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1. Introduction: can Russia and its oil
companies handle change?

This book examines Russia’s capacity to respond to a changing world, as seen
through the lens of the country’s oil companies. The reasons for this choice
of topic are the central role of the petroleum sector in the Russian economy,
the great importance of Russian oil and gas to the world’s energy supply and
the rapid pace of change in the global energy industry. The petroleum sector
accounts for 40% of the Russian state’s income (TASS 2018) and employs
over 1.1 million people, with more than 400 000 working for Gazprom alone.
Russia is also the world’s largest energy exporter, and Russian foreign policy
is interwoven with market access, cooperation and investments in the energy
sector (Casier 2011; Hendrix 2015; Jirusek et al. 2017; Kalehsar and Telli
2017; Proedrou 2017; Wigell and Vihma 2016).

The Kremlin maintains a firm grip on Russia’s oil and gas industry by
controlling the largest producers, Gazprom and Rosneft, by setting framework
conditions for the operations of other companies and by doling out tax breaks
and other privileges to preferred actors. However, the actual work in the
petroleum sector is done by the companies themselves, regardless of whether
they are wholly or partially privately owned. How these companies cope with
a changing world is decisive for the fate of the Russian petroleum industry and
thus for Russia. This book, therefore, focuses on these organizations rather
than the role of the state.

THE CHALLENGE OF CHANGE

Russian oil companies must deal with many types of change, such as oil
price swings, currency fluctuations, the rise of shale oil, Western sanctions
over the conflict in Ukraine, the shift of oil consumption growth to Asia
and the increasing salience of climate policy. In the long term, the most
important of these may be climate policy, which is upending the global
energy system.

World energy markets are subject to continuous incremental change and
occasional technology-driven tsunamis referred to as ‘energy transitions’
(Fouquet 2016; Fouquet and Pearson 2012; Grubler 2012; Meadowcroft 2009;
Smil 2010). Past energy transitions have been associated with the emergence

1



2 Russian oil companies in an evolving world

of disruptive technologies, such as electricity, the internal combustion engine
and nuclear power. Climate policy is now driving a new energy transition
towards renewable energy, especially solar and wind power. This transition
may change international demand for the products of Russian oil companies, in
addition to putting pressure on the companies to reduce their direct emissions.
How Russia and its oil companies deal with this and other changes will be one
determinant of the country’s strength in global affairs (Overland and Kjaernet
2009).

Many East Asian and Western companies are locked in battles of innovation
and counter-innovation — for example Apple, Huawei and Samsung in teleph-
ony; or Build Your Dreams (BYD), Nissan and Tesla in road transport. To
play a role in the evolving world, Russia’s major companies must be able to
manage change and, ideally, even become its drivers. If there is one area where
they have a chance of doing this, it is in the petroleum sector, where they have
such a strong position and rich history. It dates all the way back to the first oil
well and refinery in the town of Ukhta in the Komi Republic in 1745. Russia’s
current position as the world’s biggest combined oil and gas exporter could
also, in principle, give it an upper hand in driving change (Poussenkova and
Overland 2018, p. 261).

HYPOTHESIS: RUSSIAN OIL COMPANIES LACK
FORESIGHT

This book seeks to answer two main questions. First: How are Russian oil
companies tackling the changing global context? This question concerns both
how Russian actors think about the future and plan for it, and how they handle
change once it happens. In other words, this question is about the adaptability
of Russian actors. Second: How are the companies themselves changing? This
concerns the people in charge, their corporate culture and political connections
and the companies’ oil reserves.

Our working hypothesis is that Russian organizations, including oil compa-
nies, are not good at foreseeing and adapting to change. Gustafson (2012, p. 2)
writes that ‘despite two decades of tumultuous changes, the pull of the past — of
the assets and mindsets of the Soviet legacy — remains strong. Yet the Russian
oil industry is now exposed to a global energy system that is itself experiencing
a revolution. Consequently, it too is under pressure to change.” Dixon (2008,
p- 42) adds that ‘in transition economies, many of the big state-owned enter-
prises have become corporate dinosaurs, entrenched in old behaviours and
unable to make the first steps of change to adapt to a changing environment’
(also see Peng 2000).



Introduction: can Russia and its oil companies handle change? 3

We present our hypothesis in the spirit of Popper — as something to try
to shoot down. However, it is not difficult to find anecdotal evidence from
Russian history to back it up. The Communist Party appeared unprepared
for the steep decline of the oil price in the 1980s, and both the party and
Soviet society at large seemed to be caught unawares by the unravelling
of the Soviet Union in 1991, to which the low oil price greatly contributed
(Friedman 2006; Kotkin 2008; Reynolds and Kolodziej 2008). Since then,
Russian oil companies have matured, worked closely with their international
counterparts and expanded into foreign upstream and downstream markets
(Henderson and Ferguson 2014). Nonetheless, for years, they continued to
deny the significance of the shale revolution (Davydova 2017b; Grealy 2012;
Spencer and Hansen 2012). Russian energy actors (along with some of their
Western colleagues) have also been among the world’s most entrenched
climate sceptics, even though Russia is a signatory to both the Kyoto
Protocol and the Paris Agreement.

One possible explanation for this laggardness could be the age and gender
composition of the top managers of the Russian oil companies. They tend to
be exclusively elderly men, few of whom have any foreign education (Figures
1.1-1.3).
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Figure 1.1 Age of CEOs and board members of Russian oil companies

Source: Compiled by the authors based on a large number of sources.
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Introduction: can Russia and its oil companies handle change? 5

Another possible explanation for the laggardness noted above could be that
Russian business is characterized by a grab-and-run mentality and, there-
fore, simply does not care much about long-term change. This impression is
supported by the rough experiences of some foreign companies and business-
people in Russia (Bogdanova 2015; Dahlgren 2009; Fabry and Zeghni 2002;
Liuhto 2010). The post-Soviet period witnessed upheaval and socio-economic
instability; property rights, in particular, were insecure and susceptible to
revision (Adachi 2010; Gans-Morse 2017; Ledeneva 2013; Person 2016;
Walker 2015). Fortunes were amassed and lost in short shrift, and investment
horizons were correspondingly limited. The lifestyles of many Russian busi-
nesspeople seemed to indicate that they considered it more important to enjoy
the moment than to secure their wealth, as they found it difficult to control or
predict what would happen in the long term anyway. If this is a correct reading
of post-Soviet society, Russian oil companies should, indeed, be expected to
be more concerned with quick profits than with anticipating and preparing for
long-term global change.

As a corollary to the assumption of post-Soviet short-termism, it could be
argued that Russian oil companies are geared towards milking what remains of
the Soviet resources and infrastructure rather than doing the demanding work
needed to create something new and financially sustainable. Few discoveries
of major oilfields have been made in the country in the past 30 years; instead,
the oil companies have subsisted on the discoveries from the Soviet period
and legacy fields, such as Samotlor and Vankor. Also the infrastructure was
largely built during socialism, in particular the oil and gas pipelines. At times,
Russia’s entire post-Soviet society has seemed to be one large asset-stripping
operation, selling off everything from scrap metal to human resources — and
oil. In this regard, Russia is a rentier state in a very literal sense: not only does
it live off the easy-come, easy-go income from oil, but within the petroleum
sector it is milking the infrastructure, competencies and structures inherited
from the ancien régime. According to Gustafson (2012, p. 5),

Russia’s oil industry and the Russian state are not well-prepared to deal with the
coming challenge. They have spent the last two decades competing for control of the
inherited oil assets and rents instead of cooperating to modernize the industry better
and prepare for the next stage ahead . . . The result is an industry that compared with
its world peers, lags behind the rapidly moving front of a global oil business that is
in the midst of a technological and managerial revolution.

Another factor that may arguably weaken the capacity of Russian actors to
deal with change is conservatism. The longevity of the Soviet system, and the
tsarist system before it, could be interpreted as an indication of a deep conserv-
ative current in Russian society. Marxist communism originated as a fashion-
able ideology in the West but later metamorphosed into a range of socialist and
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social-democratic ideologies. When this fashion reached China, Cuba, Russia
and Vietnam, it instead became entrenched and served as the static organizing
principle for the state and society for over half a century.

It seems that many Russians like things to stay the way they are and, there-
fore, tend to stick their heads in the sand rather than face changing markets,
technologies and social and economic systems (Kennaway 2000). It is difficult
to confirm or reject such an argument unequivocally. However, through a sys-
tematic review of empirical data, we can explore the argument in question in
greater detail.

SUDDEN AND GRADUAL CHANGE

We can distinguish between two main types of change faced by oil companies.
The first type is sudden, taking from a few days to a few years and relating to
dramatic political and economic events, such as wars, coups, international con-
flicts, oil price spikes and stock market crashes. Notable examples include the
2008 financial crisis, the 2014 oil price collapse, the conflict between Russia
and the West over Ukraine and the ensuing sanctions targeting the Russian
energy sector.

The second type of change takes place over a longer period — years or even
decades. Such change may be gradual and unnoticeable, or it may be the sum
of many small increments, sometimes in a pattern of two steps forward and one
step back. Although it is less dramatic than a sudden change, its consequences
can be as great, and the moment of realization of what is happening can be
sudden. Notable examples of gradual change in the petroleum sector include
the expansion of offshore oil and gas extraction in the OECD (Organisation
for Economic Co-operation and Development) countries during the 1970s
(Correljé 2018; Overland 2018; Wright and Bou¢ 2018), declining production
from the Soviet legacy oilfields in Western Siberia (Gustafson 2012), the shift
in oil demand growth from the West to East Asia (Overland 2015), the rise
of shale oil (Boersma and Johnson 2012), the increasing interconnectedness
of regional gas markets due to the expansion of liquefied natural gas (LNG)
(Wright 2017) and the incipient electrification of transport (Sovacool 2017).

Sudden changes are inevitably linked to gradual developments, and gradual
developments may take new directions due to sudden changes. It can, there-
fore, be difficult to classify events such as the Paris Agreement as sudden or
gradual. After years of failed negotiations in Bali, Cancun, Copenhagen, Doha
and Warsaw, it was difficult to predict whether an agreement would be reached
in Paris in 2015 — until it actually happened (Hufbauer and Kim 2010). On the
other hand, the push towards a more comprehensive and harder-hitting climate
policy has been consistent since the early 1990s (Campbell 2013; Sprinz et al.
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2016). One could, therefore, argue that it was likely that an agreement would
be signed sooner or later after years of glacial negotiations.

ANALYTICAL TOPICS

In each of the company chapters that make up the bulk of this volume, we try to
touch on the same topics. They can be divided into two groups. Group I topics
profile each company in terms of its role in Arctic and offshore oil extraction,
internationalization, transparency and innovation. Group II topics have been
selected specifically to assess the companies’ adaptability to a changing
global environment. They include some of the major international energy
developments that have affected Russian oil companies since the turn of the
millennium and their responses to these developments, including the shale
revolution, oil price volatility, sanctions and climate policy.

Group I Analytical Topics

The Arctic

With the decline of the onshore Soviet legacy fields, Russian companies are
being forced to migrate northwards and offshore. From 2016 to 2017, Russia’s
Arctic oil production grew by 10% (TASS 2017). President Putin (cited in
Kramer 2011) stated that the Kara Sea alone would require USD 500 billion
in investments. The Arctic is financially and technologically challenging
for Russian companies on their own, and international oil companies have
had a standing invitation to help develop Russia’s Arctic petroleum frontier
(Overland et al. 2013). Consequently, the Arctic is perhaps the most important
arena for interaction between Russian companies and their international peers.
Despite this, the sanctions and falling oil prices largely undermined the poten-
tial for interaction from 2014 onwards (Aalto 2016).

Offshore

Russian petroleum development is increasingly taking place offshore, namely
in the Arctic Ocean, the Caspian Sea and the Pacific Ocean. Not coincidentally,
the sanctions against Russia over its role in the conflict in Ukraine specifically
target Arctic and offshore oil and gas developments — an attempt to hit where
it hurts (Fjaertoft and Overland 2015).

An important feature of offshore developments is that their costliness
renders them vulnerable to oil price volatility (Overland et al. 2015). This is
doubly true when they are located in the Arctic or other remote areas with
harsh climatic conditions, such as the Sea of Okhotsk. The Shtokman gas and
condensate field in the Barents Sea once received considerable attention from
both Russian and foreign companies but was shelved because of the costs of
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developing the field as well as falling gas prices (Henderson and Moe 2016;
Overland et al. 2015). When oil and gas prices drop, the competition between
petroleum provinces intensifies, and the most expensive areas see a decline in
investment. Russian Arctic offshore resources are especially exposed because
of compounded risk. Like the rest of the Arctic, costs are driven up by the harsh
climate and distance to markets; in Russia, political risk comes on top of this.

Internationalization

For Russian companies, the Arctic and offshore are frontiers where they can
benefit from partnering with international companies (Aalto 2016). Some
deals between the Russian and international companies are in the range of tens
of billions of dollars, such as the alliance between ExxonMobil and Rosneft
forged in 2011 or the agreement between Gazprom and China National
Petroleum Corporation (CNPC) on gas exports signed in 2014 (Lunden et
al. 2013; Sharples 2016). These relationships serve as an important interface
between Russia and the world. They have sometimes been characterized by
conflict and trouble, as in the relationship between BP and Gazprom over the
Kovykta gas field in Siberia or between Shell and Gazprom in the areas off
Sakhalin Island (Henderson and Moe 2016; Kyj and Kyj 2010; Locatelli 2006;
Sevastyanov 2008). Partly because of such past quarrels and partly because of
the Western sanctions against Russia, there has been a shift away from part-
nerships with Western companies to Chinese and other Asian oil companies
(Overland and Kubayeva 2018).

The other side of this interface is the Russian oil companies’ own projects
overseas. For several companies, such projects have been important to diffuse
risk and gain experience, access new petroleum reserves, strengthen political
ties with strategic partner countries such as Venezuela or as a token of a desire
to be seen as serious actors on the international scene. As a result, the Russian
oil companies are present in many parts of the world (Figure 1.4).

Transparency

The more involved Russian oil companies become with Western companies
and institutions, the more important it is for the Westerners that the Russian
companies are seen as transparent. This is especially true when the Russian
companies are listed on foreign stock exchanges with many international
investors acquiring stakes. Table 1.1 gives Ivolga et al.’s (2018) assessment
of the transparency of Russian companies in the petroleum sector, including
small and large ones as well as subsidiaries. In this book, we provide an alter-
native perspective on the major companies italicized in the table.
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Figure 1.4 Russian petroleum foreign direct investment (FDI) projects
around the world (2018)

Note: Light grey = one Russian oil company present; dark grey = two; black = three.
Source: Compiled by the authors based on a large number of sources.

Table 1.1 Transparency ratings of Russian oil and gas companies
Company Score Company Score
Zarubezhneft 53 Slavneft 35
Novatek 5.1 Transneft 2.5
RussNeft 5.1 Neftisa 1.4
Bashneft 5.1 Salym Petroleum 1.0
Rosneft 4.9 Transoil 0.9
Tatnefi 4.6 Tomskneft 0.0
Gazprom 4.4 LUKOIL Garant 0.0
Surgutneftegas 4.3 Transnafta 0.0
LUKOIL 4.1 Eurasia Drilling 0.0
Gazprom Bureniye 3.7

Note: Score 0-10, where 10 denotes most transparent. The companies covered in this book have
been italicized.
Source: Ivolga et al. (2018).
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Innovation

Innovation is closely linked to foresight and thus serves as a bridge to Group
II topics. In order to innovate, companies must see and understand how energy
demand may develop in the future. President Putin has repeatedly called on
major Russian companies to be more innovative (Putin 2017b), and Dmitry
Medvedev made innovation the centrepiece of his presidency (Overland
2011). Nonetheless, there is a lingering impression that Russian oil companies
are not innovative. It therefore makes sense for us to pay attention to any inno-
vation efforts on the part of the companies.

Group II Analytical Topics

The purpose of the following set of analytical topics is to assess the adaptability of
Russian oil companies to a changing global environment, in particular their responses
to major international energy developments after the turn of the millennium.

