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Dubyna was torn between two decision-making centers. In terms of the government’s
stability, it was undermined in the autumn period due to a high probability of early par-
liamentary elections after the ruling coalition broke in September. Nevertheless, it was
later saved after accession of Lytvyn’s Block consisting of 20 MPs. Still, the coalition
only had a visible majority at the parliament, since almost half of NUNS faction (Our
Ukraine-People’s Self-Defense) didn’t support the government and didn’t vote accord-
ingly. In fact, Ukraine then was managed by a minority government that adversely af-
fected its institutional capacity.

The aforementioned events were a crisis also according to criteria established by the
European Commission. According to the Directive of the European Commission issues in
2003, the gas crisis occurs when gas in not received by 20% of consumers in the EU states.
In this case, the European Commission has to call a Coordination Group in order to resolve
a problem with gas supplies. Bearing in mind that in January 2009 Europe was spared from
almost one-third of its usual supply amount for internal consumption, the fact of the crisis
is unquestionable.

3. THE CONTEXT OF THE CRISIS

The Gas Transportation System of Ukraine

Ukraine’s gas transportation system consist of a range of main and supplementary gas
pipelines, representing four out of five existing routes for transporting Russian gas to coun-
tries of the European Union (the fifth goes through the territory of Belarus), thus provid-

ing 80% of Russian gas transit to the EU (map below is taken from the Fuel and Energy
Ministry website).
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Relations with Parties Involved in the Crisis

Russian-Ukrainian relations in terms of the natural gas supply and transit can be de-
scribed as long-lasting and not very comfortable for each other. It should be mentioned
here, that in first several years of Ukraine’s independence it was a stiff dependence on the
Russian energy supplies that caused a systemic Kyiv’s dependence on its northern neigh-
bor. Ukraine’s insolvency at the time of the transformation crisis in the beginning and mid-
nineties coupled with a lack of the political will to reduce energy dependence and raise the
sector’s efficiency, torpedoed accumulation of gas debts. The raising debt figures served the
Russian Federation in exerting constant pressure directly through gas or energy means, or
even economic or commercial matters.

The most vivid example of acquiring political dividends through gas debt claims was a
decision on concession of the major part of the former Soviet Black Sea Fleet to the Russian
Federation, while the rest of the Soviet army deployed on the territory of Ukraine automati-
cally became subordinated to Kyiv. The Agreement signed by the Russian Federation and
Ukraine on Status and Conditions of the Black Sea Fleet of the Russian Federation on the ter-
ritory of Ukraine represents the major success of the Russian “gas diplomacy”. Consequently
Ukraine had to agree to obviously discriminative conditions of the Fleet’s division, as well
as it had to agree that the base’s rent, which anyway was significantly depreciated to $97,75
millions per year, will be counted against reducing Ukraine’s gas debts.

For a long time, gas relations between Ukraine and Russia were based on specific,
opaque and ambiguous for western partners preferential approaches. These relations
envisaged bilateral discounts both for gas consumers in Ukraine and the Russian supplier
for the gas transit though the Ukrainian territory. Such situation enabled Russia to talk
about alleged subsidizing of Ukraine through relatively low gas prices. The situation has
only changed in a period of 2009-2010 after the crisis as a result of establishing a formula
for calculating a price and departing from a practice of “special relations” in the gas dimen-
sion:

* 2005: gas price $50, transit rate $1,09

* 2006: gas price $95, transit rate $1,6

* 2007: gas price $130, transit rate $1,6

* 2008: gas price $179,5, transit rate $1,7

* 2009: gas price (year average) $259, transit rate $1,7

* 2010 — gas price in the first quarter $305, transit rate $2,78

The last example of the “special relations” is a gas agreement 2006 signed between the
Russian government and the Cabinet of Ministers chaired by Yuriy Y Yekhanurov . The
agreement was later endorsed by President Victor Yushchenko.

These gas agreements, as assessed by Prime-Minister Y Yekhanurov provided guaran-
tees for an immunity of the Ukrainian gas transportation system, a gas balance for the
Ukrainian consumers and transit to Europe, among other. But mainly, the agreement set a
transition period, which Ukraine should use as efficiently as possible in order to modern-
ize its industries and install energy-saving technologies. As of the PM Y Yekhanurov ’s
statements, in the beginning of 2006, further confrontation could have caused disruption in
gas transportation as well as a possible anthropogenic disaster. The agreements signed on
January 4 enshrined establishment of a joint venture Ukrgazenergo with an intermediary
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company RosUkrEnergo and set a gas price for Ukraine at the level of $95 per a thousand
cubic meters until 2010.

The agreement’s content was highly charged in Ukraine and became subject to tough
criticism from the opponents. The former Deputy Minister for Foreign Affairs of Ukraine
Oleksandr Chaly referring to the agreement as “Pearl Harbor of Ukraine’s energy diplo-
macy” lamented that the gas agreement violates the Ukrainian legislation and pursues a
goal that obviously contradicts to interests of the state and society?.

One of the key elements in the legal rationale for this conclusion is that Oleksiy Ivchenko,
Naftogas Chairman of the Board, signed the gas agreement in the absence of the annual in-
tergovernmental gas protocol for 2006. The latter, according to Article 2 of the Agreement
between the Cabinet of Ministers of Ukraine and the Government of the Russian Federa-
tion on Additional Measures to Ensure Transporting Russian Natural Gas via the Territory
of Ukraine, dated 4 October 2001 (hereinafter referred to as the “2001 Intergovernmental
Agreement”), was to adjust the volumes of transited gas and transit dues (set either in mon-
etary terms or in terms of gas volume to be supplied as payment for transporting services) to
the 2006 levels. The signed gas agreement is at odds with the terms of cooperation laid down
in the 2005 Protocol between the Cabinet of Ministers of Ukraine and the Government of the
Russian Federation, supplementing the 2001 Intergovernmental Agreement and signed on 2
July 2004, as well as in Addendum #4 to the effective contract between the National Joint
Stock Company Naftogas Ukrainy and Public Joint Stock Company Gazprom on Volumes
and Terms of Russian Natural Gas Transit via the Territory of Ukraine for 2003-2013, dated
21 June 2002. Meanwhile, the Ukrainian-Russian gas agreements now in effect stipulate that
these terms should apply if there is no annual intergovernmental protocol in place. Naftogas
and Gazprom are not entitled to amend those agreements independently, with no previous
authorization from their respective governments.”'.

Adoption of the agreement provoked a governmental crisis, when in 10 days after the
agreement, the Parliament with a majority of 250 votes expressed no confidence to Y Yekha-
nurov ’s government on January 10, 2006. Nonetheless, the bilateral agreement was active
until 2009, specifically until the new crises exploded, which is to be analyzed further.

With regards to relations with the European Union and its gas consumers, Ukraine never
held any established de-jure commitments towards them. The commercial ties system in-
herited from the Soviet Union implied a scheme, where Gazprom was responsible for sup-
plying gas to the European partners at the western borders of Ukraine, and the Ukrainian
parties that provide the transit formally had to report only to Gazprom.

Energy Consumption and Energy Efficiency

Ukraine did and continues to consume an inproportional share of natural gas in terms of
GDP. As of 2008, Ukraine consumed about 3% of total global consumption of natural
gas, thus being among top ten biggest gas consumers (ranked 6-7"). In the meantime a
share of Ukraine’s economy is almost 5 times lower than this indicator (a little bit over
0,6% of the world’s economy).

Ukraine’s dependence on the Russian gas became threatening not that much because of
the Russian monopoly on gas and its routes to Ukraine, but due to excessive energy con-

20 Chalyi O. Ukrainian-Russian Gas Treaty: A Guide to Resistance http://www.dt.ua/1000/1030/52316/
21 ibid
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sumption of the Ukrainian economy and many years of opaque commercial relations, lead-
ing to emergence of specific pricing both for gas supplies and transit fees.

