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Topics to be addressed

1) General Russian concept (energy strategy) for new
pipelines: why new pipelines to Europe are needed?

2) Whether bypassing Ukraine is politically or economically
motivated?

3) Why opposition to Russian bypasses from some forces in
the EU and USA?

4) What can be (and could have been) set against attacks on
Russian alternative pipelines?

A.Konoplyanik, AmCham Energy Committee, Moscow,
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Russian Gas Supplies to Europe: Zones of New post-USSR Risks for Existing
Supplies Within Russia’s Area of Responsibility Under Its LTGEC
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Italic — non-EU countries; New EU accession states: underlined — since 01.05.2004, underlined + italic — since 1.01.2007;
Bold — FSU states members of Energy Community Treaty; A, B, C — points of change of ownership for Russian gas and/or
pipeline on its way to Europe
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A.Konoplyanik’s vision of the nature and three major
components of transit risk in a cross-border gas value chain

Bottom-up logical
chain in development
of transit risks: the
name of the transit
country is the element
of last importance
in this logical
chain

Change in
political
relations between

transit states and its

neighbors that can create physical

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) and regulatory component (adequacy
of legal transit regime to fulfillment of supply obligations between parties to
LTGEC from third countries: competitive trade vs investment protection), to
exclude appearance of “contractual mismatch” problem

A.Konoplyanik, AmCham Energy Committee,
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Russia-EU common interest in & 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

e 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 => “contractual mismatch” problem!!!

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

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




“Contractual Mismatch” Problem — a Regulatory Issue

Buyer
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Mismatch: between duration/ volumes (D/V) of long term supply (delivery)
contract and transit/transportation contract as integral part to fulfill the delivery
contract => risk of non-renewal of transit / transportation contract => risk for
fulfillment of supply contract delivery obligations.

Core issue: guarantee of access to / creation of adequate transportation capacity
for the duration of long term contracts, especially in the unbundled markets.
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SKCMNMOPTHOE KOJ1bLLO «TA3MNMPOMA» U TEPMUWUHAIJDBI CINT B EBPONE
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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 new construction transportation route
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Ukrainian transit: technical aspects

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
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{1} Ukrgine: Calewlared on the besis of number of failures [published by UWkrtransgaz, 2015) and 38.5 th km long transmizsion system snd sum of trangit and net imports from
Russia were taken into sccount.

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

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

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 sktuellen Rechisprechuwmg (2011, 2013; 2015}
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Ukraine: “"transit interruption probability” index (2009-2015)
) | /T '1"’1

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,

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
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Comparison of length & some other parameters
for different gas routes from Yamal to Germany
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Route via Ukraine is 45% longer than via Nord Stream.

Source: PISC “Gazprom”



Economics of US LNG exports
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Note: export netback is calculated as an average selling price of LNG to the final market less
transportation and liguefaction costs.

Figure 4. Changes in netback factors of US LNG delivery by country in 2016, $/MMBtu
Source: EIA, FERC, VYGON Consulting

Source: M. Belova and E. Kolbikova. US LNG Competition Evaluation and Export Prospects. - Oil, Gas & Energy Law Intelligence (OGEL),

Vol. 15 - issue 4, November 2017, p.7
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Destination markets for US LNG, 2016 and 2017
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Fight against NS2: multilayer task for EU & US

* To force Russia to continue large-scale gas transit to EU via UA post-2019 =>
Russia’s transit fees to UA instead of financial support of UA from EU/US
public funds => to slow down (if not to prevent) NS2 construction/start-up

* EU: proposed anti-NS2 TEP amendments or RF-EU negotiations on special
NS2 treatment (EU acquis, incl. MTPA, at NS2 starting point in Russia)

* Create competition between Russia’s gas suppliers (Gazprom vs Rosneft), incl.
political dimension

* BUT: Negative consequences on NS2 investment already made => Art. 13, 26 ECT

e US: CAATSA(*) Art. 232, 257 => “to kill the competitor” as an instrument for
“America First” & “US Global Energy Dominance” doctrines:

e Step 1: to improve competitiveness of US LNG in Europe against Russian pipeline gas
 Step 2: to improve US global non-energy competitiveness, incl. against its allies (EU)

* Joint EU/US fight against NS2 is in favour of the US, not of the EU

(*) Countering America's Adversaries Through Sanctions Act, 02.08.2017




Increasing number of ‘investor-state’ disputes based on ECT Art.26
from investors of EU Member-States against EU Member-States
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Source: Y.PycHak, A.KoHONAAHUK. dBONOLUA Mmodenun sHeprobesonacHocTn. Poccua n 3X: 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/
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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.



