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gas pricing.
Introduction

Our motivation for writing the doctoral thesis entitled ,,Russia-EU economic cooperation
in the field of energy” lies in the importance of this topic for EU member states’ need for energy
security and because of the need to explain some aspects connected to natural gas price
mechanism for imports made from Russian Federation.

The fundamental objective that we have set to achieve is represented by the research of
existing relations between states, respectively between energy companies from Russia and EU

countries in_supplying natural gas, oil issues being addressed only in terms of a general

characterisation of the global energy situation.

In order to achieve these specific objectives, we have made two assumptions: 1) under
existing economic interdependencies worldwide, both the EU and Russia are forced to cooperate,
especially in the energy field, part of the economic wider spectrum that is vital for both
geopolitical actors; 2) the EU needs to determine Russia to become even more dependent on its

market, this being the best way to ensure EU energy security.

Chapter 1. Eurasian energy complex in the world energy configuration

In this chapter, relying on statistical data, we will present the global energy structure, as
well as the EU and Russian energy structure.

After having discussed the ,fossil capitalism”' and the current political organization of
contemporary world, a carbon a’emocmcy2 , the paper presents the main trends concerning the
production, consumption and prices of the main fossil energy resources of the planet.

Section 1.1. is an overview of existing energy resources at global level, their distribution
on regions and an analysis of production, consumption and world trade with the main types of
resources. Thus, despite numerous predictions concerning the limited fossil energy resources,
statistical data showed an increase in time from 1980 to 2009 of both oil reserves (1.99 times)

and natural gas (2.31 times).

! Elmar Altvater, The social and natural environment of fossil capitalism, Social Register, 2007, no. 43, p. 39-59;
2 Timothy Mitchell, Carbon democracy, Economy and society, vol. 38, no. 3, 2009, p. 399-432;
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Regarding the distribution of key world energy resources, we have noticed that in the case of oil
and natural gas there is a strong geographical concentration of resources — oil for about 62.2%
and natural gas for about 64.3% being geologically available in the Middle East and the Russian
Federation. A more balanced distribution globally is noted for coal and uranium, a situation that
does not involve dependence on a specific geographic area for those that are using this type of
resources.

The biggest world oil producers are: Russia (12.9% of the global production), Saudi
Arabia and United States of America (11.8% respectively 8.3% of the global production), while
exports are looking differently, Saudi Arabia being the world largest producer (18.2% of world
exports), followed by Russia (12.3%) and Iran (6.1%). Russia’s second place among exporters is
the result of its high domestic consumption.

In terms of natural gas, one can also notice a rising trend of production and consumption
in Europe and Eurasia during the last 4 decades, as a result of the change that took place in the
European countries after the oil crisis, and the increase of production is the result of a new
producer appearing on the European market, the Soviet Union.

In terms of worldwide energy consumption, we have found some very important trends.
In most regions of the world, the share of oil and coal consumption has decreased, leaving room
for an increase in the consumption of natural gas, hydro and nuclear energy. However, we have
noticed that in time, the most developed economies have first shifted towards an increase in gas
consumption, while the emergent economies, like China, continued an intense use of coal for
primary energy production. As a general conclusion concerning energy consumption, in the last
20 years China and the Asia-Pacific region have been the largest consumers of energy worldwide,
and in the region (and sometimes worldwide) China is the consumer that determines the trend.

In terms of prices, we have noticed a continuous rise in energy prices during the first
decade of the 21* century, with coal having the most stable level, and much reduced variations.
At the same time, similar trends are being noticed for two energy resources, oil and natural gas —

as a result of the link between the price of gas and that of oil.

? According to data from BP Statistical Review of World Energy 2010;
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A very strong relation has been identified between the economic development of a
country or region, the availability of geological gas and the volume of gas consumption, which
shows the deciding role that gas plays in the world energy structure.