Shale oil and gas

The North American shale revolution shook international markets (Figure 1.5).
This development was particularly important for Russia, both as the world’s
largest combined oil and gas exporter and as a country that opposes the United

500 1800
450

1600

1400

350

IS}
8

300

S
8

Oil, million barrels per year

250
800

Gas, bem per year

200

600
150

100

50 200

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Figure 1.5 Growth in US shale oil and gas production

Source: EIA (2019a, 2019b); IEA (2019).
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States on many fronts (Overland et al. 2013, p. 146). However, for a long time,
prominent Russian actors remained outspokenly sceptical about shale oil and gas
(Davydova 2017b; Grealy 2012; Spencer and Hansen 2012). Deputy Head of
Gazprom Alexander Medvedev referred to shale gas as ‘a bubble’, and chief exec-
utive officer (CEO) Alexey Miller argued that shale gas would remain a luxurious
side dish: ‘If you like foie gras, that doesn’t mean you no longer need a regular
steak’ (cited in Elder 2012). Shale oil and gas are, therefore, of particular interest
in a discussion of how Russian companies relate to the changing world.

Qil price

Oil companies must always be prepared for price fluctuations. From 1999 to
2008, the oil price skyrocketed from USD 20 to USD 140 per barrel; it subse-
quently fell to USD 40 in 2009 but bounced back again to USD 120 in 2011 and
fell again to USD 30 in 2016 (Figure 1.6). As oil projects have long lead times,
with decades between an investment decision and decommissioning, fluctuat-
ing prices pose a major challenge (Arezki et al. 2017; Clo 2000; Shaukat Khan
etal. 2016). Gustafson (2012, p. 4) writes about the long period of rising prices
from 1999 onwards: ‘For the Russian elites, these were heady times — high oil
prices were “here to stay” — and they became cocksure and complacent.” The
same could be said of many oil-driven elites around the world.
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Figure 1.6 Oil and gas prices
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Sanctions

The Western sanctions against Russia over the conflict in Ukraine targeted
offshore, deep-water, unconventional and Arctic oil as well as specific Russian
oil companies and individuals in the Russian petroleum sector (Fjaertoft and
Overland 2015, p. 66).

The conflict in Ukraine and the introduction of sanctions against Russia
coincided with the collapse of the oil price in 2014. In the preceding years,
Russian oil companies had been incurring debt based on high oil price valua-
tions of their assets and future income. The sanctions thus came at an inoppor-
tune moment for the Russian companies, revealing some of the political risks
they face concerning Russian-Western relations.

Climate policy and energy transition

The most profound and long-term changes underway in the energy sector are
driven by climate policy, which is increasing the pressure for a transformation
of the energy mix. By 2050, there may be between 40% and 65% renewable
energy in the global energy mix, up from 13% in 2012, depending on whether
one uses the scenarios of the International Energy Agency (IEA) or the
International Renewable Energy Agency (IRENA) (O’Sullivan et al. 2017,
p- 9). However, the scenarios of both these organizations envisage the rapid
expansion of renewable energy and a corresponding lesser role for fossil fuels.
While rising energy consumption may ensure that there is still a significant
market for oil and gas, energy efficiency will pull in the other direction, ren-
dering the prospects for oil companies uncertain.

Worldwide, oil companies have been slow to recognize these develop-
ments (Ben-Amar and Mcllkenny 2015; Besio and Pronzini 2014; Hiatt et al.
2015; Mitchell and Mitchell 2014; Schlichting 2013). ExxonMobil’s denial
of climate change has received particular attention (Supran and Oreskes
2017). However, some international oil companies — such as Shell, Equinor
and Total — have started positioning themselves for an energy transition by
beginning to shift some capital from the petroleum sector to solar and wind
power. How, then, are Russia’s oil companies coping with the implications of
climate change and evolving climate policy? Are they experiencing a ‘Kodak
moment’, underestimating the potential of emerging politics and technologies
and overestimating future demand for their products (Griffin et al. 2015; van
der Ploeg 2016)?

On the one hand, if the companies take their cue from the official policy
of the Russian state, they might not be entirely unprepared for the effects of
climate policy on energy demand. Compared to China or the United States, for
instance, the Russian state has been relatively consistent in its support for inter-
national climate policy in the international diplomatic arena. Unlike those two
countries, Russia ratified the Kyoto Protocol, thereby enabling it to come into
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force and saving it (Henry and Sundstrom 2007, p. 47). Russia subsequently
over-fulfilled its Kyoto Protocol emissions reduction targets, thus helping
compensate for countries that did not fulfil their own targets (Putin 2017a). In
2013, and again in 2015, the Russian government established support schemes
for renewable energy (Boute 2016). In 2017, the Working Group on Climate
Change and Sustainable Development under the Presidential Administration
launched an all-Russian climate week with 422 events across the country
(Valeeva 2017). Of direct relevance to this book is the government’s signal
that it will introduce legislation limiting greenhouse gas (GHG) emissions
from Russian companies and establish targets for the use of associated petro-
leum gas (APQG) from oil production (Davydova 2017a).

However, in many other ways, Russia has remained a laggard on climate
change and its oil companies might also be expected to perform below average.
Russia was one of the last major greenhouse gas emitters to ratify the Paris
Agreement, and Russian emissions targets do not match the country’s commit-
ments under international agreements (Sharmina 2017).

Like their American counterparts, some prominent Russians have publicly
been deeply sceptical about climate change (Tynkkynen and Tynkkynen
2018; Skryzhevska et al. 2015). After visiting Franz Josef Land between the
Arctic, Barents and Kara Seas, President Putin declared that climate change
had nothing to do with human activity (cited in Farand 2017; Meredith and
Cutmore 2017). The Executive Chairman of Rosneft, Igor Sechin, has also
publicly expressed scepticism about climate change; arguing that the effect of
anthropogenic greenhouse gas emissions cannot compare to those of volcano
eruptions or rotting algae and stating that climate change is largely due to
30-million-year natural climatic cycles (Sechin, cited in Armitage 2015).
Similar to American President Donald Trump’s statement that climate change
is a Chinese hoax, some major Russian media have cast climate change as
a foreign plot to undermine Russian energy exports or as an American weapon
aimed at Russia (Davydova 2017b). Such statements have caused some
commentators to become highly critical of Russia, arguing that it is failing to
adapt to the new realities of global climate policy: ‘In the new geopolitics of
renewable energy, post-fossil Russia does not have a value proposition . . . Oil
addiction is hard to cure, and Russia is not even trying’ (Kraemer 2017).

As this book is about change, the forecasts of Russian governmental energy
institutions are particularly relevant. Russian Minister of Energy Alexander
Novak stated that electric vehicles will make up only 1% of all cars in the
world by 2035 and, therefore, will not have much impact on oil demand
(Novak 2016). In 2013, several top Russian energy experts published a global
energy forecast that mentions renewables only once and does not mention
climate change at all, although the report is 110 pages long (Makarov et al.
2013). The 2014 175-page issue of the same report mentions renewables 18
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times and climate change five times (Makarov et al. 2014). Only in the 2016
issue did the report start paying serious attention to these topics, with 24 men-
tions of renewable energy and 15 mentions of climate change — still not much
compared to the attention these topics were attracting in the energy analyses
and forecasting of many other countries (Makarov et al. 2016). In the 2019
issue, the mentions of the renewable energy and climate were still at the same
level, with renewable energy mentioned 26 times and climate change 15 times
(Makarov et al. 2019).

In sum, the Russian state has been sending mixed signals to the country’s
oil companies. How are they responding? Figure 1.7 gives a first impression of
the attention of the companies to climate change. In the chapters dedicated to
each company, we look more closely at how they have been handling climate
policy and its implications for energy demand.
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Figure 1.7 Occurrence of ‘climate change OR renewable energy’ per
100 000 words in Russian oil and gas company reports
(2007-16)

Source: Compiled by the authors based on a large number of sources.

While we aim to cover all the topics outlined above in every chapter dedicated
to a company, each company has a unique history and character, and each
chapter, therefore, has a different shape. In addition to the topics outlined
here, we touch on several other topics related to the Russian petroleum sector
without attempting to provide detailed accounts, as these have already been
provided elsewhere in the literature. This includes FDI in the petroleum sector
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(Bayulgen 2014), assessments of oil and gas fields and their decline (Grace
2005), pipeline politics (Barysch 2008; Stulberg 2012), the role of energy in
foreign policy (Hill 2004), the oligarchs and elites (Balmaceda 2008; Bulavka
and Buzgalin 2016; de Graaff 2012; Maury and Liljeblom 2009; Rivera and
Rivera 2014), Vladimir Putin (Appel 2008; Balzer 2005; Goldman 2010), eco-
nomic reform (Gaddy 2013), Dutch disease and the resource curse (Bradshaw
2006; Gaddy and Ickes 2019; Mironov and Petronevich 2015; Tompson 2005)
and corruption (Cheloukhine and King 2007; Obydenkova and Libman 2015;
Rutland 2015; Smith and Thomas 2015).

SELECTION OF COMPANIES

This book covers the following companies, with one chapter dedicated to
each: Rosneft, LUKOIL, Gazprom Neft, Surgutneftegas and Tatneft. These
five were chosen because they are the largest Russian oil companies. Their
combined value is over USD 180 billion, slightly greater than the gross domes-
tic product (GDP) of Hungary and slightly smaller than that of New Zealand
(Figure 1.8). While the importance of these companies for Russia’s economy,
domestic politics and foreign relations is great, the academic literature on them
is small.
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Although oil-trading companies are also an important part of the Russian
oil industry, we decided not to include them because some are subsidiaries
of oil companies already covered in this book (for example, Litasco belongs
to LUKOIL and Trumpet to Rosneft); they are mostly based outside Russia
(Litasco in Switzerland, Trumpet in Ireland); employ a few people and
information about them is difficult to obtain. Several companies have played
important roles in the past but have been taken over by others. For example,
Bashneft, Itera, Tyumen Oil Company (TNK) and YUKOS were all taken over
by Rosneft, while Sibneft was taken over by Gazprom. Since this book aims
to be current and forward-looking, we have chosen to focus on the current
configuration of the companies rather than that of their past.

CORPORATE GOVERNANCE IN RUSSIAN COMPANIES

The governance structures of Russian companies often resemble those in the
West in form but differ in content (Deloitte 2015; Kuznetsov and Kuznetsova
2009). To gain a deeper understanding of the companies discussed in this
volume, it is worth highlighting some of the features of Russian corporate
governance.

The general shareholder meeting constitutes the highest organ in the organ-
izational structure of Russian companies (Tricker 2015, p. 306). Similar to
companies in many Western countries, most Russian firms have a board of
directors to govern the company. In practice, however, Russian boards of
directors are often used as a mechanism for rubber-stamping the initiatives of
influential company owners. Deals are presented to the boards for considera-
tion at a late stage, and their job is seen as rejecting or (more likely) approving
a deal but not getting involved in its details (Porshakov et al. 2010).

In a survey of company boards, Deloitte (2015) established that the average
share of independent directors in Russian firms was only 43%, whereas
the average for the UK was 61%, with 72%, 75% and 83% for Finland,
the Netherlands and the United States, respectively. Moreover, in Russian
companies, independent directors have limited access to corporate data and,
therefore, little capacity to analyse the decisions they take.

In many Russian firms, in addition to the board of directors and the CEO,
there is a management board in charge of the daily running of the firm.
Members of the management board may make up as much as one-quarter of
the board of directors, reducing the likelihood that the board will act as a check
on the management (Teterevkova et al. 2017). These peculiarities of the
structure of corporate governance in Russia facilitate practices such as share
dilution, asset stripping, transfer pricing and ignoring the rights of minority
shareholders (Adachi 2010; Porshakov et al. 2010).
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Russian companies are also highly hierarchical and the stakes for employees
are high. Mid- and top-level managers are often paid well, sometimes very
well. However, should they run afoul of their superiors, they can be summarily
dismissed. Disobedience and failure to carry out orders are often punished
harshly, for example, through de facto bans on working for any company in the
industry. Unsurprisingly, Russian employees are highly disciplined and obedi-
ent: great assets under good management but less so under bad management.
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2. Rosneft: lord of the rigs'

Rosneft is Russia’s national oil company. Its evolution mirrors that of the rela-
tionship between the state and oil corporations in post-Soviet Russia. Rosneft
was born from the ashes of the Soviet state structures in the early 1990s but
went into a seemingly terminal decline as the feisty oligarchs hacked away at
its assets during this chaotic decade. However, the rise of Vladimir Putin and
his entourage gave Rosneft a new lease of life, and in the 2000s, it came to be
the Tyrannosaurus rex of the Russian petroleum sector. It grew mainly through
acquisitions, beginning with Yuganskneftegaz and YUKOS in 2004 and 2007,
respectively. With Igor Sechin as chairman of its board from 2004 and then
President from 2012, the company bought three of Russia’s other major oil and
gas companies — TNK-BP, Itera and Bashneft — becoming the world’s largest
publicly traded oil company by hydrocarbon reserves and production. This
history of rise and fall and rise again contrasts with that of Russia’s other major
state company, Gazprom. Gazprom’s position as the blue whale of the Russian
gas sector during this period was far more consistent and stable.

In 2018, Rosneft produced 230 million tonnes of oil and condensate, up
2.1% from 2017. That year, its gas production amounted to 67 billion cubic
metres. Its proved reserves of hydrocarbons grew by 4% to 41 billion barrels
of oil equivalent. Rosneft is also the largest Russian refiner, handling 103
million tonnes of oil in 2018 (Rosneft 2019b). It controls 13 major refineries,
three petrochemical companies and four gas-processing plants. It also owns
shares in three German refineries and a stake in the Mozyr refinery in Belarus.
Its petroleum product distributors operate in 66 regions of Russia and other
post-Soviet states. As of December 2016, the company had a network of 2962
gas stations.

Rosneft contributed to transforming Russian foreign energy policy by
turning to Chinese and Indian partners, driven by both commercial motives
and political necessity. Rosneft actively established strategic partnerships with
international oil companies both in Russia and abroad. Before the imposition
of the Western sanctions in connection with the conflict in Ukraine, Rosneft
was engaged in developing shale oil, Arctic offshore fields and other parts of
Russia’s continental shelf.

Rosneft invests significant effort in monitoring and forecasting oil prices and
macroeconomic trends. However, given its strong political ties, it is also well
aware that the state will pitch in to help it cope with unforeseen developments.
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As of April 2018, Rosneft’s main shareholder was the state-owned vehicle
Rosneftegaz, which held 50.00000001% of the company’s stock (Table 2.1).
In November 2019, the company’s market capitalization was USD 74 billion,
less than those of Chevron, Equinor or ExxonMobil but greater than ENI,
Gazprom or LUKOIL (Bloomberg 2019).

Table 2.1 Rosneft’s shareholders

Shareholder % of stock
Rosneftegaz 50.00000001
BP 19.75

QHG Oil Ventures 19.50
National Settlement Depository 10.38
Federal State Property Agency One share

Source: Rosneft website.

CORPORATE HISTORY: EVOLVING ROSNEFT IN AN
EVOLVING RUSSIA

The 1990s: The Birth and Near-Death Experience of Rosneft

Rosneft originated in the state corporation Rosneftegaz, which was established
in October 1991 on the basis of the dismantled USSR Ministry for the Oil
Industry. Presidential Decree 1403 of 17 November 19922 created vertically
integrated oil companies LUKOIL, YUKOS and Surgutneftegas, the state
enterprise Rosneft, as well as the Transneft and Transnefteproduct transpor-
tation companies. Rosneft was expected to manage government stakes in 259
(out of 301) oil industry enterprises and perform additional non-commercial
functions. These included supporting the restructuring of the joint stock com-
panies (JSCs), ensuring deliveries of fuel to cover state needs, coordinating
government investments in the sector and organizing the manufacture of
oilfield equipment (Hudson and Poussenkova 1996). At the time, Rosneft was
headed by Alexander Putilov, the former General Director of Uraineftegaz —
now a LUKOIL subsidiary.

In 1993, Rosneft accounted for more than 60% of Russian oil production.
Given all the other problems of the transition period, the Russian state strug-
gled to manage this giant conglomerate. The company’s complicated organiza-
tional structure, including 26 oil-producing associations, 23 refineries, several
gas-processing plants and several petroleum product suppliers and research
institutes, hardly facilitated the management of the company.

