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Russian/Soviet & Groningen (Dutch)
LTGEC Models: Differences & Similarities

Groningen Russian / Soviet LTGEC

Russian / Soviet specifics

LTGEC model (since 1968) (Why Russian /Soviet LTGEC
model (since model differs from Groningen
1962) LTGEC model)
Contract Long-term Longer-term Larger West Siberian fields & unit
duration CAPEX, longer transportation
distances & pay-back periods
Delivery Upstream to end- | Upstream to end-user - on EU-15 | Historically: on political border between
point user border; one delivery point served | East & West
for few final consumers
Pricing Replacement value + net-back to delivery point + West: both for export & domestic
regular price review + minimum pay obligation (take- sales;
and/or-pay) East: only for export sales
Protection | Destination clauses More important since in one delivery
from price point - few contracts with much more
arbitrage differing export prices destined for
different markets
Role of None (minimal) Significant T especially after New sovereign states appeared
transit dissolution of COMECON & upstream to historical delivery points +

USSR & after EU expansion

new rules discriminating transit
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Russian Gas Export to/through EU:
On-border Sales ljnsit Legs (post 2007)
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After dissolution of
USSR / COMECON new
risks have appeared in
Russian LTGEC to
Europe - outside Russia
but within geographical
area of Russian side
responsibility, upstream
& inclusive to LTGEC
delivery points
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Role of Gas Transit for its Main Existing
Exporters to Europe (1999)
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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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Russia’s Gas Supply to Europe:
New Risks - Which, When and Where
(in the Zone of Responsibility of Russian Side)
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New Risks 1: Former COMECON/FSU-Related
(Since 1991)

T1HZ IRUPHU &20(&21UBDWHG ULVN
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GLVVROXWLRQ RI 8665 &20(&21 SROLW

tUHIOHFW REMHMPWUPHHERQRPLF SUREO
RI VRIW WUDQVLWLRQ IURP SROLWLI
VXSSO\ REOLJDWLRQV ZLWKLQ XQLILHC
RI 8665 &20(&21 WR PONHHG SULFLQJ

DQG VXSSO\ REOLIJDWLRQV EHWZHHQ V
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Dr. A.Konoplyanik, IAEE Conference, Istanbul, June 18-20, 2008, Slide 10



Soviet/Russian Gas Supplies to COMECON/CIS:
3 UL R UDV¢solution of the USSR

A Political (friendship) pricing => -
A subsidized (notional) export prices

A portion of resource rent is left to importer in
exchange on his political concessions to exporter

A sharing USSR resources (which today are mostly
Russian resources) within USSR and with
COMECON countries

A Barter & guasi-barter deals
A Transportation system 1 but not transit system
A No transit within USSR

A Export & transit supplies are not contractually
separated within COMECON
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Soviet/Russian Gas Supplies to COMECON/CIS:
$1W HDissolution of the USSR

A Long & painful transition to :

A contractual separation of transit
& export supplies

A Formation of domestic transport
vs. transit legislation

A From barter to cash payments

A From politically-subsidized - to
market-based pricing & prices:

» Transit tariffs methodologies

» Market-oriented export pricing &
prices

Energy Charter
role: ECT Art.7
+ draft Transit
Protocol +
gas/transit-
related
activities: e.g.
Transit tariffs
study (Jani06),
Pricing study
(Marchi07),
etc.
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Russian Gas Prices to the EU
and Countries Along the Pipe
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New Risks 2:
EU-Related (Since 2004/2007)
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Transit is Not the Only Option ...

CP1 Area

3 possibilities of gas supplies from A to B:

No transit (e.g. for exporters - on-boarder sales at C):
Turkmenistan/Uzbekistan/Kazakhstan-RF-UA, Algeria-Italy, Algeria-Spain;

Transit (throughput through C & D) :

 through the pipe in CP1 owned/leased by shipper: France in Germany, Norway in

France, Italy in Austria; RF (partly) in EE;

e through the pipe in CP1 not owned by shipper: Ukraine, Belarus (until 2007), EU
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... But It Might Be the Cheapest One -
If Adequately Legally Protected

TWO SCENARIOS OF RUSSIAN GAS EXPANSION FURTHER
INTO EUROPE

v
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1.

ECT draft Transit Protocol:

Major Issues Addressed
2EOLIJDWLRQ WR REVHUYH 7UDQVLW $JUHHPHQWYV

SURKLELWLRQ RI XQDXWKRUL]J]HG WDNLQJ RI (03 LQ

'HILQLWLRQ RI $YDLODEOH &DSDFLW\ LQ XQHGJ\ 77Ul
IRU 7UDQVLW

1HIRWLDWHG 73%$ WR $YDLODEOH &DSDFLW\ PDQGL

J)DFLOLWDWLRQ RI FRQVWUXFWLRQ H[SDQVLRQ RU
/UDQVSRUW )DFLOLWLHV XVHG IRU 7UDQVLW

7UDQVLW 7DULIIV BKDPWLEHOORQ. QJ REMHFWLYH LU
DQG WUDQVSDUHQW QRW DIIHFWHG E\ FEDUMNHGW G L\
LQFO UHDVRQDEOH 525

7HFKQLFDO DQG DFFRXQWLQJ VWDQGDUGY KDUPRQ
LQWHUQDWLRQDOO\ DFFHSWHG VWDQGDUGYV

(QHUJ\ PHWHULQJ DQG PHDVXULQJ VWUHQJWKHQHGC
ERUGHUV

&RRUGLQDWLRQ LQ WKH HYHQW RI DFFLGHQWDO LQ
VWRSSDJH RI 7UDQVLW

3URWHFWLRQ Rl ,QWHUQDWLRQDO (QHUJ\ 6ZDS $JU
PSOHPHQWDWLRQ DQG FRPSOLDQFH
'LVSXWH VHWWOHPHQW
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Benefits To Be Expected Of Transit
Protocol Implementation

® Diminishment of risks related to
transit

® Better financing terms

® Increase of competitiveness of
transit supplies;

¢ Improvement of energy security
(supplies+ demand+
infrastructure).
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“Lami Package” (October’'2003 EU
Commission’s six demands on Russia
under energy agenda in EU-Russia WTO
accession negotiations)

® Raise internal prices for natural gas
® End Gazprom’s monopoly on gas exports
® Lift restrictions on gas transit (“'free transit”)

¢ Allow foreign investors to build pipelines in
Russia

® Introduce equal prices for transit of gas for
domestic users and for exports

® Cancel gas export tariffs

Source: www.russiajournal.com, 02.03.04
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Infrastructure owners own transportation needs*
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In EU countries (with or without REIO):

Russia-EU Debate on Tariffs (ECT Art. 7.3)

(&7 $UWL F‘Eath Contracting Party ... shall treat EMP in Transit in no
less favourable manner than its provisions treat such materials and products
originating in or destined for its own Area ...”

ECT Art. 7(3)
Export — —
SRULJIL QB \WH BB

1mp01't

~/

(ECT Art.73)) "

/ In non-EU countries:

ECT Art. 7(3) shall apply to transit vs.

export / import,
ECT Art. 7(3) shall apply to all means of .
transportation (free movement of goods - Ec;l; Art‘g(:? shall N:);r alf)ply to transit
Treaty of Rome 1958) — but NOT yet in Vvs. domestic transportatio
practice

Dr. A.Konoplyanik, IAEE Conference, Istanbul, June 18-20, 2008, Figure 26



CONTENTS:

Soviet/Russian gas supplies to Europe: contractual
structure, its evolution & the role of transit

Zones of new transit risks — within and outside EU - in
gas value chain of Russian gas supplies to Europe

New transit risks outside EU: from political to market-
based pricing within CIS

New transit risks within EU: liberalization and
enlargement of EU energy market

What solutions for transit risks: GATT/WTO vs. Energy
Charter framework (ECT & draft Transit Protocol)

Key debated transit issues and draft solutions within
Energy Charter framework:

1. Definition of available capacity

2. Domestic, import/export & transit tariffs

3. Conciliatory procedure

4. Congestion management

5. Contractual mismatch

6. Transit Protocol implementation inside EU

Transit solutions, Russia-EU debate & ECT ratification
by Russia: correlation & the way forward

Dr. A.Konoplyanik, IAEE Conference, Istanbul, June 18-20, 2008, Slide 27



Conciliation (ECT Art. 7.6/7.7)

Dispute settlement procedure

(a) in the contract (b) not in the contract

“...dispute over any matter arising from Transit...”

“...all dispute resolution If no “previously agreed” dispute
! remedies previously resolution remedies, then straight to
X agreed...” Conciliator

END OF DISPUTE |
ETTLEMENT PROCEDURI

i @NCILIATD

A
100%
\ 4
Interim decision applicable until
Number of transit contracts . .
- dispute is resolved or 12 months
not containing DSP . . .
(whichever is the earlier)
-< >
0% ~100% of ~ 0% of
> transit contracts transit contracts
1991 2001
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ECT conciliation in practice
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: O H Q aMBbscription period (andjs’ : New
iperiod from capacity allocation to { Investor
istart of use) and G X U D WILR Q
jransit period requested ... )
<(6 |$YDLO 12
&DSDHLW\
VKRUW
DFW | LovH <(E JBHTXHVW WR &UHDWH
1HZ &DSDF|LW\
12 |
\ 4 DOORZ

%RRNLQJ &DSDFLW\ DO Capacity deficit LQYHVWPHQW "

- booked/allocated capacity PHFKDQLVP remains and 4 No new

deducted from Available - non-discriminatory capacity allocation capacity

Capaciy _ ransparent maintained <| 2 | created

(
6
Auction||Pro-Rata|| Other
,QYHVWPHQW

Prevention of speculative hoarding and capacity blocking e.g. operational use-it-or-lose-it

¢ decision by investor
< decision by state based on objective, transparent and non-discriminatory authorisation procedures or legislation (draft TP Art 9)

* short term: capacity increase not possible within given timeframe
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Contractual Mismatch Problem (Draft TP Art.8)
Time

Supply contract: D +V

=
-

Contractual
mismatch =
=AD + AV

0L VP DWeétKeen 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 V X S ScOntract.