For instance, statistics of a pre-crisis year 2005 could be used as an evaluation point,
when Ukraine’s gas consumption skyrocketed, while the energy efficiency and energy-
saving technology failed to become a national priority policy just remaining on discussion
agendas.

In 2005 Ukraine consumed 76.4 billions cubic meters of gas, including the population
share of 18.0 billions cubic meters, and the volume of 7.5 billion cubic meters for technolo-
gial service of gas extraction and gas transportation enterprises. As reported in the balance
of natural gas supply and distribution, in 2005 Ukraine imported 55.9 billions cubic meters
from the Russian Federation and countries of Central Asia.

According to the American Energy Administration report 2006, Ukraine was ranked
among the biggest energy consumers in Europe. For $1 of its GDP, Ukraine consumes en-
ergy twice as much as Germany?. In the total energy composition in 2005 the natural gas
has almost 50% share and 75% of it was imported from the Russian Federation.

Since the end of 2008, the economic crisis caused a decrease in gas consumption in
Ukraine, primarily through significant contraction of industrial output that is traditional
source of enormous gas consumption in Ukraine.

According to calculations provided by Naftogaz, Ukraine’s total consumption of natural
gas in 2009 was 55.9 billions cubic meters, where:

* 33 billions cubic meters imported,

 20.6 billions cubic meters extracted,

* 2.3 billions cubic meters from underground storages.

Domestic consumption structure:

* 17.8 billions cubic meters private consumption

* 10.5 billions cubic meters heating utilities enterprises

* 1.05 billions cubic meters state budget organizations

* 19.3 billions cubic meters industrial consumption

Internal sources of natural gas: status-quo and prognosis

According to Energy Strategy of Ukraine till the year 2030, approved by the Cabinet of
Ministers on March 15, 2006, more than 75% of gas fields have initial recoverable reserves
less than 10 billion cubic meters. Only 4 gas fields had initial recoverable gas reserves over
100 bem (Yablunivske, Yefremivske, Zahidno-Khrestyshchenske, and Shebelynske). It is
important that today too, these 4 gas fields provide for more than 25% of current natural
gas production®.

Ukraine’s gas production is facing problems also due to the fact that more than 15% of
its gas reserves fall under the ‘hard-to-recover’ category by such criteria as reserves deple-
tion degree and reservoir properties of the rock. They are categorized as low-permeable
reservoirs, multipay fields, with high lithologic heterogeneity, both in terms of area and pay
zone thickness. Virtually all reserves in the Precarpathian fields are hard to recover. The
development of hard-to-extract reserves require specific, scientific-intensive and high-cost
processes and technology be employed.

2 Is Ukraine — the World’s Monster of Gas Consumption? http://www.unian.net/ukr/news/news-209361.html
2 Energy Strategy of Ukraine till the year 2030. mpe.kmu.gov.ua/fuel/doccatalog/document?id=50369
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Based on data regarding forecast changes in efficiency of geological-geophysical studies
and prospect drilling, a preliminary estimate of possible increment of explored gas reserves
was made for the forecast period. It was assumed that gas-well prospect drilling will achieve
the levels provided for under the National Program ‘Oil and Gas of Ukraine until 2010’, i.e.
415,000 meters/year, which is 2.5 times more than the actual scope of gas-well prospect drill-
ing operations in 2004. The calculations show that given such conditions over the forecast
period (2006-2030), the explored reserves can be incremented up to 1,022.7 bcm based on the
best-case scenario, and up to 670 bem based on the pessimistic scenario.

According to above mentioned Energy Strategy of Ukraine till the year 2030, gas pro-
duction levels over the short- and long-term period will be determined by the following
factors:

* enhancing efficiency of hydrocarbon production from fields currently under operation;
* accelerated development of new reserves;
* bringing gas prices to economically justified level for all consumer categories®.

Given the gas production history of fields brought into development, and forecast changes
in explored hydrocarbon resources, gas production volumes over the forecast period have
been calculated (internal sources, base-case scenario).

Gas Production in Ukraine, becm
(according to Energy Strategy of Ukraine till the year 2030)

285
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Based on the best-case scenario, natural gas production in Ukraine is expected at 23.5
bcem in 2010, 25.5 bem in 2015, 26.6 bem in 2020, and 30.1 bem in 2030; and based on
the worth-case scenario, 20.8 bcm in 2010, 23.0 bem in 2015, 24.6 bem in 2020, and 26.9
bem in 2030%.

Obviously such forecast allows to hope that in case of coherent policy of increasing energy
efficiency and energy-saving, Ukraine has a chance to lower its gas dependency on Russia in
the mid-term perspective, as the forecast provides for reduction of the share of imported gas
from 75% of consumption to relatively secure level of 30-35%. Authors of Energy Strategy of
Ukraine however consider such a possibiltily to be achieved only up to 2030.

2 Energy Strategy of Ukraine till the year 2030mpe.kmu.gov.ua/fuel/doccatalog/document?id=50369
3 ibid
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Forecast of Gas Consumption Dynamics in Ukraine, billion cubic meters
(according to Energy Strategy of Ukraine till the year 2030)
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“Information War” Context

Even before the crisis exploded, Ukraine has already been under a large-scale informa-
tion attack exerted through various Russian, foreign and even Ukrainian media.

There has been said a lot about a synchronized, well coordinated and orchestrated
work of Russian media, which wasn’t a comprehensive but totally biased information
campaign featuring strictly Russian position. Some Ukrainian TV channels and newspa-
pers surprised to be among those, which alongside Russian media participated in anti-
Ukrainian campaign.

According to the quantitative content analysis of Ukrainian TV stories conducted by
Telekrytyka internet source, the Russian company Gazprom was the most quoted subject
during 1-17 January 2009 (682 stories)*®. Such robust campaign results in enhancing Gaz-
prom’s assertiveness in highlighting its stance. From this position it was much easier to
feature information on the conflict’s developments, produce information causes and pro-
voke the Ukrainian party into situations where it would have to defend and justify itself.
Naftogaz Ukraine was only present in 417 TV stories, depicted as an object dependant on
exogenous factors and as an instrument of interests’ fulfillment — by Gazprom or Ukrai-
nian political actors.

If Gazprom’s spokesman was cited 156 times, his Naftogas counterpart — 31 time only. It
should be emphasized that such a skewed balance could have been observed on the Ukrainian
television’. Undoubtedly, that presence of Gazprom’s position has been even more dominant
in the Russian TV.

26 Burkovskyi P, Chernenko C.Ukrainian-Russian Gas Conflict: news content review of top TV channels in
both countries http://telekritika.ua/telenovini/2009-01-20/43214
27 Ibid
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With regards to the Russian TV channels, in a period January, 1-17, 2009 there were at
least ten stories on Russia’s First channel and 5 stories on NTV, which are broadcasted in
Ukraine, harshly accusing Ukraine in siphoning Russian gas

Other issues complementing the siphoning allegation on the Russian TV were such sub-
jects as domestic and professional incapacity of the Ukrainian authorities, leadership’s per-
sonal interests and moral hazard in the gas sector as well as an issue of severe economic
crises in Ukraine and gas crisis as its consequence.

The latter was targeted on the Russian audience, who would perceive Ukraine as a com-
pletely economically failed state, where the gas siphoning is the only possible salvation.

Therefore, many Ukrainian experts agree that the integrity of Russian media interpreta-
tions of the gas crisis, which is common for the authoritarian regime, could have been very
convincing, however for the Russian audience only?.

The Russian position has also dominated in the international media. While Gazprom de-
ployed the entire envoy of commentators and experts capable to convincingly deliver the cli-
ent’s position in the relevant language and style, the Ukrainian response was very weak.

Very often top world and European TV channels failed to find a Ukrainian expert, a state or
Naftogaz representative capable to explain the rational behind the Ukrainian actions in a lan-
guage that could be understood by the Western audience (both in literate and figurative sense).