Between 1993 and 1995, several new vertically integrated oil companies were
carved out of the assets controlled by Rosneft: Slavneft, SIDANCO, Sibneft,
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TNK, Eastern Oil Company, ONACO and KomiTEK. As a result, Rosneft
kept shrinking. The creation of Sibneft, which included Noyabrskneftegaz (a
22-million-tonne-per-annum oil producer) and Omsknefteorgsyntez (the most
advanced refinery in Russia), hit Rosneft particularly hard.

Presidential Decree 327 of 1995 transformed the state enterprise Rosneft
into an open joint stock company (OJSC).> However, the losses continued:
Rosneft was deprived of a stake in the Moscow refinery and Mosnefteprodukt,
which it had held in trust management (Neft i kapital 2004a, p. 14). In 1997,
the government decided to sell Krasnodarnefteorgsyntez because of tax debts
of USD 32 million, and it was eventually auctioned off in 2000 (NGFR 2008).

Rosneft also nearly lost Purneftegaz — its key oil-producing subsidiary
based in Yamal-Nenets Autonomous District (YNAO). When SIDANCO was
established in May 1994, Purneftegaz was transferred to it. In early 1995, the
leadership of Purneftegaz asked the government to return it to Rosneft, and it
was handed back, but SIDANCO initiated a lawsuit to challenge the decision
(Latyshova 1995, pp. 46-51). This tug of war continued for two years, but
when the courts eventually recognized SIDANCO’s claims, Vladimir Potanin,
the owner of SIDANCO, unexpectedly returned it to Rosneft (Neft i kapital
2004b, p. 60).

Having lost valuable assets throughout the 1990s, Rosneft ended up
as a minor player, accounting for only 7% of Russia’s crude output and
reserves. However, it managed to remain a tempting target for the oligarchs.
Several attempts were made to privatize Rosneft during the 1990s, but the
company remained under state patronage. In April 1997, Alexander Putilov
was dismissed as Rosneft’s President because he resisted the State Property
Committee’s plans to privatize the company (NGFR 2008). Since he still
had influential friends, he was made the chairman of the board of directors,
whereas Yuri Bespalov, representing Boris Berezovskiy — the most powerful
oligarch of the 1990s — became President. Bespalov started preparing the
company to be bought by Sibneft.

Attempts to privatize Rosneft in 1997 failed because influential players had
an interest in delaying the process. The most controversial attempt was made
in 1998. Just before his resignation, Prime Minister Victor Chernomyrdin
approved a plan to sell 75% + 1 share of Rosneft for USD 2.1 billion plus USD
400 million to be invested in future projects to be implemented by the new
owner of Rosneft. The auction was scheduled for 29 May 1998, and a fierce
battle was expected between the competing alliances of SIDANCO-BP,
Gazprom-Shell-LUKOIL and Yuksi (YUKOS-Sibneft) (Samoilova 1998).
However, the May auction was a fiasco since the foreign investors stayed
away, and the sale was postponed until 30 October. The sale price was
reduced to USD 1.6 billion and the investment conditions to USD 65 million
(Poluektov 1998). The government fired both Putilov and Bespalov and hired
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the Alliance Group led by Ziya Bazhayev, the former President of SIDANCO,
to prepare Rosneft for the auction. By this time, Rosneft was in a desperate sit-
uation with large debts, unmanageable subsidiaries and 40 enterprises whose
assets had been seized. Yet in just two weeks, Bazhayev and his team signifi-
cantly enhanced Rosneft’s investment appeal through restructuring. However,
on 17 August 1998, the worst financial crisis in Russian history erupted, and
the auction was postponed indefinitely.

In October 1998, Sergei Bogdanchikov, the former Head of
Sakhalinmorneftegaz, was appointed President of Rosneft. He faced
a mission impossible: to restore a company that had almost entirely disin-
tegrated. Bogdanchikov immediately started setting his house in order. He
appointed loyal people to run Rosneft’s key production units Purneftegaz and
Sakhalinmorneftegaz and made it mandatory for the managers of subsidiaries
to obtain his personal approval of any hiring and firing, business plans and
loans and government relations. He also forced them to channel all oil exports
through the Rosneft holding (Neft i kapital 2004c, p. 161).

The 2000s: The Rebirth of Rosneft

When Sergei Bogdanchikov became the President of Rosneft, nobody expected
that he would hold on to this position for long, as he was neither a political
heavyweight nor a protégée of the oligarchs. However, he soon found a pow-
erful sponsor at the very top — President Vladimir Putin — who needed a mighty
state oil company to counterbalance the voracious private corporations. Thus,
the year 2000 marked the start of a new chapter in Rosneft’s life.

Sergei Bogdanchikov started by consolidating Rosneft’s control over its
subsidiaries. In 2000, the government allowed Rosneft to increase its stake
in its subsidiaries to 75%, and it began to buy their shares on the secondary
market. The renaissance of Rosneft was primarily accomplished through
aggressive acquisitions, beginning in 2003 with Severnaya Neft with 17 oil-
fields in the Timan-Pechora province (Derbilova and Tutushkin 2004).

The rising status of Rosneft was confirmed in July 2004 when Igor Sechin,
Deputy Head of the Presidential Administration and one of the most influen-
tial people in Russia, was made the chairman of Rosneft’s board of directors,
ensuring strong political patronage for the company. Rosneft became a national
champion: owing to its large hydrocarbon reserves and political connections, it
was expected to compete against the global majors, protect the national petro-
leum wealth and implement the government’s energy policy.

Rosneft joined the big league in 2004 when it acquired Yuganskneftegaz
— the key producing subsidiary of YUKOS — after Gazprom failed to secure
this prize asset. In the early 2000s, before it was acquired by Rosneft,
Yuganskneftegaz demonstrated double-digit crude output growth, mainly
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owing to the intensification of oil production practised by YUKOS and the
commissioning of the Priobskoye field. When the government began the
crackdown on YUKOS in the autumn of 2003, YUKOS was hit with a tax bill
of USD 28 billion for the period 1999-2003 and Yuganskneftegaz was subse-
quently put up for sale (Poussenkova and Overland 2018).

It was widely expected that Gazprom would snap up Yuganskneftegaz.
However, YUKOS sought court protection in Houston under Chapter 11 of
the US law on bankruptcy. The court vetoed the Yuganskneftegaz auction and
forbade Gazprom and six international banks from participating in the auction.
The bankers obeyed, and Gazprom lost the chance of raising the foreign loans
it needed to carry out the transaction. Despite this decision, the auction took
place on 19 December 2004: the unknown company Baikal Finance Group,
registered on the eve of the auction in the provincial town of Tver, bought
Yuganskneftegaz for USD 9.35 billion (Mescherin 2005, p. 5). Three days
later, Rosneft purchased Baikal Finance Group for a trifling RUB 10 000.

Having bought Yuganskneftegaz, Rosneft was transformed from
a second-tier player with 21 million tonnes of oil production per annum into a
75-million-tonne-per-annum giant. At the same time, Rosneft became Russia’s
second-largest borrower after Gazprom. In early 2005, its debt amounted to
USD 22.5 billion, and the rating agency Standard and Poor’s (S&P) down-
graded its credit rating from B to B- (Vinogradova 2005, p. 29).

It is worth noting that at the same time, in 2004, Rosneft was once again
in danger of losing its independence. In September 2004, President Putin had
approved a government proposal to incorporate Rosneft into the structure of
Gazprom in exchange for 10.74% of its shares that were held by its subsidiar-
ies. This would have permitted the state to increase its stake in Gazprom and
to liberalize the trade in its shares. However, Gazprom realized that the repu-
tational risks were too high. Moreover, Rosneft’s value drastically increased
after the purchase of Yuganskneftegaz, placing it beyond Gazprom’s reach.
Instead, Gazprom bought 72.6% of Sibneft’s shares for USD 13 billion in
September 2005 (see the chapter on Gazprom Neft in this book).

Ultimately, the government changed its plans diametrically. It transferred
100% of Rosneft’s shares — then valued at USD 26 billion — to the ownership
vehicle Rosneftegaz, which subsequently raised the necessary debt to purchase
10.74% of Gazprom’s shares. After that, Rosneftegaz organized an initial
public offering of Rosneft shares to repay the debt.

To raise money for the purchase of Yuganskneftegaz, Rosneft gener-
ated USD 6.1 billion by selling short-term bonds, and received another
USD 1.8 billion of credit from Sberbank (Derbilova and Kudinov 2005).
Vnesheconombank bought short-term bonds worth USD 5.3 billion from
Rosneft using funds from the Ministry of Finance, which had been intended
to repay Russia’s external debt. In early 2005, Vnesheconombank raised USD
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6 billion for Rosneft from Chinese banks. In exchange, Rosneft pledged to
deliver 48 million tonnes of oil to CNPC up to 2010 (Derbilova 2006). With
support from the Head of State and a powerful political figure on its board of
directors, Rosneft had access to ministerial finances and carried out energy
diplomacy on behalf of the Russian state.

It is paradoxical that during the 1990s, when broad privatization was
ongoing in Russia, Rosneft remained under the wing of the state, but in the
2000s, when the étatization of the oil sector began, the company was partially
privatized. Its initial public offering (IPO) took place in 2006: 14.8% of the
shares were sold for USD 10.4 billion. The share price was USD 7.55, corre-
sponding to a capitalization of USD 79.8 billion. Rosneft’s IPO was the largest
ever in Russia and the fifth largest in world history. Russian oligarchs Roman
Abramovich, Oleg Deripaska and Vladimir Lisin paid USD 1 billion for stakes
in Rosneft, thus making important political investments. BP, CNPC (China)
and Petronas (Malaysia) bought shares worth USD 1 billion, USD 1.1 billion
and USD 500 million, respectively. In addition, a people’s IPO was organized
for the citizens of Russia. As a result, 115 000 Russians became shareholders
of Rosneft, spending USD 750 000 in total (Derbilova and Surzhenko 2006).

The bankruptcy of YUKOS in 2007 was another important milestone in
Rosneft’s evolution. Rosneft competed with Gazprom for the remaining assets
of YUKOS, and the two state companies managed to obtain what they wanted:
mainly oil assets in the case of Rosneft and gas assets in the case of Gazprom.

A scandal erupted during the sale of the YUKOS oil assets. In May 2007,
the most expensive lot was sold, consisting of the eastern assets of YUKOS:
Tomskneft, Vostsibneftegaz, the Angarsk Petrochemical Company and the
Achinsk refinery. A Rosneft subsidiary, Neft-Aktiv, bought the lot at a price
just above the starting price of USD 6.8 billion (Surzhenko and Mazneva
2007). However, soon Rosneft announced that it would sell a 50% stake in
Tomskneft to Vnesheconombank for USD 3.4 billion. Analysts believed that
Vnesheconombank planned to purchase this stake for Gazprom Neft. In the
summer of 2007, Rosneft announced that the deal was closed, but Vladimir
Dmitriev, Head of Vnesheconombank, denied that such a deal had taken place,
while the bank’s supervisory board stated that it had not reviewed the trans-
action (Petrachkova and Derbilova 2007). The scandal was hushed up, and in
December 2007 Gazprom Neft acquired half of Tomskneft directly for USD
3.6 billion (Petrachkova and Derbilova 2007).

Rosneft won five out of 12 YUKOS bankruptcy auctions. Through these
acquisitions, it improved its production/refining ratio and became the number
one player in eastern Russia. It also became the world’s largest public oil
company by liquid hydrocarbon reserves (Surzhenko and Mazneva 2007).
However, its debt rose to USD 36 billion, and, as a precautionary measure,
in 2007, the government added Rosneft to its list of strategic enterprises that
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could be bankrupted only under a special procedure (Mazneva and Derbilova
2007).

Rosneft further strengthened its position in 2008 when Igor Sechin, the
chairman of its board of directors, became Deputy Prime Minister with special
responsibility for the fuel and energy sector. In May 2008, S&P upgraded its
long-term credit rating from BB+ to BBB- (stable forecast), reflecting the
benefits of Sechin’s new position for Rosneft.

Combined with the financial crisis of 2008, the debts that Rosneft had
incurred due to the acquisition of YUKOS forced it to seek out Chinese capital
again. In February 2009, after hard bargaining with the Chinese and Igor
Sechin personally leading the negotiations, Rosneft received a loan worth USD
15 billion from China. At the same time, the Chinese banks granted USD 10
billion to Transneft, mainly for the construction of the ESPO pipeline, includ-
ing a spur to China. In return, the two state companies pledged to deliver 15
million tonnes per annum to China for 20 years (see also the section on inter-
nationalization below), with Vankor field playing a key role in these supplies.

The commissioning of the Vankor oil, gas and condensate field in 2009 is
one of Rosneft’s greatest triumphs. Located in Krasnoyarsk Krai, Vankor is
the largest field discovered and launched in Russia in a quarter of a century.
Vankor is actually a cluster of fields, with proved oil reserves exceeding 500
million tonnes and gas reserves of 182 billion cubic metres. Rosneft acquired
Vankorneft in 2004, wresting it from YUKOS and Total.

Vankor was expected to reach a production of 25 million tonnes per annum
at peak. However, the field peaked at 22 million tonnes per annum in 2014,
staying at this level for three years and accounting for 11-12% of Rosneft’s
output. Production then began to fall, and there were fears that this trend
might accelerate and reduce the output to 13 million tonnes by 2020 (Fadeeva
2016d). Rosneft anticipated that between 2016 and 2020, the development
of the Suzunskoye, Tagulskoye and Lodochnoye fields of the Vankor cluster
would offset the decline.

Post-2010: Further Expansion

In June 2010, Sergei Bogdanchikov’s directorship expired, and there was
another change of guard at Rosneft. Rumours had long been circulating
about Bogdanchikov’s possible dismissal mainly because of his troubled
relationship with Sechin (Derbilova and Reznik 2010). In September 2010,
President Dmitriy Medvedev, who had long been connected with Rosneft’s
rival Gazprom, appointed Eduard Khudainatov, Head of Gazprom subsidiary
Severneftegazprom, to the presidency of Rosneft. Rosneft’s acquisition spree
continued under Khudainatov; it bought Taas-Yuryakh Neftegazodobycha, for
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example, and established strategic alliances with foreign majors — both trends
likely masterminded by Igor Sechin.

In May 2012, just after the re-election of Putin as Russian President, the
next phase of Rosneft’s development was launched: the ‘Rosneftization’ of the
Russian oil sector. Igor Sechin became the company’s CEO and embarked on
a new wave of major acquisitions.

In March 2013, Rosneft acquired TNK-BP. It bought BP’s 50% stake in
the company for USD 16.65 billion and 12.84% of Rosneft’s shares, while
BP purchased 5.66% of Rosneft’s shares from Rosneftegaz, becoming the
second-largest shareholder of Rosneft after the state with 19.75% (it had
bought 1.25% during Rosneft’s IPO). Rosneft also bought a stake of the
Alfa-Access-Renova (AAR) consortium in TNK-BP for USD 27.73 billion.
Rosneft raised USD 51 billion for the purchase, including USD 31 billion of
credits from foreign banks (Solodovnikova 2013). As a result of the acqui-
sition, Rosneft was transformed into the world’s largest public oil company
in terms of both hydrocarbons production and reserves (Rosneft 2013a).
Rosneft benefited by obtaining several of TNK-BP’s international projects and
attractive gas assets as well as prolific reserves in Western Siberia (such as the
legendary Samotlor field*) and Eastern Siberia.

Rosneft’s acquisition of TNK-BP inspired a new round of China-Russia oil
cooperation in 2013. Two major oil export contracts were signed in 2013. The
first contract was between Rosneft and CNPC for the delivery of 360 million
tonnes of crude over 25 years and was worth USD 270 billion with a stipulated
advance payment of USD 65 billion. The second contract was with Sinopec
and worth USD 85 billion for 100 million tonnes of crude over ten years. This
enabled the acquisitions spree to continue with the purchase of the independent
gas producer Itera, oil assets of ALROSA and Sibneftegaz (Rosneft 2013b,
2013c; Stulov 2016a).

