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The crucial question & three 
yet-to-be-proved assumptions for Europe

The crucial question:
• Which measures should be taken at EU and national levels to avoid a 

repetition of the January 2009 situation and to guarantee security of 
supply for Europe? 

Three yet-to-be-proved assumptions/draft answers:
• Well-functioning energy markets increase security of supply 

– But: It is not always the case for external producers/exporters from other 
jurisdictions: market fluctuations at liberal end-market are short-term and 
good for traders & speculators, but they are de-stimulating for investors in 
long-term & capital intensive E&P & infrastructure projects located in other 
jurisdictions and export-oriented at liberal markets

• Diversification and infrastructure investments are costly. How can 
we diversify nevertheless? 
– But: Increasing stability of existing supplies from existing major suppliers can 

be less costly & time-consuming than alternative options for consumers, 
especially if such options do not provide strong economic stimuli for reserve-
owners/producers/exporters

• Should Europe aim at being self-sufficient in energy supply? 
– But: Era of energy independence is over in global and further globalizing 

energy world => We need to aim at minimizing risks throughout all segments 
of cross-border energy value chains within interdependent energy world

Dr. A.Konoplyanik, Alpbach 2009 Economic Symposium, 02.09.2009, Alpbach, Austria Slide 1



Barents Sea

North Sea

Yamal

Northern Lights

W
es

t S
ib

e r
ia

 - 
B

lu
e  

S t
re

am
C

on
ne

ct
o r

Bratstvo
(Brotherhood) Soyuz

FINLANDSWEDEN

NORWAY

GERMANY

FRANCE AUSTRIASWITZERLAND ROMANIA

KAZAKHSTANMOLDOVA

BELARUS

LITHUANIA

LATVIA

ESTONIA

POLAND

CZECH REP.
SLOVAK REP.

HUNGARY

DENMARK

BELGIUM

UK
NETHERLANDS

RUSSIA

RUSSIA

Moscow

HelsinkiStockholm

Minsk

Kiev

Warsaw

Murmansk

St. Petersburg

Arkhangelsk

Yelets

Ukhta

Greifswald
Rostock

Lubeck

O
b 

G
ulf

Taz Gulf

Kara Sea

Baltic
Sea

Yam
al Peninsula

Torzhok
Volga

Ob

U
r

a
l

s 
   

  
M

o
u

n
t

a
i

n
s

UKRAINE

Yamal-1

Li
nk

Existing Large-Diameter Pipeline

Planned Large-Diameter Pipeline

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”

North Tr
an

sg
as

Yamal-2 Orenburg

Karachaganak

Kharampur

Urengoy

Zapolyarnoye

Yamburg

Medvezh’ye

Shtokmanovskoye

Norwegian
Sea

АC B

Map 
source 
- IEA

Russian Gas Export to Europe: on-border 
Sales and Transit Legs

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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Russian Gas Supplies to Europe: Zones of New Risks 
for Existing Supplies Within Russia’s Area of Responsibility
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Direction of Russian gas flow to Europe
Zones of new risks
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Turkmenistan gas pricing:
- export = cost-plus (net forward) + 
negotiated premium?
- domestic = cost-minus (social)

No physical supplies to EU (no transit 
via Ukraine) => No net-back pricing 
based on EU replacement values

EU gas pricing:
- domestic = import =
= replacement values

Russia gas pricing:
- export (non-political) = net-back EU replacement values
- export (political) = cost-plus (net forward)
- domestic (< 2005) = cost-minus (social)
- domestic (> 2005) = cost-plus (net forward)

Map source: CGES

- political price 
$50/mcm at Russia-
Ukraine border 
(barter deal)

- cost-plus (net 
forward) pricing 
(producer based)

- net-back pricing 
(EU consumer 
based)

- political price 
$47/mcm at Russia-
Belarus border 
(barter deal)

Russian Gas to Europe prior to January 4, 2006: 
“Political” and “Non-Political” Pricing Zones

- meeting points 
of two pricing 
concepts
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Russian Gas to Europe: “Political” and “Non-Political” Pricing Zones 2006-2009
(Ukraine, post-Jan.4, 2006, & Belarus, post–Dec.30, 2006)

Turkmenistan gas pricing:
- export = cost-plus (net-forward) + 
negotiated premium?
- domestic = cost-minus

No physical supplies to EU (no transit 
via Ukraine) = No net-back pricing 
based on EU replacement values

