Gas Transit Risks in Eurasia and their

Impacts en lransit Infrastructure
Development

Paul Shapiro, Senior Banker, EBRD Natural Resources Team
19-20 October 2004'= Brussels, Belgium

r’/www.ehrd.mm




The Eurepean gas imhalance

o Shortage 100bcma
within next 7 years

— current import + 1/3

— 50% already under
contract => to be met

— 50 bcma new
volumes => to be
contracted

0O Shortage from projected
Demand _
@ Net Contracted imports

O Indigenous production

Source: Eurogas
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Challenges fior Increased ESU rexports
to Western Europe

0

o Meeting these increased gas flows to Europe
IS a challenge:

— New field development in remote areas

— Refurbishment of existing gas transportation
systems

— Construction of new gas transmission
Infrastructure

— Securing adequate contractual arrangements

— Management of political issues at both ends
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Key: projects for the future: I\/Iidstreamj

o Ukrainian gas transit system upgrade: $1bn?
— International consortium
— Political hurdles

o TransBaltic gas pipeline: $6bn?
— Financing of Russian stake

— With or without Shtokman?

o Yamal-Europe II: $2bn?
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Sitreong Asian Gas' Demand Growia
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Siberia-Asia Gas Pipeline Propoesals
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SakhalintlifPhase 2 - Key: Project
Infrastructure
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shore
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General Perspective

Huge investment need by 2010
— At least $10bn upstream + $10bn midstream
Very high investment concentration
— $1bn entry ticket minimum
Substantial legal challenges
— Legal framework in FSU / Offtake arrangement in EU
Many sector reforms necessary
Large political hurdles Regional cooperation
Huge competition from the East

Generic project finance challenges
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Regienal and Sector Referm ISsues

Technical Issues

Unbundling of Activities and Services
Rationalise Tariffs, Transit Fees and Taxes
Enforce Payment Discipline

Regulatory Framework

Attracting Strategic Investors and Privatisation
Political Issues

Civil and Social Progress

Environmental Issues
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Technical Issues j

Routing of infrastructure to Soviet production

General deficiency of internal and transit
pipes for current export demand

Antiguated pumps and metering
Lack of batching and separation facilities
Deficient local parts and service industry

Current expense of “clean” technology
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Un-Bundiing

Gas trading, transit and bulk sales

Long distance gas transport — high pressure
network

Local gas distribution
Gas Storage

Unbundling removes distorting cross-
subsidies and promotes commercialisation
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Rationalise Tarrifs, Transit Fees and
Taxes

Full cost recapture tariffs with incentive for
maintenance and investment

Geographic price differentiation for transit
cost

Full deduction for tax purposes of necessary
depreciation
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Payment Discipline

Comprehensive gas metering

Progressive restriction of supply for late or
non-payment

Forgiveness, conversion or other
renegotiation of arrears

Build sinking fund for arrears from profit
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Regulatery Eranmework

Service Obligations
Conditions of third party access
Monitoring of gas trading

Bulk and end user tariff setting and monitoring
mechanisms

Independent regulatory body

www.ebrd.com




Political Issues

Patronage and Funding
Affordability, Subsidies and Welfare
International Competition

Economic, Military and Ideological

Offensive and Defensive

Governance and Efficiency
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Environmental Issues

Legacy of Environmental Damage
Demands for impact minimization

Differentiation of social impacts

Agitation for “Renewables”
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Civil and Socilal Issues

Routing
Human Rights
Consultation process and compensation

Shift in focus from purely environmental aspects of
large oil and gas projects to more ‘political’ topics like

— Revenue management
— Transparency

— Corruption

— Democracy
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Safe, Fair and Sustainable

0

Environmental and health and safety aspects
Fairness and transparency for all parties involved
— Tariff payments to Governments

— Consultation

— Land compensation

— Publish what you pay / receive

— Disclosure of key agreements
Benefits for the local population

— Community investment programmes

— Transparent revenue allocation

— Regional development initiative
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Generic Risks

o Construction / Completion Risk

— contractual structure (delays, cost over-runs, etc.)

o Operational Risk

— technological integration and experience / viability

o Ultilisation / Supply Risk
— type of throughput arrangement

— fundamentals (Market/Competition)
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Generic Risks cont.

o Competition / Market
— effect of oil price (linked to gas and oil products)
— regional supply / demand

— Impact on tariff

o Political & Regulatory Risks
— regulatory intervention (tariffs & export volumes)

— political turmoil / disputes / violence /
nationalisation

@ — discriminatory taxation
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Risksand thelr mitigatien

Economic & financial

— minimised through financial package and due diligence
Technical risks

— reliance on strong and technically competent sponsor
Environmental risks

— sponsor commitment to appropriate guidelines

Political risks

— minimised through involvement of IFI's and ECA’s
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| essons Learned

Chernogorskoye, Komiarcticoil, Polar Lights, Samotlor, West
Siberia Il Oil, Chernogorneft, Geoilbent, Gas Transit and Gas
Transit |, SeverTEK

engagement of independent technical adviser to review
condition of the borrower’s assets

advance structuring of reporting for the Bank’s monitoring
purposes

conducting sensitivity analysis on the basis of conservative
assumptions

ability of a relatively small project to create a transition impact
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HOW EBRD CANASSIST
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Avallable Elnancing Seurces

0

Equity
— Strategic investors

— Investment funds

— IFI's

Debt Financing

— IFI's (EBRD, IFC)

— EIB

— Commercial banks
— ECAs

Capital Markets
— Equity (IPQO's)
— Bonds

(oil and gas majors)
(limited scope)
(EBRD, IFC)

(own funds)

(European portion)

(participating in IFI B Loans)
(Hermes, Coface, JBIC, Exim...)
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Debpt as Einancing Soulrce j

e LOans
— Tailor made instruments with negotiated conditions

— Bank lenders familiar with different structures

o Bonds
— Relatively rapid issuance process
— No covenants for straight instruments
— Tradable instruments

— But lack of flexibility
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Pure Project Finance s noe longer an
Qpition

o Lenders and Sponsors will have to structure projects
that go beyond funding project cost Sustainability +
Good Governance are high on the agenda

— International Financial Institutions (Extractive
NIVS ARG EN)

— Commercial Banks (Equator Principles)
— Socially Responsible Investors
— NGOs and civil society

— Governments (EITI)
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EBRD NGO invoelvement

Committed to dialogue with NGOs from an early
stage

Addressing NGO issues with Sponsors

Acting as “catalyst” to facilitate dialogue between
Governments, independent experts and Sponsors

Multi-Stakeholder-Forums seeking dialogue with
directly affected people to verify ‘mood on the ground’

Continue dialogue with NGOs during project
Implementation
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