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Interconnected Interdependent Energy
Europe/Eurasia: shared challenges & risks (1)

A Within cross-border European/Eurasian energy value chains,
National Energy Security = International Energy Security =
security of supplies + security of infrastructure/transit + security
of demand within whole interconnected & interdependent
common energy space => predictability to balance interests!!!

A Major threat to international energy security is threat of wrong
Investment decisions => predictability to minimize risks!!!

A EU has been & would be major export energy market for Russia
=> challenges & risks at EU energy market can (de)stimulate
EU-oriented energy trade & investment from non-EU => to
better know & understand in advance EU developments in
energy policies & law futures, new challenges and risks, and
how to best face them (to diminish costs, improve
competitiveness, incl. - in result - global EU competitiveness) =>

predictability of EU energy/gas market developments !!! )
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Interconnected Interdependent Energy
Europe/Eurasia: shared challenges & risks (2)

A 3(QHUJ\ PDUNHWWHERR®YHGUH@W ZD\V

DERWWHRKPWKH PDUNHW HYROYHG WR VHUYH WKH QDW
SDUWLFLSDQWY RLO RLO SURGXFWYV FRDO

EGHVLIQHG POODNHWRZHU HPLNVLRRQRW DOZD\V OHL
WKH GHVLUHG RXWFRPH

- 1IRYRWQ\ /'+ (QHUJ\ $UJIXV *D3 &RQI 2FW

A Development of EU legislation reflect idesigned marketso, it is driven not by
business, but by administrative/political forces/efforts/modeling based on
sometimes not-well-justified & not-fully-proved-in-practice concepts &
perceptions, like overestimation of competition role: as if ithe more competition
(number of players), the better (end-user price will go down)o (CEC DG COMP)

A Within idesigned marketsd continuous (preferably non-formalized & cooperative)
dialogue much more needed: between EU energy legislators and those from non-
EU, with EU & non-EU business & expert community (state-to-state & state-to-
business regular consultations), etc. => to diminish cross-border risks & costs, to
balance trade & investment stimuli, physical & paper energy markets => to make
them more predictable for all players within cross-border energy/gas value chains
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Third EU Energy Package (gas)
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Future organization of the common internal EU
gas market according to 3" EU Energy Package

- No single (homogenous) internal EU gas market in the near future even as an economic model
- All market areas to be organized as H Q WHRJ\L W | RvithHYVL U W X D © Towdtd$ uniform
capacity allocation mechanisms i EXQ GO H G Sd) &dgasgfiging mechanisms (i O LT XL G
K X B)\Vbut:
(1) Capacity allocation: V K Rterftvvs. O R-{edm? At zone borders? At hubs? Bundled
products T only on volumes (of throughput capacity) or on duration of access as well? How
to overcome inconveniences of the 3" Package ? (f.i.: long-term = (1 year+) => ficontractual
mismatcho problem)
(2) Gas pricing at hubs: on D @as volumes Rjustona S R U Wi dgasxsupplies? When
hubs would become really liquid? All or only few of them? Which ones?

)

Pipelines-interconnectors
between EU zones
Supplies to the EU
Source: 17" Madrid Forum (Jan from non-EU
2010), Energy Regulators EU MS
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Key provisions of the EU Gas Directives
(1998/2003/2009) and the problems they created

Key CEC/DG COMP assumption/philosophy: 3 7KH PRUH
FRPSHWI(MWmB&D of players / intermediaries) + WKH EHWWHU L
LV IRU MQIBUVY??) => the policies:

.H\ SURYLYL®R®BV*DV | 3UREOWMIRN\ FUHDWHY LQFUHF
'LUHFWLYHYV WUDGH LOQYHVWPHQW

Segmentation of VIOC “Contractual mismatch” (long-term

(unbundling) supply vs. transportation contract:
correlation in duration & volumes)

Mandatory third party Bankability of investment projects

access (MTPA) to gas L _
transportation (MTPA discriminates project

infrastructure, financing)
Switch from LTGEC to spot Increased price volatility &

trade diminished price predictability (price
loosing its guidance for long-term &
capital-intensive investment
decisions)
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Instruments for implementing key
provisions of EU Gas Directives
outside the EU

Export of EU «acquis communautiare» through:

e )LUVW (8 *DV 'LUHFW=%¥ Bnergy
Charter Treaty (1994/98)

e oHFRQG (8 *DV 'LUHFW E¥Hnergy
Community Treaty EU-SEE (2006)

e 7TKLUG (8 *DV "'LUHFW E¥HThird
party clauses” of Directive 73/EC/O9 +
sanctions for violation of Directive’s
provisions (up to 10% of global turnover of
mother company) => legal collision (?):
how EU law (acquis communautaire)

corresponds with international law provisions
(ECT, etc.)
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“Long-term” (gas export contracts): different
durations in historical European practice & its
4 definition in 3" EU Energy Package