In October 2016, the federal government found that it urgently needed
money for the state budget and wanted to raise it through the privatization
of several companies. Initially, there were plans to hold a public auction
for Bashneft — a company formerly owned by the regional government of
Bashkortostan — which had been privatized in 2002—03 but then seized by the
Russian government in 2014. LUKOIL, NNK (Nezavisimaya Neftegazovaya
Kompaniya of Eduard Khudainatov) and other players were interested in
Bashneft’s assets. Some government officials who were against Rosneft’s
participation in this auction argued that it would not add money to the state
coffers if one state company bought another (Fadeeva et al. 2016a). But Igor
Sechin actively lobbied for Rosneft’s interests, and ultimately it turned out
to be the only contender for the stake. Through this acquisition, Rosneft’s
production of liquids grew by 10% and oil refining by 20%. Sechin argued that
the acquisition of Bashneft would raise the capitalization of Rosneft, making
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it possible to subsequently privatize 19.5% of Rosneft for over USD 11 billion
(Stulov 2016b).

While Rosneft’s close ties to the Kremlin often helped it achieve its objec-
tives, in some cases they proved detrimental to the company. In the summer
of 2014, following the conflict in Ukraine, the United States imposed personal
sanctions against Igor Sechin and financial sanctions against Rosneft; Canada
and the European Union (EU) also introduced sanctions against Rosneft
(Fjaertoft and Overland 2015; Politinformatsia 2015). In addition, Rosneft was
affected by the sectoral sanctions specifically targeting the Arctic, deep-water
and shale projects. Moreover, in 2015, Rosneft’s subsidiaries were also added
to the US sanctions list (Usov et al. 2015). Igor Sechin complained that the
inclusion of Rosneft on the sanctions list was ‘unsubstantiated, subjective and
illegal because the company played no role in the Ukrainian crisis’ (Newsru.
com 2014).

The next phase of Rosneft’s privatization took place in 2016. When the gov-
ernment drew up plans to continue the privatization of the company to replen-
ish the state coffers in the mid-2010s, Igor Sechin was against the idea. He
argued that it would be more efficient to sell 19.5% of Rosneft when oil prices
rebounded to the level of USD 100 per barrel (Fadeeva 2016a). However, other
government officials insisted on the further partial privatization of Rosneft,
overcoming his objections. Experts predicted that either CNPC would buy a
19.5% stake in Rosneft or Rosneft would find a way to buy itself (Barsukov et
al. 2016). In autumn 2016, Igor Sechin held negotiations with some 30 poten-
tial investors. Finally, to everyone’s surprise, a 50:50 consortium between
Glencore and the Qatar Investment Authority purchased the stake for EUR
10.2 billion (less than the government had expected) (Fadeeva et al. 2016b).
Rosneftegaz covered the difference by issuing additional dividends of RUB
18 billion. The consortium financed the deal from its own funds (EUR 2.8
billion) and bank funds (EUR 7.4 billion), mainly from Intesa Sanpaolo. Later,
information leaked out that Gazprombank and VBRR (All-Russian Bank for
Regional Development) had also helped the consortium to raise money (Stulov
2016c¢).

In 2017, Igor Sechin suddenly found another potential investor for Rosneft,
the largely unknown Chinese company CEFC, which was expected to buy
the lion’s share of the stake held by the consortium. However, these plans
did not materialize after CEFC’s Head was detained in China on suspicion of
economic crimes in early 2018 (Petleva 2018).

Due to its wide range of privatization schemes and acquisitions, Rosneft has
a highly internationalized board of directors. From September 2017 onwards,
seven out of 11 directors were foreigners; the chairman was also a foreigner
— the former German Chancellor Gerhard Schroeder. There were also three
foreigners on the 11-member board.
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COMPANY PROFILE

As a result of its many acquisitions, Rosneft has a highly diverse portfolio
of oil and gas assets, consisting of very mature oilfields in the centre of the
European part of Russia, mature fields in Western Siberia, relatively young
fields in Western Siberia and Timan-Pechora, young fields in Eastern Siberia,
offshore producing fields in the Sakhalin-1 project and untapped reserves in
the Arctic seas.

Offshore

Rosneft has always made an effort to develop its offshore operations. However,
the results have been mixed, mainly because of geological issues and domestic
and international economics and politics. Rosneft started to expand its Arctic
offshore operations in the early 2000s. In 2001, Gazprom and Rosneft estab-
lished the joint venture Sevmorneftegaz to develop several northern fields,
including Kharampurskoye, Prirazlomnoye and Shtokmanovskoye. By 2002,
Rosneft had gained de facto control over the projects of Sevmorneftegaz, and
it was thought that its central role in the development of the Prirazlomnoye
field could enable the company to take on a leading role on the Russian Arctic
continental shelf (Neft i kapital 2003, p. 24). However, in 2005, Rosneft had
to sell its stake in the joint venture to Gazprom to pay for the acquisition of
YUKOS’s former crown jewel — Yuganskneftegaz.

In the early 2000s, Rosneft also consolidated its position on Sakhalin by
launching other offshore projects in addition to Sakhalin-1, in which it had been
involved since 1996, when the relevant production-sharing agreement (PSA)
was signed. In 2002, together with BP, it received the geological licences
for Sakhalin-4 and Sakhalin-5. BP was to finance the exploration. However,
both projects failed: the first two wells drilled on the Zapadno-Schmidtovskiy
block were dry, and in 2009, the partners gave up Sakhalin-4. In 2007, they
discovered a field within Kaigansko-Vasyukanskiy block, but BP considered
it commercially unattractive and withdrew from Sakhalin-5 in 2011 (Gavshina
2011).

In August 2003, Rosneft won a five-year exploration licence for the Western
Kamchatka continental shelf and signed a memorandum of understanding with
the Korean National Oil Corporation (KNOC) in September 2004. Again, the
foreigners were to cover the exploration expenses. However, in August 2008,
Rosnedra (Federal Agency for Subsoil Use) refused to extend the exploration
licence because of non-fulfilment of the drilling plan by Rosneft, and this asset
was transferred to Gazprom as the company responsible for the gasification of
Kamchatka.
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Rosneft has also been active in the Sea of Azov and the Black Sea since
2002. Together with LUKOIL and the Administration of Krasnodar Krai,
Rosneft established Priazovneft to assess and develop the reserves of the Sea
of Azov. In spring 2003, Rosneft and Total signed an agreement on the joint
exploration of the Black Sea, including the Tuapse Trough. However, their
partnership did not last, mainly because of the controversies surrounding
Vankor.

Under an important piece of legislation passed in 2008, only Gazprom and
Rosneft were eligible to work on Russia’s continental shelf, most of which
is located in the Arctic. However, a lack of funds, technology, know-how
and skills for the Arctic offshore operations forced Rosneft to sign strategic
partnership agreements with foreign companies. By aggressively purchasing
offshore licences, Rosneft managed to become the most significant player
in the Russian offshore oil and gas sector. As of January 2017, it has held 56
licences for plots in the Arctic and in Russia’s easternmost and southernmost
seas (Table 2.2).

Table 2.2 Rosneft’s offshore projects

Area Sea Projects
Western Arctic Barents, Pechora and Kara Seas 19
Eastern Arctic Laptev, East Siberian and Chukchi Seas 9

Far East Okhotsk and Japanese Seas 20
Southern seas Black, Azov and Caspian Seas 8

Source: Rosneft (2018a).

Having become the world’s largest public oil company in terms of liquids
production, Rosneft began to make a bet on new offshore projects with inter-
national partners (Table 2.3). In June 2010, Rosneft invited Chevron to partici-
pate in its Black Sea ventures: Val Shatskogo and the adjacent Tuapse Trough.
Again, foreigners were required to finance the exploration phase (Mazneva
and Novy 2010). However, in spring 2011, dissatisfied with the results of
seismic exploration and unhappy with Rosneft’s certain terms of cooperation,
Chevron withdrew from the project (Melnikov 2011a).

Almost at the same time, on 27 January 2011, Rosneft and ExxonMobil
reached an agreement on the joint development of hydrocarbon resources of
the Black Sea — primarily the Tuapse Trough. Rosneft also decided to expand
its offshore cooperation with BP. On 14 January 2011, the companies signed
an agreement to develop the Arctic jointly and swap shares. However, despite
the blessing of the then Prime Minister Vladimir Putin, the Russian oligarch
shareholders of TNK-BP, known as the AAR consortium, torpedoed the
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BP-Rosneft partnership (Poussenkova 2012). After the collapse of the deal
with BP, Rosneft did not hesitate to find another partner. In summer 2011,
Rosneft and ExxonMobil signed a strategic cooperation agreement.

In April 2012, following Gazprom’s and Rosneft’s strong lobbying, the
government issued an ordinance aimed at providing fiscal and tariff incentives
for the development of the Russian continental shelf (Rosneft 2012a). For
example, offshore projects were given exemption from export duty as well as
a lower rate of mineral production tax (5—15% depending on the complexity
of the project); moreover, stability assurances of these terms were allowed for
15 years. Invited by Rosneft (and encouraged by the new fiscal benefits), other
foreign companies — for example, ENI in April 2012 and Statoil (now Equinor)
in May 2012 — gained a foothold in the Russian offshore sector. The terms
for ENI, ExxonMobil and Equinor were almost identical: they were to bear
the burden of the expenses at the exploration phase, and joint ventures were
required to be established with Rosneft, which held 66.7% while the foreign
company held 33.3% (Overland et al. 2013).

Table 2.3 Rosneft’s strategic partnerships

Foreign Other partnership elements in International projects

companies Main assets Russia offered to Rosneft

ExxonMobil  Kara Sea (Vostochno- ExxonMobil to assist Rosneft Exploration projects
Prinovozemelskiye 1-3), in developing hard-to-recover in the Gulf of Mexico,
Black Sea (Tuapse Trough) reserves in Western Siberia the United States and

Canada

ENI Black Sea (Val Shatskogo), - International projects
Barents Sea (Fedynsk and primarily in North
Tsentralno-Barentsevsk) Africa

Equinor Barents Sea (Perseevskiy), Equinor to assist in the Norwegian offshore
Okhotsk Sea (Magadan-1, development of shale oil in and international
Lisyanskiy, Kashevarovskiy)  the Samara region and the projects of Equinor

highly viscous oil of the
Severo-Komsomolsk field in
Yamal-Nenets Autonomous
District

Source: Rosneft (2019a).

Rosneft also invited companies from other countries, such as PetroVietnam
and Japanese INPEX, to cooperate on offshore developments, but these
partnerships did not move beyond expressing good intentions. Because of
issues related to both geology and international politics, cooperation with ENI,
Equinor and ExxonMobil had limited success. In September 2016, Rosneft
and Equinor drilled two exploration wells in the Okhotsk Sea at a depth of less
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than 150 metres, meaning that the Western sanctions would not apply. Yet
both wells yielded only water (Fadeeva 2016b). In August 2014, Rosneft and
ExxonMobil began drilling the northernmost well in Russia in the Kara Sea,
the USD 600-million Universitetskaya-1. A month and a half later, partners
discovered a new field; oil was found at the Vostochno-Prinovozemelskiy-1
block. However, due to the US sanctions, ExxonMobil had to halt its offshore
operations in the Russian Arctic, which meant that Rosneft would not be able
to proceed without its partner.

In April 2017, Rosneft began drilling the Central Olginskaya-1 well in the
Laptev Sea, the first ever well in this sea. The Laptev Sea might contain 9.5
billion tonnes of oil equivalent; however, there are no ports in the vicinity of
the well, and the navigation period is only two months per year. Drilling was
being conducted by RN-Bureniye, the service division of Rosneft (Rosneft
2017b). This endeavour was Rosneft’s acid test of whether it could conduct
an Arctic offshore operation alone. In June 2017, Rosneft announced the dis-
covery of a new field in this area (Markova 2017). However, it is still unclear
whether the company will be able to develop this field on its own.

As the development of the Arctic is the key focus of Rosneft’s offshore port-
folio, the company has sought to build its capacities to manufacture offshore
equipment and vessels capable of operating in the Arctic. Its main effort has
been aimed at creating the Zvezda shipbuilding complex in the Russian Far
East as part of a consortium involving Rosneftegaz and Gazprombank and
creating partnerships with the leading international manufacturers of offshore
equipment (Table 2.4). The several agreements that were signed after 2014
attest that sanctions did not entirely succeed in restricting Rosneft’s access to
international technology.

Table 2.4 Rosneft’s main offshore technology partnerships

Foreign partner Country Year  (Possible) areas of cooperation

Siemens Germany 2014  Shipbuilding, ‘digital wharf®, subsea systems, floating
production storage and offloading (FPSO) units

General Electric United 2016  Manufacture of steering wheels for vessels, electronic

States naval equipment and dynamic positioning for ice-class

vessels

Keppel/MH Wirth Singapore 2016  Shipbuilding design and engineering

Hyundai Heavy Korea 2016  Aframax tankers

Industries

Samsung Heavy Korea 2018  Arctic shuttle tankers

Industries

Gaztransport & France 2017 LNG vessels

Technigaz
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Shale Reserves

Rosneft is keen to develop unconventional reserves, but this also requires
international partners. Hard-to-recover projects became commercially more
attractive for foreign companies after amendments to the tax legislation intro-
duced in September 2013. Under these amendments, the Abalac, Bazhenov,
Domanic and Khadum formations were exempted from the mineral production
tax for 15 years (Rosneft 2013d). Rosneft entered into partnerships to develop
unconventional reserves with ExxonMobil, BP and Equinor (Rosneft 2013e,
2014).

However, Western sanctions created serious obstacles for these partner-
ships. For instance, the establishment of a joint venture between BP and
Rosneft was frozen. The sanctions notwithstanding, the partners sometimes
managed to bypass the restrictions: despite the EU sanctions, in early 2017,
a joint venture between Rosneft and Equinor began drilling on the Domanic
formations in the Samara region. Equinor seemingly managed to prove that
these formations were limestone rather than shale and, therefore, not subject to
the sanctions (Kozlov et al. 2017).

CSR

Rosneft publishes an annual sustainability report, covering issues related to
labour protection, health, safety and environment (HSE) and the contributions
of the company and its subsidiaries to the socio-economic development of
the regions where they operate. The reports are produced in accordance with
the requirements of the Global Reporting Initiative (GRI), the United Nations
(UN) Global Compact and other nationally and internationally recognized sus-
tainability reporting guidelines (see Rosneft 2017a, pp. 10-11 and Annex 2).

Gerhard Schroeder’s opening message of the 2017 Sustainability Report as
chairman of the board hardly makes a reference to the environment, climate,
society or sustainable development. Instead, it focuses on the sustained growth
of the business. However, CEO Igor Sechin’s message outlines Rosneft’s
strategic goals in this area, starting with HSE:

Building a business that meets the highest HSE standards is an essential element of
Rosneft’s strategy. We are determined to make it to the upper quartile of global oil
and gas companies in terms of HSE performance by 2022. (Rosneft 2017a, p. 5)

Sechin particularly emphasizes that Rosneft’s membership of the UN Global
Compact (since 2010) is a vehicle for promoting sustainability, ‘focusing
closely on innovations and initiatives to tackle climate change’ (see section
on climate change below). Sechin adds that ‘innovation growth, biodiversity
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conservation and the sustainable use of water are also high on the priority list’
(Rosneft 2017a, p. 5). In terms of social support, Sechin states thus:

Rosneft is Russia’s largest taxpayer and undertakes major social projects, many of
which have completely changed the social landscape in both large cities and smaller
communities by facilitating public access to modern medical, educational, recrea-
tional, sport and utility services. (Rosneft 2017a, p. 5)

In 2018, Gerhard Schroeder spoke about Rosneft and sustainable development
and climate change:

Rosneft is fully aware of the role it plays in advancing the sustainability agenda
and is involved in efforts to address global issues. In a public statement released
last year regarding its contribution to the 17 UN Sustainable Development Goals,
the Company highlighted five priority goals on its agenda: Good Health and
Well-Being, Affordable and Clean Energy, Decent Work and Economic Growth,
Climate Action, and Partnerships for the Goals. (Rosneft 2018b, p. 3)

Sechin’s opening message in the 2018 Sustainability Report mentions HSE
and the company’s commitment to the UN Sustainable Development Goals:

In the next four years, the company plans to join the first quartile of world oil and
gas companies in terms of HSE. To strengthen the Company’s position in the areas
of environmental and social responsibility, Rosneft’s ... commitment to the 17 UN
Sustainable Development Goals was approved in 2018. (Rosneft 2018b, p. 5)

Rosneft has released joint declarations on environmentally sustainable Arctic
offshore developments with its business partners ExxonMobil and Statoil
(in 2012, now Equinor) and ENI (in 2013). In these agreements, the partners
reaffirm their commitment to the sustainable development of the Arctic,
including minimizing their impact on indigenous people and climate change
(Rosneft 2012b). In 2014, Rosneft launched a marine conservation programme
for the Arctic which included support for environmental protection, research
and monitoring (Rosneft 2017a, p. 76). Rosneft’s regional subsidiaries also
fund scientific research programmes, such as Evenki reindeer protection in
Krasnoyarsk region and taimen trout protection on Sakhalin Island.

