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Some myths & wrong perceptions about
Turkish Stream concept

A As ifnew delivery point for Russian gas at Turkifeeko 2 NR S NX
I Rerouting of existing supply contracts to EU (some last till 2035)
I Their delivery points stays deep inside Bdymgartenetc.)
A As ifliquid hub in Turkey at TurkisBreekd 2 NR S NX = 0 dzi
i 2 Kl G A aseeedElateiniology 1996)
I Nomarket, no diversified infrastructure, no UGS for liquid hub herXyet

A Asif transit through Ukraine will stay postn Mm b X = 0 dzib) Ot

I Each sovereign state has its sovereign right:

A Importingstate (e.g. EU) has its sovereign right to define its targeted fuel mix,
level of state support for alternative fuels (e.g. RES), architecture of its energy
markets, etc. thus changing risks & uncertainties for other players within-cross

border gas value chain,

A Resourceowning stateenergy exporter (e.g. Russia) has its sovereign right to
defineend-marketrelated(to EU) &/or transkrelated (via Ukraine) risks &

uncertainties (like e.g. nedelivery risk)

A In unbundled gas world no obligation for exporter to stay with same
transportation/transit route for given supply contract after expiration of its
transportation/transit component

A As ifTurkish Stream concept competes/conflicts with EU Southern (
| 2NNAR2NXX odzi 6af ARS 10
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Ukraine: fAtransit 1 nterruption 1ip2018)b ¢
£ 10
) To evaluate possible interruptions of transit supplies we
E 9 consider 900 newsbreaks, related to gas relations betwee
. Y os Russia and Ukraine through 30.12.2008 to 01.03.2015
n? period. These newsbreaks were taken from the newswire CalculatedoyM Larionova
T ! http://newsukraine.com.ua/. Then they were filtered to . InState Oil & Ga
b ¢ 6 and ranged within 199 newsbreaks which, in case of their \/ AGSNBAGEZ /v ‘
e . realization, would have a main effect on interruption of ga h)\f 3 Dla . dza
o¥P \flows in transit within the Ukrainian territory. 0132015 on
— 4 ~—_ methodologyjointly
! , \ —\ ’J developed withA.Konoplyanik
- \ \ based omrinciplesof credit
- 2 ratings-evaluation by major
- international credit agencies
0888%888388888::::::ﬁﬁﬁﬁﬁﬁﬂﬂﬂﬂﬂﬂi:i:ﬁ:ﬁﬂ
S8R nE88an3i88nEnl8Rdun 883088888 m04
ng@wangowggmvomaﬁmvLoooaﬁc\lvcoooggmvoooagm

The very fact that two states (Russia & Ukraine) cannot solve issues between tl
bilaterally; at least one of them (Ukraine) need third party @s@rbiter / mediator /
conciliator) for searching temporary compromises & it also files a case against |
In SCC, means its systematic mistrust to contractual partneesamanent transit
risk for supplier since it is his responsibility to provide timely delivery of contract
volumes to delivery pointsieep inside the EU nedependent issues with third
parties =>sovereign right of resource owner (Russia) or its agent (Gazprom) to
evaluate such risl& undertake adequate measures for its mitigation (inclgagses)



Turkish Stream & UA transit: EU views

A Preferred option for EUs thatRussia/Gazprontontinue gas
transit via Ukrainepost-2019enabling:

I continuedfinancing of Ukraindy Russia by paying transatriffs
(despite continued transit risks in currently unfriendly to Russia
political regime in Ukraine),

I financingguaranteeing paypackof UAEUUSA GTS consortium
acc.to UA Law 4116a (RUS participation in consortaulndden by
UA lawbut transit of RUS gais the ONLYway to makeconsortium
financeable)

A Three indirect wayfor EU to implement this strategy:

(1) To prevent Russia/Gazprom saift transit from Ukraine to
another routeat 2019 after transit contract expire, by:

I.  slowing down/prolongation of Amended CAM NC (Am.Reg.984)
Implementation till post2019,plus

i. ay2z2 3J2¢ SA0K TFdzA €t dziAt AT GAR2Y ©
(2) continue with Amended CAM NC (Reg.984) in its version non

financeable for crosborder new capacity (like former South &
current Turkish Streangi.e. without Art.20(h)

(3) To push to Art.36oute (exemptions) which is a handy & lengthy
management dependent on NRA preferences & preconditions



