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FGONÇALVES 

Bottlenecks at Ukrainian  route to Southern EU 
(justification for South Stream with new delivery point): 
          ¦ƪǊŀƛƴŜ ǘǊŀƴǎƛǘ ŎǊƛǎŜǎ WŀƴΩнллсκWŀƴΩнллф 
          ¢!D ŀǳŎǘƛƻƴǎ 5ŜŎΩнллрκaŀȅΩнллу 
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47BCM at 
2019: 

How to 
move 
from 

Turkish-
EU border 
to existing 
DPs in EU 
acc.to EU 

rules? 



Some myths & wrong perceptions about 
Turkish Stream concept  

Å As if new delivery point for Russian gas at Turkish-Greek ōƻǊŘŜǊΧΣ ōǳǘ 
ïRerouting of existing supply contracts to EU (some last till 2035) 
ïTheir delivery points stays deep inside EU (Baumgarten, etc.) 

Å As if liquid hub in Turkey at Turkish-Greek ōƻǊŘŜǊΧΣ ōǳǘ 
ï²Ƙŀǘ ƛǎ άƘǳōέΚ όsee eg EIA terminology 1996)  
ïNo market, no diversified infrastructure, no UGS for liquid hub here yetΧ 

Å As if transit through Ukraine will stay post нлмфΧΣ ōǳǘ όҌ ǎƭƛŘŜǎ р-6) 
ïEach sovereign state has its sovereign right: 

ÅImporting state (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, 

ÅResource-owning state-energy exporter (e.g. Russia) has its sovereign right to 
define end-market-related (to EU) &/or transit-related (via Ukraine) risks & 
uncertainties (like e.g. non-delivery risk) 

ÅIn 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 

Å As if Turkish Stream concept competes/conflicts with EU Southern Gas 
/ƻǊǊƛŘƻǊΧΣ ōǳǘ όǎƭƛŘŜ тύ 
 A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 
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Ukraine: ñtransit interruption probabilityò index (2009ï2015)  
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Calculated by M.Larionova, 
Russian Gubkin State Oil & Gas 
¦ƴƛǾŜǊǎƛǘȅΣ /ƘŀƛǊ άLƴǘŜǊƴŀǘƛƻƴŀƭ 
hƛƭ ϧ Dŀǎ .ǳǎƛƴŜǎǎέΣ aŀǎǘŜǊΩǎ 
programme 2013-2015, on 
methodology, jointly 
developed with A.Konoplyanik, 
based on principles of credit 
ratings evaluation by major 
international credit agencies  

The very fact that two states (Russia & Ukraine) cannot solve issues between them 
bilaterally; at least one of them (Ukraine) need third party (EU as arbiter / mediator / 
conciliator) for searching temporary compromises & it also files a case against Russia 
in SCC, means its systematic mistrust to contractual partner => permanent transit 
risk for supplier since it is his responsibility to provide timely delivery of contracted 
volumes to delivery points deep inside the EU non-dependent issues with third 
parties => sovereign right of resource owner (Russia) or its agent (Gazprom) to 
evaluate such risk & undertake adequate measures for its mitigation (incl.by-passes) 

To evaluate possible interruptions of transit supplies we 
consider 900 newsbreaks, related to gas relations between 
Russia and Ukraine through 30.12.2008 to 01.03.2015 
period. These newsbreaks were taken from the newswire 
http://newsukraine.com.ua/ . Then they were filtered to 
and ranged within 199 newsbreaks which, in case of their 
realization, would have a main effect on interruption of gas 
flows in transit within the Ukrainian territory. 



Turkish Stream & UA transit: EU views  

ÅPreferred option for EU is that Russia/Gazprom continue gas 
transit via Ukraine post-2019 enabling: 
ïcontinued financing of Ukraine by Russia by paying transit tariffs 

(despite continued transit risks in currently unfriendly to Russia 
political regime in Ukraine), 

ïfinancing/guaranteeing pay-back of UA-EU-USA GTS consortium 
acc.to UA Law 4116a (RUS participation in consortium forbidden by 
UA law, but transit of RUS gas is the ONLY way to make consortium 
financeable) 

ÅThree indirect ways for EU to implement this strategy: 
(1) To prevent Russia/Gazprom to shift transit from Ukraine to 

another route at 2019, after transit contract expire, by: 
i. slowing down/prolongation of Amended CAM NC (Am.Reg.984) 

implementation till post-2019, plus  
ii. άƴƻ Ǝƻέ ǿƛǘƘ Ŧǳƭƭ ǳǘƛƭƛȊŀǘƛƻƴ ōȅ DŀȊǇǊƻƳ ƻŦ ht![ ŎŀǇŀŎƛǘȅ 

(2) continue with Amended CAM NC (Reg.984) in its version non-
financeable for cross-border new capacity (like former South & 
current Turkish Stream) ς i.e. without Art.20(h)  

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



EU Southern Gas Corridor: two visions  
Narrow vision 

Å Source: Azeri 
gas [+ Turkmen 
+ Iraqi ???] 