Ukraine’s failure in the international media environment was very vividly assessed by
the well-known British expert James Sherr on the press-conference in Kyiv organized by
the Democratic Initiatives Foundation:

“The recent economic crisis clearly showed that the profile authorities in Kyiv simply
do not understand the importance of establishing communication on the state and media
level. As the Ukrainian voice, that was so necessary for Western Europe, couldn t be heard.
The Russian speakers on a daily basis attended official meetings, TV programs and public
gatherings. They represented their vision of what is going on, quoting names, volumes,
prices and conditions.

In Ukraine you wouldn't find a single expert able to explain what is really going on.
During the crisis Ukraine did technically correct and well planned moves. When Rus-
sia accused Ukraine in stealing the gas, Ukraine responded: “We are not stealing the gas
but taking it for technical needs”. No explanations followed. The Europeans couldnt get
such answer this, as the first impression you get from it is that you are not being told the
truth. When on January 13 Russia announced: *“We resumed gas deliveries to Europe” but
nobody in Europe received it, the Russians said: “that is because Ukraine is siphoning it
again”. And what was Ukraine s reaction? Silence, again.

But actually, there was an answer. Your main gas pipelines were temporary reversed in
order to provide gas for South and East of Ukraine. And if the direction insisted by Gaz-
prom had been chosen, the significant part of Ukraine would have been deprived of gas.
Naftogaz requested the Russian side to choose other routes for gas transportation, however
Gazprom insisted on the route, which was vitally important for Ukraine.

If the Ukrainians managed to enlighten the European audience on these facts, they would
find the understanding. We would realize that Russia plays a pretty cynical game. And one
of main goals pursued by Russia in this crisis is simply punishing Ukraine and ruining its
reputation”.

2 Ibid
¥ Democratic Initiatives Foundation http://dif.org.ua/ua/events/kek
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Later the Russian officials admitted that there were no actual facts proving that Ukraine
was stealing gas or committing violations of other kinds, that clearly demonstrates artificial
nature of the allegations. On December 20, Head of the Accounting Chamber of the Rus-
sian Federation Sergei Stephashin talked to the journalists about “gas revisions” conducted
jointly with their Ukrainian counterparts, particularly saying: “we didn’t find any unprec-
edented theft in this situation. Ukraine didn’t siphon gas from the pipeline”.*°

Speaking at the radio station “Ekho Moskvy” on December 31, Gazprom’s official rep-
resentative Sergei Kupriyanov said that the gas giant has withdrawn its claim from the
Stockholm Arbitrary Court against Ukrainian Naftogaz on violation of the contract on gas
deliveries to the Central and Western European states in January 2009. Kupriyanov noted
that “we declared an emergency. And all clients agreed to that”. In the same time he add-
ed, that the European consumers hasn’t submitted a single claim regarding the gas crisis
against Gazprom.®'

Therefore, in such a way Russia dismissed its own accusations in gas theft against Ukraine.
However, the bitter taste remained, as Ukraine’s reputation was severely harmed.

Ukraine’s defeat on the media field was demonstrated by the fact that, if in the crisis 2006
the factors that shaped the EU public opinion were in solidarity with Ukraine and con-
demned Russia, in 2009, despite even more arrogant Russian behavior, Europe concluded
about the joint responsibility of Kyiv and Moscow on the gas disruption.

4. CHRONOLOGY OF THE CRISIS

» October 2, 2008. Russian Prime Minister Vladimir Putin and his Ukrainian counterpart
Yulia Tymoshenko signed a Memorandum of Understanding under which price increases
for gas imports will be spread over three years. According to point 3.3 of the aforemen-
tioned Agreement, “the parties are to sign a long term contract on gas transit through
Ukraine before November 1, 2008. The transit tariffs were defined by the parties at the
level of the year 2008 and were to be correlated by a reduction coefficient for the price
of 6.4 cubic meters of natural gas necessary for normal functioning of the gas transporta-
tion system of Naftogaz”. The parties agreed that intermediary company RosUkrEnergo
will be liquidated under the condition that the debt of Naftogaz to RosUkrEnergo for the
supplied gas is transferred as debt of Naftogaz to Gazprom. The size of debt was not men-
tioned in the Agreement which later became one of the founding stones of the crisis. Later
in December Russia refused to follow the provisions of the memorandum.

» December 1, 2008. Gazprom spokesman Sergei Kupriyanov said he cannot reveal how
much of the debt is outstanding, but that Ukraine has «not paid in full, and has asked for a
postponement.» He said that as of December 1, Ukraine was scheduled to have paid $550
million. He said talks on whether to postpone the repayment schedule would continue on
Wednesday. A spokesman for RosUkrEnergo said that Naftogaz had transferred to gas in-
termediary RosUkrEnergo $268.7 million of the $550 million. Gazprom claimed Ukraine
a debt of $2.4 billion for consumed gas, and Gazprom asked this amount be repaid before
the commencement of a new supply contract. Although in December 2008 more than
$1 billion was paid by Ukraine to reduce its debt, Gazprom remained committed to cut

30 Accounting Chamber of the Russian Federation: Ukraine Wasn’t Siphoning Gas http://www.rosbalt.ru/

print/701143.html
31 Radio Svoboda http://www.radiosvoboda.org/content/article/1925638.html
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supplies to Ukraine on 1 January 2009, if Ukraine did not redeem its $1.67 billion debt for
gas supplies and $450 million in fines.

December 30, 2008. Naftogaz paid $1.522 billion, but parties were not able to agree the
price for 2009. Ukraine proposed a price of $201 and later $235, while Gazprom demand-
ed $250 per 1,000 cubic meters.

December 31, 2008. Negotiations between Gazprom and Naftogaz were interrupted.
January 1, 2009. Deliveries of 90 million cubic meters of natural gas per day, destined
for Ukraine, were cut off in full at 10:00 MSK. Transit deliveries to the EU continued at a
volume of 300 million cubic meters per day.

January 2, 2009. Ukrainian delegation including Fuel and Energy Minister Yuriy Prodan,
Deputy Foreign Minister Konstantin Yeliseyev, President’s representative for energy is-
sues Bohdan Sokolovsky, and Deputy Head of Naftohaz Vadym Chuprun visited Czech
Republic as the EU Presidency and a number of the EU other member states in the first
week of 2009 to hold consultations on the gas crisis. President Yushchenko sent a letter
to President of the European Commission Jose Manuel Barroso proposing the European
Union’s involvement in the settlement of the dispute.

January 2, 2009. Hungary, Romania and Poland reported that pressure in their pipelines
had dropped. Bulgaria also reported that supply was falling and that transit to Turkey,
Greece and Republic of Macedonia was affected.

January 4, 2009. Lawsuits were filed both by RosUkrEnergo (against Ukraine) and Gaz-
prom (against Naftogaz) with the Stockholm Tribunal of the Arbitration Institute of the
Stockholm Chamber of Commerce, Sweden. Ukraine has also filed in lawsuits there. Ac-
cording to Naftogaz, RosUkrEnergo owes the company $40 million for services in trans-
portation of natural gas.

January 5, 2009. Kyiv’s economic court decided to ban Naftogaz from transiting Rus-
sian gas in 2009 at a price of $1.60 per 1,600 cubic meters per 100 kilometers. The court
declared ineffective contracts on Russian gas transit via Ukraine because they were signed
without being empowered by the Cabinet of Ministers of Ukraine.

January 5, 2009. Prime Minister Putin instructed the head of Gazprom Alexei Miller to
reduce supplies via Ukraine to Europe by the amount of gas Ukraine had allegedly taken
since deliveries ended on 1 January 2009.

