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GAS PRODUCTION IN RUSSIA

WHERE ARE THE MARKETS?

SO WHAT IS THE RUSSIAN S RESPONSE?



Russian gas production stagnates,
iIndependents share reached 26%

Russian gas production dynamics and structure
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Gazporom s short term production plans

Gazprom main production regions Capacities commissioning forecast
Compreh_enswe_gas Gas pumping units/
| PRI T total designed capacity
total designed capacity Hdet
2013
S 2 units /6.0 bem p.a. 2 GPP/50.0 MWh 73 wells
3
- 2014
—— 2 CGPU/ 30.0 bcm p.a. 5 GPP/ 401 .0 MWh 168 wells
2015
2CGPUIM23bcmpa. 11 GPP/ 579.8 MWh 138 wells
Gazprom production 2012-2015
bem 1,690 1690 1,690 mmem/day
700 - 1658 o o o - 1,700 Yamal
600 - 4.!;;6 1057 518.0 5180 L 1650 Zapolyamoye field {Cencmarjiam Valanginian)
500 - : L 1600 Medvezhye field - Cenomanian
400 - ' Y amburgskoye field - Cenomanian
e ————— - 1,550 i
300 Urengoyskoye field - Cenomanian
200 - 1500 m Cther fields of Nadym-Pur-Taz region
100 - 1,450 mmmm Other regions
0- - 1,400 =@ \fax av_ daily production per annum

2012 est. 2013 plan 2014F 2015F



Gazporom s long term production plans

bcm
800 -
High case
700 -~ .
mm  Shtokman project
600 -
I W ECastern Siberia and the Far East
500 -~
Yamal megaproject

400 - L egaproj

300 - s New field in Nadym-Pur-Taz

200 - mmm Currently producing projects

100 - High case

0 —
2010 2020F 2030F 2030F
New fields in Yamal Eastern Siberia and Shtokman
/ Nadym-Pur-Taz \ / \ / the Far East \ / \
300 - 300 - 7 300 - 300 -
200 4 200 200 200
s
100 1 100 1 7 100 100
=0 7
0 _ 1 LS

0 0
\_ 210 200F 200F/ \ 2010 2020F 2030F/ \

2010 2020F 203[V \ 2010 2020F 203@




Eastern Gas Program
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Sakhalin gas production center

C1+C2 Reserves 746 3bcmofgas 934 mm tons of condensate

Peak annual production 13 bcm of gas n/a

Yakutsk gas production center - Chayandinskoye field

C1+C2 Reserves 1.4 tcm of gas 214 mm tons of condensate

Peak annual production 25 bem of gas 0.4 mm tons of condensate

Irkutsk gas production center - Kovyktinskoye field

C1+C2 Reserves 1.5 tcm of gas 76.7 mm tons of condensate

Peak annual production 35.3 bem of gas 2.3 mm tons of condensate

Krasnoyarsk gas production center - Sobinskoye field

C1+C2 Reserves 154 9bcmofgas 8.4 mm tons of condensate

Peak annual production 5.0 bcm of gas 0.4 mm tons of condensate



Independents are ready to increase their production,
with peak in 2023-2025

Independents long term production plans
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No market niche in North America any more

Gas balance in North America
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Market niche in Europe: strong competition in the future
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Situation on the European gas market does not favor Russian
exports

(

« Growing supplies of LNG ( * Lower than contracted

volumes
* Recovers very slowly

« Diversification of pipeline
supply sources

strongly competing with
coal

« In the power sector gas is

Demand

Regulation

('« Spot volumes are
increasing very fast
(30-40% p.a.)

« Majority of the European
stakeholders support
transition to the spot

| pricing

* Unbundling

» Gas Target Model
requires all gas to be
supplied at the virtual
hubs
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Limited demand growth on the domestic market
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Russian gas demand by sector until 2020 (optimistic scenario)

2005
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m Residential

® Industry and
feedstock

u Centralized
heating

m Power
generation

AGR

2012 | 2020 | A 2012-

2020

Total consumption | 428 | 468 | 40 | 1,12%

Power generation 188 | 201 | 14 | 0,88%

Centralized heating| 72 64 -7 | -1,36%

e sand 79 | 94 | 15| 2.17%
feedstock

Residential 75 86 | 11 | 1,78%
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Growing market in Asia, but...

