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x BRAOHLE
_ Transport by Railway Hydro-transport
Capital Expenditure 529.5 230.0
(Million US$)
Operating Expense g e

(USS$ per ton)

Notes: 1. * Does not include coal cleaning cost;
2. **Includes costs of coal cleaning (Sales price of clean coal is twice higher than un-
cleaned coal);
Source: E-Trans LLC. Mongolia

The stated benefits and cost comparisons are clearly justifying that the proposed
hydro-transport method by pipeline is the best option for coal transportation
from Tavan Tolgoi to Gashuun Sukhait, where no railway exists currently.
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XS
Sino-Russian Gas Cooperation: The Regional and Global Implications
REE) A9V RT+—F - TRNE—HIRHEERRE /517 - T2
Fv 7 A7 5 — K« TANVF—WEIEEMNIEEE DN, 7« 72 2 KA [Sino-Russian Gas Cooperation: The Regional
and Global Implications (P HFAHIIOERTZEDD)] 257 —< @XM L7z 22 TEROAZRBANT 5,

i

«In Oct 2004, Gazprom and CNPC have agreed to sign a strategic
partnership agreement in Beijing.

« In March 2006 a memorandum between Gazprom and CNPC on
natural gas supplies and construction of two gas pipelines (with a

Sino-Russian Gas Cooperation: capacity of 60-80 bemly) was signed.
The Regional and Global Implications « In Sep 2007, Energy Minister Khristenko, signed the approval
order (no. 340) creating the Eastern Gas Programme (EGP).
ERINA Seminar ~= « In July 2009 Gazprom commenced the exploration drilling in
DR. KEUN-WOOK PAIK = '_. Kirinskoye field, and Khabarovsk hosted the celebrations dedicated
AT R P I to welding the first joint of the Sakhalin—-Khabarovsk-Vladivostok
F F (SKV) gas transmission system. The 1st stage of SKV project was

completed in Sep 2011.

the gas price negotiation was made, except the general price
formula agreement.

DECEMBER, 2013 1 4

[ Vg F, « Since the Beijing announcement in March 2006, no progress on

Sino-Russian Gas Cooperation

Update of Sino-Russian Gas Cooperation :
* Gazprom CEO, Rem Vyakhirev’s Asian Policy dated back to Feb
1997. « Almost a year after the failure of the breakthrough of Sino-Russian gas
price deal during St. Petersburg summit meeting in June 2011, China
indi d its strong i in taking upstream equity in East Siberia’s
gas development during Li Kechang’s visit to Moscow (then deputy
premier) in late April 2012.

* In June 2003 Gazprom CEO Alexei Miller’s key note speech at
the 22nd World Gas Conference gave a strong hint gas
production from East Siberia and Sakhalin Islands would be 26

becm in 2010, and the figure could reach to 110 bem in 2020. « In early June 2012, during World Gas Congress in Malaysia, Gazprom
Miller’s speech also indicated two LNG plants at Vladivostok and Export CEO Alexander Medvedev has spoken of a mysterious “asset
Vanino, in addition to Korsakov in Sakhalin Islands. It was the swap” that could finally break the deadlock over the pany's prop
core of Eastern UGSS. 68 becmly gas-supply deal with China.

« In late Oct 2012, President Putin urged Gazprom CEO Alexi Miller to
| the develop of “Power of Siberia” pipeline from
Chayandagas to Vladivostok.

« In Autumn 2004, the so-called ‘Discussion Package for the
Interagency Working Group to develop a Programme for creating
a Unified Gas Production, Transportation and Supply System in

!Easte_rn Siberia and the Fa_r E_ast w_ith potential e)_([_)orts to markets « In early Dec 2012, Russia’s deputy premier Arkady Dvorkovich confirmed
in China and other countries in Asia and the Pacific’ was revealed. that Russia was reviewing the Chinese proposals on ad pay
under contracts.
2 5

Source : Gazprom 3 s
Source : Gazprom
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On March 22, 2013 Moscow summit between President Xi Jinping and
President Putin announced that both countries agreed to give the priority
to Eastern route export with 38 bcm/y for 30 years. It was an indirect
confirmation that Russia’s priority of Altai route export was rejected by
Beijing. Moscow indicated the legally binding agreement will be signed in
June 2013 and the price details would be finalised by the end of 2013.

-In June 2013, CNPC'’s decision to take a 3 mtly of LNG from Yamal LNG
with 20% equity stake was a heavy blow to Gazprom.

- Even though in early Sep 2013 Gazprom signed the legally binding
agreement with CNPC for its gas supply to China, the details of the price
formula is not settled yet. (In Oct 2013 during premier Dmitri Medvedev’s
visit to Beijing, Moscow aims at finalising the price details by the end of
2013)

- In 2013, President Putin’s strong indication of dismantling Gazprom’s
LNG export monopoly is a reflection of Putin’s frustration with regard to
its Asian export policy. It was President Putin, not Gazprom, that had
responded to the wake-up call from the US shale gas revolution and east
Africa’s massive gas discoveries.

