising domestic natural gas
demand has prohibited export opportuni-
ties.* Israeli gas could help Turkey fulfill its
potential as a natural gas corridor, which
could even permit Israeli gas to reach Eu-
ropean markets.

For geographic reasons, however, the pos-
sible Israeli-Turkish pipeline would have to
traverse the maritime space of politically
divided Cyprus, which does not have dip-
lomatic relations with Turkey. Cyprus is di-
vided into the Turkish Republic of North-
ern Cyprus (T.R.N.C.), a self-declared state
recognized only by Turkey, and the Repub-
lic of Cyprus, comprising the island’s entire
territory, and recognized by the interna-
tional community.*” As the southern coast
of the T.R.N.C.is a short distance (approxi-
mately 200 kilometers) from Israel’s natural
gas fields, it would be economically and en-
vironmentally sound policy for the pipeline
to cross the T.R.N.C’s waters, as opposed to
taking a longer and more expensive route
through the maritime space of internation-
ally recognized Cyprus. Accordingly, reuni-
fication of the island may be a necessary
requisite for an Israel-Turkey gas deal.

Hochberg

A LeEss UNCERTAIN FUTURE

Israel is closer than ever to exploiting its
natural gas resources. Barring unforeseen
circumstances, all regulatory hurdles have
been cleared. Pending regulatory commit-
ments of the gas developers have begun to
take form, with Noble Energy selling both
the Tanin and Karish gas fields and reduc-
ing its proprietorship of the Tamar field
by 3 percent (it must reduce its take by an
additional 8 percent).®® Highlighted by the
normalization of relations with Turkey and
the prospect of Cyprus unification, Israel
and the gas developers are also navigat-
ing regional geopolitics and progressing in
finding buyers for Israeli gas. Intimate en-
ergy cooperation would likely lead to clos-
er cooperation in security and pressing re-
gional issues as well.

While the development of the Leviathan
and other Israeli gas fields is underway and
regulation appears to be set, much remains
uncertain. To date, there are no confirmed
export arrangements for Israeli gas. Fi-
nancing multibillion-dollar gas projects in
a low-price gas environment in one of the
most turbulent regions globally will also
be tricky. Whether Israel, its neighbors, and
the gas developers have the tact, acumen,
and good-fortune to be alchemists, to con-
vert natural gas that sits thousands of feet
beneath the Mediterranean into win-win
economic and political ties, remains to be
seen.
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