January 7, 2009. All Russian gas flow through Ukraine was stopped by Russian party
amid mutual accusations between the two parties. Several countries reported a major fall
in supplies of Russian gas; the worst affected were Bulgaria, Moldova and Slovakia.
January 7, 2009. Jose Manuel Barroso criticised Ukraine. “Ukraine says it wants to be
closer to the EU. If it wants to be closer, it should not create any problems for gas to come
to the EU,” European Commission President Jose Manuel Barroso said at a press confer-
ence in Prague

January 8, 2009. Talks between Naftogaz and Gazprom were resumed overnight. Ukraine
agreed to guarantee the unimpeded transit of natural gas on the condition that Gazprom
would guarantee and supply technical gas for Ukraine’s gas transit system to function;
this was denied by Russia. Although the European Union, Ukraine and Russia agreed the
deployment of the international monitoring group on the gas metering stations between
Russia and Ukraine, the supplies to Europe were not restored.

January 10, 2009. In the course of a telephone conversation, the President of Moldova
Vladimir Voronin and the President of Ukraine Viktor Yushchenko have reached an agree-
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ment to resume gas supply from Ukraine to Moldova in the amount necessary to maintain
the gas transportation system and the social facilities of the country, as well as for the
emergency support for ordinary consumers.

January 10, 2009. Given the friendly relationship between Ukraine, Bulgaria and Moldo-
va, President Viktor Yushchenko decided to supply gas to these countries from Ukraine’s
own resources, at an optimal level. This represents approximately 2 million cubic meters
of gas per day to Bulgaria and 1.5 million cubic meters of gas per day to Moldova. With
regard to payments, the price of gas and so on, President Viktor Yushchenko proposed that
these issues be settled once Russia will resumes full gas transit through Ukraine.
January 13, 2009. Russia resumed pressure on the entry point to the Ukrainian transit
system and offered to partially resume deliveries — in Romanian and Balkan directions
(through Orlovka pumping station). The Ukrainian side technically couldn’t implement
this option, therefore the delivery failed to resume. The position of Naftogaz was sup-
ported by the fact that the main Ukrainian route was currently working on reversing gas
deliveries from the underground storages located in the Western part of the country to
consumers on the East. Implementation of Gazprom’s request without halting gas reverse
towards big cities in Eastern Ukraine was impossible. At that moment the only acceptable
option was to resume deliveries in full volumes.

January 13, 2009. Issue of the gas crisis is on agenda in the Parliament of Ukraine. Prime-
Minister of Ukraine Yulia Tymoshenko is present at the Parliamentary session. The Min-
ister of Energy and Fuel Resources Yuri Prodan reports. Leader of the opposition Party of
Regions Victor Yanukovych urges the active Cabinet of Ministers to resign and embark on
the procedure of impeaching the President. The Party of Regions actually joins the Rus-
sian side in the gas conflict accusing the Ukrainian government in the anti-Russian policy.
President Yushchenko, despite his persistent conflict with the government, doesn’t support
its resignation. The Parliament establishes the Temporary Investigation Commission.
January 17, 2009. Russia held an international gas conference in Moscow. The EU was
represented by the Presidency (the Czech Minister of Industry and Trade Martin Riman)
and European Commission (the EU Energy Commissioner Andris Piebalgs), so that the
EU could speak with one voice. Ukraine was represented by the Prime Minister Yulia
Tymoshenko. The summit did not achieve any solution to the crisis and the negotiations
continued bilaterally between prime ministers Putin and Tymoshenko.

January 17, 2009. Leader of the Communist Party Petro Symonenko, accused President
Yushchenko in personal loyalty to RosUkrEnergo: “RosUkrEnergo and its owner Dmytro
Firtash only knows how to launder money to accounts of the president’s family... Thus
family business Yushchenko-Firtash has to be stopped and judged”. These allegations are
widely cited by the Russian media. President Yushchenko, in his turn declares his inten-
tion to take Symonenko to court for the intentional spread of wrong information.
January 18, 2009. Early morning after five-hour talks Putin and Tymoshenko reached
a deal on restoring gas supplies to Europe and Ukraine. Parties agreed that Ukraine
would start paying “European prices” for its natural gas, less a 20 percent discount for
2009, and would pay the full European market starting from 2010. In return for the
discounts Ukraine agreed to keep its transit fee for Russian gas unchanged in 2009.
The two sides had also agreed not to use intermediaries therefore to remove RosUkrE-
nergo from the market. Naftogaz is to make payments for monthly supplies by the
seventh of the following month.
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January 18, 2009. The Government of the Republic of Moldova welcomed the consensus
reached by Ukraine and Russia on the terms of delivery and transit of gas to Moldova and
European countries.

January 19, 2009. The head of Gazprom Alexei Miller and the head of Naftogaz Oleh
Dubyna signed the 10-year agreement on natural gas supplies to Ukraine for the period of
2009-2019.

January 20, 2009. Gas supplies restarted.

January 21, 2009. Gas supplies fully restored

February 6, 2009. Ukraine fully paid in time for gas consumed in January. However
the portion of gas consumed is substantially lower than fixed in the agreement signed on
January 19 (due to evident drop of consumption caused by economic crisis). The concern
expressed that in the future it may lead to large fines as stipulated by the agreement. The
situation of this kind will be repeated each month since that.

February 10, 2009. Ukraine’s Council for National Security and Defense (CNSD) under
supervision of President Yushchenko adopts a decision “on urgent measures to ensure
energy security of Ukraine”, which criticizes Russian-Ukrainian gas agreements signed
in January 2009. The CNSD states that the government implemented only 72 (47.7%) out
of 151 gas sector objectives defined by the CNSD decisions in 2008-2009 and failed to
implement other 79 (52,3%). With regards to the CNSD evaluation, all these objectives
where aimed at enhancement of the governmental policy in the energy security of Ukraine
and had to prevent crisis escalation in this sector.

March 23, 2009. Following the International Investment Conference on the Modernisa-
tion of Ukraine’s Gas Transit System, in Presence of President Victor Yushchenko and
President of the European Commission Jose Manuel Barroso, the Joint EU-Ukraine Dec-
laration was signed. For Ukraine, the instrument was signed by Prime Minister Yuliya
Tymoshenko, for the European Commission by Commissioner for External Relations and
European Neighbourhood Policy Benita Ferrero-Waldner and Commissioner for Energy
Andris Piebalgs, for the EIB by President Philippe Maystadt, for the EBRD by First Vice
President Varel Freeman, and for the World Bank by Martin Raiser. According to the
declaration, the Ukrainian government pledged to secure independence of the gas transit
operator, in particular, through implementing the EC Directive of 2003 on the common
rules for the internal market in electricity. The Ukrainian government promised to enable
the gas transit operators to act on a commercial basis in order to fulfill their business plan
in a long-term perspective. Ukraine also pledged to ensure an access of third parties to un-
derground gas storages on transparent commercial conditions. At the same time, Ukraine
must complete formation of gas sector till 2011 that will be also reflected in an association
agreement between Ukraine and the EU, as well as in an agreement on Ukraine’s joining
the Energy Community. Yuliya Tymoshenko noted that the final declaration of the confer-
ence includes a clear provision that the GTS will remain in Ukraine’s state property and is
seen as an integral part of a common European energy infrastructure.

March 24, 2009. Russian Prime Minister Vladimir Putin has dismissed an EU-Ukraine
gas deal as “unprofessional”, saying Russia — the main supplier — had not been con-
sulted. “If Russia’s interests are ignored, then we shall also be forced to start reconsidering
the principles of our relations with partners,” he warned.

April 23, 2009. Russia and Ukraine may be close to a new gas crisis as Kiev faces dif-
ficulties making payments, an official accompanying Prime Minister Vladimir Putin to
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Kazakhstan was quoted. “If things are that bad in the financial sphere... We could conclude
that we could be on the brink of a new gas crisis,” news agencies quoted the official as
saying, referring to Ukraine’s poor economic situation. But a Naftogaz spokesman in Kiev
denied the claim.

