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

Direction of Russian gas flow to Europe |
Zones of new risks

France | Germany | Poland Belarus Russia
Switzerl. Austria Slovakia | Ukraine
Italy Greece | Czech R. | Moldova |
.......................... Turkey :grr:qq;;?g <7 New Transit  ~
’ New Transit | e Risks gone 1 .-~
.......... Risks zone 2 Bulgaria

Italic — non-EU countries; New EU accession states: underlined — since 01.05.2004, underlined + italic — since 1.01.2007; Bold —
FSU states members of ECOMT; A, B, C — points of change of ownership for Russian gas and/or pipeline on its way to Europe




This author’s vision
of the nature and
three major
components of
transit risk in the
cross-border gas
value chain

Direction of logical
chain in
development of
transit risks -
bottom-up
approach: the
name of the transit
country is the
element of last
Importance
In the logical
chain

Change in
political
relations between
transit states and its
neighbors that can create
Interruptions of supplies
through transit state

Technical component (adequate
maintenance of transit system to provide
technical stability and reliability of transit)

Legal (third country sovereign law), regulatory (adequacy of
legal transit regime to fulfillment of supply obligations between

parties to LTGEC from third countries), and contractual component
to exclude appearance of “contractual mismatch™ problem

A.Konoplyanik, MIOGE-RPGC, Moscow, 18.06.2018



Russia-EU common interest & mechanisms for
minimizing transit risks
* Prior to dissolution of COMECON/USSR:
* Delivery points at COMECON-EU border, de facto no transit via

COMECON, producer/exporter had full operational control on gas
value chain from wellhead to delivery point

o After dissolution of COMECON/USSR:

* New sovereign independent states between producer/exporter
(Russia) and EU => producer has lost control on transit part of gas
value chain => transit risks

* To minimize transit risks for importer & exporter = to diversify:
* For importer: multiple sources of supply, routes(+ suppliers)
* For exporter: multiple markets,foutes (+ importers)
» => diversification of routes = common interest for producer/exporter

& importer => to exclude transit totally or alternative pipelines (by-
passes)




UKRAINIAN BYPASSES:
alternative pipelines Ty P B Prior to
(two routes for each market-1) | \._f,,ﬁf | < 01.12.2014
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JKCNMOPTHOE KOJIbUO «TA3NPOMA» U TEPMUHANDLI CINT B EBPOMNE
UCTOYHUK: «FA3MNPOM>, ENTSOG, GNIIGNL.

CYLWLECTBYIOLWMWE U BYAYLWWE
esssese IJKCIOPTHBLIE TA30MNMPOBOAL
«[A3[TPOMA=»

i TEPMUHANBI
== Cnr

A.Konoplyanik,
MIOGE-RPGC,
Moscow, 18.06.2018

KommepcaHTb, 30.03.2018




Russia’s existing/new supplies to Europe (to the unbundled EU gas market):
(1) resource base moves from Nadym-Pur-Taz to Yamal,

(2) Ukrainian transit risks & costs increases, =>
(3) modernization existing (since end-60’s) infrastructure vs construction new transportation route

OCo¢tm

A.Konoplyanik, MIOGE-
RPGC, Moscow,
18.06.2018

Source of map: http://www.gazprom.ru/f/posts/60/192662/map_develop r2016-06-21_1.png

)

1 :
T 1 O Bonxos
Kanumpen fpag
Topwok
o] [pazosey
o)xrono.: QM KB
ﬂouuuu o
Kazamn
Capasicx
Kuamres O O R l
MeTposck o [
On AC3) p CUTE
cholm
Hosogoceu cxo

Dxybra Q Crangonans

uenn&uucx

Ok\prau

P P’

Economic
justification of
alternative
Russian gas
pipelines to
Europe




Technical conditions of Ukrainian GTS (acc. to KPMG)

There was a slight improvement in 2011, but since then the Compared to the international benchmark, Ukraine has the most
number of incidents has been increasing failures per 1000 km times natural gas throughput
I Mumber of incidents No. of fﬂilurgs ! m— | Jraine |
Mo {1000 km *1 bem) EU avarage
] 41 0,014 - Gormany
0,012 1
) 0.070 -
4 0,008 -
) 0,006 - Ir “UA has 9 times |
miore failures ! -
: C Monthe (20
- I transmission | !
i 0.004 | line than the i s more /
|  EUaverage |
1 0,002 1 T
- 'ﬂ,ﬂm T T T T T 1
2010 2012 2013 2014 2015 2010 2011 22 2013 204 2015

KPMEG calculation methodo. for failure index . of failures/ (1000 km *1 bem)):

{1} Ukrgine: Calewlated on the basis of number of failures (published by Ukrtransgaz, 2015) and 38.5 th km long transmizsion system snd sum of transit and net imports from
Russia were taken into sccount.

{2} EU averags: Number of incidents per 1000 km from EGIG 2015 report and guantity of imports from Eurostat Statiztical Deshboard.

(3] Gemany: Number of incidents per 1000 km from DVGW 2011-2015 statement and quantity of imports from Eurostat Statiztical Dashbosard.

Source: Ukrfransgss Publicstion an Incidents on the tranasmission system (¥ 2015 poui kinsyicTe BIOMOS HE MANCTOAREHHY rE30roHEx FEpaine sMeHwHaace Ha 21% " Published
on 2016.08.158). & Report of the European Gas Pipeline Incident Dats Group on period 1870 - 2013 (2015); Sicherheit won Gasfernleitungen — das Technische Regelwerk im Licht
der gktwellen Rechisprechumg (2011; 2013; Z015)

Source: Situation of the Ukrainian natural gas market and transit system. Market Study. // KPMG, 10.04.2017, p.37-38

A.Konoplyanik, MIOGE-RPGC, Moscow, 18.06.2018



Ukraine: “transit interruption probability” index (2009-2015)

After damages (06.10 &
20.10.2015) & demolition
(22.11.2015) of electricity line
Melitopol-Dzhankoy in

Kherson Oblast (which
supplied electricity to Crimea),
this index has reached (and will
stay at) its maximum since
possibility of demolition of
compressor station at gas
pipeline now became a reality,
unfortunately...