In 2017, Rosneft updated its Sustainable Development Policy, with new
sections on energy efficiency and conservation as well as emergency prepared-
ness and response. This document also includes a human rights element, along
with HSE and stakeholder engagement. It is publicly available online (Rosneft
2017c¢). Rosneft also has a Code of Business Ethics covering stakeholder and
business relations and issues such as fraud, corruption and conflicts of interest.
A growing area of interest and concern for Rosneft is cyber-security and the
need to adapt effectively to the digital era.
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Rosneft was ranked seventh in the 2018 World Wildlife Fund (WWF)/
Creon rating of the environmental performance of Russian oil and gas com-
panies, which is a significant rise of ten places compared to 2017 (Shvarts et
al. 2018). It achieved this through substantial improvements in its information
disclosure, despite having dropped ten places in the ranking for its environ-
mental impact.

In its sustainability report, Rosneft reports on its stakeholder engagement,
noting that the most important types of engagement are public consultations
on potential environmental impacts and regular roundtable meetings, which
Rosneft has been holding since 2007 in host regions to share views and
maintain partnership relations with local authorities and other stakeholders. In
2017, the company reported a total of 127 public awareness efforts of various
types in different regions, including over 50 public consultations (for example,
public hearings and surveys) to discuss offshore exploration activities and 15
roundtable meetings in various host regions (Rosneft 2017a, pp. 48-9).

In 2018, the company reported over 220 public awareness measures of
various types in its regions of operation, including 16 public consultations and
16 roundtable meetings (Rosneft 2018b, p. 29).

Rosneft also has a strong focus on research and development (R&D),
providing support to a range of specialized institutes and plans to establish
a Technology Council to drive innovation throughout the companys; it also has
a programme for import substitution and localization (Rosneft 2017a).

In addition to its sponsorship of targeted R&D for its core business, Rosneft
also supports the state education policy. Its representatives participate in
the boards of trustees and the supervisory boards of nine higher education
institutions. Rosneft helped establish a grammar school under the auspices
of Moscow State University; it also finances the development of research
and education infrastructure of naval higher education institutions, such as
the Saint Petersburg State Naval Technical University and the Makarov State
University of the Sea and River Fleet to train engineers for the shipbuilding
industry. The company funds 17 chairs in the country’s leading higher educa-
tion institutions and provides some grants and scholarships to students.

Like other Russian oil companies, Rosneft signs agreements with the local
authorities in the regions where it operates and funds individual charitable pro-
jects (in education and science, healthcare, sport, culture, ‘revival of spiritual
heritage’ and environmental protection). For example, in September 2017,
Rosneft and the Republic of Sakha-Yakutiya signed an agreement to finance
social projects in the republic: Rosneft pledged to provide financial support
for the construction of an education and laboratory building for the Yakutsk
Academy of Sciences and a national research and education centre for 150
pupils specializing in physics, mathematics, sciences, information technology
(IT) and engineering near Yakutsk (Rosneft 2017d).
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As the national oil company (NOC) of Russia, Rosneft is tasked by the state
with additional non-commercial functions, which transcend corporate social
responsibility (CSR) in the way it is practised by international oil companies
and, in return, receives additional benefits from the state. When Rosneft
was weak, it welcomed the non-commercial functions, probably wishing to
demonstrate its usefulness to its owner. However, as Rosneft grew stronger,
its mindset changed and it began to present itself as a global energy company
rather than a domestically oriented NOC:; it also began to consider its social
obligations as a burden that might prevent it from fulfilling its duty to its share-
holders. Nonetheless, it believed that the additional benefits that accompanied
the company for being an NOC belonged to it by right.

In the early 2000s, Rosneft was ordered to resuscitate Chechnya’s oil
sector, which had been devastated by war. This task combined CSR elements
and support for Russian federalism and territorial integrity. In 2000, Rosneft
established a subsidiary, Grozneftegaz (51% Rosneft; 49% government of
Chechnya). Rosneft rebuilt 256 destroyed facilities and increased oil produc-
tion in Chechnya from 0.7 million tonnes in 2001 to 2 million tonnes in 2004
(Neft i kapital 2004d, p. 37). However, this growth was not sustainable; by
2011, production had fallen back to 803 000 tonnes of oil and 0.3 billion cubic
metres of gas, declining to 300 000 tonnes of oil in 2018. In 2010, Rosneft’s
board of directors voted to build a refinery in Grozny (capacity: 1 million
tonnes per annum by 2013); however, the project stalled. Some progress was
made in 2013 when Vladimir Putin ordered an evaluation of the possibility
of building a refinery in Chechnya, and Rosneft was officially charged with
the project. However, in 2016, it was postponed to a future unspecified date.
The construction of a small refinery in Chechnya appeared unprofitable to
Rosneft in the then macroeconomic environment, so it decided to forgo its
non-commercial obligation in favour of its duty to its shareholders.

COPING WITH CHANGE
Predicting Oil Prices

Rosneft is fully aware of the importance of oil prices for its business. Thus, it
highlighted in its 2016 Annual Report that for its operational results the fol-
lowing main macroeconomic factors were of paramount importance: growth
rate of the world economy and the Russian economy, the level of inflation
in Russia and the rouble/dollar exchange rate and global oil and gas prices.
Rosneft monitors the development of global oil prices continuously. The com-
pany’s CEO is famous for his predictions (sometimes wrong, sometimes right)
of the oil price. For example, in September 2014, when the oil prices had just
begun falling, Igor Sechin said in an interview with TASS that ‘The oil price
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will not drop below USD 90 per barrel. It is connected with several factors.
But USD 90 is also a good price. It permits working. Rosneft’s budget would
not suffer. It is based on a price that does not exceed this level” (Igor Sechin,
cited in Gordeyev 2017).

Sechin is particularly famous for his regular oil price predictions at the Saint
Petersburg International Economic Forum, and the energy session where he
usually delivers a presentation is one of the forum’s most popular events. It
is interesting to compare and verify the accuracy of his 2015, 2016 and 2017
predictions in Saint Petersburg.

In 2015, Sechin predicted that the oil price would grow to USD 170 by
2035. He also stated that the current oil price was characterized by ‘elements of
dumping’ and the desire to redistribute the market; however, he believed that
such phenomena could not be sustainable in the longer term. He stated that if
the oil price did not correspond to objective requirements, both consumers and
producers would suffer in the future (Igor Sechin, cited in Kalyukov 2015).
Sechin argued that only minimal costs were factored into the current oil prices,
which did not take into account the so-called full-cycle costs, in particular, the
cost of decommissioning of depleted wells: ‘The investments of transnational
companies in major projects are already drastically decreasing. As a result,
within 2-3 years, production might be significantly reduced’ (Igor Sechin,
cited in Kalyukov 2015). Igor Sechin also noted that many OPEC countries
faced a severe budget deficit and tried to increase their revenues by exceeding
the established production quotas: ‘The policy of the USD 50—-60 per barrel
range has natural limitations in terms of time frame’ (Igor Sechin, cited in
Kalyukov 2015). He believed that the drastic drop of oil prices aggravated the
fight for market shares, and, as a result, in May 2015, the imbalance between
supply and demand in the oil market achieved a record high level of 3 million
barrels per day: ‘Some players make a bet on dumping, while others on funda-
mental, longer-term factors. Life will show who has been more successful and
farsighted” (Igor Sechin, cited in Kalyukov 2015).

In 2016 at the Saint Petersburg Forum, Sechin noted the unpredictability
of the main actors of the global oil market (Razumovskiy 2016). He warned
that the balance which the market was just beginning to achieve could be
disturbed at any moment and argued that Russia was one of the most reliable
market actors: ‘the market mechanisms of the functioning of the oil sector
have been deformed’ (Igor Sechin, cited in Razumovskiy 2016). He noted
that there were many reasons for this situation: a focus on short-term finan-
cial instruments and the manipulation of market institutions to the detriment
of the producer-consumer relations. While the market was moving towards
a mid-term balance at the time, it might be disturbed at any moment because of
the unpredictable behaviour of the producers who played the role of regulators
in the global market (Razumovskiy 2016).
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At the 2017 Saint Petersburg Forum, Igor Sechin said that low oil prices
were here to stay. Although the OPEC+ agreement in late 2016 gave the
market some breathing space, he believed its long-term effect would be
limited. He reminded his audience that several major producers who did
not join the agreement actively used the market situation to strengthen their
own market positions, thus laying the ground for a new wave of instability.
Shale oil producers in the United States were becoming major exporters, and
production in Nigeria and Libya was growing. Investments in new projects
began to decline and would affect the oil sector in the near future. Soon, the
balance of the market at the level of USD 40 per barrel would cause about half
of the world’s producers to make a loss. He believed that Brazilian deep-water
projects, Canadian oil sands and many US shale producers (except the most
efficient sections of the Permian Basin) would suffer, while Russia, Saudi
Arabia, Iran and several successful projects in the United States would remain
competitive. He also stated that market uncertainty resulted in a growing fight
over consumers and that all market participants were getting ready to raise
their output (Newsru.com 2017).

In 2017, Igor Sechin made a prediction about the oil price in 2018. He
believed that it would be in the range of USD 4043 per barrel; in other words,
it would return to the level of early 2016, mainly due to the growing production
of shale oil (Gazeta.ru 2017). He was overly pessimistic — or perhaps he was
just being a cautious, responsible manager — but he was right that shale oil
would hold back the oil price. In 2018, Sechin predicted that the oil price in
2019 would be USD 53-60 per barrel, largely due to a rise in the interest rate
in the United States (RBC.ru 2018).

Handling Oil Price Fluctuations and Sanctions

At the start of the 2008 financial crisis, Rosneft was the only company
among the top five Russian oil companies that did not plan to cut back invest-
ments in 2009; instead, it decided to save on electricity and fuel and ‘optimize’
its staffing. It developed its 2009 budget realistically proceeding from the oil
price of USD 50 per barrel (—26.5% compared to the 2008 level) (Malkova and
Derbilova 2008).

In response to the 2008 crisis, Rosneft stopped recruiting new workers
and sacked 9000 people, equivalent to some 5% of its staff. These cuts
mainly affected temporary employees and workers close to the retirement
age (Malkova 2009). During the first half of 2009, the company’s operating
expenses (including salaries) fell by 12.3% to USD 1.8 billion, while admin-
istrative and general economic expenses (including salaries of personnel at
headquarters and management of subsidiaries) fell by 14.3% to USD 676
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million. On the other hand, it paid outsize bonuses in 2008 to personnel at
headquarters where 1537 people worked.

In the years after 2008, Rosneft continued to compensate for falling oil
prices by raising efficiency and exercising strict cost control. Some analysts
believed that it was the most efficient company in the Russian petroleum sector
in that period (Malkova 2010).

Another measure that aimed at cushioning the impact of low oil prices
involved lobbying for tax benefits for Vankor, which yielded successful
results. Tax breaks included reducing the export duty to some 30% of the
standard rate. This helped the company save up to USD 3 billion in 2010
(Mazneva et al. 2010) — a privilege that would be revoked in 2011. However,
Rosneft requested the government to prolong the partial tax holiday for Vankor
until 2014 when the field was expected to reach its peak production of 25
million tonnes per annum. In return, the company guaranteed the Ministry of
Finance a fixed amount of fiscal revenues (Gavshina 2011).

Rosneft had to respond to the 2014 oil price collapse, the economic crisis in
Russia and Western sanctions concurrently. Since these developments, along-
side the colossal debts incurred in connection with numerous acquisitions from
2004 onwards, seriously strained the company’s financial position, it used its
considerable lobbying clout to obtain financial benefits from the government
and more loans from China.

Due to the sanctions, Rosneft lost about USD 20 billion in capitalization by
mid-2015. The losses were genuine because credits and equipment became
more expensive, and many opportunities were missed because the Arctic
offshore projects were halted. In early 2014, before the events in Ukraine,
Rosneft’s value on the London Stock Exchange (LSE) was some USD 80
billion; by mid-2015, it was about USD 40 billion, although this decline also
partly resulted from low oil prices.

Continuing this trend, Rosneft lobbied for unprecedented tax benefits for the
Samotlor field in October 2017. The mineral production tax was reduced by
RUB 35 billion for ten years (although, initially, Rosneft had sought a reduc-
tion of RUB 70 billion); in return, Rosneft promised to increase investments
in the field and raise production (Kozlov and Barsukov 2017). In 2016, invest-
ments in Samotlor grew by 38%, although production declined moderately.

In 2014, as an anti-crisis measure, Rosneft attempted to obtain money from
the National Wealth Fund for its projects. The National Wealth Fund is Russia’s
stabilization fund and, according to the Ministry of Finance, is intended to help
ensure the long-term stability of Russian pensions. In 2014, Rosneft applied to
the National Wealth Fund for RUB 2.4 trillion to aid the development of East
Siberian gas fields and the construction of the Eastern Petrochemical Company
(Papchenkova and Tretyakov 2014). In January 2015, Rosneft increased the
number of projects in the application for financing from the National Wealth
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Fund from 12 to 28 (Papchenkova et al. 2015). The Ministry of Economic
Development proposed to limit the request to five top priority projects
(Zvezda, the gas fields of Rospan, Russkoye and Yurubcheno-Tokhomskoye
fields and the Achinsk refinery). The Ministry of Finance was, in principle,
against the financing of oil projects from the National Wealth Fund and tried
to bury Rosneft’s application in endless delays (Papchenkova and Starinskaya
2015). Finally, in July 2015, Vladimir Putin decided not to allocate that money
to Rosneft (Papchenkova and Fadeeva 2015).

The sanctions and low oil prices also forced Rosneft to revise its plans for
offshore exploration. Rosneft requested Rosnedra to freeze the licences of
certain projects in the Barents, Okhotsk, East Siberian and Pechora Seas in
2015 and the Black Sea in 2017 mainly because of the adverse effects of the
Western sanctions, including the loss of foreign partners; these requests were
partially granted (Kommersant 2017; Starinskaya 2015).

In short, Rosneft’s main response to low prices, crises and sanctions has
involved attempts (successful and unsuccessful) to halt certain projects and
the use of its political connections to obtain financial benefits and financial
support from the state. However, this point should not be overstated. Novatek,
which is a fully privately owned company, received the funds it requested
from the National Wealth Fund. Rosneft ultimately ended up relying more on
Chinese capital.

Climate Change

As the world’s largest publicly traded oil company by production, Rosneft’s
activities inevitably have a significant impact on the climate. However,
Rosneft’s stance on climate change is profoundly ambivalent.

According to its 2017 Sustainability Report, Rosneft sets GHG emissions
reduction targets. The sustainability report also details the company’s emis-
sions for that year and its ongoing efforts to reduce them, including its Gas
Investment Programme and Energy Efficiency Programme with a strong
focus on the utilization of APG. In 2017, Rosneft’s GHG emissions amounted
to 76 million tonnes of CO, equivalent, including direct emissions of 54
million tonnes and indirect emissions of 22 million tonnes related to heat and
power consumption (Rosneft 2017, p. 82). This represented a 2% decrease
from the previous year despite the acquisition of Bashneft. The 2018
Sustainability Report states that the GHG emissions amounted to 76.4 million
tonnes of CO? equivalent, including 54.2 million tonnes of direct emissions
and 22.2 million tonnes of indirect emissions. This means that they rose
slightly from the preceding year (Rosneft 2018b, p. 73).

According to the Carbon Disclosure Project’s 2017 Carbon Majors Report,
the majority of the world’s carbon emissions are the responsibility of 100 com-
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panies, many of which (unsurprisingly) are oil and gas companies (CDP 2017).
Rosneft came 27th in this list, with lower cumulative emissions than Gazprom,
ExxonMobil, Shell, BP, Total, ConocoPhillips and LUKOIL. According to
their methodology, Rosneft’s cumulative emissions between 1988 and 2015
represented 0.7% of global emissions. Gazprom came third with 3.9% of
global emissions.