April 29, 2009. Vladimir Putin and Yulia Tymoshenko held talks in Moscow. Tymosh-
enko is certain that tensions in relations with Moscow, first and foremost, those over gas
supplies, have been ultimately resolved. “The days when confrontation was felt between
Russia and Ukraine are a bygone,” she said. “The gas supply system has been fully sta-
bilized and we have been trying to do our utmost every single month to ensure the settle-
ments for the gas consumed should be posted on time and in full.” She thanked Russia
for the permission not to pay fines for underusing gas quotas. Putin noted positive trends
in the development of Russian-Ukrainian economic cooperation. Putin said that “coordi-
nation has been getting stronger between various industries and Russian and Ukrainian
enterprises, and our key task is to support them.”

May 22,2009. Russian Prime Minister Vladimir Putin and his Ukrainian counterpart Yulia
Tymoshenko did not take any decision regarding financing for gas due to be pumped into
Ukraine’s underground storage facilities, agreeing to continue talks. Russian President
Dmitry Medvedev at the end of last week said Russia had doubts over Ukraine’s ability to
pay its gas bills, urging the European Union to contribute to a loan Russia is contemplat-
ing to help Ukraine.

May 26, 2009. Russia’s Gazprom CEO Alexei Miller sees the situation with Ukraine’s
payment for gas supplies in May as “very, very difficult,” he said. Gazprom will have to
switch to 100% advance payments if it sees disruptions in the payment of the May bill, he
said following a meeting with Naftogaz chief Oleh Dubyna.

November 15, 2009. American experts conclude on high probability of the artificial re-
currence of the gas crisis, as announce by the former Prime Minister of the Czech Repub-
lic Mirek Topolanek on the Forth Energy Forum in Budapest.

November 25, 2009. Head of the Committee of the European Parliament on Industry
Research and Energy in the Deutsche Welle interview concluded that the EU states have
to be prepared to further disruptions of gas deliveries.

November 19, 2009. During negotiations in Yalta, Ukrainian and Russian Prime Minis-
ters agreed to omit a penalty provision for insufficient purchase of the Russia gas by Naf-
togaz Ukraine in 2009, on 60% increase of a transit tarrifs for gas transportation through
the Ukrainian territory and on reducing provisional gas volumes for Ukraine in 2010
without penalties for insufficient gas volume purchased. In this respect, Representative of
Ukraine’s President on international issues of energy security Bohdan Sokolovskyi noted
that PM Yulia Tymoshenko fulfilled only a certain part of directives provided by President
Yushchenko..

November 25, 2009. Official representative of Gazprom Sergei Kupriyanov comment-
ing to Ekho Moskvy Radio Station stated that recurrence of the gas conflict could not be
totally excluded. Moreover, if something goes wrong, it will be “definitely” Ukraine’s
fault.

December 20, 2009. Head of the Russian Accounting Chamber Sergei Stepashin told
the journalists about “gas revisions” jointly conducted with their Ukrainian counterparts
saying that “we didn’t find any unprecedented theft in this situation. Ukraine wasn
siphoning gas from the pipeline.”
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» December 31, 2009. Official representative of Gazprom Sergei Kupriyanov commenting
to Ekho Moskvy Radio Station informed that the gas giant has withdrawn its claim from
the Stockholm Arbitrary Court against Ukrainian Naftogaz on violation of the contract on
gas deliveries to the Central and Western European states in January 2009. Kupriyanov
noted that “we declared an emergency. And all clients agreed to that”.

5. DECISION OCCASIONS

Before, during and in the aftermath of gas crisis 2009, the Ukrainian side faced several
situations, which required making respective decisions.

First — in December 2008 the Russian side issued an ultimatum regarding reconsidera-
tion of gas prices accompanied with non-payment accusations. There was a need for an
acceptable for both sides solution. The solution must had embraced all spectrum of gas
relations — gas price, transit price, timely payment mechanism, participating institutions
(including intermediaries), and the internal gas market structure.

Second — during January 1-2, 2009 the Russian side had significantly decreased gas
supply to Ukraine demanding at the same time an uninterrupted gas transit to the European
countries via Ukraine with no appropriate contract signed.

Third — on January 7, 2009 the Russian side had completely stopped gas supply to
Ukraine, including the technical gas need to ensure gas transit to Europe. A technical solu-
tion, preventing collapse of Ukrainian economy and communal sector, was urgently need-
ed. An additional solution for the international gas crisis was also sought.

Fourth — on January 17-19, 2009 an intensive top-level political and technical negotia-
tions concerning formation of the long-term gas supply and gas transit agreement were
held.

Fifth — beginning on January 2009 and up till now (February 2010) Ukraine faces a
challenge of securing the gas contract payments (every 7" of each month) and prospective
penalties.

The first case had failed resulting in aggravating the international crisis.
The second case appeared to be inaccessible due to inability of Russian side for a com-
promise and its determination to punish Ukraine even at ta prise of gas supply to Europe.
Nevertheless, in the other three cases decision centres worked out the following solu-
tions:
a.secure a reverse functioning of Ukrainian gas system at times of absence of full supply
of gas
b. reach the new gas supply agreements flagging the transition to formula-based for-
mation of gas prices removing non-transparent intermediaries
c.secure timely payment and at least temporary removal of penalties

At the same time a relative success in the above cases is not irreversible. Gas contracts
concluded in the beginning of 2009 had appeared under severe critique for the basic price
of gas at USD 450, exaggerated purchase requirements at 52 bln cubic metres with the real
need of around 30 bln cubic metres in 2009-2010, system of penalties for lesser or lager
take-out of gas, and finally a low transit rate at a level of USD 1,7 with an average Euro-
pean price of USD 3.
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6. THEMATIC ANALYSIS
* Crisis preparedness, prevention, and mitigation

On the verge of crisis Ukraine found itself in a difficult institutional situation since only
few weeks ago a serious confrontation between Parliament and President was overcome.
The confrontation had almost led to the second during last two years early parliamentary
elections. Despite the confrontation was formally through, the Government was in a fragile
situation since there was de-facto no parliamentary majority.

On one side, the absence of strong parliamentary majority did not allow the Government
to count on parliamentary support of decisions, including the anti-crisis ones. The situation
resembled the one when the Parliament had dismissed the Government of Yury Y Yekha-
nurov on Janury 10, 2006 when he signed a gas supply contract which was assessed by
many politicians and experts as not appropriate.

On the other side the problem was intensified by the strong clashes between the Prime
Minister Yulia Tymoshenko and the President Victor Yushchenko who was not satisfied with
formal reanimation of coalition and failure of project of early parliamentary elections.

At the same time in spite of obvious institutional challenges, Ukrainian side had made sev-
eral moves on technical level which allowed for a significant minimisation of possible tech-
nological or even humanitarian catastrophe caused by interrupted gas supply during winter.

First, already during June-September had pumped into underground gas storages a quan-
tity of gas sufficient for uninterrupted gas transit in a regular mode as well as for three
months strategic reserves in case the gas supplies were entirely cut off. This had placed
Ukraine in a much more advantageous situation comparing to a number European custom-
ers as Slovakia, Bulgaria or Serbia.

Second, Ukrainian technocrats learned the lesson of 2006 crisis and created a technical
scheme of a temporary reverse of major gas pipelines which allowing for an interrupted
supply of gas from undergound gas storages, located manly in Western Ukraine, into the
Central and Eastern regions with the major mass of consumers. The scheme worked dur-
ing the gas crisis surprising the Russian side by the fact that no ukrainian households were
affected by the crisis.

* Leadership

Leadership quality in Ukraine during the gas crisis is a mirror reflection of political sys-
tem with its institutions and peculiarities of power. Overall Ukrainian institutions held
all legitimacy necessary — democratically elected and formed President, Parliament, and
Government, as well as subordinated to the Government management of Naftogaz.

The Government of Yulia Tymoshenko was formed after October 2007 elections, which
delivered a weak majority to the “democratic” political forces — winners of Orange Revo-
lution. Unity of the forces was ruined already in 2005. Level of mistrust among the key po-
litical players of the forces grew steadily and despite the high popularity of Prime Minister
in 2008, her leadership was not accepted without conflicts.