EU Southern s Corridor: two visions
Narrowwsmnd b Broadvision

A Source Azeri Source all available gas sources coming to EU via Turke
gas[+ Turkmen & Azeri(new): yes, EU the only target market
+ Iragi 227] I Turkmen(new): no, target markets in Asia
qi 7 i lranian(new): maybe, target markets can be both EU & Asia
A Infra: TANAP + RSLISYRSY (G 2y Xodzi [bD Fa | 0
TAP I Iraqi (new): yes, EU the only target market (but Kurdistan?)
I East Med(new): yes, EU the only target market (if pipeline)
A Rules Art.36 i Russiar(existing): maybe, but Etdarketis mature & stagnating
exemption with not-friendly rules for LT supplies which are obligatory for
ff f CAPEX into huge RUS reserves of conventional gas & Hs lon
(offer o \- distant largevolumes transportation (economy of scale) to EU

capacity) A Infra; EU TSOs to decide on best effective composition
existing available & new capacity inside EU from EU
Turkish bordef{demand for capacity)

A Rules for multiple sources, routes, suppliers rules shall |
standard, multiplicity of exemptions is not commercially
financeablgl/Amended drafReg.984/2013)

(i) EUconsumers, (ii) norEU gas producers aimed to EU & (iii) transit staféarkey) have
common interest:that EU rules for new infra are financeable & manageabie only then:

- non-EU producers (who have such choice) will prefer to aim their gas to EU, not elsew
- Turkeyc will receive its transit fees from supplies destined to EU,

- EU will receive its gas from diversified sources, routes & suppliers froAtdon -
A.Konoplyanik22Consultationd5WS2GAC, Vienna, 15.11.2015




Some key EU wrong perceptions on new capacity

Wrong perception-| a Al Wb it is wrong

No significant new capacity (1) Infrastructure density in CEE much lower than in NEW: 4

Is needed in Edince time-gap;(2) new entry points to EU in SEE require new

average utilization rate of  transportation routes inside EU to major EU markets, due)to

existing capacity in E&ppr  new transportation routes to EU from new suppliers in Seuth

70% East (Azeri, etc.), & (ii) #passes to diminish transit risk of
external Rug supplies to EU

To deviatefrom Russiangas Y S@ g2 NRa T2 NJ 9! [ thaughpeidived Yy
due to risk of unstable NA&al0OZE GgKAES YIFI22NJ NBIf NMNA
Russian gas supplies to EL of RussidJAdisputes on supply contract to UA => major EU
via Ukraine since 2006/09 attention to new sources, not to transportation risks

Auction as universal defaull In 2009 wrong decision was taken to split preparation of CAN

procedure for capacity NC first for existinghen fornew capacity instead of preparatiol
allocation- for creationof  of consolidatedCAMfor infrastructure development CAM NC
new (not yet existing for existingcapacity first to save time & report quick results in

capacity the same as in CA TEP implementation. Auction works as MTPA for existing del
NC forexistingcapacity capacity, but OSP is a CAPEX MTPA feexristing new capacity

As ifOSP withauctionas Such OSP is ndmanceable under project financing rules
default procedures (segmented crosborder project, no single operator, floating
financeable,esp. for cross tariffs, no booking guarantees, WTP as auction not NPV, cos
border routes (2+ IPS) socializationgtc.)




Defining, financing, constructing, operating NC: to
exclude repetition of past negative experience within EU

Operation rulesSHALIbe financeable to raise finance to start constructrn if
no adequate operation rules => no shipping contracts => no project financi
no construction => capacity deficit continuesg. NABUCQO

1C

Defining NC , Financing NC , Constructing NC , Operating NC

Capacity offer
(central planning)
vs demand for

capacity (market || No project 8 One can construct
test) €.9. TAG financing => n ——« > > \putcannot operate
auction) => if non || constructio All rules SHALL be onomically &
financeable in fullf| (e.g. NABUCcodbalanced since ar cannot payback if
: peration rules

then socialization
> . , 11
2F Oz2adal 2NJ ay egdependent prevents é€.g. OPAL




Development of new capacity in the EU: project

financing, draft Amended Reg.984 & Art.20(h)/COS

AGa LINR2SOi
LJNE OS RdZNB 3

capamty— volumes, duration, profile

Guarantees to shipper for transportation of hIS contracted supply volumes (100% of bdol
all2 arlffs => securlty for TS0 t{bpak(

h LISy {chderanv\ycapaouIy/

- B

FT2NJ ONP

Financing NC

Constructing NC

Operating NC

ac¢{h
Directive, Art.13.2) => only
aLINR2SOl
financial & financeable tool
to develop crosborder ne
capacity => commercial
financial institutions (le
to define prospects & r
for pay-back of their dek
FAYIYOAY 3