In section 1.2., we have presented the situation of reserves, production and consumption
within the European Union. Between 1980 and 2009, in the EU the oil and gas reserves have
almost halved, different evolutions being registered in different states. In terms of primary energy
production in the EU, the share of oil and oil products is 44%, that of coal 4.5%, of natural gas
22%, followed by other fuels (the figures are for 2008). Analyzing the share of natural gas in the
consumption of final energy for a longer period of time, we have seen that generally, natural gas
fluctuates between 20-25% in this kind of consumption.

In section 1.3. we have analyzed the situation of reserves, production and energy
consumption in the Russian Federation. After comparing the figures of the production with those
of the consumption, we have noticed that Russia owns a positive energy balance for all resources
(excepting coal until 1997), a situation that allows Russia to be actively and vigorously engaged
in the international energy trade. In terms of commercial energy exchanges, there is an
overwhelming Russian dependence on the European market for its natural gas (over 96% of its
gas 1s destined for Europe), due to the existing transport infrastructure, while in the case of oil
exports, Russia is more autonomous, possessing multiple transport possibilities to the EU, CIS, as

well as to Asia and North America.

Chapter 2. Economic cooperation Russia-European Union

In this chapter we discuss and analyze the cooperation starting from the delimitation
existing between the terms of economic international cooperation and economic international
collaboration, in order to conclude that the first is being contained by the second. As a
component of economic collaboration, through cooperation (usually realized at microeconomic
level) the objectives set in different agreements signed by governments or national institutions are
achieved, that are connected to a much wider collaboration, even if euphemistically speaking,
these agreements are called cooperation agreements between states in different areas of activity.

In section 2.1. we present the characteristics of the economic cooperation between Russia
and European countries before and after the communist regime took power in this country, until

the Second World War. At the end of the czarist period, Russia was the world’s largest debtor,



being the preferred destination for investors from France, Germany and Great Britain®, and in
1914 one third of Russia’s industry was owned by foreigners’, the main investor being France
with 33% of all foreign investments, followed by Great Britain and Germany with 23 %,
respectively 20%. The most attractive sectors for foreign capital were metallurgy, the mining and
mechanic industry, with more than 50% foreign capital. Other important sectors were chemical
industry — 40% and textile industry — 20%.

During the interwar period, Soviet Russia’s contacts with the rest of the world had a lower
intensity and were conducted according to three vectors® of its foreign trade policy: a) first, it
was oriented toward internal needs of the state that had begun the industrialization process; b)
afterwards, it was characterized by autarchy and a self-sufficiency policy; c) during the last phase
of the interwar period, the country was especially interested in imports, ignoring exports almost
completely. These vectors that characterized Soviet Russia’s relations with the European
countries were based on the need to avoid a deepening dependence of the Soviet economy on that
of capitalist Europe. The best way of understanding Russia’s foreign trade in that period is
throughout the data from the table below:

Table 1. USSR foreign trade — mil. rubles (1913-1937)

Years Export Import Foreign Trade Balance
1913 6596.4 6022.5 573.9
1924 1476.1 1138.8 337.3
1928 3518.9 4174.6 -655.7
1930 4539.3 4637.5 -98.2
1937 1728.6 1341.3 387.3

Source: data from Tony Cliff, Panstwowy kapitalizm w Rosji od Stalina do Gorbaczowa, p.187,

In section 2.2. we provide an analysis of post-war economic relations between the Soviet
Union and the main founders of the European Economic Community. We also provide an
analysis of the USSR-EEC relations, as well as for COMECON-EEC relations. The main feature
of these relations was a trade based on the supply of new technologies from the EEC countries to
the USSR and its satellites. In this context, there are important figures for the West-European

technology exports to the USSR, in 1965 adding up to 294 millions dollars, in 1976 to 3 billion

* Paul Gregory, Before command: an economic history of Russia from command to the first five-year plan, Princeton
University Press, New Jersey, 1994, p. 67-74;

3 Seurot, Francois, Le systeme économique de |'URSS, Presses Universitaires de France, Paris, 1989, p. 26;

% Franklin D. Holzman, Foreign Trade under Central Planing, p.53;
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dollars’, a 10 time increase in only one decade. Therefore, USSR was specializing in supplying
the EEC with raw materials and commodities while importing high-tech products.