At the same time the mixed constitutional model, installed as a result of 2004 reform, left
a lot of leeways and de-facto installed a duality of executive power with a parallel existence
and conflict of President and Prime Minister.
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¢ Decision units

The President of Ukraine does not have a direct authority over the energy sector. Article 106
of the Constitution of Ukraine describing President powers does not empower the President to
exercise authority over the energy sector and respective state companies. From the other side,
the Constitution empowers the President to exercise authority over the state foreign policy
and sphere of national security. With no doubt, questions of supply and transit of gas relate to
sphere of energy security as well as to the sphere of national security. The President, there-
fore, has legitimate grounds for being one of the centre of decision making in the sphere.

The respective powers President Yushchenko has exercised through the two institutional
channels. The first one is a respective department of the Secretariat with a created institute
of the Representative of President of Ukraine for International Issues of Energy Security.
The position was taken over by former diplomat Bohdan Sokolovsky who during the times
of crisis became the major spokesman of the President of Ukraine in the matter of mitigat-
ing the crisis and further politics in the sphere. The second institution was the National
Security and Defence Council (NSDC) where the President held the chair. According to the
Constitution decisions of the Council were obligatory for the Government and other bodies
of executive power.

Comparing to the President, the Cabinet of Ministers of Ukraine has at its disposal many more
legitimate instruments which directly influence the decisions in questions of gas purchase, tran-
sit and related policies. Government with a majority of votes can adopt any international or in-
tergovernmental gas supply agreements. State energy monopoly Naftogaz is subordinated to the
Government and the Cabinet of Ministers appoints its top management. Conducting necessary
negotiations is an exclusive prerogative of Government and the Ministry of Fuel and Energy,
headed by Yury Prodan, a trusted by Yulia Tymoshenko ccounterpart.

At the same time, at the eve of crisis not entire range of government institutions was
manned accordingly. The position of Deputy Prime Minister for Energy, meant for , a po-
litical and business heavy weight Vitaly Hayduk, was still vacate.

Availability of two powerful political centres competing with each other was the major
peculiarity defining behaviour of Ukraine on the verge, during and after the gas crisis.
During the events a negotiation and executive ability of business entity of Naftogaz was
deteriorated by double subordination.

According to not officially confirmed it was an order of President Yushchenko to the head
of Naftogaz Oleh Dubyna to stop further negotiations on terms agreed by the government
was a main condition of the crisis moving into the active fase.

It is worth to mention the role of the Ministry for Foreign Affairs which was granted
a function of delivering of position of Ukraine to its international partners. The Deputy
Minister for Foreign Affairs Konstyantyn Yeliseev was made responcible for the process
of communication.

During the apogee of crisis the Parliament of Ukraine had become one more decision
making centre in the matter. On January 13, 2009 the government delivered its explana-
tions of crisis before the Parliament. Parliamentary opposition, particularly the Party of
Regions, called for a vote of non-confidence to the government and initiate the procedure
of impeachment to the president. The parliament did not support the motions. Further de-
velopments in the parliament had exposed a deficit of unity of Ukrainian political class in
front of externally provoked crisis.
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* Problem perception and framing

Gas crisis in Ukraine is perceived through the lens of deeply rooted belief of fundamental
dependence on Russian energy resources. The feeling of being dependent is exaggerated
in most of the cases as there is no dependent side in the seller-buyer relations. Even mo-
nopolist under conditions of full liquidity of buyer cannot exercise an infinite power over
the latter.

Nevertheless, decades of “special relations” constructed on the mutual discounts, merg-
ers of gas business elites from both sides and low transparency of gas market made their
imprint on perceptibility of the problem. The perception was often decreased to the neces-
sity of acceptance of unavoidable dependence and, consecutively, to process of securing
the long-term discounts or other specific conditions.

For almost two decades the major criteria of “success” of Ukraine in gas questions was
perceived to be “a reached agreement on cheap gas price”. That means the solution was
sought, secured in an agreement or annual protocol, which could deliver a formal gas price
to be significantly lower than the price for Western neighbours of Ukraine. For a long time
the question of “hidden price”, appeared as a result of symmetrical discounts on transit as
well as in political step-backs (Black Sea Fleet), was not paid any significance.

A separate factor forming a specific understanding of the problem in Ukraine was and
still remains an absence of any contracted obligations towards EU on transit of gas. The ab-
sence made the gas problem to be treated solely as an element of bilateral Ukraine-Russia
relations.

¢ Value conflict

The most important value conflict for Ukraine, exposed by the gas crisis, was the conflict
between the officially declared choice for the full membership in the EU and the extremely
slow reforms in the energy sector, which is still remaining one of the most non-transparent
components of national economy. Majority of difficulties, connected to the complex solu-
tion of gas supply and transit, conditioned by preservation of non-transparent post-soviet
practices. The practices confirm the deep merger of political and business interests and
existence of tarns-national business groups interested in mechanisms of transferring the
energy super-profits and laundering them outside Ukraine and Russia.

Another important conflict is the argument between short-term interests of business
groups in low gas prices and strategic interests of Ukraine in decreasing the volume of
consumed energy resources and increasing energy efficiency.

 Politico-bureaucratic cooperation and conflict

As was noted earlier, the government was relying on a fragile support of elusive par-
liamentary majority. The Cabinet of Ministers could not force the appointment of Vitaly
Haiduk as the Deputy Prime Minister for Energy, what negatively influenced the institu-
tional ability of government.

Relations in triangle of President-Cabinet of Ministers-management of Naftogaz is the
classic example of bureaucratic “stretch” conditioned by double subordination. This fact
has led to break up of negotiations on January 30, 2008 and further aggravating of crisis.
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Within the government, the Prime Minster Yulia Tymoshenko was relying on support
of existing, although incomplete, “energy block™ represented by the Minister for Fuel and
Energy Yuryi Prodan.

Presidential administration, in majority of cases, did not render its support to the Govern-
ment, most of the time taking the stand of an external critic. Only during the highest peak of
crisis one could observe a temporary cooperation, what helped to reach the consensus and
pass‘“the hottest period” of gas crisis.

* Crisis communication and credibility

Crisis communication missed coordination resulting in misunderstanding on one player
of the actions of others.

A problem of setting up of horizontal lines of communication between different levels of
power exists. All communication is done at the level of the head of institution. There is a
lack of practice of delegated authority.

In a number of case a leakage of information took place, jeopardising entire process. At
the same time according to some experts due to the conditions of lack of transparency of
power it were the leakages which played a positive role attracting attention of public to the
possible agreements which could harm national interests.

Besides that, a number of problems in delivering the necessary information to the public
and international community existed as a result of absence of qualified press-secretaries
and commentators.

¢ Transnationalisation and internationalisation

Originated as a bilateral, the gas crisis had quickly transformed into multilateral encom-
passing a maximum number of participants, whose interests were affected. 18 European
countries had suffered from stopped gas supply. A number of influential international play-
ers, and the EU first of all, took part in resolving the crisis.

For the first time for its history as an independent state Ukraine created a large-scale problems
to its international partners, although Ukraine cannot be accounted for creating it willingly and
deliberately.

After the active phase of crisis passed away, its consequences linger on being highly
international. The EU projects a high interest in creating conditions preventing this sort of
crisis in the future. It has expressed its readiness to provide the necessary aid for Ukraine
to conduct the vital reforms.

* Temporal effects and crisis management

The temporal effect came as a temporary improvement in cooperation between president
and government turning into a line of coordinated actions aimed at solution of crisis at
a time of its apogee. Ukrainian side demonstrated both political and technical ability to
manage critical situation (during organisation of reverse of major gas pipelines on January
7-17,2009).
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e Lessons Learned

Gas Crisis 2009 forced Ukrainian politicians to re-think the state of national energy secu-
rity making certain consolidated decisions towards its improvement. A concern by the EU
became a certain accelerator in the matter.