4 K (Third Ghs

T A Y || V€adsyozdst deciease

contracts give 100% securit

IN®ridiseriminatory open
& competitive bidding

Effective rules of
operating NC as
precondition & guarantee
for raising CAPEX & to
LJ- & a
(p:coject linanceak:lity)

a4S02y2Yy

Tobe financeable &
effectively manageable,
crossborder transportation
pute requires:

iIng-fencing (unitization),
'SO for unitized project
ed/predictable tariffs
roject-based, but not
adaiSykiaaE Ng
based),

- n2 Ozad

éQC)}‘I




Turkish stream: given realities as a starting
point (Gazprom plans - summary)

A Rerouted existing supply contracts from UA transi

A Demand for capacity at Turki€fJ border= (63¢
16) = 47 BCM at 2019

A Gazprom as a shipper after new entry point insid
EU

A No intention from Gazprom to ask for Art.36
procedure (he Is just a shipper)

A Third Energy Package standard rules on new
Infrastructure to act (they are being developed)

A EU to define standard procedure for development
of new capacity (yet under approval/in the making
=> |t shall be financeable & manageable

A.Konoplyanik, 22Consultations
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27.02.2015 DG ENERGY to ENTSOG : PClI route
proposed for Turkish Stream extension inside the EU?

The cancellation of the SouthStream project has triggered the rethinking of the gas

& Ej:“ﬁ“::{s:% market situation in many countries but especially in the Central and South-Eastern region
o of the EU. In particular it has a considerable impact on infrastructure development plans,

some projects need to be adapted, some cancelled and new ones may need to be defined.

Brussels, 27 FEB, 2015

ENER BKDB/MZ (2015) 975241

Mz, Stephan Kamphues

S You may have heard that an initiative to tackle these gas connectivity issues in South-
wowseses - Bast Burope has recently been launched by Vice-president Sefovi¢ and Commissioner
Subpc: Sout St cameon Arias Catiete, so this topic is high on the political agenda.

Dear Mr Stephan Kamphues, L// el Lszl//a ‘?/7

e cotion of e soussam s s s o o o 2. WUL (18 1N Mind, T would like you to explore whether the TYNDP can be opened for a
market situstion in many countries but especially in the Leur.l. and Suuu- Eastern regi

ol Lriep bl mpedon gl ;l“i:”;’;: “;:,“’:::?:J‘; short pertod of time 1n order to allow some of these potential projects, if any, to be still

You may have heard that an initintive to tackle these gas coanectivity issves in Sou

b Cae v s o i on e s e e commisi qncluded, We need to ensure that such an action is done in a transparent and non-

With this in mind, I would like you to explore whether the TYNDP can be opened fo s < <

short penied of time in order o allow some of these potential projects, if any, to be s lscrlmlnatol y way.
included. We need to ensure that such an action is done in a transparent and nc
discriminatory way.

I am aware that the prrparal.on of the TYNDP has alrcady suffered a delay of one moe

i et e oting o e cami s sty e o v | AN AWATE that the preparation of the TYNDP has already suffered a delay of one month

resson, | would enguire whether the potential inclusion of foture pm;ou can be done

ki, e mEn e et due to necessary adjustments also stemming from the cancellation of SouthStream and
o — Tt that the project-specific modelling of the candidate PCIs is already ongoing. For the same
T Z% reason, | would enquire whether the potential inclusion of future projects can be done in

w3 Way that there are no further delays to the TYNDP, and consequently, to the PCI

Commiason durplanra/Eurnpise Conmnsas, 108 BraslnsBrussel BELOIOUEMBELQIE - Tul, +32 2901111 Sel&tlon process. ‘ ‘

Source:
http://www.entsog.eu/public/uploads/files/publications/T

YNDP/2015/COM_20150227 Ares975241SouthStream.p
A.Konoplyanik22Consultationd 5WS2GAC, Vienna, 15.11.2015




g e 01.04.2015 ENTSOG call for projects to

e — FRO0E2-L5

e prolong Turkish Stream In SEE: how it
bress Release corresponds with CAN NC INC
epen Mo o o e omemes e o oy e (AN ENA.REQ.984/2013) draft procedure

T e e et @ whether it goes in a best effective way

[PROOB2-15, Brussels, 1 April

wo e (PRO082-15, Brussels, 1 April 2015) The European Network of Transmission System Operators

South East Europe that wou
lzundches today & public call fo

mee s 81 for Gas was asked by the European Commission to re-open the TYNDP 2015 to new projects in
o ezt South East Europe that would mitigate the withdrawal of South Stream. As a result ENTSOG

the second selection of Projec

u e o |@UNCHES today a public call for gas infrastructure projects to be included in an addendum of the
HH TYNDP 2015 published on 16 March 2015. This addendum will constitute in an additional list of
e e projects in the Annex A but without update of the main report and assessment.