The hydrocarbons trade between USSR/Russia and European countries dates from the
60’s and the beginning of the 70’s, when the first pipelines were built to transport oil — Druzhba
(Friendship) between 1960-1964 — and natural gas — Bratstvo (Brotherhood) from 1968, first to
socialist countries and afterwards extended to the other side of the Iron Curtain. In 1970 the first
,»gas for pipe” agreement between the Federal Republic of Germany and the Soviet Union was
signed, and the first supplies of Russian gas to West-German, Italian and French markets began
in 1973-1974°. The agreement mentioned that investments in the gas transport infrastructure from
the Soviet fields in West Siberia would be made with German capital, the Soviet supplier being
unable to create the technology needed for an adequate pressure within the pipe for such a
distance.

The section also contains an analysis of the way in which the emergent energy
dependency — both of the EEC and that of the USSR — were controlled. If the EEC created a
specific mechanism of reducing dependency on a sole oil supplier (the Middle East), by
implementing a program of saving energy, USSR went in an opposite directions, relying more on
revenues from exports of oil and natural gas to a global market.

The 2.3. section analyzes the legal foundations of economic and energy cooperation
between USSR/Russia and EEC/EU in the late 80’s, that were defined clearly at the beginning of
the 90’s. In 1988 the Trade and Cooperation Agreement was signed, replaced in 1994 by the
Partnership and Cooperation Agreement (PCA), which expired in 2007. Even if the second
agreement was intended to bring Russia closer to the EU, the results were unsatisfying.

On the basis of PCA provision regarding ,,integrating Russia in an common European
economic and social space” and of the EU energy laws, the possibilities through which Russian
energy companies are constrained to gradually adopt norms and rules concerning the activity
within the EU are analyzed, as this would be a very efficient way for the Community to use its

normative power in relations with the Russian Federation.

7 John P. Hardt, Kate S. Tomlinson, Soviet Economic Policies in Western Europe, publicat in Robin F. Laird, Erik P.
Hoftman, Soviet Foreign Policy in a changing World, Aldine Publishing Company, New York, 1986, p.478;

¥ Nina Poussenkova, Rethinking Russia: The Global Expansion of Russia’s Energy Giants, Journal of International
Affairs, vol. 60, no. 2, Spring/Summer 2010, p. 103-124



Using the legal framework, we analyzed statistical data for the EU-Russia trade that
allowed us to conclude that after USSR’s fall, the trade continues the same pattern that had begun
in the 70s and 80s, when hydrocarbons represented more than 60 percent of all USSR exports to
the EEC. Also, among Russia’s main trading partners are the same countries — Germany and Italy

— with whom the first energy agreements were signed in the above-mentioned period.

Chapter 3. The EU and Russia’s energy policies in bilateral relations

Throughout this chapter, we analyze EU and Russia’s energy policies, starting from the
interdependency created between the two geopolitical actors in supplying and buying natural gas:
Russia sells more than 95% of its gas to Europe, while the EU imports more than 40% of its
consumed gas from Russia, its biggest supplier, followed by Algeria (30%) and Norway (25%).

In section 3.1. we discuss EU documents that establish the Union’s objectives for energy
policy, the main document being the Green Paper: Towards a European strategy for the security
of energy supply’. These objectives can be seen in the figure below. Through its energy policy,
the EU intends to achieve its energy security, creating conditions to enhance competitiveness, by
creating an internal energy market, interconnecting European gas and electricity networks and
increasing investments in research and innovations. All these goals for energy competitiveness
are in agreement with the Lisbon Strategy. Market competitiveness should naturally provide
energy efficiency of economy and create conditions for a better use of renewable resources,
making possible the achievement of the objectives set in the Kyoto Protocol concerning the

reduction of greenhouse effects.

