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Preconditions for new Russian gas supply

model to Europe: commodities market

1) Changingontracting structures & pricing
mechanisms; operation within new EU gas market
architecture:

a. From thechain of threeconsecutiveL.TGnith supply
and transportation contracts (first bundled, then
unbundled, but to e mutually correlateel)o the
systemofi SY-8 HR G ¢ Y I With STP (Huls)y ¢
within unbundled commodity and capacity markets

b. Unbundledcommodity market: mature & oversupplied
OSAUKSNI O2Y UNJ Ou dzl t ttced I 2aN
competition, two market segmentscontractual &
spotc In competitive coexistence

c. Unbundledcapacitymarket: supplier as a shippenly;
capacityallocation: () auctions by default, (ii)) more
than 2 IPs/cros®order pipelines, condltlonal booking
of new capacity by shippera 2 LISy &SIl azy
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New model for EU: Evolution of gas value chain & pricin

mechanism of Russian gas to EU (1)
Past (Pre2009)i growing EU market

Oil-indexation Oil-indexation

Wholesale EU
buyers/resellers
(trade & delivery)

End-use EU

Gazprom
customers

Common interests

Nowadays (Post2009)i
€r:vio](e]nl-ENoli[e=M oversupplied (n NWE segment-?)

taker from OIL EU market with not yet clear
A o

market future trends
Oil-indexation Wholesale Hub-indexation

EU buyers/
Gazprom resellers
(trade & EU hubs

delivery)

End-use EU
customers

Non-EU customers
(f.i. reverse flows to

Common interests CIS/UA)
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New model for EU: Evolution of gas value chain & pricin
mechanism of Russian gas to EU (2)

Fut uN@Gdon contractual s che nemandscergario) any
Hub-indexation

Hub-indexation
Wholesale EU

Gazprom g Dbuyer/reseller
(trade & delivery)

End-use EU
customer

Traditional flexibility
for buyer (TOP)

Commoninterests downgrading price spiral for (RUS) gas

Gazprom as pricgéaker from GAS
1, 9wQa AN Cuiuce (what comgetitive niche for oiFindexed
participation on it)? => NO GO LTC & spot deliveries & trade to/within EU?)

Oil-indexation
Role of Wholesale EU [ End-use EU
DG ub-Indexatio

buyer / reseller customers
AN
COMP? Gazprom ﬁ"' CEIER 4 CEEW)
N S '
L

Gazprom as ' ~ \‘ Ill

one of price EU hubs (trade)
makers at |
emergingEU
market Direct supplies to EU endusers Common interest§
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Contracted volumes of Russian gas supplies to Europe

bcm

Expanding niche for (at least partial?) substitution of terminating EU LTC supplies at the bor

el new LTC, spot deliveries & trade at EU hubs; or partial redirection of terminating EU LTC to
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Source of primary chart):ERI RAS (T.Mitrova), reproduced in & taken from ¢The Russian Gas Matrix: How
Markets Are Driving Changee, Ed. by J.Henderson & S.Pirani, Oxford University Press, 2014, Fig.3.1/p.53.
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Preconditions for new Russian gas supply
model to Europe: capacities market

2) Diversification of routes/means of supplies: from
Dh{t[!bQa déaArAy3ItS LIALISK
GYdzt GALIX S LIALISE AtyicSopeés/ O 2
corridors or means of supply to each export market)

a. Change of concept of risk assessment/minimization:
from (cheaper) central planning & direct control on
each export route through to delivery poigtto (more
costlier) competitive choice among few routes/means
of supply (taking into consideration comparative costs
& risks)

b. Economic justification of new pipelines/means of
supply to mature markets: not new gas, lransit risk
mitigation & liquidation of transit monopoly
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Ukraine: Atransit 1 nterrupti 289 ip2016 1 ¢
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(1) Very fact that Russia & Ukraine cannot solve issues between them bilaterally; at least
of them (UA) demands 3rd party (Eh§mediator/conciliator for searching temporary
compromises + files a case against Russia in SCC, means its systematic mistrust to cont
partner ; (2) UA is in state of civil war, but considers RF as invag@raranent transit risk

for supplier since it is his responsibility to provide timely delivery of contracted volumes to
delivery pointsdeep inside the EU nedependent his issues with third parties sovereign
right of resource owner (Russia) or its agent (Gazprom) to evaluate sucl&riskdertake

adequate measures for its mitigation (incl.-pgisses
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Russian gas supply contracts to Central & South -
Eastern EU  with UA transit till 2035 =100%
security for TSO project financing of new capacity
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Russia -Ukraine transit contract to EU will expire in 2019. What then? Possible
scenarios & motivations for exporter & importer

‘l; Possible actions & motivations of exporter & importer paétL9 :|'

To keep transportation of Russian gas
to EU through UkrainéEU: YES // RF]
NO (economic motivatiom transit
risks), when/if possible without
violation of existing supply obligations

To preserve statuguo: to keep
transit of Russian gas through Ukraine
and delivery points in acting supply
contracts, but possible adaptation
(EU: YES /I RF: NQransit risks)

To move delivery points in
transportation contract¢o Russia
Ukraine border, and to keep them
unchanged in supply contract&U:
YEStransit risks to be taken iU //
RF: NQGP still responsible for

