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Producing Gas Field

Undeveloped Gas Field

Shtokmanovskoye field: to be 
developed as of 2007; may require

1-3 large-diameter pipelines

Yamal peninsula fields: to be 
developed after 2015; may require
up to 6-7 large-diameter pipelines

Zapolyarnoye field:
Exploitation began
late October 2001
to supply gas for

“Blue Stream”
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Russian Gas Export to Europe:  
on-border Sales and Transit Arms 

Russian LTGEC to EU: 

A, B, C – points of 

change of ownership 

for gas and/or 

pipeline; 

C – delivery points  

to EU 
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USSR: 
Ministry of 

Gas Industry 

USSR: Ministry for  
Foreign Trade / 
SoyuzGazExport 

Small end-users: 

- Households 

- Commercial  

users 

Retail traders 

Large end-users: 

- Power plants 

- Energy intensive 

industry plants 

Wholesale traders 

(Importers): 

- VIC 

- Trading companies 

Supply 
(Retailers) 

Supply 
(Wholesale 

traders) 

Export Supplies 
(Gazprom = Producer  

& Sole Exporter) 

LTGEC 

EU-15 border EU-27 border 

COMECON 

(till 1989) 

Russia 

Producer companies: 

- Gazprom 

- VIOC (Lukoil, Rosneft, TNK-BP...) 

- Non-integrated companies 

(Novatek, …) 

Production 
(Gazprom & other 

producers) 

Russia-EU gas value chain:  
three-step LTC structure since 1968 till nowadays 

USSR/RF-EU LTGEC delivery points 

“New” EU-27 

“Old” EU-15 

Areas of additional risks for 

current & future Russian 

transportation contracts  
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Since 2004/07 
CIS 

USSR 

(till 1991) 
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Normal – EU states; Italic – non-EU countries; new EU accession states: underlined – since 01.05.2004, 

underlined + italic – since 1.01.2007; bold + underlined + italic – Energy Community states;  

A, B, C – points of change title of ownership for Russian gas and/or pipeline on its way to Europe (see slide 2) 

Russian Gas Supplies to Europe: Zones of New Risks  
for Existing Supplies Within Russia’s Area of Responsibility 

New Risks 2 

zone 

New Risks 1 

zone 

Direction of Russian gas flow to Europe 

Zones of new risks 

4 

A.Konoplyanik, RT1 "Cross-border pipelines", 20 WPC, Doha, Qatar, 07.12.2011 



Since 1989/1991: upstream to delivery points, within 
f.COMECON/FSU 

COMECON/USSR dissolution => new sovereign states on-
route => new transit risks 

Since 2002/03: + at delivery points   
Tri-lateral solutions on destination clauses = “package 
deals” but whether they were balanced? (e.g. capacity 
allocation procedure at TAG Dec’05 auction, etc.) 

Since 2004/07: + upstream to delivery points, within 
enlarged EU-25/27 

combined result of EU expansion + EU gas market 
liberalization (2nd EU Energy Package/2003) => new transit 
/ transportation risks (unbundling + MTPA) 

Since 2009: + upstream to delivery points, within EU-27 
3rd EU Energy Package (03.09.2009): new EU gas market 
architecture + “third party clauses” 

Since 2012:+ upstream to delivery points, within CIS 
Ukraine & Moldova joined Energy Community Treaty & to 
transpose 2nd EU Energy Package/2003 into national laws 
=> new transit risks (unbundling + MTPA) 

Russia’s Gas Supply to Europe:  
New Cross-Border Risks – Which, When and Where  
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Future organization of internal EU gas market:  
3rd EU Energy Package = radical change of wholesale 

market architecture 

Hub A
Hub B

Hub C
Hub D

Hub A
Hub B

Hub C
Hub D

- No single (homogenous) internal EU gas market in the near future even as economic model 

- All market areas to be organized as entry–exit zones with virtual liquid hubs => Towards 

uniform capacity allocation (“bundled products”) & gas pricing (“spot & exchange pricing”) 

mechanisms; still open questions (continued debate) on, inter alia:  

(1) Capacity allocation: short-term vs. long-term? At zone borders? At hubs? How to 

overcome uncertainties of 3rd Package for cross-border pipelines (“long-term”: transportation 

= 1 year+, supply = 10 years+ => risk of “contractual mismatch”)?  Whether auctions as 

uniform capacity allocation mechanism is appropriate solution ? 

(2) Gas pricing at hubs: on all or just on portion of gas supplies? When gas hubs will 

become really liquid in Europe? All or only few of them will survive? Which ones? 

Supplies to the EU 

from non-EU (not 

directly covered by 

3rd EU Energy 

Package)  

Pipelines-interconnectors 

between EU zones 

(covered by 3rd EU Energy 

Package) 

Source: 17th Madrid Forum (Jan 

2010), Energy Regulators EU MS  
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Post-2009 New Gas World is more risky & 
uncertain, incl. for cross-border pipelines 

• Demand-side: economic crisis + decarbonisation combined effect 

=> demand uncertainties => CAPEX pay-back? => investment 

decisions are postponed 

• Supply-side: multiple competitive supplies (pipeline gas, LNG, 

shale gas, …) => oversupply? => throughput capacity utilisation 

(EU 70% ?) => CAPEX pay-back? 