The European Commission lett

Should you require credentials
Olivier Lebois (+32 2 854 510¢

manmeeenmeo. 1N1S Call IS strictly limited to projects in South-East Europe mitigating the withdrawal of South

__Stream. Concerned submitted projects will fulfil the eligibility criteria of being part of TYNDP for

6t Projects of Common Interest. PCI route CAM NC INC
(Amend.Reg.984/2013) route

All promoters that considers their projects (new ones or updated version of existing ones)

ENTSCH ARRJ, Av. dir Co

the second selection

eligible for entry in this exceptional call should submit all mandatory information by 22 April
Source 2015.

°
http://www.entsog.eu/public/uploads/fiIes/public:ations/Press%ZOReIeases/ZOlw14

PR0O082_150401_Press%20Release%20TYNDP_New_Call.pdf
A.Konoplyanik22Consultationd5WS2GAC, Vienna, 15.11.2015




The gap between practical line of action of SEE MS & line
of action acc.to Amend.Reg.984/2013 seems to increase

A What happenedn practice(Political line of action?) :
I 09.02.2015, Sofia Ministers of Energy SEE
I 04.04.2015, BudapestForeign Ministers SEE

I The Ministers seems trying to put together a puzzle of existit
draft projects (interconnectors, etc.) competing with each otr
their sponsors/promoters & mother states of SEE for prefere
Eastern/Westerg NB dzi S X

it/ L NRdzGS I alF f2y3 | 6AYRA
A What might be amore proper alternativelegal line of

actionacc.to 3 Energy Package rules (CAM NC INC =
Amended Reg.984/2013, with/without Art.20(h)):

I TSOs t@rganiseCOSP => since more than 2 IP (Art.20.a3)

I Based on market demand for capacity, TSOs to define best
effective combination of existing available (not yet contractec
& new capacity for future periods:

A'If COSP in 2015: for the period next 20/25Y (till 2035/2040)
A Demand for capacity, incTurkish Stream et al = 47B&(@)

A.Konoplyanik22Consultationd5WS2GAC, Vienna, 15.11.2015
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ENTSOG 10YNDP -2015: 259 projects
submitted by Septo6o20114,

projects postponed, ENTSOG asked
promoters to i denti fy maj

' Financing

Market

Bl PClI-LNG Permit Granting

I Non-PCl— NG Regulatory

0 PCI-Transmission Political
Non-PCI — Transmission Other

B PCI-UGS

I Non-PCI - UGS

Figure 2: Investment barriers identified by promoters

Figure 1: Projects submitted to the TYNDP 2015 (PCI refers to the 2013 approved list)

A.Konoplyanik, 22Consultations

15WS2GAC, Vienna, 15.11.2015 v



ENTSOG 10YNDP -2015 on Investment
barriers by project type & barrier category

[0 Financing " Market I Permit Granting 0 Regulatory I Political " Other

Figure 3.2: Overview of project barriers by project type, as submitted by the promoters (LNG—TRA—UGS)
Source: 10YNDBR®O15, Main Report, p. 30

A.Konoplyanik, 22Consultations

15WS2GAC, Vienna, 15.11.2015 18



ENTSOG 10YNDP -2015 on categories of

Investment barriers & regulatory -related ones
Rate of Return Source: 10YNDB2015, Main Report,
p. 3031

Low price of short term capacity
REGULATORY a Capacity quotas

Lack of proper transposition of EU regulations
— e
PERMIT GRANTING e

FINANCING °

Other

Lack of market support

Lack of market maturity I Rate of Ret
ate of Return

o Low price

of short term capacity

Other

Capacity quotas
Availability of funds

B Lack of proper
Amortization rates transpositi.nn of
EU regulations

Other Other
POLITICAL
OTHER
Table 3.1: Categories of barriers to investment Figure 3.3: Overview of Regulatory related project barriers

A.Konoplyanik22Consultationd 5WS2GAC, Vienna, 15.11.2015



ENTSOG 10YNDP -
2015 o0n market -

WO Lack of market support
I Lack of market m:’lurrty related
e Investment

barriers - & SEE

Source: 10YNDBR015, Main Report, p. 3:

e Figure 3.4: Overview of the Market related project barriers

The difficulty in receiving sufficient market commitment is one of the main barriers

highlighted by promoters. Thefocus on short-term capacity pm_duc@as a result of
the way European regulation has been implemented, the current economic situation
and unclear signals from EU energy policy, do not deliver the necessary investment
signals and long-term financial commitment to trigger new infrastructure projects.
The lack of market maturity is also identified as a barrier with regard to the number

of users and the development of the commercial arrangements.