Toabandon transportation of Russigas toEU throughJkraine
(RF:YES // EU: N@otivations both political (EU support of new
Ll D2@QG 0 (tostadvdti BugsM kabsit payments to
UA instead of EU financial support to UA for economic stability

At the initiative of EU institutions &/or buye(§ ESif

transit risks are considereNQ, if policy is considered
Refusal to buy equivalent volumes of Russian(gas NQ
since leads to violation of existing supply obligations)

Rerouting of equivalent volumes to other ndA transportation
routes (incl. to existing ones) i.e. increase utilization of OPAL to fu
capacity, etdEU & RF: YEBut depends on utilization procedures)

At the initiative of Russia/Gazprom (suppligr
(YESeconomic motivatioi transit risks)

delivery to EU, transit risk still exists

To move to Russidkraine border
delivery points both irsupply and

Rerouting equivalent volumes to new transportation routes bypassing
Ukraine=> post 01.12.2014/18.06.2015: Turkish Stream & Nordstreary
& their prolongation within EU =2RFEU Informal Consult./WS2 GAC =%}

transportation contracts(EU:YES //
RF: NQat least for existing contracts,
since means rewriting of both supply
& transportation contracts)

v Vv v

Art.36 TYNDR PCI Draft CAM NC INC
Exempt.
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EU support for transit via Ukraine: the end or the

means? (1)

A EU has multlply stated its support for continuation of RUS gas transit:
UA post2019 => (it seems that) this is why EU opposes redirection of
gas supplies to new transportation routes to EU g2319

A But (itseems thatEU (CEC) suppdar existing &future transitof RUS
gas via UA is not the end, but just the means; the real goal is:

to provide UAwith steady financial flovef transitrevenuesrom RUSsupply
contractsto9 ! GAF '1 S6gAU0K OdzZNNBydGfeée “a
UA)C instead of donating corresponding EU financial aid todus,

financing/guaranteein@ay-back of UAEUUSA GTS consortiuiacc.toUA
Law4116a)in modernization of US GTRRUSarticipation in consortium
forbidden by UA law, but transit of RUS gas isothig way to make
consortiumfinanceablé:

A either under existing supply formukiRUS suppliedirectly toinside EU through
UA) => RUS will continue taking transit risk via UA,

A or by newly EUC proposed formula: delivesf RUS gas at RW&\border, in
which case:

I either EUcompanies will take the transit risk via UAthgmselvegwhich
they are not willing yet),

I or there might be possible role for de facto BihglePurchasing Agency
mentionedin the EnergyUnionPackage w & 2 LJorAv@ufitarily demand
aggregation mechanisms for collective purchase of gas during a crisis a
where Member States aependenbn a singleéd dzLJLJX? A S NE 6



EU support for transit via Ukraine: the end
or the means? (2)

A Whether EU will change its opposition to US by
passes If alternative means for UA to earn money
are presented Instead of gas transit revenues?

AlYy ARSIY dwdzaaAiAly 3l a
at the hub Baumgarten which requires regular use
of UGS => role for UA UGS ? =>

A UGS in Western UA to be used not for seasonal
adjustmentof RUS transit flows to EU, but to adju
market fluctuations at the hullBaumgarten,

i this will also makér.ShevkovichhappysinceSlovak
system will be fully utilized for direct &/or reverse flows
both for supplies and UGS use

I UA will be further integrated into EU energystem



Russian gas ring diminishes UA transit risk + a non -transit way for
venues (covers issue of major concern of EU
v s P, -- Today GP uses UA UGS for

o ’\ ‘ seasonal adjustments of RUS
y

transit flows to EU
~~~~~ Post2019(no UA transit?): GP
D to use UGS in Western UA to
=M balance market fluctuations at
EU market in the nearest marke
zones (hulBaumgartenetc.) =>
GP shall be present at EU hubs
M NBdawdzaaAly 3l a
. 3" concept as a RF & EU safegua
I from new transit monopolies +
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Projectoriented & regulatory options

A Projectoriented respond from business & EU authorities
fragmented approach (not full compliance with stated
RSYlI YR T2NJ yaghettipipdlihe® b ¥ & 0

I DGENERGY: Central East South Europe Connectivity (CES
I EastringRoutes A &/or B), Tesla, TAP expansion, etc.
I Vertical Gas Corridor

A Available regulatory EU options and new respond:

I Exemptions route (Art. 36 Third Gas Directive)
I TYNDP/PCI procedure

I Draft CAM NC INC (draft Amended Regulation 984/2014 Ar
20(d):
A From draft Art.20(hfw'! { Kk DD SELISNIi & LINR LI &

20(d) => the latter de facto presents updated version of RUS/GG
SELISNIaQ LINRLRalft 2y a/ 22NRAY!

A Proposalat WS2RBR ! D!/ F2NJ d9F NI & A YLJ
procedure => test study either for Turkish stream or/and Nordstr&an
extensions inside EU
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Russia & Europe In the past  vs Russia & Europe & Asia In
the future ew factual Russi ads gas

PurTazovsky
e Yamal

Source of original maybrttp://www.gazprom.ru/about/production/projects/pipelines/yki

Pipeline supplies Resource
(options) bases

m LNG supplies (options)
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