? Green Paper: Towards a European strategy for the security of energy supply, European Commission, November 29,
2000 (COM9(2000)76%final;



Figure 1. Objectives of the EU energy policy

Economic Competitiveness
( Lisabon Strategy)

Environment protection Security of supply
(Kyoto Protocol) (Moscow)

Source: Green Paper on a European Strategy for Secure, Competitive & Sustainable Energy, What is at stake —
Background Document, Presentation DGET;

One of the main problems concerning the creation of an external energy policy lies first of
all in the different degrees of dependence of several EU groups of countries on the imports of
natural gas (see the figure below).

Figure 2. Regional distribution energy dependency and gas imports dependency — 2007
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Source: chart made by the author, on data from EU Energy and Transport in Figures. Statistical Pocketbook 2010, p.
30;
Eastern European markets are smaller and much more dependent on Russian supplies,

while West-European ones are much larger, also having access to natural gas from other

geographical areas than Russia. EU15 can purchase LNG gas, which moderates its position

10



towards Russia, mainly because due to these diverse suppliers, they can get a better price from
Gazprom than EU10.

The last issue we discuss concerns the import infrastructure of natural gas towards the
European Union from its neighbouring geographical areas, excluding those from the Russia
Federation.

In section 3.2. we analyzed Russia’s energy policy using the documents Energy Strategy
of Russia for the period up to 2020, adopted in 2003 and Energy Strategy of Russia for the period
up to 2030, adopted in 2010. Generally, there is a strong convergence between the EU’s and
Russia’s objectives in matters of energy policy:

- transition to a type of economic development based on innovation and energy

efficiency;

- changing the structure and level of energy production;

- development of an competitive market environment;

- integration into the global energy system.

We analyzed the existing correlation between evolutions in the energy sector and the
general situation of Russian economy. We concluded that there is a strong correlation between
the evolutions on the world energy market and the performance of Russia’s economy, a direct
and strong link between Russian GDP and the world oil price.

Another important topic concerns Russia’s energy transport infrastructure, which is
organized as an integrated energy system, of extraction, processing and transportation. As for gas,
Russia possesses the world’s largest transport system of these resources, the average distance for
domestic consumers being of 2504 km and for EU consumers of 3202 km'’, and from Gazprom
overall assets, the transport system holds a 51.6% share, more than half of the company’s entire
value'".

Using Gazprom data, we know that the gas transport system counts 160 thousand
kilometres, with numerous compressors. In 2009, through Russia’s transport system, owned by
Gazprom, 29 other companies that are not Gazprom’s subsidiaries'> were allowed to transport

gas, mainly companies from Central Asia. However, the volume transported in 2009 was of only

' Gazprom Annual Report 2009, p. 44;
" Idem, p- 44;
"2 Gazprom Annual Report 2009, p. 45;
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589.7 bcm, much lower than in 2008, when it was 714.3 bcm, due to external and internal
demand fall. The highest number of gas pipelines to the EU is crossing through Ukraine (144
bem from 203 bem total capacity). Through 9 pipelines that are crossing on Ukrainian territory,
143 bem annually can be exported to the EU, the equivalent of 71% of Russia’s export capacity.
These figures explain why a gas conflict with Ukraine (like it was the case in 2005 and 2009)
could seriously affect the supply of Russian gas to the EU, damaging also Russia’s image as a

reliable supplier.

Chapter 4. Energy cooperation in the EU gas market frameworks

In this chapter, following the peculiarities of the natural gas market by comparison with
other goods markets, we provide an analysis of the way in which production-distribution relations
are structured for the EU gas market, with the purpose to determine the mechanism for pricing
gas imported by European companies from Russia.

The section 4.1. presents the evolution and changes that took place on the European gas
market, which also includes the Community market; three different levels are created: a national
level, which relates to all domestic relations concerning production and distribution, the EU level
which includes transnational relations established between producers and distributors/retailers
from different EU member states and the extra-EU level that represents relations that emerged

between EU producers and distributors and those from outside the Union.
This market is in its turn divided in two specific compartments: long-term indexed

contracts market (dominant in Continental Europe) and spot contracts market (dominant in Great
Britain and emergent on the continent). We also present the process of creating greater
competitiveness on the market through the Energy Packages related to gas and electricity from
1998, 2003 and 2009, and the impact they had on existing market relations. The general tendency
is that of reducing the term of the contracts signed with suppliers from outside the EU and of
changing the pricing mechanism, more gas-to-gas competition being envisaged.

