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On June 4 Russia’s President Vladimir Putin announced the decision of his government to start the construction of the 
South Stream project by December 2012, thereby confirming an earlier Gazprom decision to push forward the original 
timetable for the pipeline’s construction by almost a year. Putin made the announcement in the context of the 29 th 
meeting of the EU-Russian Summit that was held in St. Petersburg, adding that the 63 bcm/y pipeline system has solid 
support between EU states. He also said that additional support has been given to the project via the participation of 
Turkey which has “approved the passing through of the pipeline through its exclusive economic zone," Itar-Tass 
quoted him as saying.  
 
Alexei Miller, Gazprom’s CEO told a press conference that was held parallel to official EU-Russian Summit that takes 
place every six months, that Gazprom and its European partners have decided to start the system’s construction with 
two parallel lines each holding a capacity of 15.5 bcm/y. The two pipelines will be constructed at a depth that reaches 
up to 2.160 meters over a distance of 900km from the Russian port of Anapa to Bulgaria’s Varna or at least this is the 
basic planning scenario. The gas will reach Anapa following a massive upgrade of the Russian gas transportation 
system that includes the construction of 2.446 km of pipelines and 10 compressor stations which will consume 1.473 
MW of electricity and should be completed in three stages by 2019. 
 
Gazprom’s original strategy was to start construction of the first line within 2012 but it has evidently grown more 
ambitious about the project’s feasibility after it successfully completed on 31 May the last missing part of the pipeline’s 
routing jigsaw. Five days before the St Petersburg Summit, Miller signed the final shareholders agreement with 
Slovenia’s TSO (Transmission System Operator) Plinovodi that establishes South Stream Slovenia S.A. on a parity basis.  
 
"[The joint venture] South Stream Slovenia will be tasked with carrying out design work, environmental impact 
assessment and preparing the basic project [for the section]," the company said in a statement about a meeting 
between Gazprom's chairman Alexei Miller and Slovenia's Prime Minister Yanez Yansa that was held on 31 May. 
Parallel to the establishment of the JVC, Miller and Yansa also discussed the details of Slovenia’s contract with 
Gazprom through which the Russian company supplied 530 mn cm/d to this Central European state in 2011. Slovenia 
which covers around 50% of its gas needs from Russia wants to extend the existing contract from 2017 to 2035 and 
almost triple the imported volumes to 1.7 bcm/y.  
 
Despite the establishment of Slovenia’s South Stream branch, the final onshore routing of the project has yet to be 
announced. Even though there is increasing speculation as to the details of the exact onshore route which will be 
announced during the 4Q of 2012 along with the final investment decision of the shareholders, the only certainty is 
that the Greek transit to Italy has been put as of December 2011 in the backburner. What is also becoming increasingly 
clear is that Gazprom’s failure to purchase a controlling stake in the Baumgarten Hub, due to the opposition of the 
European Commission, has made the extension of South Steam to Austria “both politically and commercially 
unattractive” a senior Gazprom executive told recently told the author.  
 
Nevertheless, Austria’s exclusion, which appears to be quite likely, is not Gazprom’s largest headache since Bulgaria 
appears to be having again second thoughts regarding the terms of its participation in the project. On 4 June Delyan 
Dobrev, Bulgaria’s Energy, Economy and Tourism Minister told in an interview with Bulgaria’s private radio station 
Darik that Bulgaria "made a commitment to sign an agreement for making a final investment decision [on South 
Stream] during the negotiations. However, new parameters to the agreement have surfaced, which concern the 
financial model of the project and which we cannot sign in haste because we want to make sure that the national 
interest is protected to the utmost extent".  
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In plain English this means that Bulgaria first wants to fully secure Gazprom’s commitment of an 11% discount over 
present and future gas deliveries before it signs the final decision agreement with Gazprom on the project’s 
construction; a decision that needs to be taken by 15 November 2012. The discount agreement went into effect on 1 
April but “the supplementary agreements sent by Bulgargaz two weeks ago had not yet been signed” Dobrev noted 
“because” he added “the Russian party had insisted on including a protocol stating Bulgaria's commitment to make a 
final investment decision on South Stream by November 15”. Gazprom is still not completely sure of Bulgaria’s position 
and has recently reactivated its negotiations with Romania in search of an alternative landfall cite, that will most 
probably be the port city of Constanta.  
 
