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Historical Russia-EU gas supply chain
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Russian gas supplies to Europe after USSR & COMECON dissolution:

zones of new risks for existing supplies within Russia’s area of
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—since 1.01.2007; bold — non-EU members of Energy Community Treaty ; A, B, C — points of change
of ownership for Russian gas and/or pipeline on its way to Europe 4
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Third EU Energy Package affects Russia-EU Gas
supply chain: how to materialize potential benefits
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— BUT direct economic consequences for Russia
LTGEC both within the EU & Energy Community
Treaty area, both clearly conflicting with existing

trade model (in-EU on-border supplies to

wholesale EU importers) but potentially
positive for new/adapted trade model

(direct access to end-uy

Third EU Energy
Package = reform
of internal EU

holesale trade ..

Informal consultations/WS-2
RF-EU GAC concentrate mostly

on these aspects of EU TEP
A.Konoplyanik, Joensuu, Finland, 04-05.02.2013




Table of contents:

e Soviet/Russian gas supplies prior to
Third EU Energy Package - & key risks
& uncertainties after dissolution of the
USSR

e EU gas market structure under 3"
Energy Package: new risks &
uncertainties for non-EU suppliers
& how to overcome them

e Gas pricing scenarios for EU gas
market: what type of compromise
might be possible

A .Konoplyanik, Joensuu, Finland, 04-05.02.2013



EU internal gas market architecture according to
Third EU Energy Package
(entry-exit zones with virtual trading points/hubs)

Source: 17t Madrid Forum (Jan
2010), Energy Regulators of EU
Member States

” Pipelines-interconnectors _ Supplies to the EU from non-EU

between EU zones
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Announced Sept.2007, entered
into force 03.09.2009, was to be

N NAQACr- s . - -
yao. aevei UpMIEI 1ENT transposed into national laws by
m Factual order of oreparation 03.03.2011; as of today most of
N Prep (not all) EU MS has transposed...

| Step1 V| Step2 » Preferable order of preparation
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3 EU Gas Directive 73/EC/09 (on common rules in gas)

Regulation 713/2009 Regulation 715/2009
(ACER) (access to natural gas networks)
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GTM preparation was initiated, inter alia,
at first round of informal Russia-EU expert
consultations on EUTEP (Jan’2010)

A .Konoplyanik, Joensuu, Finland;

ork in mss — to be finished by end-

2014? Still window of opportunities!!! Incl. —__

A&r RF-EU energy cooperation!!! .
2013 > -




Whether 3@ EU Energy Package

Wi
overcome investment-related inefficie
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of 2"d EU Energy Package?

Cac
L e

« 2" EU Energy Package (2003):
— Unbundling => separation of commodities & capacities markets => risk of
“contractual mismatch”
— MTPA => risk for Project Financing (risk for pay-back of CAPEX)

— 2 Gas Directive Art.21-22 => derogation from core EU rules as a
mainstream for investing in infrastructure => 22 major EU infrastructure
projects (pipelines + LNG terminals) developed on the basis of Art.21-22

« 3" EU Energy Package (2009):

— Investors expectation: 3™ package will establish rules which will enable
to develop infrastructure projects WITHOUT any derogations, BUT

— Real life: concentration on derogations from the rules (3" Gas Directive
Art.35-36) as mainstream of investor-friendly EU regulatory development
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“Contractual Mismatch” problem: major risk for
contract parties in unbundled gas market

Duration (D)

Supply contract: D +V

Contractual I
~~~~~~~~ — mismatch =

Contractual mismatch: 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 non-
renewal transit/ transportation contract => risk non-fulfillment supply/delivery
contract.

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

volume/duration of long term contracts 10
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Substance of debate on transition from

Prior to “Entry-

point-to-point to entry-exit system Exit” regime &
(one-segment or two-segment EU Gas /7 =it tiaiiiuss
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Target Model)

are implemented

Trade = physical & paper market;
Delivery = physical market only

Whether Third Package requires (NCs would
require) mandatory delivery of gas ONLY at
hubs (VTP) (as interpreted in Austrian Gas
Law Nov’2012) or allows delivery BOTH at
hubs AND directly at end-user flange/fire-tip?




Vision of possible “two-segment” EU gas market model
under GTM (RF proposal for discussion & consideration
within RF-EU Consultations/WS-2 GAC)

» Long-term supplies (firm contracts)
main/basic demand load):

More flexible LTGEC (re off-taking of
contractual volumes (TOP), pricing
formulas & price review rules)

+ long-term access to transportation
capacity for full duration & volume
of LTGEC (open seasons)

+ modified pricing formulas linking

Initially GTM did not consider risks

gas to its replacement fuels & uncertainties for this market
(indexation not only to petroleum segment => these questions have
products == coal, RES, spot, etc.) been added on a step-by-step basis

» Short-term supplies (interruptible in result of RF-EU informal expert
contracts, additional/semi-peak & Consultations
peak demand load):

Spot contracts & prices (delivery & Initial drafts of GTM covered only
trading) =>(physical market) this segment of gas market, long-

+ exchange pricing (futures..., gas term long-distant supplies and
Indexes, forward curves) == (paper| related risks & uncertainties stayed
market) beyond consideration of justified

concerns of market participants
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Evolution/adaptation of gas pricing mechanisms in Europe:

major options

O M /ATY Y

Most prooame scenario of LTGEC prlclng formulas
adaptation in Continental Europe:
stay with indexation, deviate from PP-indexation
only, include spot gas quotations & other
competing fuels (““‘must-run’ primary electricity
(RES, hydro, nuclear), coal) into basket formula, S-
curve between two limits of “investment price”

Intention of EU authorities to limit Third EU Energy
package development to Anglo-Saxon model:
spot quotations, gas exchange indexes, etc. =>
single gas price

Maintaining status-quo

ﬂvn{\-vnmmo 1M1ﬂ1W\11

\Pl USL AlLLLLLIV 11LngLnn g }:

stay with petroleum-
products-indexation

Gazprom & GECEF stated
preferences (programme
maximum?):
petroleum-products-
indexation + aim to

reach oil-parity

RN

Option 3

Possible radical change of gas- and energy-pricing in the long-term in favour of gas if new
ecology-protection component is added into energy price based on “polluter pays” principle:

stzlsly with indexation, deviate from petroleum-products-indexation, possible to exceed oil-parity
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S-curve approach for indexation in Continental
Europe within contractual pricing
(author’s vision/propaosal for discussion)

Discount from upper investment price OR
PP- other mechanism to reflect price of current
supply-demand balance? Through arbitration
OR through other instruments to adapt
contract & pricing structure to the market?

indexed
price

Q“l\"
DPUl, L J .,

Futures
(trade price)

indexed Cost-plus
price (lower investment price)

A .Konoplyanik, Joensuu, Finland, 04-05.02.2013 t



Thank you for your
attention!

www.konoplyanik.ru

andrey@konoplyanik.ru