Gas balance in North-East Asia
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By 2020 there is no market niche in China,
by 2030 the niche might reach 66 bcm

bcm Chinese gas contracts and gas balance
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OECD Asia is already contracting the North American LNG

bcm

200 -

180 -

160 -

140 -

120

100

80

60

40 -

Source: ERI RAS

2010

34

I 79

0____|_—_|_—

2015

50

2020

116

2025

2030

Japan and South Korea contracts and gas balance

Uncontracted market niche

I Others
I USA and Canada
I Russia
B Qatar
mm Other Middle East
I Papua New Guenia
B Malasia
I Indoneisa
o Brunei
Australia
mm Indigenous production

——(QECD Asia demand



Global LNG supply is expected to boom during the next decade

Min. tonnes
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There is enough gas to expand gas production by 2 tcm by 2040
at the production costs below 4 $/MBtu
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Gas supply curve
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Regional equilibrium gas prices are not expected to grow

Average weighted regional prices* of gas
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* Weighted average price between the prices of long-term contracts linked to alternative fuels, and spot prices.

Source: Global and Russian Energy Outlook up to 2040. ERI RAS-AC. 2013.
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SO WHAT IS THE RUSSIAN'S RESPONSE?
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Evolution of the Russian gas export strategy: what will be the
Russian response”?

Traditional Miller's team Anti-crises 599
strategy strategy strategy e
1990-2002 2002-2008 2009-2013 UL
Volume maximization, Price maximization and  Minimal price Most probably price
Price damping volume growth adjustments acceptable maximization

for the consumers
(price maximization in
the new conditions),
stagnating volumes

Russian role — Russian role — Russian role — Russian role — global
dominant regional dominant regional regional swing swing producer
supplier supplier producer
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Devil is in the detalls:
new additional gas to Europe - where will it come from?

markets als
more attrac
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Both for the North American and for East African LNG
Asia seems to be much more attractive market

Cost comparison for the US LNG sales

$/MBtu to Europe and Asia
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Existing long-term contracts guarantee stable sales volumes
for Russia until at least 2022

bcm Contract volumes and supply volumes of Russian gas to Europe
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Company and Country
Italy
Edison

Eni
ERG
Sinergieltaliane
Germany
E.ON
RWE
Verbundnetz Gas
BASF
Wingas
Baltics
Estonia
Latvia
Lithuania
Others
PGNIiG(Poland)

Botas(Turkey)

GDF Suez (France)
Econgas (Austria)
SPP (Slovakia)

Sources: MorganStanley. press

Contracted Volumes
(bcm)
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Contract Status

The Parties agreed on a discount (70 $/mcm acc. to Morgan
Stanley). Total compensation of €200 min. for FY2011.

15% spot pricing

15% spot pricing

15% spot pricing in 2009. Price discount (lower PO) in 2012.

15% spot pricing in 2009. Price revised down by 10% in 2012.

Lawsuit in arbitration.

Discount negotiated

In negotiations with Gazprom
Price discount (lower PO) in 2012

15% discount granted
15% discount granted
Demands a 15% discount

Demands a 10% discount, lawsuit filed to Stockholm arbitration Court
6,5% discount granted in 2009. 10% discount granted in 2011.
Turkey declined to extend the expiring contract.

15% spot pricing in 2009, price discount (lower P0) in 2012

15% spot pricing in 2009. In 2012 price discount (lower PO)

Price discount (lower PO) in 2012
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Arguments: oil indexation vs. gas indexation

Oil indexation Spot indexation

Disappearing gas glut on the Strong pressure from the customer
European gas market in the medium side

term — gap between oil-indexed and

spot prices will narrow Gazprom could demand financial

compensation for contract review + 3rd
Package exemption for the South
Gazprom will face price reopening and Stream and NEL + transitional period
contract expiration only after 2015 for price adjustments + European-level

With high oil prices even lower sales financial support for its mega-projects

volumes are providing high revenue (like EBRD and other European
financial institutions)

Arbitration lasts for several years

New projects need high prices
Gazprom could become a dominant

player dictating prices at the spot
market by changing its supply volumes

Oil indexation is needed for the project
financing

There are strong commercial reasons for Gazprom to protect the oil indexation at

least during the next 3 years




Eastern Gas Program: from discussion to the real investments
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Russian LNG projects: challenges and increasing competition
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Resources and production possibilities are not a limiting factor
Growing costs and taxes of the domestic production
Russia is for the first time facing demand constraints on its export markets

European policy and market situation create no incentives to invest in additional gas
supplies to Europe

There are strong commercial reasons for Gazprom to protect the oil indexation at least
during the next 3 years, and there is strong political will to protect oil linkage

Russia will have to market more expensive gas from the new projects, revenue
maximization seems to be more attractive

Russian gas export policy response so far includes three pillars:
Price reviews with minor adjustments (remaining oil indexation as a basis)
Eastern development
LNG
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