In its 2016 Sustainability Report, Rosneft claims that it is one of the pio-
neering oil companies in the world in terms of GHG emissions control. It
says that it was the second-lowest among its competitors in terms of the ratio
of the total volume of GHG emissions per thousand barrels of oil equivalent
of production in 2015, according to Bloomberg’s methodology. Rosneft also
states that it had the lowest ratio of energy consumption per thousand barrels
of oil equivalent of production in 2015 among peer companies (Rosneft 2016f,
p- 29). According to the 2017 Sustainability Report, Rosneft has also been
active in helping the government to develop effective climate legislation ‘to
enhance government regulation mechanisms for GHG emissions and drive
the ratification procedure for the Paris Agreement’, including efforts to reduce
emissions in the public sector (Rosneft 2017a, p. 75).

In its 2018 Sustainability Report, Rosneft noted several measures to reduce
GHG emissions such as reduced business trips, and increased emphasis on
video conferencing. Moreover, the company launched several environmentally
friendly gas filling stations and low emission products (new Pulsar 100 gaso-
line, Euro 6 and BP Active Fuel) (Rosneft 2018b, p. 76).

In the past, Rosneft was one of the worst offenders in Russia in terms of
flaring APG; however, it is now making efforts to improve its performance
in this area. For instance, in 2010, it commissioned a gas-processing facility
and a 180 MW gas turbine power station fuelled with APG in the Priobskoye
field (Rosneft 2011). In 2011, Rosneft increased the level of APG utiliza-
tion at Sevmorneftegeofizika to 95% within the framework of its Target
Gas Programme. Rosneft reports that due to the implementation of its Gas
Investment Programme and Energy Efficiency Programme, APG flaring from
2013 to 2016 decreased from 29% to 9% (Rosneft 2016f, p. 161). In 2018,
Rosneft’s level of APG utilization was 84%, that is, lower than in 2017 (89%)
(Rosneft 2019b).

Rosneft has been involved in several joint implementation projects under
the Kyoto Protocol. For instance, in March 2012, the Ministry of Economic
Development approved Rosneft’s APG utilization investment projects as
a joint implementation project (Rosneft 2012d). The decision of the Ministry
permitted Rosneft to sell units of GHG emission reductions to the investment
company Carbon Trade & Finance SICAR.

Although it may appear that Rosneft has been proactive about climate
change and reported on its progress in its 2017 and 2018 Sustainability



46 Russian oil companies in an evolving world

Reports, this has not always been the case, and improvements in reporting
are the result of pressure from investors. It seems that Rosneft tends not to
perceive all these issues as low-carbon alternatives aimed at climate change
mitigation but rather as a chance to earn more money. Igor Sechin’s ambiv-
alent attitude can probably explain this indifference to climate change since
Rosneft is very much a one-man show. According to Armitage (2015), Sechin
once joked about how he had responded to a question from the audience about
renewable energy at a public event:

I can tell you I am not a big expert in that area, but I know a few things. First of
all, we are the subject of global climate change cycles. I actually comforted the
guy. I said, ‘those cycles repeat every 30 million years, so everything is normal.
The human effect on the environment is less than any volcano. A volcanic eruption
produces more CO, than any human activity. The rotting of algae in the ocean
significantly exceeds any human-made effect, so one should be calm about it’. (Igor
Sechin, cited in Armitage 2015)

At the 2017 Saint Petersburg Forum, Igor Sechin discussed the prospects of
electric cars, believing that they would occupy a market niche but not at the
level anticipated by some actors. In general, he concluded that ‘hydrocarbons
were and would be in demand’ (Igor Sechin, cited in Yeremenko 2017).

Internationalization

Rosneft’s long-term objective is to become a global energy company. The
company is internationalizing in two main directions: entering the upstream
operations of other oil-producing countries around the world and building
niches in the European and Asian downstream markets (Tables 2.5 and 2.6).
Through its international partners in the Russian petroleum sector, Rosneft can
have access to projects in third countries where the partners are well respected.
It also interacts with other national oil companies overseas, both upstream and
downstream.

Rosneft’s international expansion has multiple drivers. First, like other
major oil companies, Rosneft aims to diffuse risks and grasp different markets.
Second, it hopes it can acquire technological know-how from foreign partners.
Third, the company acts as a petroleum ambassador for Russia, helping to
establish relations or strengthen ties with strategic allies, such as China, Cuba
and Venezuela. Despite this, Rosneft’s close links to the Russian state are
sometimes a disadvantage since it is regarded in many countries as a tool of the
Kremlin. Finally, like other major Russian companies, Rosneft’s international
forays reflect a unique post-Soviet yearning to be seen as an equal on the inter-
national scene with its unique agency and not as an entity that is mistrusted.
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Despite its ambitious globalization plans and large number of international
projects, almost all of Rosneft’s actual output is still concentrated in Russia,
and the share of overseas projects in its oil production portfolio is only about
1% (Interfax 2017). According to Chris Inchcombe, the Director of the
International Projects Department, ‘a company such as Rosneft should not
strive to get access to all the regions of the world. We’ll focus on where we
already work and where we see real opportunities’ (Interfax 2017).

Historically, Russia has always focused on energy exports to Europe.
However, during the 2000s, Russia’s attention started shifting from Europe,
where demand was stagnating, to the Asia-Pacific market, especially China,
while strengthening political and economic ties with both China and India.
Another driver was the national interest in revitalizing Eastern Siberia and the
Far East regions, which constitute 60% of Russia’s territory but account for
only 10% of its population. It was also necessary to establish a new petroleum
province to supplement the ageing Western Siberian fields that currently
account for 60% of Russia’s crude production; Eastern Siberia and the Far East
were next in line.

Thus, during the 2000s, Rosneft gradually displaced YUKOS and TNK-BP
in the strategic Eastern region and began to implement the Asian vector of
state energy policy. In addition to the national interests noted above, Rosneft
also had its own long-term strategic considerations for going east: it wanted to
carve out a solid chunk of the rapidly growing Chinese market and diversify its
export routes. Meanwhile, close cooperation with Chinese NOCs also facili-
tated Rosneft’s handling of the massive debts it had incurred through its policy
of aggressive acquisition.

There was a breakthrough in Russian-Chinese oil relations when Rosneft
acquired Yuganskneftegaz in 2004 and the Chinese banks lent Rosneft USD
6 billion to repay its debts (see above). Later, Rosneft actively lobbied for
the construction of the ESPO pipeline and the spur to China. Rosneft is the
main (and actively growing) supplier of Russian oil to the Asia-Pacific region
(Overland and Kubayeva 2018) (Figure 2.1, see p. 50).

The share of Russian oil in the Chinese market is steadily growing. In 2014,
Russia became the third supplier to China after Saudi Arabia and Angola.
In 2016, the largest portion of China’s 7.6 million barrels per day of crude
imports was supplied by Russia (14% of total imports), followed by Saudi
Arabia (13%), Angola (11%) and Iraq (10%) (Barron 2017). Sanctions became
an additional driver of Rosneft’s expansion to the Asia-Pacific, and in 2017,
Russia delivered 1.2 million barrels per day to China, 14% higher than in
2016 and ensuring that it remained the number one external supplier of oil to
China (Vestifinance 2018). In 2018, Russia remained the number one external
supplier of oil to China, with 1.43 million barrels per day (Oilcapital.ru 2019).
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Figure 2.1 Rosneft’s oil exports to the Asia-Pacific region (2009-18),
million tonnes per year

Source: Rosneft’s annual reports.

At the same time, since the mid-2000s, thanks to Rosneft, Chinese companies
have also had access to the Russian upstream sector. In 2005, Rosneft invited
Sinopec to buy 25% of the Veninsk block of Sakhalin-3. Sinopec committed
itself to cover a proportion of Rosneft’s exploration expenses and provide
a certain amount of financing at the development phase (Rosneft 2012c).
In August 2006, Sinopec purchased from TNK-BP 96.96% of its subsidi-
ary Udmurtneft for USD 3.5 billion through the company Promleasing. In
December 2006, Rosneft exercised an option to buy 51% of Promleasing from
Sinopec (AK&M 2006).

Although the Chinese are highly interested in equity oil, they do not want
to overpay for assets. As a result, certain Rosneft plans to establish E&P
partnerships with Chinese NOCs have failed. For instance, in 2013, Rosneft
(51%) and CNPC (49%) agreed to form a joint venture based on Taas-Yuryakh
Neftegazodobycha; however, the deal fell apart because the partners could not
agree on the terms. In the same year, Rosneft signed several agreements with
CNPC on joint activities in the Barents and Pechora Seas; however, disagree-
ments over the prices, high costs and unclear economics of Arctic exploration
hampered progress.

Also, on 9 November 2014, Rosneft and CNPC signed a framework agree-
ment on the purchase of 10% of Vankorneft. The Chinese were apparently
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ready to buy a larger stake of Vankorneft; however, the deal fell through
because the partners could not agree on the price. Later, on 7 November 2016,
Rosneft and Beijing Gas Group signed an agreement to sell 20% of the shares
of Verkhnechonskneftegaz for some USD 1.1 billion; they also reached an
agreement on cooperation in the gas sector.

Since relations with China were progressing mainly in oil-for-loans deals
and failing in the joint development of Russian resources, Rosneft decided to
renew its cooperation with India, which had initially been launched in 2001,
by selling half of its share in Sakhalin-1 to the Indian Oil and Natural Gas
Corporation (ONGC). In May 2016, Rosneft and ONGC closed the deal on
the sale of a 15% stake in Vankorneft for USD 1.27 billion. In October 2016,
Rosneft sold another 11% of Vankorneft for USD 930 million to ONGC,
making it the owner of 26% of Rosneft’s subsidiary (Rosneft 2016c). Another
deal was closed on 5 October 2016 for the purchase of 24% of Vankorneft
by a consortium of Indian investors (Oil India, Indian Oil and Bharat
PetroResources) for USD 2 billion (Rosneft 2016d). Thus, the stake of Indian
companies in Vankorneft grew to 49.9%. Rosneft retained a 51.1% majority in
the board of directors; it also maintained its control over Vankorneft’s opera-
tions and the production infrastructure of the Vankor cluster.

Vankor became the most significant, albeit not the only, breakthrough of
India in the Russian upstream petroleum sector. In October 2016, Rosneft,
Oil India, Indian Oil and Bharat PetroResources also agreed to trade 30% of
Taas-Yuryakh for USD 1.2 billion (Rosneft 2016¢).

Rosneft also secured a niche in the downstream sector in India, the success
of which should particularly be attributed to its ties with the Indian company
Essar (Rosneft 2016a, p. 105). In August 2017, Rosneft and a consortium of
investors closed a deal on buying 49% of Essar Oil Limited (EOL) for USD 13
billion. Vadinar refinery, with a throughput capacity of 20 million tonnes per
annum and a conversion ratio of 95.5%, forms part of EOL. EOL also owns
a network of 2.7 thousand fuel stations in India (Rosneft 2017¢).

Under the pressure of sanctions, Rosneft managed to find another Asian
partner. In October 2016, Rosneft and the Indonesian company Pertamina
signed preliminary agreements envisaging the sale of stakes in the Russkoye
field (up to 37.5%) and in the northern part of Chaivo (up to 20%). The part-
ners also established a joint venture — Rosneft (45%) and Pertamina (55%)
— to build the 15-million-tonne-per-annum Tuban refining and petrochemical
complex on the island of Java (Fadeeva 2016c¢).

CONCLUSION

Rosneft mirrors the changes that took place in Russia between 1991 and 2020
as well as those that it sometimes initiated itself. As a response mechanism to



52 Russian oil companies in an evolving world

external changes, Rosneft has often drawn on its formidable lobbying potential
to protect itself or benefit from such changes, albeit with varying degrees of
success. At critical times, Rosneft has been able to make use of state funds
and state-sanctioned international relations to secure deals and develop its
business. In return, it has provided support to the state in critical areas, such
as development in post-war Chechnya or the less developed eastern regions
of Russia; it has also played a crucial role in international energy diplomacy,
notably with China. With Igor Sechin as CEO, Rosneft has launched many
upstream and downstream international projects, driven by political and/or
commercial reasons.

The company has managed to handle the challenges of fluctuating oil prices
and the Western sanctions, partly because of its consistent monitoring of the
oil prices and partly because of its close ties with the Kremlin; its success can
also be ascribed to various strategic partnerships with foreign oil companies.
Rosneft has also benefited from its diverse portfolio of projects within Russia
thanks to numerous strategic acquisitions, state influence and access to financ-
ing. The company owns many downstream assets in both Russia and Europe,
ranging from refineries to petrochemical businesses, gas-processing plants and
gas stations.

Among its peers, Rosneft can hardly be distinguished for its environmental
performance and standard social projects. However, the company appears to
have modified its policy on transparency and reporting, notably concerning
reporting on its GHG emissions and efforts to reduce its climate change
impact. Having been one of the worst offenders among its peers in the past,
Rosneft has been making concerted efforts to reduce its APG flaring. The
company came out relatively favourably in a major report on the climate
responsibility of major companies, although it remains among the top 30 inter-
national companies responsible for the largest part of global climate change,
according to the Carbon Disclosure Project.

NOTES

[

This chapter title is partly inspired by Poussenkova (2007).

2. ‘On Specifics of Privatization and Corporatization of the State Enterprises,
Production and R&D Associations of Oil Production, Refining and Marketing
Segments’.

3. ‘On Top Priority Measures to Improve Activities of the Oil Companies’.

4.  The Samotlor field produced 150 million tonnes per annum at the peak in the

1980s. However, its production in 2019 was only some 20 million tonnes per

annum. Due to excessive flooding during the communist era, the water-cut at

Samotlor is 95.8%.
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3. LUKOIL: patriotic cosmopolite

Vagit Alekperov, the President of LUKOIL, was one of only two heads of the
Soviet-era oil companies who managed to retain control of their companies —
the other being Vladimir Bogdanov, the Director of Surgutneftegas (see the
chapter on Surgutneftegas in this book). Yet Alekperov’s strategy has been to
move with the times and, in many cases, take the lead on forging change in the
Russian petroleum sector, unlike Bogdanov, who has sought to resist change
as much as possible.

LUKOIL has enjoyed close ties with the Russian authorities and has always
sought to maintain a good relationship with the tax collector. The company
has been at the forefront of reform in the industry, driving privatization in the
1990s and promoting technological innovation in the 2000s and 2010s, includ-
ing shale oil extraction. LUKOIL now lobbies for fair opportunities for private
firms in offshore development. The company has sought international partner-
ships and opportunities to establish its upstream and downstream operations
abroad while also developing a strong position in the domestic industry. It has
responded flexibly to the challenges posed by oil price volatility and sanctions.

LUKOIL seeks to maintain its reputation as a good corporate citizen that
engages in various social investment activities in the areas where it operates.
In Russia, this is largely via agreements negotiated with local authorities. The
company has committed itself to several domestic and international initiatives
that require high levels of transparency and reporting to international stand-
ards. LUKOIL measures and monitors its climate change impact, promoting
APG utilization in its operations, developing new climate change mitigation
technologies and supporting renewable energy projects and research.

LUKOIL is Russia’s second-largest oil company after Rosneft. It is one of
the most internationalized Russian oil companies, operating in over 30 coun-
tries, both upstream and downstream. Headquartered in Moscow, LUKOIL
is fully privatized, and its most significant shareholders are Vagit Alekperov
(25%), Leonid Fedun (10%), IFD Kapital (8%) and LUKOIL Investment
Cyprus (9.2%) (Kommersant 2017a).

Having produced 87 million tonnes of oil in 2018 in total, LUKOIL cur-
rently accounts for 12% of proved reserves, 16% of crude production and 15%
of refining in Russia. Globally, the company accounts for 1% of proved oil
reserves, 2% of production and 2% of refining (LUKOIL 2018a). LUKOIL has
four refineries, two mini-refineries and four gas-processing plants in Russia, as
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well as four refining and petrochemical facilities outside the country (LUKOIL
2018Db). It also owns 5390 petrol stations in Russia and 18 other countries
(LUKOIL 2018c).

