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Export of Russia to EU

* 46% of Russia export (by value) is
directed to EU

* 55% of Russian export to EU is under
risk of transboundary carbon
regulation (TCR) and carbon tax*

* Anticipated additional annual
taxation of Russian goods in the
period 2020-2030 directed to EU is
estimated as:

1,9 Bln USD under optimistic scenario

(taxation starts at 2028, only Scope 1);
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oo i ¢ 5,5 BIn USD under basic scenario
wmeee o= 1 (taxation starts at 2025, Scope 1 & 2);
e o3 e Russia is among the most affected

countries by EU TCR due to its
structure of export to EU

* According recent KPMG Russian report



EU Climate policies against Russia ones

1. Russia is 15 years behind EU in its GHG regulation legislation and
its implementation.

* EU launched its Emission regulation and emission trading system
(ETS) in 2005 and was able to implement it is a step-wise manner.

e Russia is only preparing its regulations (eg. draft law on State
regulation of GHG emissions, strategy of adaptation to climate
change etc) and is far behind EU in climate neutrality race

2. Russia do not have yet clear sectoral targets of GHG emission

reduction, clear mitigation and adaptation strategies to climate

change

e According the strategy of low carbon development of Russian
Federation, adopted in 2020 by Russian Ministry of economic
development the effect of national adaptation and mitigation
strategies will lead to reduction of GHG emissions only after 2030
(in the best case scenarios!) — see next slide



C-YMMHFIHHE EISDOCE MADHHUKECBEIY ra30s ¢ YUBTOM JamMnanines3i0BaHHA

Russian Ministry of economic development scenario of law carbon

development of Russia
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The basic and intensive scenarios requires a set of active changes in existing polices
and regulations, including energy efficiency programs and forest policies

CrneHapHii KpaTkoe onHcaHHE

1 | ba3oBBIH HocturHyTele K 2030 1. Temmel pocTa 3Hepro3@dekTHBHOCTH
VBEIHYTHBAKTCA 3a CHUeT NPHHATHA HOBBIX Mep II0 MacInTadHOMY
BHEIPSHHI) 3HEPro- H pecypcocdeperarllHX TeXHOIOTHH BO BeeX
OTpaciIiaxX 3KOHOMHKH. KapIHHANBHOMY CHHEEHHK MOTEpPh SHEpPIHH.
CyIIecTBEHHO COKpaIlAKTCA CIUIOIIHBIE PYOKH. pacIiHpAeIcAd oXpaHa
JIECOB HA 30HY KOCMHYECKOI0 MOHHTOpPHHTA 1T ypoBHA

2 | IHTeHCHBHEIH B pomonHeHHe K 0a30BOMY CLHeHapHIO MPHHHMAKTCA MepBl IO
CHHAEHHIO YITIep0I0eMKOCTH IIPOH3BOIHMEIX TOBAapPOB. 3HEPTHH. padoT
H YCIVT: BBOOHTCA HAIIHOHATBHOE PETVIHPOBAHHE NMAapPHHKOBBIX IAa30B,
VBEIHYHBASTCA reHepauHd Ha ocHoBe BIIS. mpoBomHTcd MacmmTalbHAas
MEKTPHQHKAHA H UHQPOBH3ALHA TPAHCIOPTa H TEXHOIOTHYECKHX
MPOLECCOB B OTpacigx. BHeOpAeTCd TeXHOIOTHA 3aXBaTa. XPAHEHHT H
nepepaldoTKH  VIJIEKHCIoro Trasa. OTkaz 0T CIUIOMHBIX  pPyOoOK.
pacIIHpPeHHe OXPAaHEI T€COB Ha 30HY KOCMHYECKOr0 MOHHTOPHHIA I H IT
VPOBHA

3 | IIHepIIHOHHEIH Temn pocTa 3Hepro3@QekTHBHOCTH H OOHOBIEHHA TeXHOIOTHYSCKOH
0a3pl CcoxXpaHAgeTCcd Ha VYPOBHE., IOCTHIHYIOM MpPH peaTH3alHH
HAlIHOHATIBHBIX IPOSKTOB. a Takke 3a C4YeT BHeIpeHHS HAHIYUIIHX
JOCTYIHBIX TexHomorHd (HIT) H MOIEpHH3allHH 3HEpPIeTHKH.
BocoponzpoacTBo 100% BEIGEIBASMBIX 1ECOB

Big challenge

4 | Be3 Mep IIpenycMaTIpHBaeICcad COXpaHeHHe 3HEPrOeMKOCTH 3KOHOMHKH H ee
TOCYIapCTBEHHOH | TeXHOIOTHIeCKOH Ga3bl Ha TeKyimeM ypoBHe. OTKa3 0T BHeIpeHHS
NOAIePKKH HAHTYOIMIHX JOCTYIIHBIX TeXHOIOTHH, MOIEPHH3AIHH 3SHepPTeTHKH,

JKCTEHCHBHBIH XapakTep JecONoNb30BaHHA (QOPMHPYIOT PHCKH M4
VCTOHIHBOTO Pa3BHTHA YKOHOMHKH nociae 2040 1.




