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A Gazprom sign is seen in front of the White House in Moscow.

Plunging sales to Europe and falling energy prices are not only sapping the revenue of
Russia's top natural gas producer Gazprom but also depriving the country's budget of much-
needed funds.

Gazprom usually contributes almost one-fifth of federal budget revenue, an amount the
Finance Ministry would love to have this year as it tries to build up its resources to weather an
economic crisis deepened by Western sanctions over Ukraine.

But a mild winter, better energy efficiency and a reluctance in Europe to take gas from Russia,
which is under European Union and U.S. sanctions, have meant some of the gas company's
main customers have halved their supplies.

And if prices stay low as they track oil, which has fallen almost 50 percent since mid-last year,
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Gazprom, and Russia, may lose billions of dollars. The price in Gazprom's contracts is pegged
to the oil price with a lag of six to nine months.

Sberbank CIB analyst Alex Fak said the budget may lose around $6 billion a year if gas prices
for Europe decline by 35 percent as expected, with possible sales falling by one-third.

A Gazprom spokesman declined to comment on the figure but said falling exports were due to
warmer weather and low prices.

Sales to Europe account for more than half of Gazprom's revenue and the company generates
around 8 percent of Russia's gross domestic product.

According to European gas operators Nel and Opal, Russian average daily gas supplies to the
Nord Stream pipeline via the Baltic Sea have more than halved in Feb. 1-17 to 45 million cubic
meters (mcm) from 98 mcm in the same period last year.

Supplies via Ukraine, through which around half of Russian gas traverses to Europe, averaged
during the period at 48 mcm, down from 104.4 mcm in the corresponding period of 2014.

Gazprom has also had to deal with the falling price of its long-term contracts, the backbone of
agreements with European companies. The Russian economy ministry expects the average
Russian gas price for Europe to fall by more than one third, to $222 per 1,000 cubic meters.

"Traders know they'll be able to buy the gas cheaper in April or May and so they're doing
arbitrage, they're taking it from storage for now," an Italian wholesale trader said.

Industry experts say gas consumption in western Europe is at multi-year lows due to a weak
economy, at least outside Germany.

Europe's biggest utilities have reduced purchases of Russian oil-linked gas by around one
quarter, or 50 cubic meters per day, since Jan. 1, flow data on Reuters Eikon shows.

"Two mild winters in a row have curbed use by household customers who are also becoming
more energy efficient, switching to low usage condensed boilers," a European market
regulatory source said.

Last year, gas-to-power was 9.6 percent of Germany's total power mix in the EU's single
biggest energy market, down from 10.5 pct in 2013.
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