Summary :

* Unlike Sino-Russian oil cooperation which had witnessed a
massive expansion, Sino-Russian gas cooperation became the
hostage of the price deal for at least seven years.

*The breakthrough or failure of Sino-Russian gas deal will decide
soon whether Russia’s gas supply to Asia will be the second game
changer.

» The Japanese and Korean LNG buyers aim at importing a very large
scale LNG from the US, and the total volume of US DOE’s approval of
four LNG export projects by Sep 2013 reached 51 mt/y. Another 20-30
mtly volume is very likely to follow, however, Chinese NOCs are very

likely to make a cautious approach towards the US LNG supply.

» Without the breakthrough of Sino-Russian gas deal, fierce &
invisible competition among the potential LNG suppliers will be
inevitable, and in particular the chance of making east Africa
(Mozambique and Tanzania) as the third game changer will be
getting higher.

CNPC'’s preference of Central Asian Gas Supply

The critical difference between Russia and Central Asian Republics
with regard to gas supply to China is whether the value chain business
is allowed or not. For example, Turkmenistan allowed CNPC to explore
and develop its gas fields, while Russia completely ruled it out. The
availability of “Equity Gas” option gave CNPC enough of a cushion to
balance the burden from the high border export price.

This is the reason why CNPC has secured as much as 100 bcm/y of
gas supply from Turkmenistan, Uzbekistan, and Kazakhstan. The gas
supply from Turkmenistan with the volume of 65 bcm/y looks very
realistic. However, there is a kind of uncertainty of gas supply from
Uzbekistan and Kazakhstan to China in time.

It is worth noting that the pipeline gas supply from Turkmenistan had
incurred CNPC around 42 bn yuan loss in 2012 and the figure is likely to
be 60 bn yuan in 2013. CNPC has to find a way subsidize these loss
from the pipeline gas import, and this is the reason why NDRC’s Pricing
Department did not give a green light on CNPC’s price negotiations with
Gazprom. 8

Sino-Russian Gas Price Deal’s Implications towards
Japan
* The Sino-Russian gas price deal by the end of 2013 looks too tight to be

materialised. If current effort is intensified, however, the chance of the
deal during the first half of 2014 is very high.

+ Japan is keen on reducing the Asian LNG premium significantly but
without Sino-Russian pipeline gas deal the Asian premium will not
change. The pipeline gas deal between Gazprom and CNPC will make
Vladivostok LNG competitive, but Gazprom needs to change its stance
towards Sakhalin 3 gas supply for VLNG.

* The allocation Sakhalin 3 gas supply to Sakhalin 2 LNG expansion will
be logical and it will make both Sakhalin 2 expansion and VLNG
economically viable and attractive.

* LNG consumers alliance among Japan, Korea and China based on
Vladivostok LNG project could be a real possibility.

Table 1. The Characteristics of China’s Central Asian Model and
Russian Model.

Central Asian Model Russian Model

Qil Sector « Oil asset buyout or oil -« “Loan for oil” : 2005 &
company buyout in 2009.
Kazakhstan « Oil company buyout
(2006, Udmurtneft)
« Upstream JV (Vostok
Energy) allowed.
Natural Gas « “Equity Gas” in No Equity Gas in upstream
Sector Turkmenistan and and mid-stream allowed.

Uzbekistan
« Pipeline Construction
« Value Chain business

But “Loan for Gas” option
between Gazprom and
CNPC was explored in
2011.

Source : K-W Paik, Sino-Russian Oil and Gas Cooperation.

Useful Reference :

- Keun-Wook Paik, Sino-Russian Oil and Gas
Cooperation : The Reality and Implications (Oxford :
Oxford University Press, 2012).

<http://www.chathamhouse.org/sites/default/files/public
/Research/Energy,%20Environment%20and%20Develo
pment/1212bp_paik.pdf

China’s Gas Expansion : National, Regional and Global
Implications

« China’s domestic gas production in the coming two decades is set
to expand, but the growth rate will not be as big as that of the 2000s.

* The scale of China’s gas import in the 2020s will be fundamentally
affected by the level of China’s shale gas development.

- Pipeline gas and LNG import competition among Chinese NOCs —
CNPC, SINOPEC, CNOOC - will be fierce. The delay of Sino-Russian
gas deal by CNPC will impose a maximum financial burden to both
SINOPEC and CNOOC.

» Regional competition among Northeast Asian buyers — Japan,
Korea and China could be intensified, but the cooperation could be
also possible.

« Global competition to penetrate Asian gas market — Three game
changers : i) LNG supply from North America ; ii) Pipeline gas and
LNG supply from Russia ; iii) LNG from East Africa, in particular
Mozambique and Tanzania.

10
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Modified Figure. A. Machintosh, Security of Europe’s Gas Supply: EU Vulnerability, CEPS Policy Brief, No.222, 2010, p. 4.
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