• Institutional: Third EU Energy Package = Anglo-Saxon model in 

European gas? But Continental Europe & Eurasia radically differs 

from US & UK => marketplaces & paper gas market = short-

termism; + IRR upper limit (FRG: 6%)? => CAPEX pay-back? 

• Political: effects of Russia-Ukraine/Belarus/CA gas crises, etc. => 

perceptions converted in investment decisions both on consumer & 

producer side => extra CAPEX => CAPEX pay-back? 

=> In result: Investments in cross-border pipelines are more risky => 

multilateral investment-protection decisions needed => ECT, etc. 
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EU institutional problem: “Contractual Mismatch”  

Supply contract (LTGEC): D1 + V1 

Transportation contract: D2 + V2 

Transit contract: D2 + V2 

or Contractual 

mismatch = 

= ΔD + ΔV 

Duration (D)  

Contractual mismatch: resulted from unbundling + MTPA; correlation 

needed between duration/volumes (D/V) of long term supply/delivery 

contract (LTGEC; CP1-CP2) and transit/ transportation contract (CP1-

CP3); the latter is integral part to fulfill the delivery contract => risk of non-

renewal transit/ transportation contract => risk of non-fulfillment 

supply/delivery contract. 

Core issue: guarantee of access to/creation of adequate transportation 

capacity for volume/duration of long term contracts 

CP 1 

CP 1 CP 3 

CP 2 

V
o
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m
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V
) 
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“Contractual mismatch”:  from “Right of First 
Refusal” to regular revolver-type “Open Season” 
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“Contractual mismatch”  

If not possible to escape “contractual 
mismatch” & the problem exists already 

=>  What solutions ? 

“Right of First 
Refusal” (RFR) 

But non-appropriate for EU since (acc. to CEC) RFR 
contradicts to EU legislation on  competition (as 

stated during Russia-EU bilateral consultations on 
draft Energy Charter Protocol on Transit) 

To prevent “contractual mismatch” to appear 
=>  What universal legally acceptable 

solutions appropriate both inside EU under 
Third EU Energy Package framework  and 
outside EU for cross-border investors & 

shippers ? 

Regular revolver-type 
“Open Season” procedure 

(in EU - within regular 
revolver-type 10YNDP) 

yes no 



Market test for / Allocation of capacity via 

regular  (annual/bi-annual) mechanism  

Available  

Capacity 

Booking: booked  

(allocated) capacity  

deducted from  

Available Capacity 

Allocation mechanism for existing  

capacity – non-discriminatory,  

transparent, competitive : auctions 

TSO to be obliged 

to invest 

yes no 

yes 

no 

Short-term (non-

investment) 

solution approx. 

Y1-Y4 

Long-term 

(investment)  

solution 

(approx. Y4 

forward) 

Investment 
Prevention of speculative hoarding & capacity 

blocking (e.g. operational use-it-or-lease-it 

(UIOLI) principle) 

Opportunities to 

invest in capacity 

expansion 

CAM FG 

CM FG (Annex to Reg.715) 

Open Season as Universal Mechanism of Long-,  
Medium-, and Short-Term Allocation of Capacity 

(draft proposal of Russian experts to the EU) 

10YNDP (proposed to be 

regular & revolver-type) 

   

A.Konoplyanik, RT1 "Cross-border pipelines", 20 WPC, Doha, Qatar, 07.12.2011 



ECT – a common denominator for cross-border 
pipelines solutions in broader energy Europe 
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EU-27 SEE, UA, 

Moldova, 

Turkey 

Belarus,  

Norway,  

Russia 

First EU Directives = Energy Charter Treaty 

Second EU Directives = Energy Community Treaty 

Third EU Directives  
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Other CIS  

Signed but not yet 

ratified; Russia has 

withdrawn in 2009 

from ECT 

provisional 

application 



ECT new role? Russia to return… 

• Early 1990-ies: 

– ECT aimed to diminish cross-border risks related to 

consequences of USSR & COMECON dissolution 

• Nowadays:  

– ECT to diminish cross-border risks related to post-2009 

multi-facet uncertainties in gas in “broader energy Europe”? 

– ECT as protection tool against cross-border risks (firstly: 

against investment risks) resulted from further liberalization 

of internal EU gas market (EU acquis communautaire vs. 

ECT = EU domestic vs. EU international obligations) 

– adaptation of the Energy Charter process aimed at further 

protection cross-border energy flows (Russia should return 

in full to the ECT family => WTO a good restarting point) 

=> challenging agenda for new SG ECS !!! 
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Thank you for your attention ! 

<www.konoplyanik.ru> 
<a_konoplyanik@fief.ru> 
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