A EP pE 3]}v }( >d* 38} hU «]Pv U
I P % 1% 0]v_ "~ >E' ~,]@EALZvN= V
i0e G

(Ivlis]l}viw EPC W
Oihf PO PTXioIiXioXi

~Z Ppo S]}v ~

r=>
D]v]Jupu pE&E S]}v (E}lu }

%}]vE }( AlrA F% E])
I J( H%0*SE u JVA 3u v3 %o

'"v (E 0o S ES]VP
% }]vs }( >d ~d ope-

T----

Dr.A.Konoplyanik, UNECE WPG Round Table, Geneva, 18.01.2011



Contractual Mismatch Problem (Draft TP Art.8)
| Duration (D) |

Volume (V)

Contractual
mismatch = |
=D + @V

&R QWUDFW X D Obé&weer dukatiomdvolumes (D/V) of long
term supply/delivery contract (LTGEC; CP1-CP2) and transit/
transportation contract (CP1-CP3); the latter is integral part to fulfill
the delivery contract => risk non-renewal transit/ transportation
contract => risk non-fulfillment supply/delivery contract.

& RUH L \gWaxadtee of access to/creation of adequate
transportation capacity for volume/duration of long term contracts
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Long-term vs short-term capacity
allocation: problem & draft solutions
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Debate on Third Party Access (TPA)

QK8 *D
'LUHFWLY
Y i
’

’

SURMHFW ) U\ 73

C:

YH

;lv,,o$\6/o 8 & & Aime-period to receive derogation from MTPA =
HERVG W(gfuking this period Turkmenistan-China pipeline was built)
=> collision icompetition vs investmentso in the EU Law leads to
declining competitiveness, incl. both EU projects & companies
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Liquidity of European gas hubs (churn ratio)

S8QLWHG .L QadtwmRaPBalancing Point (1 % B 1iXn ioaXo idoXn
% H O J L2¢dbrugge (= ( () AXT AXi nXi
$ X V W Odnbal European Gas Hub (& (* +) TX0o 1X0 1Xi
1 HW K H U gibeQ@ansfer Facility (7 7) TX6 1X71 TX1
, W DRDinto di Scambio Virtuale (36 9 iIXo 1TXi TX1i
*H U P D Qé&tConnect Germany (1 & * EGT prior 2009) i X0 iXo 1Xi
*HUP D GASPOOL (% (% r r X1
) U D Q Pd¢int d'Echange de Gaz (3 (*) r r I X1

For comparison:
86% RINIMEX (WTI) (Feb.2010)
8. RLICE (Brent) (Feb.2010)
86% JDMYMEX Henry Hub (av.2009)

WUHBNMHQ FKXUQ OHYHO IRU OLTXLG PDUNEF

& K X is@e commonly used parameter for measuring liquidity level of marketplaces; defined
as the ratio of traded volumes to physical gas deliveries from the marketplace after trades

Source: iGas Matterso, IHS-CERA, IEA, M.Kanai (ECS)
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Price indexation structure in the EU

2,3%
1.5%

European Union

4.4%4

9 8%

44 8%

Source: Energy Sector nguiry 200572000

Qil derivates dominate the price indexation

B2 General inflation
Light fuel oil and gasoil
1 Coal price
1 Crude oil
B Gas price
3 Other
[ Heavy fuel oil
D Electricity price
5 Fixed
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LTGEC in the EU: Indexation by Producer

Indexation is not similar for all producing regions

Netherlands Cther intra-EU production UK

05% 1%

Major gas exporters

m@ Genera infation = Crude ol 1 Heavy fuel o to the EU: mostly oil
O Light fued oil and gasol W Gasprice O Eechicity pi . .
O Coal price O Other 51 Fixed = indexation

Source: Energy Secior Inguiry 20052006
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LTGEC in Europe: Indexation by Region - Historical
Evolution from Less to More Liberalized Markets