Russia has been cultivating Romania since February 2010 as a potential substitute for Bulgaria’s participation and in 
October 2010 openly warned Sofia that it would be replaced with Bucharest if the Borisov government kept 
procrastinating. It is not clear if Gazprom is bluffing its way into getting Bulgaria’s signature even though in case the 
Nabucco project is not selected by the Shah Deniz consortium for the Baumgarten route at the expense of SEEP, 
Bucharest may be more receptive to Russian wooing. At this point the most likely scenario is that Bulgaria will 
eventually agree to Russian terms once Gazprom grants its final guarantee for the 11% discount.  
 
The alternative scenario envisions the bypassing of Bulgaria altogether. South Stream is projected to reach landfall 
near Constanta and subsequently link Romania with Serbia, from where the pipeline system will cross into northern 
Italy via Slovenia. Branches of the pipeline will be extended to Hungary, Bulgaria, FYROM and Greece, even though 
such a revision of the route planning will further diminish the chances for a Greek transit to Italy as it was initially 
envisioned in the Greek-Russian Intergovernmental Agreement of April 2008.  
 
One should note however that there might be a limited yet significant probability that South Stream’s Greek Transit 
may eventually be materialized. This probability relates to Gazprom’s pursuit of DEPA, the Greek Public Gas Company 
which is undergoing privatization. The exclusion of the ITGI project from the Shah Deniz consortium has left Poseidon 
partners DEPA and Edison (currently owned by EDF) with no potential gas suppliers, as SOCAR, BP and their partners 
have decided to continue their talks with ITGI’s rival project, the Statoil-controlled Trans Adriatic Pipeline or TAP.  
 
Yet, the maturity of IGI/Poseidon from a permitting and regulatory point of view, as well as the fact that it has a TPA-
Exemption permit for 8 of its initial 9 bcm/y transit capacity, constitutes a very attractive proposition for Gazprom and 
its plans to build a southern extension of the South Stream to Italy that would cost significantly less than the original 
ITGI concept. Currently, Gazprom has decided to put the Greek transit option to Italy for South Stream in the 
backburner noting that it will examine whether it would proceed with the Greek alternative after the FID is taken on 
the principal route across the Central Balkans to Italy via Slovenia.  
 
That means that the Greek transit option would not constitute part of the project’s first implementation phase of 31 
bcm/y and could be discarded altogether if Gazprom takes control of Ukraine’s NGTS (National Gas Transmission 
System). Under such a scenario, the expansion of South Stream to a 63 bcm/y capacity system would become 
unattainable. “The elimination of ITGI from the SD2 could thus constitute a “blessing in disguise” for Greek interests.  
 
The transformation of IGI/Poseidon from a Caspian-related to a Russian-controlled project may not be very well 
received in some western capitals, but the exclusion of ITGI from the Shah Deniz tender leaves Greece with very few 
options if it wants to complete a project that is vital for its on energy security, since IGI, which has a full-reverse 
capacity will allow Greek importers access to “Italian” gas in case of crisis.  
 
Furthermore the transformation of IGI/Poseidon into the southern branch of South Stream is also encouraged by EDF’s 
control over Edison, that was completed in October 2011, as well as EDF’s participation as a major shareholder – since 
September 2011- in the underwater section of the South Stream along with Wintershall, Gazprom and ENI. This 
reconfiguration of corporate power within the abovementioned consortia greatly facilitates a merger of the two projects; 
a merger that would have been unthinkable as long as Edison remained independent of EDF and EDF outside South 
Stream’s partners coalition. 
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Gazprom could also greatly increase its chances of controlling DEPA and implementing IGI on its own terms as long as it 
radically changes its current unilateral approach over DEPA’s privatization. That effectively means that in its bidding for 
DEPA, Gazprom has to join forces: (a) with a local Greek partner who controls (and will control) as large a share of the 
indigenous demand as possible such as the Mytilineos & Motor Oil Group or TERNA and (b) with a major EU company 
that is already present in Greece, such as EDF/Edison.  
 
Under these conditions a joint Russian-European-Greek coalition would emerge as a nearly incontestable bidder for 
DEPA/DESFA. The model of Russian-European cooperation should govern Gazprom’s strategy in the entire S.E. Europe 
as it is already happening in the case of Cyprus’ Second Concession Round where Gazprom’s Gazprombank, Russia’s 

 Novatek and France’s Total have submitted a joint offer for several blocks in the Cypriot EEZ..
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