A consequence of re-thinking became a proposal pack expressed in a form of Joint EU-
Ukraine international conference on modernisation of Ukrainian gas transportation system,
signed on Marc 23, 2009 in Brussels. The Proposal contains a number of actions increas-
ing Ukrainian energy security as well as decreasing potential propensity for crisis between
Ukraine and Russia.

Regretfully, the situation did not move beyond forming the propositions. During 2009
and the beginning of 2010 the Government of Yulia Tymoshenko did not project enough of
political will for implementation of propositions.

At the beginning of 2010 due to consequences of presidential elections perspectives for
realisation of Brussels declaration significantly decreased. A danger of re-animation of old
non-transparent schemes as well as concealed privatisation of Ukrainian GTS (interna-
tional gas consortia) instead of gas sector reform still persists.

Under these conditions, realisation of Joint Declaration of March 23, 2009 obligations is
the most optimal solution for protection of national interests of Ukraine in gas sphere and
together with the EU pre-empt possible Russian moves aimed at limitation of gas transit
to Europe.

Ukraine is not secured from “gas wars” repetition until its gas sector remains unre-
formed and until questions of gas supply remain politicised and used as an element of
game of grand neighbour for “sphere of privileged interests” with Ukraine supposedly
being a part of it.

According to the expert of Nomos Centre Mykhaylo Honchar, one of the systemic causes
of last gas crises is a non-transparency of functioning of gas sector in Russia and Ukraine,
absence of access to the wider public to the respective contracts of Gazprom with its part-
ners in Europe, and absence of reliable information on real state of affairs in gas sector in
Russia *2.

Current situation in gas relations tends to improve yet it is too early to say that all prob-
lems which caused 2009 crisis are removed.

¢ Positive moves:

a.Non-transparent intermediaries removed. Introduced direct contracts between Gaz-
prom and Naftogaz.

b. Introduced the European-like formula principle of prices formation for Ukraine.
The price is re-evaluated every quarter of the year according to the energy market
prices dynamics.

c.Gas transit rate increased to USD 2,7 what is closer to the average European rates

The formula principle indicates that Ukraine gets rid of dependence on politically moti-
vated price discounts from Russian side. Russia does not have a possibility for blackmail
with price increase in case of absence of political loyalty from Kyiv.

32 Transparency as a preventive measure for gas crises. Glavred. http://ua.glavred.info/print/articles/15393.prn
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At the same time the introduced formula as well as some of its components are not
optimal. Among other issues experts from NSDC of Ukraine point out on the following
risks*:

a.Price-related risk: basic price of gas for Ukraine, introduced into the formula, is one
of the highest prices in Europe. Indicated in the contract price of USD 450 per 1000
cubic metres of gas bound to the comparable parameters of gasoil and mazut has no
economic grounds and is inappropriate for Ukrainian realities of energy resources
substitution.

b. Risks connected to asymmetric responsibility of sides of contract, especially in
terms of penalties. Ukraine bears responsibility for lower take-out of gas while Russia
does not bear any responsibility decreasing the transit volumes.

c.Risk connected to obligations of Ukrainian side to buy gas in quantities (52 bln cubic
metres) exceeding its forecasted annual imported gas consumption.

d. Risk of losing by Naftogaz its status of an independent player due to loss of liquid-

ity.

Vulnerability of Ukraine in gas crises was determined by:

a.Personal conflicts between the top level officials and resulting insufficiency in insti-
tutional capability of executive power, low level of coordination and executive disci-
pline

b.  Availability of non-transparent business interests on all levels of state power

c.Absence of reforms of national economy, especially non-transparency of energy sec-
tor which preserved a great deal of soviet (administrative regulation) and post-soviet
(corruption) features.

d. Low unity of political class in the face of external threats, ability of opposition to
play on the other side of the conflict

e.Weakness in waging “information wars”, inability to deliver a clear and understand-
able interpretation of events to key groups in Ukraine as well as abroad. Absence of
respectful and recognisable “speakers” who could present the national position.

3 Analysis of threats to national interests in gas sphere (by NSDC experts) http://zamkova.info/index.
php?newsid=4606
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ANNEXES

The discussion between the Romanian journalist and Vladimir Putin

«Liviu Iurea, TVR(Romanian National Television): You know that we are receiving
Russian gas intermediated by a company? And Bucharest is trying to obtain contract of
delivery of gas directly with Russia. How real is it? This is the first question. The second
question — is there an alternative to include Romania in the South Stream project?

Vladimir Putin: First, we are not against the fact that Romania took part in the South Stream
project. Second, I will refer to the first question you asked — the intermediary companies on the
Romanian market. The Romanian President raised this issue in a discussion we had (on the 6-th
of January). We do agree to pass to direct relations (or gas deliveries) with state companies. By
the way, we do agree to do that in the case of Ukraine. I will tell you a surprising thing: I have
the impression that they don’t allow us to do that, because the Ukrainian state company refused
our conditions — 250 dolars for 1.000 cubic meters. Then, the intermediary companies told
us: «We will sign for them and we will solve everything. That’s why I can say that in Ukraine
there is too much corruption. But «I have for Romania an offer that, I believe, would be difficult
to refuse for you. Please transmit this to President Basescu. All the Russian gas volumes that
Ukraine needs in a year time we agree to sell to the Romanian state company, so that you are
selling it to Ukraine. Is it a good offer? I hope you write it down!”

Documents

1. Council of the European Union EU Declaration on the Russia/Ukraine Problem
and Energy Security
(Prague, January the 8" 2009)

1. The present situation caused by interruptions of gas supplies from Russia via the
Ukraine creates serious difficulties for a number of EU countries. Given the importance
attached to solidarity within the EU, this is a problem for the EU as such. It is unacceptable
for the EU to see its citizens and enterprises suffering from gas shortages due to the non
respect by both partner countries of their contractual obligations.

2. With the first evidence of gas supply reductions in early January 2009, the EU has un-
dertaken concerted efforts to facilitate the dialogue between Russia and the Ukraine. Both
sides have to date shown insufficient determination to solve the problem, which damages
their credibility. The EU, however, expects that the current negotiations will bring a quick
solution. It urges Russia and the Ukraine to honor their obligations as supplier respectively
transit country and to immediately resume normal deliveries to the European market.

3. The EU calls on both parties to accept independent monitoring of the actual flows of
gas through the pipelines.

4. A special Energy Council will take place on 12 January the 12" in order to look at the
situation on the energy market, including monitoring, and to discuss the concrete measures
to be taken.

5. The EU also insists on the necessity to create the conditions for a long term solution,
based on internationally recognized principles, thus putting an end to regularly occurring
crises in the midst of winter.
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6. Security of energy supply is a priority for the EU. It involves the responsibility and
solidarity of all the Member States. Therefore, the EU will speed up work on the various
energy security initiatives mentioned under paragraph 17 of the October EC conclusions.
Particular emphasis will be put on priority interconnections both within the EU and with
supplier and transit countries, increased transparency, and the developing of crisis mecha-
nisms to tackle temporary supply disruptions. Energy security will be on the agenda of
the upcoming General Affairs Councils with a view to reaching decisions at the Spring
European Council.

2. Council of the European Union Conclusions on Energy Security in Relation with
the Russia/Ukraine Gas Dispute
(Brussels, January the 12" 2009)

The Council adopted the following conclusions:

«The extraordinary Energy (TTE) Council met in a critical moment caused by the current
unprecedented interruption of gas supplies from Russia via Ukraine to the EU. The Council
urges both parties to resume gas deliveries to the EU immediately in order to rebuild the
credibility of both parties and avoid further economical harms and suffering to the citizens
of the EU and of neighboring countries.

The Council evaluated the situation of gas supplies in relevant Member States and appre-
ciates domestic and solidarity measures already undertaken, which — despite the limited
possibilities in the short run — have helped to mitigate the impact on European citizens and
national economies. Member

States are encouraged to sustain and deepen solidarity measures until the supplies are
restored.