CORPORATE HISTORY: LUKOIL REDEFINES THE
RUSSIAN PETROLEUM INDUSTRY

The 1990s

The state oil enterprise LangepasUraiKogalymneft was established on 25
November 1991 by a decree of the USSR Council of Ministers initiated by the
First Deputy Minister of the Oil and Gas Industry, Vagit Alekperov. Alekperov
had studied the activities of international oil companies (IOCs), and proposed
establishing vertically integrated oil companies in Russia, based on the Soviet
oil production associations and using Western majors as a role model. He
wrote in his book Russian Oil that ‘in our opinion, we ought to apply the
experience of the Western oil companies that unite enterprises throughout the
technological chain from well-head to fuel station’ (Alekperov 2011, p. 343).

Initially, LangepasUraiKogalymneft included three Siberian production
associations (Langepasneftegaz, Uraineftegaz and Kogalymneftegaz) as well
as refineries in Perm, Volgograd, Ufa and Mazeikiu. The open joint stock
company (OJSC) LUKOIL was created on 5 April 1993 by Government
Decree 299 ‘On Establishment of the OJSC LUKOIL’, incorporating the three
production associations and just two of the refineries, Perm and Volgograd,
along with petroleum product distributors in several Russian regions. Its
privatization programme was approved in the same year, and the first issue
of shares was registered (LUKOIL 2018j). Under Government Decree 861
of 1 September 1995 ‘On Improving the Structure of the OJSC LUKOIL’,
controlling stakes in nine oil production and marketing and service enterprises
in the Urals, Volga and Western Siberian regions were added to LUKOIL’s
authorized capital (LUKOIL 2018k).

During the 1990s, LUKOIL was the undisputed flagship of the Russian
oil industry, thanks to the leadership of Vagit Alekperov. The Russian gov-
ernment and Prime Minister Victor Chernomyrdin promoted key LUKOIL
initiatives. Yuri Shafranik, the Minister of Fuel and Energy, said at the annual
general meeting of LUKOIL in April 1995 that ‘LUKOIL projects have always
been supported, are currently supported and will be supported in the future by
the authorities’ (Kommersant 1996).

During the 1990s, LUKOIL drove change in Russia’s oil sector. It was the
first Russian oil company to develop a privatization plan, and in late 1993,
some 12% of LUKOIL shares were sold at voucher and money auctions.
Roughly 8% of the shares were distributed among its executives and person-
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nel, including Alekperov and LUKOIL’s Vice President, Leonid Fedun. The
government held 80% for three years. The next phase of privatization began
in October 1995 when bonds were issued to be swapped for ordinary shares.
Once the bonds had been redeemed, the government stake was reduced by
11%.

In December 1995, a 5% state stake was sold at a loans-for-shares auction,
and 16.07% of the shares were offered at an investment tender. LUKOIL
bought its own shares at the loans-for-shares auction (Hudson 1996). In this
manner, LUKOIL completed consolidation in 1995, ahead of other oil compa-
nies. LUKOIL was the first among its counterparts to recruit an international
auditor, KPMG, in 1994 (Neftegaz.ru 2000) and, in 1995, became the first
Russian oil company to have an international major among its shareholders:
Atlantic Richfield Company (ARCO) (see the section on partnerships with
foreign companies below).

During the 1990s, LUKOIL acted as Russia’s petroleum ambassador. It
was the first Russian oil company to enter the other former Soviet repub-
lics, starting with Kazakhstan and Azerbaijan, and Boris Yeltsin’s govern-
ment appointed LUKOIL the coordinator of all Caspian petroleum projects.
LUKOIL was also the first to expand beyond the countries of the former Soviet
Union and has been active in the Middle East since the mid-1990s, including
in Egypt and Iraq.

Throughout its history, LUKOIL has followed a basic rule: to spend
what it earned on new acquisitions in the oil sector (Khrennikov 2007).
Thus, in 1997, LUKOIL gained control over the oil production company
Arkhangelskgeoldobychaand, in 1999, became the key player in Timan-Pechora
through the acquisition of the holding company KomiTEK (including the oil
production company Komineft, an oil refinery and a fuel marketing unit).
Having bought KomiTEK, LUKOIL pledged to improve the environmental
situation in the Komi Republic, which had deteriorated due to persistent
leakage of oil from Komineft pipelines, including a major spill in 1994
(LUKOIL 2016b, p. 59). LUKOIL established the Timan-Pechora petroleum
province where it worked with ConocoPhillips after they signed a memoran-
dum of understanding (MoU) for the joint development of the region with the
American major in 1998.

Prior to the 2000s, LUKOIL operated as a state within the state: the company
owned tankers and railroad cisterns, a drilling company, LUKOIL-Bureniye,
as well as a bank and an insurance company. In 1997, LUKOIL was the first
Russian company to begin the large-scale construction of fuel stations operat-
ing under its own brand name in Russia; it also started purchasing fuel stations
abroad (see the section on internationalization below). It also entered the
petrochemical sector and bought Russian Stavrolen in 1998 (see Poussenkova
2010). In addition, it became involved in non-core business activities. Thus, in
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1993, the government adopted the Programme of Revival of the Trade Fleet.
As an integral element of this programme, LUKOIL launched the construction
of new ice-class tankers — a significant contribution to the restoration of man-
ufacturing in Russia. Between 1997 and 2002, it built five Arctic-class tankers
in Germany and Saint Petersburg and five river-sea class tankers in Volgograd.

The 2000s

In the new millennium, LUKOIL continued to pursue the same strategy,
although it relinquished its status as Russian oil sector flagship to Rosneft.
Vagit Alekperov was quick to discern the implications of the changes in
Vladimir Putin’s Russia and adjusted his modus operandi accordingly. As
Isabel Gorst of the Financial Times noted in 2007, ‘until recently, LUKOIL’s
Western critics often complained that the company was a dinosaur, rooted in
the operational and management practices of the past. But LUKOIL is, in fact,
highly adaptive, surviving over 15 years of tectonic changes in the Russian oil
industry’ (Gorst 2007, p. 1).

One of LUKOIL’s basic rules was not to quarrel with the tax authorities. In
2002, LUKOIL willingly paid USD 103 million that the revenue service was
demanding for the use of the so-called Baikonur scheme of trading petroleum
products, which made it possible to evade excises and profit tax. In 2005,
LUKOIL settled all tax claims up to 2003. Unlike Mikhail Khodorkovskiy,
Vagit Alekperov did not have any political ambitions, which helped him avoid
serious confrontations with the authorities.

LUKOIL responded to the new market demands of the time. If LUKOIL
had previously been the state within the state, in 2002, the company began to
divest itself of its non-core assets. This decision was partly because LUKOIL
was about to lose its leadership status in oil production to YUKOS and partly
because it needed to cut costs; it also needed to satisfy foreign investors who
did not appreciate the concept of non-core businesses in the structure of an oil
company.

During the 2000s, LUKOIL had uneasy relationships with its foreign
partners, entering into and breaking up several partnerships, including with
ARCO, BP (which acquired ARCO in 2000) and ConocoPhillips (see the
section on partnerships with foreign companies below).

During the 2000s, LUKOIL strengthened its position in the refining sector
by buying NORSI-Oil’s near-bankrupt Nizhny Novgorod refinery for USD 26
million. It also developed its export capacities by establishing the Varandei oil
terminal on the shore of the Barents Sea in 2008 (see the section on Arctic and
offshore projects below).

In the early 2000s, LUKOIL became the first Russian company to gain
a foothold in Saudi Arabia through a partnership with Saudi Aramco. It
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strengthened its relationships with the Commonwealth of Independent States
(CIS), entering Uzbekistan with a focus on gas production. It also expanded
into the foreign downstream, purchasing refineries and fuel stations in Europe,
although anti-Russian sentiment made it difficult to achieve a strong position
in some countries. Also, LUKOIL became the first and only Russian oil
company to establish itself in the United States with a network of fuel stations
(see the section on internationalization below).

In 2005, LUKOIL strengthened its position in Kazakhstan by acquiring
oil producer Nelson Resources. However, its activities in the early 2000s
in Azerbaijan declined somewhat compared to the 1990s. Beyond the CIS,
LUKOIL has been active in upstream operations in Latin America since
the early 2000s, notably in Colombia and Venezuela. It was one of the first
Russian oil companies to begin operations in Africa, including Cote d’Ivoire,
Cameroon and Nigeria in the 2000s, mainly working offshore (see the section
on internationalization below).

Post-2010

In 2011, LUKOIL’s oil production declined for the first time, by 5%, and
the company called the year ‘the bottom’, hoping that things would not get
any worse. It also had to write off the costs of dry wells amounting to USD
417 million in 2011, almost twice as much as the previous year (Kommersant
2012a). The misfortunes of 2011 sent a strong alert to LUKOIL’s leadership
that they needed to expand the company’s reserve base and gain access to new
assets.

In December 2011, LUKOIL deepened its activities in Timan-Pechora
through a partnership with Bashneft in the Bashneft-Polyus joint venture
(Kommersant 2012b). However, in May 2012, at the request of a minority
shareholder of Bashneft, the Russian extractive industry regulator Rosnedra
revoked the licence for Trebs and Titov fields from Bashneft-Polyus, return-
ing it to Bashneft (Vedomosti 2012a). It took the partners almost two years
to reverse this decision. Oil production at Trebs and Titov began in 2013
and could reach 4.5 million tonnes per annum at its peak. In 2012, LUKOIL
won the competition with Rosneft for the Imilorskoye group of fields in
Khanty-Mansi Autonomous District. The company hoped that this victory
would help it maintain its levels of oil production in Western Siberia, which
had declined by 17.5% over the previous five years (Kommersant 2012c).

LUKOIL currently faces serious exploration and production (E&P) chal-
lenges, given the depletion of its mature fields in Western Siberia — its main
region of operations. LUKOIL’s oil production in Russia began to decline
steadily in 2015, and in Western Siberia it fell in 2009, 2015 and 2016, that is
to say, when oil prices were low. This poses an additional problem since main-
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taining oil production volumes in Western Siberia requires the use of costly
state-of-the-art technologies.

LUKOIL’s prospects in foreign refining improved post-2010 with the
purchase of refineries in Italy and the Netherlands in the late 2000s. However,
the tax and anti-monopoly authorities in Bulgaria and Romania have brought
LUKOIL’s refining ventures under close scrutiny. While building up a network
of fuel stations in various European countries, anti-Russian sentiments led
LUKOIL to divest itself of all its fuel stations in the Baltic States (see the
section on internationalization below).

In the 2010s, LUKOIL was winding down its operations in Venezuela and
Colombia while entering Mexico at the same time. It continued its engagement
in Africa with new activities in Ghana from 2014 onwards; it has also been
active in Norway, Romania and Vietnam. In 2016, LUKOIL’s gas production
increased in both Kazakhstan and Uzbekistan, although it came into conflict
with the Kazakh authorities over the Karachaganak project (see the section on
internationalization below).

COMPANY PROFILE
Production Strategy

LUKOIL’s strategic priority is implementing new projects to increase produc-
tion. This entails both developing greenfield sites and intensifying production
at brownfield sites by using advanced technologies, increasing development
drilling and enhancing oil recovery (LUKOIL 2018d). LUKOIL’s strategy
identifies ‘growth projects’ and ‘traditional projects’. The company believes
that its top priority should be to ensure increased oil production from growth
projects and to stabilize its volumes in its traditional regions of operation.

Growth projects include the Imilorsko-Istochniy licensing area in
Khanty-Mansi Autonomous District, Western Siberia,! the Bolshekhetsk
depression in Yamal-Nenets Autonomous District in the north of Western
Siberia, the Yareg and Usinsk fields in Timan-Pechora as well as the offshore
fields in the North Caspian (Filanovskogo, Korchagina and Rakushechnoye)
and two Uzbek projects (Kandym-Hauzak-Shady and South-West Gissar).
Traditional areas of LUKOIL’s activities (Western Siberia, Timan-Pechora,
Volga-Urals and Kaliningrad regions) are characterized by well-developed
production and social infrastructure with some growth projects.

Appreciating the limitations of LUKOIL’s reserve base and production,
Vagit Alekperov formulated its E&P goals as follows: ‘We want to find
a major exploration project in Russia to create a petroleum province as we did
with the Caspian Sea in the past. We are considering territories in Krasnoyarsk
Krai, Sakha and the Irkutsk region’ (Vedomosti 2013a). In line with this goal,
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in 2016, LUKOIL began 2D seismic testing on the Vostochno-Taimyrksiy plot
in Eastern Siberia.

LUKOIL is one of the few vertically integrated oil companies in Russia that
has a relatively well-balanced ratio between oil production and refining, and it
has always made an effort to develop its refining segment. In 2016, LUKOIL
commissioned a complex for the deep refining of vacuum gas-oil (the largest
in Russia) at the Volgograd refinery. This complex became the final key facil-
ity in the large-scale upgrading that LUKOIL launched in 2008. Thanks to this
programme, LUKOIL became the first oil company in Russia to make a full
transition to production of Euro-5 motor fuels.

LUKOIL has always emphasized the development of its gas business. In
2018, the company’s total commercial gas output was 36 billion cubic metres,
indicating significant growth from 20 billion cubic metres in 2016. In Russia,
LUKOIL’s gas production is based on the fields of Bolshekhetsk depression.
Its key producing field there is Nakhodkinskoye, which accounts for some
60% of LUKOIL’s gas output in Russia. Gas is delivered to the Yamburg gas
compressor station and is later pumped through Gazprom’s pipelines.

In 2018, international projects made a significant contribution to LUKOIL’s
total gas production: its output increased to 16 billion cubic metres accounting
for 47% of its gas output (see the section on internationalization below).

LUKOIL processes gas at its processing plants in Western Siberia,
Timan-Pechora and the Volga regions, and also at its Perm refinery and the
Stavrolen petrochemical facility. In 2016, volume of gas processed rose by
6.6% to 4 billion cubic metres (LUKOIL 2018e). In 2016, LUKOIL commis-
sioned a 2.2-billion-cubic-metre facility at Stavrolen that would enable the
processing of North Caspian gas into liquids and commercial gas (LUKOIL
20164, p. 23).

In the gas business, LUKOIL demonstrates its typical pragmatism by
cooperating with Gazprom. The two companies signed a strategic agreement
in 2005 under which LUKOIL committed to selling its gas to Gazprom at
the well-head. The agreement also envisaged the joint participation of the
two companies in the exploration and development of new fields in Russia
and Uzbekistan. In 2014, Gazprom and LUKOIL extended their strategic
agreement for ten years: LUKOIL would continue selling to Gazprom all the
natural gas it produced in Russia, regardless of whether volumes and prices
changed. LUKOIL does not want to trade its gas in Russia independently
mainly because of difficulties with access to the Unified Gas Supply System.

Unlike Rosneft and Novatek, which have been trying to lure customers
away from Gazprom, LUKOIL does not have the lobbying power that they
have and prefers to treat Gazprom as an ally rather than as a competitor.
However, in February 2017, LUKOIL asked the government for the first time
to include ‘liberalization of the gas market as well as access to the continental
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shelf” among the state energy policy priorities aimed at increasing competi-
tiveness within the sector.

LUKOIL differs from its counterparts in its focus on petrochemicals.
It owns petrochemical facilities in Russia (Saratovorgsyntez, Stavrolen),
Bulgaria (Neftokhim Burgas) and Italy (ISAB). LUKOIL meets domestic
Russian demand for certain chemical products and exports chemicals to some
30 countries (LUKOIL 2018f). The company has also successfully engaged
itself in power generation, particularly in southern European Russia (providing
99% of power consumed in the Astrakhan region and 62% in Krasnodar Krai).
LUKOIL’s power generation business is represented by a whole vertically
integrated chain from generation to transmission and sales of heat and electric-
ity to external consumers. The total capacity of LUKOIL’s power-generating
facilities amounts to 5.8 GW and is made up of 73% commercial generation
and 27% supporting generation.

LUKOIL’s Role in the Arctic and Offshore Oil Extraction

Since 2008, Russian law has restricted offshore exploration and production
licences to experienced state-owned companies (Rosneft and Gazprom). The
restriction applies to areas more than 12 nautical miles from the coast, that is
to say, beyond territorial waters. LUKOIL was already operating in Russia (the
Caspian and Baltic Seas) prior to 2008. It was allowed to keep these projects
but has not been able to apply for any new licences (The Barrel 2015).