Transit interruption probability index
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Calculated by M.Larionova, Russian Gubkin State Oil & Gas University, Chair “International Oil & Gas Business”,
Master’s programme 2013-2015, on methodology, jointly developed with A.Konoplyanik, based on principles of
credit ratings evaluation by major international credit agencies

A.Konoplyanik, MIOGE-RPGC, Moscow, 18.06.2018



Yamal- NPTR-UA- H
- Comparlson of length & some other parameters for

different gas routes from Yamal to Germany/ EU

Pressure, bars 120/90 75/55
Distance between 240 120 » X
CS, km 4 Y =
Inner coatin Yes No : g :

& - khta \_ =% Reminder: Since
Efficiency GCU Twice high  18-25% L. RO 2nd EU Gas
Gae-compressor 32,25 12,16 Package supplies
units capacity, MWt (new/UA) . e -

Ust-Luga """"" = to the individual

Compiled from public! ces, incl.: CAH
A1
Fa3npom He foBepAeT YKPanHCKOM g’,

cucteme. // «HI-dHeprua», 16.01. 2

EU MS = supplies
to the EU !

lllll
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. Yamal — Germany routes km & jooa sy CUio AN i 7 A.Konoplyanik,

@ Yamal - Greifswald: 4166 . 4 mLZScE\;\/RPGC'
Yamal — Ust-Luga (within RF) 2977 Greifswald % - i - W 18.06.2018
paraﬁ‘l X1 = ,*-'-'x.,_/. @ Bonrapua. 8 X ¥
Ust-Luga — Greifswald 1189 3 ; e b ] Bempa; ‘
. , ' 'Wgc,ﬁshﬁm LR RARY, “
9 Yamal — NPTR - UA - Waidhaus: 6051 Hunepnana: B ATpnu i ob e Tims L TS

Yamal — Sudja (within RF) 3937 Length of the route via Nord Stream is 1885 km shorter than through UA
GTS, incl. that within Russian territory the distance is shorter by 1010 km.

Sudja — Waidhaus 2064 ) o )
Route via Ukraine is 45% longer than via Nord Stream.

Source: PISC “Gazprom”




Thank you for your
attention!

Disclaimer: Views expressed in this presentation do not
necessarily reflect (may/should reflect) and/or coincide
(may/should be consistent) with official position of Gazprom
Group (incl. Gazprom JSC and/or Gazprom export LLC), its
stockholders and/or its/their affiliated persons, or any Russian
official authority, and are within full personal responsibility of
the author of this presentation.

A.Konoplyanik, MIOGE-RPGC, Moscow, 18.06.2018
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Fight against NS2: multilayer task for EU (& other players)

* To force Russia continue large-scale gas transit to EU via UA post-2019 => Russia’s transit
fees to UA vs financial support of UA from EU/US public finance

* Special Third Gas Directive amendments against NS2 (retroactive to investment already
made): to slow down (if not to prevent) NS2 construction/start-up + to “export” EU
acquis into Russia (MTPA => competition between Russian companies)

* Export EU acquis upstream cross-border gas value chains = regular long-standing EU task in favour of
EU business = mainstream of EU external economic policy

* Most recent: new concept “upstream-downstream partnership” in Quo Vadis final report (16.02.2018) = proposal
for implementation of 37 EU Energy Package within Russia

* Additional (hidden?) aim (?): to provoke further conflict between Gazprom & Rosneft (on Russian gas
market “liberalization” issue):

* Gazprom: state agent (sole pipeline exporter by law) on monetizing Russian pipeline gas (maximize marketable
resource rent) => to escape Russian gas vs Russian gas competition

* Rosneft: would like to monetize its large gas resources (preferably internationally), agent agreements on gas
marketing at external markets: with GPE vs with BP

* Political consequences: creation of [open] conflict between two Russian major state energy companies as a blow
on prestige of “Putin’s regime”?

e Russia has withdrawn from ECT provisional application (20.08.2009=>Signatory) and
finally revoked its signature under ECT (14.04.2018=>0bserver), but ECT can help
Russia/Gazprom/NS-2 sponsors (investors from EU MSs) to sustain anti-NS2 legal
initiatives of the Commission:

* ECT Art.13 => Art.26: Investors of EU MSs against the EU (?) (30+ precedents in EU => reverse to
“Yukos Case”)



Increasing number of ‘investor-state’ disputes based on ECT Art.26
from investors of EU Member-States against EU Member-States

16

For the period since 2001

" (since the first ‘investor-state’

claim based on ECT Art.26) till

iy 21.04.2015 — total of 67 such

T claims, incl. 33 claims (half of
the total) is from investors of

. the EU Member-States against

the EU Member-States,

notably, within the EU (internal

. cases) — de facto against EU

0 = “liberalization risks

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

12 A

10 +

Source: Y.PycHak, A.KoHONAAHUK. IBONOLUA Mmodenun sHeprobesonacHocTn. Poccua n 13X: He ocTaTbeA Ha oboumnHe. // «HedTerasosas
Beptukanb». 2015, No10, c.4-12 (7).
Based on: http://www.energycharter.org/what-we-do/dispute-settlement/all-investment-dispute-settlement-cases/

A.Konoplyanik, MIOGE-RPGC, Moscow, 18.06.2018