The Council welcomes the steps undertaken by the Presidency and the Commission with
the aim to facilitate the dialogue between Russia and Ukraine in order immediately to re-
store gas deliveries and appreciates that the EU and its Member States coordinated their
approach towards third parties.

The Council appreciates the steps taken towards the establishment of the technical moni-
toring mission, which should be maintained as long as necessary, and expects all parties to
facilitate prompt results from its work. The Council will follow up closely the information
provided by this monitoring mission.

Furthermore, the Council calls on both parties to develop lasting solutions that would
prevent the recurrence of such dispute, and in any case ensure they will honour their obliga-
tions and guarantee the continuity of gas supply to the EU.

The present crisis has documented the importance of urgently reinforcing the energy
policy in Member States and at EU level in order to be able to prevent possible future ma-
jor supply disruptions or cope with their consequences. In this respect and building on the
2nd Strategic Energy Review, the Council agrees on the necessity urgently to develop and
strengthen medium and long-term measures along the following priority axes: transpar-
ency regarding physical gas flows, demand and storage volumes must be enhanced in both
Member States and their industry, and in supply and transit countries, including by install-
ing reliable metering systems where appropriate. In this framework, the Council recalls the
contribution of long term contracts to the reliability of both countries towards European
final customers.
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The Council invites the Commission to present a report on this issue in time for the
March European Council. The functioning of the Early Warning Mechanism must be as-
sessed as well.

Regional or bilateral solidarity arrangements, including on a commercial basis, address-
ing disruption of supplies must be enhanced. The Commission is invited to suggest possible
forms of such agreements. The Commission is also invited to speed up the revision of the
Security of Gas Supply Directive 2004/67/EC by the end of 2009, notably with respect to
the definition of the “major supply disruption” indicator and the related Community and
national mitigating measures in crisis situations. Access to and investment in gas storage
must be improved and strategic gas stocks could also be considered by Member States as
well as other means to improve security including the capacity of each Member State to
free up security margins.

In order to identify missing interconnections and accelerate the relevant work, the Com-
mission is invited to carry out a thorough assessment of network interconnection, identify
gaps, suggest action and to speed up the revision of the TEN-E framework with a view to
considering the development of a comprehensive EU Energy Security and Infrastructure
Instrument as suggested in the 2nd Strategic Energy Review. Member States are urged to
speed up the implementation of network planning provisions foreseen in the 3rd internal
energy market package and inform the Commission of the planning and realization of their
most urgent projects.

The contribution of diversified transport routes and sources to the energy security of
the EU and its Member States, including by LNG terminals suitably connected to the
internal market to be of use to all Member States, must be a major criterion for select-
ing projects eligible for Community co-financing and other instruments such as those
managed by the EIB. In this context the Council calls for mobilizing potential resources
under the Community budget and other financing instruments to strengthen investment in
vital energy infrastructure, and calls also for urgent progress on the European Economic
Recovery Plan as agreed by the European Council conclusions of December 2008.

The Council recalls that early implementation of measures and commitments related to the
internal market, energy efficiency and renewable energy also contribute to energy security.

The Council invites the Commission to identify with the Member States affected, the
economic and social consequences resulting from the crisis and to map out the relevant
measures, including State aid rules where necessary, in assisting those Member States. The
Council will review the situation and progress made and will decide on further concrete
medium and long-term measures envisaged in the 2nd Strategic Energy Review as well as
in these Council Conclusions. The Council invites the Commission to report on the prog-
ress reached at the 19 February Energy Council in order for the Spring European Council
to agree on the necessary responses on energy security.”

3. Gazprom’s statement on the Agreement of 19 January2009 with Ukraine

Speaking to journalists during a conference call today Gazprom’s Deputy CEO Alexan-
der Medvedev confirmed that contracts had been signed with Ukraine for both the supply
of gas to the Ukraine and transit of Russian gas to Europe:

* The signing of the contracts, both of which cover 10-year terms, is a major achieve-
ment
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* 20009 is the last year of discounted prices for natural gas as well as special transit rate for
transit via Ukraine. In 2010, Ukraine will pay European prices for supply and Gazprom
will pay European prices for transit.

» Assuming Ukraine’s future compliance with the contracts, there should never be a
repeat of this winter’s situation (interruption of transit supplies to Europe). Both
contracts contain internal mechanisms to prevent non-compliance, including a
clause covering advance payment in the event of lack of payment by Ukraine for
the gas it receives.

 Today, in accordance with the agreements, the flow of natural gas from Russia to Europe
started at 10am. Today, the volume should reach 423.8 million cubic metres of gas.

» Gazprom reserves the right to claim for any damages suffered over the last month, but in
respect of the supply and transit contracts and outstanding debts, Gazprom and Ukraine
have found a solution to settle the dispute.

* Following the agreement of new contracts, there is no need for the monitoring system
to continue. Unfortunately the function of the international monitoring system was not
performed in full, with monitors unable to enter Ukraine’s underground storage facili-
ties to assess the situation.

* In 2009 the average price paid by Ukraine will be below $250/1000cm, given the fall-
ing price of crude oil and oil products. European customers are likely to pay around
$280/1000cm. In 2010, the transit rate will increase to a level of around $2.50 per
1000cm per 100km, so Ukraine’s transit revenues of Ukraine will increase by about
50%, given the current forecast of natural gas prices.

* Over the period of the dispute Gazprom lost approximately $100m per day as a result
of not being able to supply its European customers, but the company believes that a
substantial part of these losses will be covered over the coming days and months due the
need to refill underground storage facilities and the high level of demand from custom-
ers. Gazprom’s investment programme has not been affected and projects such as Nord
Stream, Shtokman and Yamal will continue as planned.

 The dispute has emphasized the need for South Stream — it is clear that the sooner this
diversification of transit routes takes place, the better for Europe. This is not only in
respect of political risk, but also technical risk.

Source: http.//www.gazpromukrainefacts.com

4. EU External Relations Council Conclusions on Ukraine/Russia
(Brussels, 26 January2009)

Over lunch, Ministers debated bilateral relations with Ukraine and Russia. The Presi-
dency and the Commission presented events planned with Russia and Ukraine during the
next six months, in particular as regards ongoing negotiations on successor agreements to
the partnership and cooperation agreements with both countries, as well as political dia-
logue meetings.

In the case of Ukraine, negotiations on a new agreement are already well advanced. As
for Russia, the negotiating process is at its beginning, following an interruption of meetings
following the Georgia conflict last summer. The presidency hopes that the negotiations can
make real progress during the course of its tenure over the coming six months.
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As regards political dialogue, a summit meeting with Russia is planned in May. There
will also be two meetings at foreign ministers’ level with Russia, one next month in Mos-
cow and a second in April in the margins of the General Affairs and External Relations
Council.

With Ukraine, a foreign ministers’ troika meeting is planned next month in Prague and a
meeting of the Cooperation Council in June.

5. EU General Affairs Council Conclusions on Energy Security
(Brussels, 26 January2009)

The presidency briefed the Council on how it plans to handle the issue of energy se-
curity, following the crisis stemming from the recent interruption of gas supplies from
Russia via Ukraine to the EU.

The presidency outlined areas where it intends work to be speeded up and given the
highest priority. The Commission confirmed its intentions regarding interconnection and
infrastructure projects to be proposed for EU funding under the economic recovery plan
approved in December by the European Council.

The Council held an exchange of views, emphasizing urgency in seeking solutions to
problems that were highlighted during the gas crisis.

The presidency identified four areas on which it intends to focus:

— Internal energy market: reaching an agreement by the end of March on a proposed
package, including on market transparency.

— Interconnection and infrastructure projects: reaching an early agreement on the Com-
mission’s proposals.

— Supply crisis response mechanisms: adjustments to directives on the security of sup-
ply of oil and gas, and measures to improve access to and investment in gas storage.

- External energy policy: developing policy so as to reduce the EU’s vulnerability
and avoid new disruptions of supply. [...]
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