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Major Russian oil basins
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Russia's crude oil and condensate main export destinations, 2012
thousand barrels per day

Hungary
Bulgaria
United Kingdom
Spain
France

taly

Japan
Lithuania
Sweden
Finland
Belarus
Foland
China
Metherlands
Germany

—a

100 200 300 400

[
—a
—

600 700

@
C1la’ Source: Global Trade Atlas, U.S. Energy Information Administration

g00



Country Reserves | Production | R/P ratio
(tcm) (bcm/a)
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Major Russian gas basins
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Share of Russia's natural gas exports by destination, 2012
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Other Western Europe, 10%

Turkey, 19%

United
Kin J dom ,
6%

ltaly, 11%




Russia: Govemme nt—Frnpns&d Far East il and Gas Pipelines (U)

.-\.M\' .{f R '. r \-'-"t L _-I: ‘.L"i_ o 5 a B Bl 1 r Fa -
5 '\.I LS |_|_|—I_| i 1
— Ol pipaire L h L M ;\.-
| === Propossd ol pipaine il § S0
—— i385 plpsing por . ¥
---  Propossd gas pipeing Weal Stheriaith, 5 L. ¥
Aus=lan-dominated plpeines oil. & o fieldg., ;") -t ~
,_:.-ﬂ_ A 4 _.1. R 7 e 1 i
Tankar berminal : '*-3. TR ussila >, \
] E w _.Il. 3 ':I_"" f Sag R ) |
L ’ IV B East Siberian .. / = s
]l or mest of the ofl or gas movin _ : + il & aas fielkds Olkfotsk I
hroughia gmnnpﬂpolmﬁl‘mmﬂuguh. :- :\-._‘ " 5].;‘. ) | 1lrL ..}a ! ¢ H?‘lum?'ilzrll."m | )
£ %1 | f
E Jr cion ) T By S )
¥ Wirs _:___ - e = o 3
Y = e ??' -0 W oo f\x
Ly Ie 2 — woh j
) : ;va.{n A 2 o TS e
- AT r.‘n.,:-. \ - g B ¥ I
D apey _ 5 1 N 0 g
_..:, . .J“’i -*ﬂ i - ., -t _,....l:ulrlng'n:l ;- Kaz *-.-l . s _|’ . «.J-., . -# ?#’fﬂhmsk’u B ._.f "
. F | avtane 7 mawis r:;' o - i - P Sy VoS
Mo i = = Possibe spir i { a4
M, - | TN |
Rl
o ]
— Cll fpsling - .["5':!"3 ?E}}%. ,_
H —— Froposed ol pipeine e reved
—-— Poesible ol pipsline spur { ~5 ) Seaot o )
il r ! T
= - H h AT 1
- 4 = il ard gas fiakl L BELING 5 ;’l Kfﬁ,—,h japan
Y Gasiakd * ¥ LN
- ) e —— as plpalng C e¥South {1’
~ ool e L 5 —r, g
; g ¢ { .;{ [ack Son ?"f FEP'_"“ 5 il T —— Propoasd gas plpsling China '..-"._.x{. o #Wg | .r g
L -y /'\-\\ et S I e S | - X |. o BAKU 'R —— Rallroad ¥ Iq:'.ll O ':l__d"" Wi
iy el e ~—r § d | [ § Aoy
£ R *sifomn e . M Propocad arker terminal =yt by, 08 2 iYW} .
. - rRUnmn 3 s -
MCLASSFIED

e - T B |- Gy T
[BTC) 1




Privatization of oil assets
Domestic oil prices freed

Reinvestment with modern equipment,
technology and management

Pipelines remain under state control

Little reform of gas sector, including on
domestic pricing

Opening for foreign direct investment
Business practice remain opaque



Renationalization and re-control in oll
Gazprom’ s monopoly position solidified

Gas pricing reform stallec
Rosneft emerges state ol

Siloviki takes over from o

champion
igarchs

Role of private sector constrained
Limited room for foreign direct investment

10



The modest Supreme Court :
The 2 Europe goes cold on Turkey
ECODOmlSt Dubai as a finandal centre
Trouble in America’s mortgage market
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TS0 Russia is more of a

mess W|th %, Dpetro-state than the
-~ Soviet Union. Oil

RUSSIa and gas equal
more than 50% of
budget revenue,
more than 70% of
export earnings.
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“Privileged interests” in former Soviet space
Need for Caspian oil and gas supply?

Market control and downstream integration in
Europe

Partnership with European national champions
Control of oil and gas transit
World demand moving east — China syndrome
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Russia remains a cornerstone

of the global energy economy OUrLOOKE

Russian revenue from fossil fuel exports

2010 2035
S255 billion S420 billion

China —_

2% European European
(0]

Union China Union
o 20% 48%

An increasing share of Russian exports go eastwards to Asia,
providing Russia with diversity of markets and revenues



Demand and enable centralization
Maximize government take

Control paramount, profitability
secondary

Social benefit, public work, employment
Public spending, not investment

Strategic industry justifies national
champions, Rosneft and Gazprom

Facilitates rent seeking by elites
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Russia’s latest weapon

Recent fighting in Georgia and a race to build new gas pipelines has underscored competition between
Moscow and the West for control of the vast energy resources that flow westward to European consumers.