Å Infra: TANAP + 
TAP 

Å Rules: Art.36 
exemption 
(offer of 
capacity) 

Broad vision 
Å Source: all available gas sources coming to EU via Turkey: 

ï Azeri (new): yes, EU the only target market 
ï Turkmen (new): no, target markets in Asia 
ï Iranian (new): maybe, target markets can be both EU & Asia 
ŘŜǇŜƴŘŜƴǘ ƻƴΧōǳǘ [bD ŀǎ ŀ ǘŀǊƎŜǘΣ ƴƻǘ ǇƛǇŜƭƛƴŜ 

ï Iraqi (new): yes, EU the only target market (but Kurdistan?)  
ï East Med (new): yes, EU the only target market (if pipeline) 
ï Russian (existing): maybe, but EU market is mature & stagnating 

with not-friendly rules for LT supplies which are obligatory for LT 
CAPEX into huge RUS reserves of conventional gas & its long-
distant large-volumes transportation (economy of scale) to EU 

Å Infra: EU TSOs to decide on best effective composition of 
existing available & new capacity inside EU from EU-
Turkish border (demand for capacity) 

Å Rules: for multiple sources, routes, suppliers rules shall be 
standard, multiplicity of exemptions is not commercially 
financeable (Amended draft Reg.984/2013) 
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(i) EU consumers, (ii) non-EU gas producers aimed to EU & (iii) transit states (Turkey) have 
common interest: that EU rules for new infra are financeable & manageable => only then: 
- non-EU producers (who have such choice) will prefer to aim their gas to EU, not elsewhere, 
- Turkey ς will receive its transit fees from supplies destined to EU, 
- EU will receive its gas from diversified sources, routes & suppliers from non-EU  



Some key EU wrong perceptions on new capacity  

Wrong perception  - ŀǎ ƛŦΧ Why it is wrong 

No significant new capacity 
is needed in EU since 
average utilization rate of 
existing capacity in EU appr. 
70%  

(1) Infrastructure density in CEE much lower than in NEW: 40Y+ 
time-gap; (2) new entry points to EU in SEE require new 
transportation routes inside EU to major EU markets, due to (i) 
new transportation routes to EU from new suppliers in South-
East (Azeri, etc.), & (ii) by-passes to diminish transit risk of 
external (Rus) supplies to EU 

To deviate from Russian gas 
due to risk of unstable 
Russian gas supplies to EU 
via Ukraine since 2006/09 

YŜȅ ǿƻǊŘǎ ŦƻǊ 9¦ Ґ άwǳǎǎƛŀƴ ƎŀǎΩ όƛǘǎ ƻǊƛƎƛƴ, though perceived 
ǊƛǎƪύΣ ǿƘƛƭŜ ƳŀƧƻǊ ǊŜŀƭ Ǌƛǎƪ ŦƻǊ 9¦ Ґ άǘǊŀƴǎƛǘ Ǿƛŀ ¦ƪǊŀƛƴŜέ ƛƴ ǊŜǎǳƭǘ 
of Russia-UA disputes on supply contract to UA => major EU 
attention to new sources, not to transportation risks  

Auction as universal default 
procedure for capacity 
allocation - for creation of 
new (not yet existing) 
capacity the same as in CAM 
NC for existing capacity 

In 2009 wrong decision was taken to split preparation of CAM 
NC first for existing then for new capacity instead of preparation 
of consolidated CAM for infrastructure development.  CAM NC 
for existing capacity first - to save time & report quick results in 
TEP implementation. Auction works as MTPA for existing deficit 
capacity, but OSP is a CAPEX MTPA for non-existing new capacity 

As if OSP with auction as 
default procedure is 
financeable, esp. for cross-
border routes (2+ IPs) 

Such OSP is non-financeable under project financing rules 
(segmented cross-border project, no single operator, floating 
tariffs, no booking guarantees, WTP as auction not NPV, cost 
socialization, etc.) 