& RUH L \gWaxaHtee of access to / creation of adequate
transportation capacity for the duration of long term contracts.
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ECT & draft TP: transit & REIO clause

* (&7 VLIQHG UDWLILHG E\ ERWK WKH (¢
LQGLYLGXDO (8 WHPRHIY !

» (8 DFTXYV LQWHUQDWLRQDO WUHDWL
5(,2 1?2

*» GLVSXWHY EHWZHHQ ZLWKWIBWPHH\P E(&J
&3V 5(,2 PHPEHUMWLQWHUQDWLRQDO
DUELWUDWLRQ (&7 ,&6,' 81&,75%/ 6¢
DQG RU (XURSHDQ &RXUW?RI -XVWLFH

» QWHUQDBQHRIQZ\ (8 LVVXH 5(,2 FODXYV
%8 7/TH[WHUQDO (8 HITHFW IRU LQWHUQI
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ECT & EU acquis: "minimum standard” within evolving
Eurasian common energy space vs. more liberalized model

Legal norms (examples) ECT EU Acquis (2-nd EU Gas Directive)
Mandatory TPA No Yes Level of
Unbundling No Yes liberalization

Level of ﬂ\ A

liberalization ﬁ

ﬁ _(2)
ECT
(@ | ECT
ECT = integral part of EU Domestic legislation of ECT

Acquis (ECT = minimum
standard)

@ 1-st EU Gas Directive
(1998)

@ 2-nd EU Gas Directive
(2003)

@ 3-rd EU liberalization
package (draft proposal
0f 19.09.2007)

Level of liberalization -
general tendency

4—
ECT observer-states (20)

member-states ﬂ—

'€

Russia/CIS/Asia/ ...

| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
| |
1 |
| |
|

|

|

'EU-15 (prior to 01.05.2004)
—

<
|

EU-25 (after 01.05.2004)

N

EU-27 (after 01.01.

> |

2007)

4

|
|
|
|
|
|
|
|
|
|
I
|
|
|
|
|
|
|
Il
I‘
|
|
|
[l

EFTA = EU-15/25/27+3

A

< Energy Community Treaty EU+SEE (27+8)

Y

A

ECT member-states (51+1 REIO)
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Possible Scenarios of Hydrocarbons Supplies Destined For
and/or Transported Through REIO Territory (1)

“Chinese wall” within the pipeline D
(in contractual terms)

/
DP
(Turkey,
Kaliningrad
oblast RF)

DP — Delivery point
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Possible Scenarios of Hydrocarbons Supplies Destined For
and/or Transported Through REIO Territory (2)

Scen | Originated Destined for CP2, Location of delivery point | Application of
ario | from CP1, located: (*) TP within REIO
N2 located:
,QVLGH 5(,DVLGH 5(,2 ZLWK,QVLGH 5¢(,2 1R DFF WRJ|(8
(1) WUDQVSRUWDWLRQ WKURXJK <HV DFF WR 5)
WKH WHUULWRU\[RI &3 <HV DFF WR (&7
2XWVLGH| 2XWVLGH 5(,2 ZUWKWVLGH 5¢(,2 <HV
@ 5(,2 WUDQVLW WKURXJK 5¢(,2
2XWVLGH| 1IRQPHPEHU RI 5(|2LWKLQ 6ZLW]J]HUODQG DQ&RWY
@ 5(,2 ORFDWHG ZLWKLRR®),2ZLVV 5(,2 ERUGHU
WHUULWRU\ 6ZLNVV
2XWVLGH| ,QVLGH 5¢(,2 2Q WKH HIWHUQDO ERUGHUILRI
@ |5(2 5(,2
2XWVLGH| ,QVLGH 5¢(,2 ' LWKLQ WYWHWHUSDD 1R
@ 5(,2 PHPEHUWDWH ZKLFK
HIWHUQDO ERUGHU HRLQFLGH ZLWK
HIWHUQDO ERUGHU RI 5¢(,2
2XWVLGH| ,QVLGH 5¢(,2 LWKLQ MXXWHB QRO <HV ZLWKLP WKH
@ 5(,2 PHPEHUWDWH ZKLFK ILUMWVHUQIDO

HIWHUQDO ERUGHU G
FRLQFLGH ZLWK H[WH}

RBE Y, 2QRNP EH |

RI 5(,2

| WQVIDAV B R'USSUHU "
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Transit, Russia ECT Ratification & New Russia-EU
Partnership Agreement

.

([SRUW BFT®HQHU
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Thank you for your
attention!

On more details - see publications &
presentations of Dr.A.Konoplyanik at
<www.konoplyanik.ru> and/or (for 2002-2008)
at <www.enharter.org/.../selected speeches>
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Reserve slides
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Report on Pricing by the Energy Charter

PUTTING A PRICE ON
LLEHA SHEPI'MHA
ENERGY

CEKPETAPMAT JHEPTETHMUYECKON XAPTHM ENERGY CHARTER SECRETARIAT

7KH 5HSRUW FDQ EH GRZQORDGHZ 2 HQF RD FWB UJRUDW
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Report on Tariffs by the Energy Charter
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