Naturalgas —— Existing Proposed/planned

pipelines - -+ Major Russian routes planned <= Major pro-Western route planned
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Shale gas and tight oil revolution
NG market

Delinking of oil and gas prices

Role for IOCs in Russia

Energy strategy and modernization
China

Arab “spring”

Ukraine




Brownfield revival period over

Price increases cannot be counted on to
make up stagnate volume

High-risk frontier exploration and
development needed

Need better technology and project
management

Availability and cost of capital
Who will bear the risks?
Role of foreign investment
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Newly independent states — little capacity
World-class plays for IOCs to develop
Exploration potential, geographic barriers
Explicit economic bargain

Implicit political bargain




Tens of billions in sunk investment
Higher prices — revenue expectations
_imited exploration success

Rising cost and environmental challenges
Growing confidence of indigenous elite

Rise of NOC competition — local and
regional

Bargain not as clear or balanced




Assertive host governments
Increased competition
Access to resources
Stability of terms

Higher costs

Risked rate of return
_ogistical challenges remain
Investment flow

22



Odesza

Feodosia @ ;

Constanta  Moveoro: ¥II 5k

BUI.GARIA D|C|Ck' SE"CI b GEORGIA
yoounges o Supsag-Thilisi
[ AmMELN Batumi

# glstonbul 1

lexand-
roupalis

Eman NS

Ankara 00, mtﬁ

Kirikale
TI_JEKET

wlzmir-

MohaochRg a i Caspi

As.fﬂ nﬂD . =

" Adasu Karaganda

KAZAKHSTAN

oz
""ﬁs_.-o

.
Q};'q
(-3

B

Kumkol arakoin
)"mf LY,

Dzh USL‘I|'? .
.,-5,’: Kyavlorda®. Druﬂ\bﬂ

UZBEKISTAN Shymlcerﬂ Bush [

ekesu  wypeYZSTAN

@ Fergana

Shagyr
A
Tashkent

© " TURKMENISTAN ~- "
E dTurkmanbﬂsIE Bukham.

| E'A_'Jﬁgd bat

TAJIKISTAN
Dushanbe

Kaboul U

.Almnty T

Dushanzi
eUrumgi

]
AFGHANISTAN  Islomabad

Mew-Dehlio

PAKISTAN
' INDIA
A—

Existing oil pipeline

Proposed pipeline/
transportation system

Railroad

Tanker terminal




- -OAstana

I
Atasu ® -

KAZAKHSTAN

%, ¥ .
T P a
e : ‘;ﬁtun to Chitk

onstanta

T Turke® )
N, Shymkent p====SAlmaty
. ]

e lkesy Bishkek—
KYRGYZSTAN
& Tashkent T
7 |

South 2 -

- lock Sea

Supsa
Batumi

DTNIKlETﬂN
Dushanbe

CYPRUS ;
LEBAMOMN |
Mediteraneon Sea 7 'r' "
ISRAEL - i "":':I"Dcﬁn 1 | -
\ ] o, Toindia
e et O RDAN Quetta = ul
' KUWAIT [ — -
EGYPT | s iy Mew-Dehlio- MNEPAL
| “.b% o Katmandou
o PAKISTAN
- . i g AN
— Existing gos pipeline SAUDI
ARABIA e INDIA

Planned/additional gas
transportation capacity




s Dominated by Russia previously

s New Western funded pipelines from
Azerbaljan and Kazakhstan to Black Sea
and Mediterranean

s New routes via Iran, China

= Confusing overlap of politics with
economics, roles of governments and
business



s Producing countries

= Producing companies
s Consuming countries
= Consuming companies
= [ransit countries

= [ransit companies

s Competitors

s Other interested parties, e.g., USG, lending
institutions and contractors

Success depends on alignment of interests
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s Supply relationship with Russia

s Equity investment in Central Asia

= Premium for land supply routes — willingness to
pre-build pipelines

s Chinese development model

= Neighborhood policy

= Competitive NOCs and service contractors

s Potential partners for IOCs?

Increased Asian competition from Iran, Gulf states,
India, Japan, Malaysia, Korea
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International politics can support, but do not
determine outcome and more often block
sensible commerce

No bankable volumes, no pipeline

Project champion is essential: a single committed
and capable one is better than multiple one

Fundamental economics matter—superior
netback to wellhead justifies new pipelines and
lead to shipper financial guarantees

Diversity of supply and routes is good, but
someone has to pay the premium

Whereto Shah Deniz Il, Kashagan, and Galkynysh?
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Caspian countries’ economic
Independence/political sovereignty

Incremental oil and gas supply for world market
Afghanistan/Pakistan

American commercial interests

Supply diversity for friends or allies