EU gas pricing:
- domestic = import =
= replacement values

Russia gas pricing:
- export (non-political) = netted-back EU replacement values
- export (semi-political) = discounted net-back based on EU 
replacement values (different discounting mechanisms for UA & Bel)
- domestic (> 2005) = cost-plus

Map source: CGES

- cost-plus pricing 
(producer based)

- net-back pricing 
(EU consumer based)

- semi-political price at Russia-
Ukraine border (cash deal) = 
weighted average between “net-
back EU replacement value” 
and “CA cost-plus (net 
forward)” pricing formulas
- semi-political price (sliding 
scale with increasing % of net-
back EU replacement value) 
until 2011 (cash deal); EU net-
back replacement value from 
2011 onwards

- meeting points of 
two pricing concepts
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Remarks: 1- The figures are entirely for illustration purposes and, therefore, may not fully reflect the actual price levels and movements
2- The illustration for "Netted back EU market prices" are based on the IEA's World Energy Outook, 2006
3- Estimates for future gas price movements beyond 2007 are entirely illustrative.
4- Recent actual price figures for Ukraine and Belarus, based on information from public sources, are as follows:

For Ukraine - Russian gas price: 230 $/mcm (2006) ;  Average gas price (for a mixture of Russian / Central Asian gas): 95 and 135 $/mcm (2006 and 2007, respectively)
For Belarus - Russian gas price: 100 $/mcm (2007) It will reach market price level by 2011 in agreed upon steps (67, 80, 90 and 100% from 2008 to 2011)

5- Notinal prices for Russian gas were used to determine volumes of gas as compensation for transit services.
For Ukraine: 80 $/mcm until 1998; 50 $/mcm from 1998 to 2006
For Belarus: 47 $/mcm most recently until 2007
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Russian Gas Prices to the EU and Countries along the Pipe

Based on: “Putting a Price on Energy: International Pricing Mechanisms for Oil and Gas”. Energy 
Charter Secretariat, 2007.
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Russia & Former COMECON/USSR states: 
Different Sensitivity of Transition to Market-based Gas 
Pricing/Prices

Czech & 
Slovak 

Republics

Ukraine Belarus

Internal motivation vs. 
external political 
obligations to move to 
market pricing / prices 

(No?) / Yes 
(accession to 

EU)

No / No No / No

Price gap (market vs. 
political price): value 
(USD/mcm) & trend 
prior to transition

10- (1998); 
diminishing

15 (1998), 
160 (2005); 

growing

25 (1998), 
170+ (2006); 

growing

Relative economic value 
/ political sensitivity

Low High Highest 
(Union state)
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Russian Gas Export to Europe: Pricing Zones since Jan 1, 2009

Turkmenistan gas pricing:
- export = net-back based on EU replacement values
- domestic = cost-minus

No physical supplies to EU (no 
transit via UA) = Net-back pricing 
based on EU replacement values 
(Russian gas)

EU gas pricing:
- domestic = import =
= replacement values

Russia gas pricing:
- export (all non-political, except 2009 for Ukraine & 2009-2010 for Belarus) = 
net-back EU replacement values
- export (semi-political) = discounted from net-back EU replacement values 
(2009 for Ukraine, 2009-2010 for Belarus) 
- domestic (2005-2011) = cost-plus
- domestic (>2011) = net-back based on EU replacement values

Map source: CGES

- cost-plus pricing 
(producer based)

- net-back pricing 
(EU consumer based)

- market-based price at Russia-
Ukraine border (cash deal) = 
“net-back EU replacement 
value” pricing formula 
(discounted for 2009)

- semi-political price (sliding 
scale with increasing % of net-
back EU replacement value) 
until 2011 (cash deal); EU net-
back replacement value from 
2011 onwards

- meeting points of 
two pricing concepts
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Gas flow distribution in “Ukrtransgas” GTS: transit to European countries

Natural gas for
Ukrainian consumers

Natural gas from 
underground storages

Natural gas for 
transit to Europe

Source: UkrTransGas presentation at the Energy Charter meeting of the Trade & Transit Group, Brussels, 12 February 2009
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Naftogaz & Naftogaz Gas Transit

Naftogaz

Naftogaz Transport Naftogaz distribution (5 units) Naftogaz production (2 units)

UkrTransNafta

UkrTransGaz

Naftogaz
Domestic

Gas 
Transport

Naftogaz
Gas Transit

Ukraine
(Naftogaz)

> 25% + 1 

Russia
(Gazprom)

> 25% + 1 

3-5 EU 
companies 
& financial 
institutions

< 50% - 2
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Proposed new companies