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

Financing NC  Constructing NC Operating NC 

Operation rules SHALL be financeable to raise finance to start construction => if 
no adequate operation rules => no shipping contracts => no project financing => 
no construction => capacity deficit continues (e.g. NABUCCO) 

All rules SHALL be 
balanced since are 
interdependent !!! 

Defining NC   

One can construct 
but cannot operate 
economically & 
cannot payback if 
operation rules 
prevents (e.g. OPAL) 

No project 
financing => no 
construction 
(e.g. NABUCCO) 

Capacity offer 
(central planning) 
vs demand for 
capacity (market 
test) (e.g. TAG 
auction) => if non-
financeable in full, 
then socialization 
ƻŦ Ŏƻǎǘǎ ƻǊ άƴƻ Ǝƻέ 



Effective rules of 
operating NC as 

precondition & guarantee 
for raising CAPEX & to 
Ǉŀǎǎ άŜŎƻƴƻƳƛŎ ǘŜǎǘέ 

(project financeability) 

Development of new capacity in the EU: project 
financing, draft Amended Reg.984 & Art.20(h)/COS  

Financing NC Constructing NC Operating NC 

ά¢{h ǎƘŀƭƭ ƛƴǾŜǎǘέ (Third Gas 
Directive, Art.13.2) => only 
άǇǊƻƧŜŎǘ ŦƛƴŀƴŎƛƴƎέ ŀǎ ŀ 
financial & financeable tool 
to develop cross-border new 
capacity => commercial 
financial institutions (lenders) 
to define prospects & risks 
for pay-back of their debt 
ŦƛƴŀƴŎƛƴƎ ҐҔ ǎƘƛǇǇŜǊΩǎ 
contracts give 100% security 

Non-discriminatory open 
& competitive bidding 
leads to cost decrease 

To be financeable & 
effectively manageable, 
cross-border transportation 
route requires:  
- ring-fencing (unitization), 
- ITSO for unitized project, 
- fixed/predictable tariffs 

(project-based, but not 
ǎȅǎǘŜƳκάƳŀǊƪŜǘ ȊƻƴŜέ-
based), 

- nƻ Ŏƻǎǘ ǎƻŎƛŀƭƛȊŀǘƛƻƴΧ 

Guarantees to shipper for transportation of his contracted supply volumes (100% of booked 
capacity -  volumes,  duration, profile) at predictable tariffs => security for TSO to pay-back 
ƛǘǎ ǇǊƻƧŜŎǘ /!t9· όάǇǊƻƧŜŎǘ ŦƛƴŀƴŎƛƴƎέ Ҍ ŘƻǳōƭŜ guarantee by congestion management 
ǇǊƻŎŜŘǳǊŜǎΥ άǎƘƛǇ ϧκƻǊ ǇŀȅέΣ ¦Lh[Lύ ҐҔ ǎŜŎǳǊƛǘȅ ŦƻǊ ƭŜƴŘŜǊǎ όŎƻƳƳŜǊŎƛŀƭ ŦƛƴŀƴŎƛŜǊǎύ ǘƻ Ǉŀȅ-
ōŀŎƪ ǘƘŜƛǊ άŘŜōǘ ŦƛƴŀƴŎƛƴƎέ ǘƻ ¢{h ҐҔ draft Art.20(h) to Amended Reg.984 on effective 
ά/ƻƻǊŘƛƴŀǘŜŘ hǇŜƴ {Ŝŀǎƻƴέ ό/h{ύ ŦƻǊ ŎǊƻǎǎ-border new capacity 



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

ÅRerouted existing supply contracts from UA transit 
ÅDemand for capacity at Turkish-EU border = (63 ς 

16) = 47 BCM at 2019 
ÅGazprom as a shipper after new entry point inside 

EU 
ÅNo intention from Gazprom to ask for Art.36 

procedure (he is just a shipper) 
ÅThird Energy Package standard rules on new 

infrastructure to act (they are being developed) 
ÅEU to define standard procedure for development 

of new capacity (yet under approval/in the making) 
=> it shall be financeable & manageable 

A.Konoplyanik, 22Consultations-
15WS2GAC, Vienna, 11 May 2015 
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Source: 
http://www.entsog.eu/public/uploads/files/publications/T
YNDP/2015/COM_20150227_Ares975241SouthStream.pdf 

27.02.2015 DG ENERGY to ENTSOG : PCI route 
proposed for Turkish Stream extension inside the EU?  

A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 
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PCI route? 