Another very important issue in this section concerns the interdependencies created by the
transmission infrastructure and the importance of transit states. Thus, we discover that in Russia’s
relations with the European downstream, there is a double dependence in an inversed mirror. On
the one hand, there is EU’s dependence on Russia, a consumer-exporter dependency and on the
other hand, there is the dependency of Central-Asian and Caucasus countries on Russia, a

producer-re-exporter dependency. However, in Russia’s relations with the EU, one should keep
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in mind that it has the lowest percentage of direct supplies to that market’’ (only 39.5%,
compared to the Netherlands — 76.3%, Norway — 67.7% or Algeria — 44.9%), a situation that
requests a special focus on economic and political relations with transit states, not only from
Russia but also from the EU, both being interested in avoiding interruptions of supplies on their
territory.

The most important issue discussed in this section is represented by the gas pricing
mechanism for imports from Russia, and the way those mechanisms changed in Europe.
Nowadays, the gas arrives in Europe mostly through pipelines on the basis of multi-annual
contracts (20-25 years) that create a situation of ,bilateral monopoly”'* because it creates
interdependence between the supplier and buyer of the gas. This kind of contracts have not been
imposed to Europeans by the USSR, but represent a Dutch invention after the exploitation of
Groningen field, that allowed them to extract the energy resources rent'’, and to optimize the
trade with natural gas in order to get a higher profit than for ordinary goods, because of its rarity.

The gas pricing mechanism for imports takes in consideration the market value of main
fuels that can substitute gas, that compete with gas on the final consumer markets: gas oil and
fuel oil, and sometimes also other fuels that are competing with gas — depending from one market

to another. Thereby, the typical pricing formula used in this kind of contracts looks like below:

B Andrei Konoplyanik, Russian Gas to Europe: From Long-Term Contracts, On-Border Trade and Destination
Clauses to...?, Journal of Energy & Natural Resources Law, vol. 23, no. 3, 2005;

' Christian von Hirschhausen, Anne Neumann, Long-term Contracts and Asset specificity revisited: An Empirical
Analysis of Producer-Importer Relations in the Natural Gas Industry, Review of Industrial Organization, 2008, no.
32, p. 131-143;

' Harold Hotelling, The Economics of Exhaustible Resources, in Chennat Gopalakrishnan (ed.), Classic Papers in
Natural Resource Economics, Palgrave MacMillan, 2000, p. 221-256;
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Figure 3. Pricing formula in Continental Europe

P =Py+ {0,6*f;*k;*(GO — GOy)} + {0,4*f,*Kk,*(LSFO — LSFOy)} + {...(coal price)}
+ {...(electricity price)} + {...(gas price on liquid markets)} + {...(...)}, where:

Py — base price, eurocents per kWh (€c/kWh)

GO — gas oil price (GasQil) in €/ton minus taxes

LSFO — Low Sulphur Fuel Oil) de < 1%, €/ton minus taxes

f — adjusting factors at ,,delivery point”

k — conversion energy factors

Source: After Bjernson Rune, 2008, Andrei Konoplyanik, 2009, Morten Frisch, 2010;

This kind of price is also known as netback price, generally being higher than the price
that is determined according to the method for ordinary goods — cost-plus method (based on gas
production and delivery cost to the final consumer), which is still used by some states (Russia) in
relation with their internal market in order to offer subsidies to their own citizens and companies,
or to those of other states — expecting political advantages in exchange.

The differences in price size between EU15 and new EU member states from Eastern
Europe are the result of a different indexing basket used in the pricing formula for the EUI1S5,
where there are more fuels that are competing with gas, and where there is also access to gas
from other suppliers than Russia. Additionally, the price size is also dependent on the delivery
point, as for EU15 there is another such point than for the new member states.

The emergence of an integrated EU transmission network for natural gas will eliminate
much of the price differences existing nowadays between physical national EU markets, because
it implies only one delivery point for Russian gas at the Eastern border of the Community.