In some regions, promoters are facing additional challenges
Ceufficiently maturedio give the appropriate signals and provide sOificT

commitment. These regions are often at the same time suffering from a lack of infra-

structure integration compareg to the resh el 108 SURSALAER MANEL 15112015

20




ENTSOG 10YNDP -2015o0on permitting -related

Investment barriers - & proposed draft solution

raft solution (Art.20(h)):
ring-fencing of IPs withircross
border transportation route +
unitization of TSOs within such
route + creation of ITSO for such

4 Nabucco 28 months for permission

granting (exemptionsy; this exceeds
FS/FIDpermissions, financing,
construction of TurkmerJzbek

\_ KazakRhChina gas pipeline

Thestreamlining of the permitting proce
improvement by promoters. Nevertheless many Member/Stateg’are late in establish-

Ing such arrangements.

Such situation would be detrimental to the development/of/necessary infrastructures
as streamlined permitting is especially important for crgss-border projects where the
phasing of stages in each country is a key factor in delivering the benefits of the
projects.

These arrangements are intended to strike a balance between public consultation
and certainty on the duration of the process. If these arrangements deliver expect-
ed benefits, they should be enlarged to Non-PClI projects as well.

Source: 10YNDBRO15, Main Report, p. 33

A.Konoplyanik22Consultationd5WS2GAC, Vienna, 15.11.2015 21




Gas infrastructure projects

lifetime therefo

re_capital intensive assets with a very long economic
major part of the process of enabling the

2 project financing 1s 3

investment. Financial tols put In place to support new investments are not always
attractive to investors.

ENTSOG 10YNDP -

2015 on financing -
o related Investment
= e barriers => key role
o of Project Financing

Source: 10YNDBRO15, Main Report, p. 32

Figure 3.5: Overview of the Financine related proiect barriers

The number of proposed projects submitted for TYNDP 2015 illustrates the willing-
ness of promoters to invest in European gas infrastructures. There is sufficient cap-
ital in the financial market to fund a significant proportion of these projects, the chal-
lenge is 1o ensure thatdfiese projects access funding> The main prerequisite fo
unbridle this financial potential is a stable and attractive regulatory framewaork for in-
vestors; however, not all Member States offer a regulatory environment with condi-

tions favouring investments. 22
A.Konoplyanik22Consultationd5WS2GAC, Vienna, 15.11.2015




Table of content:

1) Some myths & realities on Turkish Stre&mew EU
Infrastructure

2) DG ENERGY/ENTSOG/SEESmsgh Stream action
LI I yY Of I NRA G &l RIYO (6 9Ky (i

3) ENTSOG 10YNR2P15: major barriers for
Investment innew EU infrastructure development

4) How to timely deliver adequate available
Infrastructure based on demand for capacity
provided by Turkish Stream in 2019 & to overcom
Investment barriers

5) What & why pilot test for draft Amended
Req.984/2013 with new proposed chaptdor
Turkish Stream extension within tidJ?

A.Konoplyanik, 22Consultations
15WS2GAC, Vienna, 15.11.2015

23



Solution for new cross - border capacity within EU
E- E zones: project financing approach (COSP, ring -
fencing, ITSO, fixed tariffs till pay - back, etc.)

O Parametersof == < "" >\,
new IPs/CBPstobe "7 s

coordinated within chain N r' o
of the zones and with Jtas = P <
supply contracts backing e < T

demand for new - -
capacity within 20 e L
each zone -

HPipelinesinterconnectors
betweeh twoneighbouringeU zones =
= single IPs with bundled products

_ Supplies to EU from nelBU

Non-EU New Capacity: multiple IPs with bundled products to be

producer balanced, crosborder coordination of TSOs to avoid two types of

Its EU contractual mismatches:

customer (1) at each IP: between term supply & transportation contract, and
< 3ITSO (2) at all IPs on the route from zone to zone: between bundled products

______

each IP 24