UK price indexation is very different to that in continental Europe

Eastern Europe

Ty 6,5%
7o, =

UK estern Europe
1.1
11 2,

. 0,6%

14,6%

16.2%

O Heavy fuel oil
O Electricity price
& Fixed

B Crude oil
M Gas price
£} Other

B General inflation
O Light fuel oil and gasoil
O Coal price

1% 5XVENDDLQH

5XVVBRNUDLQ4DVLF

17* (& *URQLQJHQ
/7*(& PRGHO
VLQFH

\_/

2LO LQGH[DWLR

Q

UH FRI

[7*(& VWUXFWXUH UDWLRQDOH PRUH SUDF\

VXVWDLQDEOH WR VWDUW ZLWK OHVV VRSKLVWLFDWHG SULFLQ

*URQLQJHQ IRUPXOD

) XUWKHU GHYHORSPHQW PRVWVOSHIHOW\SWHRZDBINGM SULFH

LQeHDpwiIXZD\ TURP RLO SDULW\"
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Evolution/adaptation of gas pricing
mechanisms in Europe: major options (1)

Preferable & most probable Maint
scenario of LTGEC pricing taltn “HAllg
formulas adaptation in Continental status-quo
Europe /
Gazprom &
Third EU Energy package GECF stated
(Anglo-Saxon model) preferences
Option 3

-

Possible radical change of energy-pricing in the long-term by adding
ecological component into price based on fipolluter payso principle

' —

0 50
(spot/gas to 00<_60-80
gas comp.)  Qil indexation level of LTGEC gas prices (% of oil parity)

100
80 (oil parity)
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Evolution/adaptation of gas pricing & contractual
mechanisms in Europe: major options (2)

e Option 1: to substitute gas price indexation in LTGECs by spot/futures
quotations => NO

e Option 2: to maintain status-quo (LTGEC with dominant oil
indexation) => NO

e Option 3: to maintain oil-indexation within LTGEC and to move to oil
parity => NO

o Option 4: to adapt mostly oil-linked gas price indexation in
LTGEC by pricing formulas linked to broader spectrum of
parameters & non-oil gas replacement values => YES (long-
term capacity allocation P XV \ble available to exclude
contractual mismatch problems - supply vs. transportation):

- Long-term supplies (basic/base-load) : more flexible
LTGEC (+ access to plpellne adeguate to LTGEC volume /
duration: n x 1 year) + "modified” gas replacement value
formulas (price indexation Q R lifited to oil-pegging);

— Short-term supplies (supplementary/peak- & semi-
peak load) : short-term (< 1 year)/spot contracts + futures
quotations

e Option 5: to develop new pricing concepts leading to exceeding oil
parity by gas prices (LTGEC + new indexation ingredients, like

comparative ecological (dis)advantages of different fuels, etc.) =
NOT NOW 23
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UNECE study "Development of Efficient Mechanisms of the
Natural Gas Market Regulation in the UNECE Region”:

key organizational (yet unresolved) issues (1)

A A set of difficult, yet not resolved, sometimes controversial problems of gas
market(s) future design & architecture within UNECE area to be effectively
discussed & presented as a balanced way forward => this will have a long-term
capital-intensive consequences for the whole UNECE area => chosen type of
future architecture of idesigned market(s)o might be a major challenge or
possible threat to international energy security => an effective project
management & project leadership for this UNECE study is needed, BUT:

A 6 WXG\ 7comments proposed (mid-Summer 2010 + 10.10.2010, incl. new
title proposal) =>but 12 $&7,21 <qivTOR improvement yet (after half-
year has passed) => best if undertaken by study leadership, but =>

A 6WXG\ OHD Qandidacy & Mr. 5$/) ', &.(/was Proposedas 7DV N
JRUFH /H(@ubjdddto agreement on terms & conditions)as EHVW DYDLODEC
FDQGLSMMW H2 $&7,21 <rgdgarding:
A terms & conditions,
A organization of collaboration between either team leaders (Chairman of the
Study & Task Force Leader) and/or team leaders & UNECE / WPG /
GazpromPromgas officers
A $V UH \Jtw@swot possible for proposed Task Force Leader nor to attend this
meeting, nor to present today his vision on the study development, incl. all the

comments on TOR available=> IHZ IXUWKHU PRWKY DUHWR EH OF
Dr.A.Konoplyanik, UNECE WPG Round Table, Geneva, 18.01.2011




entation on the UNECE study’ organization & structure made by
R.Dickel at preparatory meeting in Moscow on 10.11. 2010 for
21st WPG Annual Session

(IILFLHQW OHFKD

IDWXUDO *DV ODUNH
LQ WKH 81(&( 5HJLER

ORVFRZ 1RYHPEHU

Ralf Dickel

Mobile: +49 173 7113 8976
e-mail: dickel.ralf@t-online.de
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5DOI '"LFNHO 3URIHVVLRQDO