In section 4.2. we analyze how Gazprom conducts its own activity on the EU’s natural
gas market. Even if Gazprom signed long-term contracts with several European distributors,
during the last 10 years it has been directly engaged on the European downstream through its
own subsidiaries, gradually accepting the EU’s rules of energy. Meanwhile Gazprom refuses to
change the pricing mechanism for European consumers, or to link the gas to the price of other
fuels than oil, although recent developments in the market (liquefied gas and possibly shale gas in
Europe) will put increasing pressure to give a greater share to market components in the

indexation formulas.

14



In section 4.3. we have empirically tested with an econometrical tool the degree to which
the requested prices of Gazprom for different EU markets are consistent with the economic
theory on which the pricing mechanism is based. The results confirmed that Gazprom pricing
mechanism is for about 60% built on pure market elements, which means that there are also other
elements than the market that influence the price. The most significant influence on price for
imported gas from Russia is represented by the oil world price, followed by gas price for
industrial consumers and finally the gas price for households. However, there is no causality

between the imported volume and price.

Chapter 5. Future developments of the Russia-EU energy cooperation

In this chapter we analyze the possibility of creating an economic integration form
between Russia and the European Union, with the purpose of providing energy security in the
sense of avoiding the interruption of supplies, both for Russia and the EU. For this purpose we
begin the analysis of documents and of the fundaments of economic and political cooperation
after the USSR fall, the most interesting concept we decided to use in order to develop this
integrative form is the Common European Economic Space (CEES), that is to be built between
Russia and the European Union.

In section 5.1. we analyzed the factors that could, in time, lead to the creation of an
integrative form with a minimum of institutional character under the form of CEES, the
conclusions being that EU’s normative power gradually imposed through trade with
neighbouring geographical areas and sustaining Russia in joining the WTO can finally provide a
common code of laws and trading norms, which will have a positive impact in creating the
CEES. In this section we also discuss the more complex relation that the EU should maintain not
only with Russia but also with the CIS, partially engaged with Russia in different integrative
forms.

In section 5.2. we analyzed the possibility of transforming the CEES in a framework for
creating a pan-European energy space, as a European Energy Community. In order to create such
a space, the EU has to abandon the soft power approach (Market and Institutions) for an
intermediary approach towards hard power (Regions and Empires) as Regions-Markets-

Institutions that would allow it to constrain its partners by imposing common rules and the

15



creation of compatible institutions. Such a pan-European space of energy could synthetically be

represented like in the figure below:
Figure 4. European space of geo-energy
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Chapter 6. Case study: Natural gas supply relations
between the Russian Federation and Romania

In this chapter we shall present a case study of gas supply from the Russian Federation to
a EU member state, which is also an important piece on the transit map towards Balkan markets
and Turkey.

In section 6.1. are presented Romania’s peculiarities, as one of Europe’s pioneers in the
gas industry, the first European country with entire cities connected to natural gas systems as well
as the pioneer of numerous innovations related to transport on long distances under pressure
through pipelines and gas separation from liquid fuels, techniques created by the Romanian gas
industry and still used on the European gas market. In this section we shall also present how the
gas industry and gas companies have been restructured in order to meet the demands of the aquis
communautaire.

In section 6.2. we provide an analysis related to the role of natural gas in Romania’s
economy. Thus, we discovered that Romania is very similar form this perspective to other
countries that are covering a significant part of their domestic consumption needs from internal
production, like the Netherlands. That is why gas represents 35% of Romania’s primary energy
consumption, well above the European average, being used consistently by industry (48% of the
overall consumption).

Among the EU countries, Romania is on the second last place in the EU as far as volume
of imported gas from Russia, the last of the ranking being represented by Greece, a much smaller
economy than that of Romania. However, Romania is the second largest consumer of natural gas
among the new EU member states, after Poland.