01.04.2015 ENTSOG call for projects to 
prolong Turkish Stream in SEE: how it 

corresponds with CAN NC INC 
(Amend.Reg.984/2013) draft procedure 
& whether it goes in a best effective way  

Source: 
http://www.entsog.eu/public/uploads/files/publications/Press%20Releases/2015/PR0082_150401_Press%20Release
%20TYNDP_New_Call.pdf A.Konoplyanik, 22Consultations-

15WS2GAC, Vienna, 11 May 2015 
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PCI route, not CAM NC INC 
(Amend.Reg.984/2013) route  



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

ÅWhat happened in practice (Political line of action?) :  
ï09.02.2015, Sofia ς Ministers of Energy SEE 
ï04.04.2015, Budapest ς Foreign Ministers SEE 
ïThe Ministers seems trying to put together a puzzle of existing 

draft projects (interconnectors, etc.) competing with each other, 
their sponsors/promoters & mother states of SEE for preferred ς 
Eastern/Western ς ǊƻǳǘŜΧ 
ït/L ǊƻǳǘŜ Ґ άŀ ƭƻƴƎ ŀ ǿƛƴŘƛƴƎ ǊƻŀŘΧέ 

ÅWhat might be a more proper alternative legal line of 
action acc.to 3rd Energy Package rules (CAM NC INC = 
Amended Reg.984/2013, with/without Art.20(h)): 
ïTSOs to organise COSP => since more than 2 IP (Art.20.a3) 
ïBased on market demand for capacity, TSOs to define best 

effective combination of existing available (not yet contracted) 
& new capacity for future periods: 
ÅIf COSP in 2015: for the period next 20/25Y (till 2035/2040) 
ÅDemand for capacity, incl. Turkish Stream et al = 47BCM+(?) 

A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 
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ENTSOG 10YNDP - 2015: 259 projects 
submitted by Septô2014, FID for many 

projects postponed, ENTSOG asked 
promoters to identify major challengesé 

A.Konoplyanik, 22Consultations-
15WS2GAC, Vienna, 11 May 2015 
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259 



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

Source: 10YNDP-2015, Main Report, p. 30 
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3 
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4 

1 

ENTSOG 10YNDP - 2015 on categories of 
Investment barriers & regulatory - related ones  

Source: 10YNDP-2015, Main Report, 
p. 30-31 
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2 

SEE 

ENTSOG 10YNDP -
2015 on market -

related 
Investment 

barriers -  & SEE  

Source: 10YNDP-2015, Main Report, p. 32 

A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 
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3 

ENTSOG 10YNDP - 2015 on permitting - related 
investment barriers -  & proposed draft solution  

Draft solution (Art.20(h)):  
ring-fencing of IPs within cross-
border transportation route + 
unitization of TSOs within such 

route + creation of ITSO for such 
route  

Source: 10YNDP-2015, Main Report, p. 33 
A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 21 

Nabucco: 28 months for  permission 
granting (exemptions) ς this exceeds 

FS/FID, permissions, financing, 
construction of Turkmen-Uzbek-

Kazakh-China gas pipeline   



4 

ENTSOG 10YNDP -
2015 on financing -
related Investment 

barriers => key role 
of Project Financing  

Source: 10YNDP-2015, Main Report, p. 32 

A.Konoplyanik, 22Consultations-15WS2GAC, Vienna, 11 May 2015 
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Solution for new cross - border capacity within EU 
E- E zones: project financing approach (COSP, ring -

fencing, ITSO, fixed tariffs till pay - back, etc.)  

Supplies to EU from non-EU 

 Pipelines-interconnectors 
between two neighbouring EU zones = 
= single IPs with bundled products  

24 

 New Capacity = multiple IPs with bundled products to be 

balanced, cross-border coordination of TSOs to avoid two types of 
contractual mismatches: 
(1) at each IP: between term supply & transportation contract, and  
(2) at all IPs on the route from zone to zone: between bundled products at 

each IP 

Non-EU 
producer 

Its EU 
customer 

          Parameters of 
new IPs/CBPs to be 
coordinated within chain 
of the zones and with 
supply contracts backing 
demand for new 
capacity within  
each zone     

ITSO 