(OQHUJ\ &KDUWHU 6HFUHWDULDW %UXVVI
'LUHFWRU IRU 7UDGH DQG 7UDQVLW

($ 3DULV

+HDG Rl (QHUJ\ 'LYHUVLILFDWLRQ 'LYLVL
QHUJ\ ODUNHW 5HIRUP DQG 3ROLF\ $QD

ODUNHWV

/[KH :RUOG %DON :DVKLQJWRQ '&
6HQLRU 6SHFLDOLVW 2LO DQG *DV 3ROL

5XKUJDV (VVHQ *HUPDOQ\
9DULRXV PDQDJHPHQW SRVLWLRQV LQF¢
*DV 6DOHV '"HSDUWPHQW 6DOHV "
*DV 3XUFKDVH 'HSDUWPHQW /DV\
2YHUDOO UHVSRQVLELOLW\ IRU JDV SXU!
6HFRQGPHQW WR WKH :RUOG %DQN I

OHED .UDIWZHUNH 5XKU *HOVHQNLUFKHC(

$SGPLQLVWUDWRU SRZHU VDOHW¥
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SHUWLQHQW 3XEOLFDWLR

ENERGY CHARTER

KHDGHG ZULWWHQ E\ 5DC

PUTTING A PRICE ON

ENERGY

; o
Fostering LNG Trade: * ‘g:‘

Role of the Energy Charter' ‘

§ Energy Charter Secretariat 2008

[

Transit of

f/I TAXATION
Natural Gas Y / ALONG THE

" / OIL AND GAs
SuppLy CHAIN

Fostering LNG Trade:

Developmentsin
LNG Trade and Pricing| |

Monitoring Report on the Implementation

of the Transit Provisions of the
Energy Charter Treaty

$00 SXEOLFDWLRQV DOVR DYDLODEOH LQ 5XVVLDQ
JUHH GRZQORDG DW -
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SHUWLQHQW 3XEOLFDWLR
KHDGHG ZULWWHQ E\ 5D«

ELECTRIC IT‘l"' i

MARKETS

L ey S Mgt A PR

ENERGY

1= r I INTEERATIONAL ENEREY AEEMIT
"

MARKET ESACISZE,
e i ESMAP
: i Fwi.hlhw-mlnwh(“
i =
M Long-Term Gas Contracts
' . ' l l . . I i Principles and Appllcahuns
IN ELECTRICITY N (] L s -
MARKETS :
FLEXIBILITY m
NATURAL GAS
SUPPLY ano DEMAND
ol )}
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'UDIW VWUXFWXUH RI WKH 8
SURSRVHG E\ 5DOI 'LFENHO |

O
ERQWH[W RI Wi WX
~ 5HFHQW GHYHORS 'HWDLO

~ :RUN GRQH E\ RWK GHVFULSWL
— &RPSDUDWLYH DGYDQV SDOUFNHOﬂ
— 3RVVLEOH PDQGDWH YLHZV RQ W

- /KH VXEMHFW RI W
. 5HJIXODWLRO VWUXFWXUH

- &URVYV ERUGHU UXOH 81(&( VWXG

.« 3RVVLEOH 2EMHFW FRQVLVWL (e

. 3RVVLEOH RXWSXW GHWDLOH
— 5HSRUW RQ UHJXODWLRCG
— 5HSRUW DQG IXUWKHU ZRUN R

RVV ERUGHU

30
Dr.A.Konoplyanik, UNECE WPG Round Table, Geneva, 18.01.2011



UNECE study "Development of Efficient Mechanisms of the
Natural Gas Market Regulation in the UNECE Region”: key
organizational (yet unresolved) issues (2)

A 4 X HVWWRether todayis WPG meeting is ready to approve start-
up on the study T if UNECE is interested to prepare a really practical
Investigation and not just another paper to be placed at the book-
shelf? => Definitely: 12

A To start a project without project structure, project team (at minimum
1 project leadership), and sources/structure of adequate financing =
to predetermine its inefficiency => whether UNECE WPG would like
to develop and later to be associated with inefficient/unsatisfactory
project ? => Definitely : 12

A :KDW WR GR ZKDW WR VWDUW ZLWK WR HVFDS
FRQVHTXHQFHV"

A To settle URGENTLY all administrative & financial issues with project leadership
and future project management (budget of the study to be defined and organized)
=> the task for UNECE staff & WPG/GazpromPromgaz officers

A UNECE/WPG to sign contracts with project leadership (to define responsibilities)

A Project leadership will start redeveloping TOR & put together experts team based
on the updated structure of the updated study

Dr.A.Konoplyanik, UNECE WPG Round Table, Geneva, 18.01.2011
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Thank you for your
attention

Views expressed In this presentation do not necessarily
reflect (may/should reflect) and/or coincide (may/should
be consistent) with official position of JSC
Gazprombank, its stockholders and/or its/their affiliated
persons, and are within full responsibility of the author
of this presentation.
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