In relation to Romania’s role as transit country (section 6.3.) for gas delivered by
Gazprom to the Balkans and Turkey, there are three gas transmission pipelines that are crossing
Romania in the region of Dobrudja, that have been built since the 70’s. In exchange for transit
services, Gazprom delivers each year certain amounts of natural gas to Romania. In this context,
we should also discuss the interconnection of Romania’s transmission system with those of its
neighbours that enhance Romania’s role as a transit country in the Balkans with chances of being

an intermediary in transmitting Caspian gas to Central European countries.
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In section 6.4. we found how the price for the gas delivered to Romania by Gazprom is
calculated and we have calculated the absolute and relative value of fees that Romania pays to
Gazprom agreed intermediaries on the Romanian market. Pricing formula for Romanian imports

is based on fuel oil and gas oil international quotations and adjusted with a discount

depending on the imported volume and duration of the contract'S.

In relation to the Romanian market, Gazprom accepts two intermediaries, WIEE and
Conef Energy'’. Correlating Gazprom data with those of the ANRE'®, we have found a fee of
56.1 USD/ thousand cubic meters in 2010 and 62.5 USD/ thousand cubic meters in 2009 received
by intermediaries — mainly WIEE. Consequently, on each thousand cubic meters Romania was

paying a real fee of 18.45% in 2010 and of 21.25% in 2009 in addition to Gazprom’s real

price.

In section 6.5. we discuss Romania’s role as the EU main energy agent in the Black Sea
region if Turkey is denied the membership. We emphasized Romania’s transit role not only for
Caspian or Russian hydrocarbons, but also from the perspective of a future emergence of an East
European Gas Hub, similar to those of Western Europe or from Baumgarten, where a real
competition could be ensured for gas from different suppliers: Caspian suppliers, Russia and

Romania’s internal production.

' Statement of Romanian Ministry of Economy and Trade, 9th of January 2006;
"7 Gazpromexport public data;
' ANRE — Agentia Nationali de Reglementare in domeniul Energiei, Romania’s regulator of the energy sector;
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Conclusions and proposals

The EU’s relations with Russia in the field of energy should be integrated in a wider
context of an increasing energy consumption, and a significant growth of emerging Asian
economies.

In time, trade between Russia and EU countries followed the same pattern: supply of raw
materials and energy resources in exchange for goods with high capital incorporation.

EU energy security can be ensured only by further relations with the Russian Federation,
because at a concrete level, between the producing companies (Gazprom) and the buyers
(different European distributors) there are long term contracts for 20/25 years — new contracts
recently signed by Gazprom with its European partners will expire around the year 2030 — which
creates mutual obligations, to buy and to deliver, both partners being interested in supply
continuity, given that investments required by infrastructure — the case of new pipelines beneath
the Baltic and the Black Sea — generated the need for taking loans, that could be paid back only
when selling gas.

Regarding the EU’s perspectives of cooperation with Russia in the field of energy, we have
noticed that there are real opportunities for continuing the rapprochement between the EU’s and
Russia’s economies, but the perspective of a Russia-EU Energy Community following the ECSC
(European Coal and Steel Community) model is premature today, but possible in the future if the
two partners are to deal with common challenges and growing interdependencies. In other words,
there are real chances for creating a regional market for natural gas with common rules that will
transcend current EU boundaries, and therefore relations with Russia to become closer than they
are now — because of a greater mutual confidence given by a common set of rules in the energy
sector.

As far as Romania’s relations with Russia are concerned, even if Gazprom price for
Romania is one of the lowest demanded to its European partners, through a system of agreed
intermediaries, the Russian company is requiring a price of about 20% higher than the price of
the delivery bills. As a solution to reduce the price for Romania, we propose the removal of those
intermediaries from this relation, after a more consistent engagement of Romania in finding
alternatives to Russian gas that will finally put pressure on Gazprom. As it was the case for

Poland — where in 2010 the intermediary RusUkrEnergo has been removed — Romania, by a more
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active policy within the European Union to support alternative supply from the Caspian region,
can convince Gazprom to direct negotiations with Romanian companies.

Finally, we can conclude that even if Gazprom pricing mechanism is strongly economically
based on market elements, it still offers the possibility to punish political opponents of Russia’s

interests in Europe.
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