Gap between EU TCR and Russian national regulations

According basic scenario of Russian export to EU carbon taxation (or
enlargement of EU ETS to Russia) starts at 2025, while Russian national
adaptation and mitigation strategies will provide necessary GHG emission
reductions only after 2030.

EU successes in GHG emission reduction are due to long-term interaction
(cooperation) between EU — national governments and business (>11.000
companies) through GHG quotation programs, EU emission trading system,
carbon taxes and other measures.

Business in Russia most likely will not be able alone to implement ambitious GHG
reduction programs to be fully in line with EU TCR requirements in time. Most of
exporters are already implementing various GHG emission reduction programs.
As the result in the starting period (eg, 2025-2030) EU carbon taxation might be
seen more a EU market protection measure, than a strong environmental driver
to emission reduction as it should be.

To solve this contradiction it is important to consider the difference between EU
and Russia in carbon sequestration.

EU main sequestration mechanism is energy efficiency, shift to alternative energy
et al. In case of Russia main sequestration area is improving Land and Forest
management!



Russia managed forests as the major sink of GHG emissions

* The greatest potential in mitigation of climate change is within LULUCF and particularly in
forest sector

According different calculations (eg. IGCE (Romanovskaya) or KPMG Russia) the potential of

additional GHG sequestration by forests is around 360-420 MIn t CO2 eq per year. It is 40-
50% of sequestration potential by other type of climate projects. See next slides




Forest sector plays primary role in sequestration GHG in Russia
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The potential of mitigation in LULUCF in Russia
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Potential of climate projects generation of carbon units in Russia
1CU=1MIntC02eq/year

B Forest - climate projects (protection,
antifire measures, aforestation,
improved forest management)

B Energy generation transfer from coal

and oil /natural gas

m Utilization of dump gases

M Increasing energy efficiency of
buildings

| Utilization of mines methane

M Alternative energy (mainly small
hydroelectric stations

1 Use of biofuels

 Other

* According KPMG Russia 2020 research
Different forest & climate projects may provide up to 40-45% of all GHG sequestration in Russia



Barriers to recognize forest climate offsets in EU TCR

e Current exclusion of forest and tropical REDD+ projects from
guotation by EU Emission trading scheme (ETS) due to
identified risks (forest fires, illegal logging et al) and non-
sustainability of results

In the same time:

* No principal objections under Paris agreement to include forest
projects as climate projects under Art 6.

* Inclusion of boreal forest projects in quotation by EU is a matter
of negotiations between Russia and EU.

* |n addition to GHG sequestration forest climate projects have
very important role for enhanced protection of biodiversity of
global value, for reduction of forest fires, conservation of
indigenous people lifestyles, promoting better forest
management.




Recognition of forest offsets in international process

* Russia has signed Paris agreement under condition of recognizing
sequestration of forests

* Kioto Clean development mechanism (CDM) recognize forest offsets, such
as REDD+

e Voluntary carbon markets recognize the carbon units from forest / REDD+
projects,

* Voluntary certification schemes, such as Responsible steel, recognizes the
forest offsets

 There is experience in place to develop forest & climate projects,
beneficial for biodiversity and indigenous and rural people in Russia

* Four types of forest & climate projects may be explored: forest protection
in association with low impact forestry and certification, forest fires
prevention and suppression, sustainable forest management and
afforestation / restoration mainly in drylands.

All that create a solid basis for at least exploring the feasibility of
forest offsets in EU Green deal with Russia



Proposal to EU (1): Recognize Forest offsets

EU and Russia to explore in details the possibility for exporters to
reduce their carbon footprint through forest offsets, obtained
under credible internationally recognized mechanisms, at least for
a period of 2025-2030 (35), when other Russian national GHG
sequestration mechanisms will not yet be deployed

Use of forest offsets may significantly facilitate integration of
Russia into EU Green deal plan, and in the same time improve the
resilience of Russia forests to Climate change.

Engagement of key exporters in a number of forest climate
projects may enhance protection of biodiversity, ecosystem
services, reduce the forest fires and other negative impacts on
forests

The feasibility of this approach may be explored in a pilot
project(s) between EU and Russia.



Proposal to EU (2): Engage market based incentives, such as
green finances and internationally recognized certification
schemes in EU Green Deal process

To engage market based drivers, aimed to encourage

low carbon processes and production, such as:

* Internationally recognized certification schemes, such
as ASI (Aluminium stewardship initiative), RS
(Responsible steel) et al as a proof for low carbon and
“ereen” product;

* Green finances, based on ESG (environment & social
governance criteria);

* Pilot projects, aimed to harmonization of EU and
Russia approaches in carbon taxation and driving
toward low carbon and green future.