Vagit Alekperov has long argued for the equal rights of private and state oil
companies to carry out offshore projects in Russia. He has complained that
the state selects only those ‘who have the right’ rather than the experience
and technologies (Vedomosti 2012b). Arguing for the liberalization of access
to the Russian continental shelf, Alekperov said that ‘LUKOIL is a Russian
national company; it is a taxpayer in Russia; the state authorities control it
on equal terms with the state companies. We follow the same laws; we are
inspected by the same authorities’ (Vedomosti 2013a).

The Russian authorities are now considering opening up offshore reserves
to private companies mainly because state-owned companies have found it dif-
ficult to meet their licence obligations in an era of low oil prices and Western
sanctions. While LUKOIL would welcome reform, the same challenges could
also undermine their own ambitions (The Barrel 2015).

Despite the regulatory limitations and practical challenges, LUKOIL is one
of the few Russian oil companies that has accumulated a significant amount of
experience of offshore operations in both Russia, where it tends to work alone,
and abroad, where it is usually part of international consortia (see the section
on internationalization below for more on its international projects).
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LUKOIL has been leading operations on the Russian continental shelf for
over 20 years. It began large-scale exploration in the Caspian Sea in 1995.
Since then, it has discovered ten new fields in the Russian sector of the Caspian
Sea, with total recoverable reserves of 1.1 billion tonnes of oil equivalent.

In April 2010, LUKOIL commissioned its first project in the Russian sector
of the Caspian Sea — the Yuri Korchagin field (discovered in 2000). This field
yielded 1.6 million tonnes of oil in 2015. The Filanovskogo field (discovered in
2005) was commissioned in 2016. This was the largest oil field in the Russian
sector of the Caspian Sea, with 80 times the average output of LUKOIL wells,
and with recoverable reserves of oil totalling 129 million tonnes and 30 billion
cubic metres of gas. Taking into account the environmental vulnerability of
the Caspian Sea, LUKOIL aims for zero discharges from the Filanovskogo
field and deposes all waste onshore (LUKOIL 20164, p. 4). LUKOIL’s other
Caspian fields include Kuvykin and Rakushechnoye, which are due to be com-
missioned in 2022 and 2026, respectively.

Overall, the Caspian Sea has brought LUKOIL many disappointments in
terms of the discovery of commercially viable hydrocarbon reserves, such as
the Karabakh project in the Azeri sector, the Tyub-Karagan field in the Kazakh
sector (Vedomosti 2008a) and the Yalama field in the Azeri sector (Vedomosti
2009a). Nonetheless, the Caspian Sea remains LUKOIL’s most profitable
region. Its projects in the Russian sector of the Caspian offer the greatest fiscal
benefits (low rates of mineral production tax and zero export duty). Therefore,
the Caspian Sea is set to become one of the key sources of LUKOIL’s income
(Vedomosti 2016a). LUKOIL has hoped to stem the decline of its Russian
production through its Caspian projects. Its leadership always reminds the
government about its achievements in the Caspian when it tries to convince the
authorities to remove constraints on private companies for offshore operations.

LUKOIL is also active in the Baltic Sea. In 1997, it started developing the
Kravtsovskoye field, which produced its first commercial oil in 2004. This was
the first purely Russian offshore project that entered the commercial phase.
In 2015, LUKOIL-Kaliningradmorneft made several small discoveries in the
Baltic Sea. In 2016, LUKOIL tried to obtain another plot — Nadezhda — in the
Baltic Sea. This is located within the 12 nautical mile zone, that is, in territo-
rial waters; therefore, private oil companies can hope to secure access to the
reserves.

LUKOIL has yet to develop offshore operations in Arctic waters. However,
much of LUKOIL’s production activity in the Timan-Pechora province is
located north of the Arctic Circle in Nenets Autonomous District and the
northern Komi Republic. Therefore, the company is familiar with working in
onshore Arctic locations and has made efforts to develop the related infrastruc-
ture. With rising oil production and a lack of essential infrastructure in northern
European Russia, LUKOIL built the Varandei oil terminal on the shore of the
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Barents Sea — the world’s first 12-million-tonne-per-annum ice-resistant oil
pier operating all year round in the Arctic. It is intended for marine transpor-
tation of exported oil that LUKOIL produces in Nenets Autonomous District.
Launched in 2008, the terminal works on a ‘zero-discharge’ basis (Alekperov
2011, p. 384).

Partnerships with Foreign Companies

LUKOIL’s first foreign partnership was established in the mid-1990s: in 1995
and 1996, the American company ARCO bought securities worth USD 250
million and became a shareholder of LUKOIL, with 7.99% of the shares. In
1997, the two companies formed the joint venture LukArco to seek opportu-
nities within and outside Russia. The joint venture was unable to obtain any
assets in Russia but acquired 5% of TengizChevroil in Kazakhstan and 12.5%
of the Caspian Pipeline Consortium.

During the 2000s, LUKOIL had uneasy relations with its foreign partners.
Following the acquisition of ARCO in 2000, BP became the owner of 7.99%
of LUKOIL. However, in January 2003, BP sold this stake (LUKOIL 2018g),
and in 2009 BP withdrew from the joint venture LukArco because of a dis-
agreement with Caspian Pipeline Consortium partners. LUKOIL bought out
its 46% share for USD 1.6 billion and became the sole proprietor of LukArco
(Vedomosti 2009b).

In September 2004, ConocoPhillips bought the 7.59% stake in LUKOIL (the
last stake in the company owned by the state) for USD 1.9 billion and, after-
wards, gradually increased its share to 20.86%. The Kremlin was satisfied with
the deal, and Alekperov was awarded the Order for Service to the Fatherland of
the fourth degree in 2005 (Neftrossii.ru 2014). ConocoPhillips was supposed
to help promote LUKOIL’s projects in the West. Training of LUKOIL’s per-
sonnel in ConocoPhillips’s offices in Houston was another important aspect
of the deal, while 15 leading experts of ConocoPhillips worked as advisors at
LUKOIL’s headquarters.

In 2005, ConocoPhillips (30%) and LUKOIL (70%) established
Naryanmarneftegaz to develop the northern part of the Timan-Pechora basin,
primarily the large Yuzhno-Khylchuyusk field launched in 2008. It was
hoped that this asset would help combat LUKOIL’s oil production decline
in Western Siberia (Vedomosti 2008b). However, these ambitions were not
realized because of a serious error made by the geologists. In 2008, the proved
reserves of Yuzhno-Khylchuyusk had been estimated at 70 million tonnes;
however, oil production there fell from 7 million tonnes in 2009 to 3.3 million
tonnes in 2011, and its reserves were downgraded to 20 million tonnes in 2011
(Kommersant 2012a).



LUKOIL: patriotic cosmopolite 69

In March 2010, ConocoPhillips announced that it wanted to sell its stake
in LUKOIL. In August, LUKOIL’s subsidiary bought 7.59% for USD 3.44
billion. Leonid Fedun explained the purchase thus: ‘We considered it our
patriotic duty that these shares should return to Russia’ (Vedomosti 2010a).
Seemingly the company received a signal from the Kremlin that outside
investors should not be allowed to acquire the stake. After that, LUKOIL
purchased the remaining shares (Vedomosti 2010b). In 2012, LUKOIL also
bought out ConocoPhillips’s shares in Naryanmarneftegaz, thus ending its
collaboration with ConocoPhillips. Alekperov stated that after ConocoPhillips
sold its stake in LUKOIL, LUKOIL’s chances of receiving access to reserves
would improve because it no longer had a strategic (foreign) partner with 20%
(Neftegaz.ru 2010).

Internationalization

LUKOIL was the first Russian oil company to internationalize aggressively.
It started expanding abroad during the 1990s and continued the trend in the
2000s and 2010s. Flexibility and rationality characterize LUKOIL’s globali-
zation policy. Thus, the company has not internationalized just for the sake
of internationalization, and it has been disciplined about selling assets that
have proved to be commercially unsatisfactory. However, the company’s
Russian roots have sometimes diminished its options, particularly when it
has attempted to enter the European downstream sector, where it continued
to be regarded with suspicion as a possible tool of the Kremlin despite being
a wholly privately owned company.

The reasons for LUKOIL’s globalization were multifaceted: a need to
increase its reserve base and supplement declining production in Western
Siberia, a desire to get access to offshore projects denied to it in Russia after
2008 and the intention to reduce the fiscal burden. LUKOIL’s foreign ventures
also allowed the company to learn from its international partners’ modern
management techniques. Alekperov noted: ‘We have consortia with Exxon,
Shell, BP and Chevron in many regions of the world. We have adapted to this
system of operations when everybody bears his share of responsibility” (Neft
Rossii 2016).

In the 1990s, LUKOIL began work at the Tengiz and Kumkol fields in
Kazakhstan. In 1993, it signed its first framework agreement with SOCAR
— the state oil company of Azerbaijan. In 1994, the so-called contract of
the century was concluded for Azerbaijan’s Azeri-Chirag-Guneshli fields
in which LUKOIL held 10% (Newsru.com 2002). LUKOIL subsequently
expanded to other fields in Azerbaijan: Shakh-Deniz, Yalama and Karabakh.
At the time, it was vitally important for Russia to re-establish its influence
in the post-Soviet space and restart energy dialogues with CIS countries,
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and LUKOIL played a key role in steering Russia’s foreign policy towards
Azerbaijan and Kazakhstan (Gorst and Poussenkova 1998). In the early 2000s,
LUKOIL continued its strategy of strengthening its position in the former
Soviet republics, entering the upstream of Uzbekistan, which became an
important part of LUKOIL’s gas business.

The Middle East is another strategic region for LUKOIL, with operations in
Saudi Arabia, Iraq and Egypt. The Meleiya project in Egypt, which LUKOIL
joined in 1995, was one of its first overseas E&P ventures and continues to be
productive. Currently, LUKOIL is involved in this project and in two other
projects in Egypt. Iraq was also a focus of LUKOIL’s globalization efforts
from the start. In 1997, LUKOIL bought a controlling interest in the Russian
consortium established to operate the West Kurna-2 deposit in Iraq. It also
formed the joint venture LukAgip with the Italian Agip to develop petroleum
fields in Tunisia, Egypt and Libya (in 2005, LUKOIL bought Agip out of the
joint venture). In a significant development, LUKOIL was the first Russian
company to gain a foothold in Saudi Arabia with the LUKSAR joint venture,
which was established in 2004 between LUKOIL (80%) and Saudi Aramco
(20%).

What was unusual at the time was that LUKOIL entered the foreign
downstream sector. Taking advantage of the global economic downturn after
the 1998 financial crisis, LUKOIL bought refineries in Bulgaria, Romania
and Ukraine at knock-down prices. LUKOIL Neftokhim Burgas, the only
refinery in Bulgaria, accounts for some 70% of wholesale deliveries of fuel in
the country. LUKOIL, with its over 200 petrol stations in Bulgaria, controls
roughly 26% of the market.

Table 3.1 LUKOIL'’s fuel retail acquisitions in Europe

Year Country LUKOIL acquisitions Nu@ber of
stations
2003  Serbia 79.5% share in Serbia’s Beopetrol for EUR 117 million 200
2005  Finland Oy Teboil Ab and Suomen Petrooli Oy for USD 160 million 289
2006  Hungary 15 petrol stations in Hungary from Austria’s ABA, bringing the 26
number of its fuel stations in Hungary to 26 units
2006  South-Eastern Joint venture with Slovenian Petrol (51%) to deal with retail sales
Europe of petroleum products in South-Eastern Europe (Vedomosti 2006a)
2007  Six European  Petrol stations in six European countries from ConocoPhillips for 376
countries USD 442 million
2012 Belgium/ LUKOIL’s Zeeland refinery (formerly TRN) supplies fuel to its 13 +46

Netherlands petrol stations in Belgium and the Netherlands (Vedomosti 2012c).

Source: LUKOIL website.
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LUKOIL was the first and only Russian oil company to gain a foothold in the
United States. It did so with the acquisition of Getty Petroleum Marketing, with
1300 fuel stations in 2000, and the purchase of a network of 795 Mobil-branded
fuel stations in New Jersey and Pennsylvania from ConocoPhillips. By
mid-2005, LUKOIL controlled 8% of the retail fuel market in these regions
(Vedomosti 2005a). However, in December 2007, LUKOIL began ridding
itself of the Mobil fuel stations (Energyland 2008), and in early 2011 it sold
Getty Petroleum. As a result, its number of US fuel stations fell from 1334 to
6351n 2011 (Vedomosti 2011) and 285 in 2016.

During the 2000s, LUKOIL failed to obtain any refining facilities in Europe,
which forced it to focus on developing its Russian refining assets (Neftegaz.
ru 2007). In 2002-03, the Greek government blocked LUKOIL’s attempt to
negotiate a 23% stake in the Greek state company Hellenic Petroleum with
its three oil refineries and 1500 fuel stations. The trade unions had strongly
opposed the proposal, and the government deemed it ‘unacceptable from
the point of view of national interests’ (Gaiduk and Lukin 2006). In 2002,
LUKOIL’s attempts to purchase Polish refineries and gas stations failed for
political reasons (Neft i kapital 2002). LUKOIL was also unable to acquire
Mazeikiu Nafta in Lithuania. In 2006, LUKOIL reached an agreement with
Kuwait Petroleum International to buy a refinery in Rotterdam; however, its
owners changed their mind at the last moment (Energetika i Promyshlennost
Rossii 2008). In 2007, LUKOIL wanted to acquire a share in the Czech refin-
ery Ceska Rafinerska from ConocoPhillips; however, the Czech government
was unwilling to see a Russian company among the shareholders and preferred
to work with ENI. In 2008, LUKOIL’s attempt to purchase a 30% stake in
Spanish Repsol was approved by the Spanish Prime Minister; however, the
opposition parties and the media launched a campaign warning that LUKOIL
would act as an ‘arm of the Kremlin’ and hinting about connections with the
Russian mafia. Ultimately, LUKOIL had to abandon its plans (Forbes 2009).

In mid-2008, LUKOIL finally made a breakthrough into west European
refining. It established a joint venture with the Italian company ERG, to which
ERG contributed its 16-million-tonne-per-annum ISAB refining complex
in Sicily. LUKOIL purchased 49% of the shares of the two refineries in the
complex, allowing it to double its European refining capacity (Vedomosti
2008c). The deal was closed in December 2008 despite the financial crisis. In
2009, LUKOIL bought 45% of the Total Refinery Netherlands (TRN) from
Total (Vedomosti 2009¢). These two acquisitions helped LUKOIL improve
the balance between its production and refining volumes. In 2013, LUKOIL
bought another 20% of ISAB for some EUR 400 million; it planned to refine
Iraqi oil, primarily from West Kurna-2 (Vedomosti 2013b).

LUKOIL also had trouble with the refineries it had bought in the 1990s,
mainly because of the general anti-Russian sentiment in Eastern Europe.
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In 2011, in Bulgaria, LUKOIL was suspected of fraudulent export because
LUKOIL’s Neftochim Burgas refinery did not install fuel metering devices
on time. As a result, officials closed storage facilities in Burgas and revoked
the licence of Neftochim Burgas (Kommersant 2011a). LUKOIL managed to
settle the problem in court, but almost immediately, the Bulgarian authorities
began to accuse the company of violating anti-monopoly legislation and
launched investigations of LUKOIL and its trading division. In 2014, the
Romanian authorities investigated LUKOIL’s Petrotel refinery accusing the
company of tax evasion and money laundering, although the charges were
dropped in 2016 (Kommersant 2017b).

Table 3.2 LUKOIL’s network of petrol stations (number of stations at
year-end)

2012 2013 2014 2015 2016
Russia 2368 2424 2481 2544 2603
Western Europe 2420 2427 2322 2336 2177
Baltic States 212 210 211 142 0
CIs 503 479 469 245 244
United States 425 327 299 289 285

Source: LUKOIL (2018j).

LUKOIL’s foray into the European fuel retail market was successful because,
unlike refineries, the fuel stations were not considered strategic enterprises.
In 2003, the company purchased 200 fuel stations in Serbia, followed by
289 units in Finland in 2005 and afterwards in Hungary, Slovenia and other
European countries in the mid-2000s. In 2012, the company made further
acquisitions in Belgium and the Netherlands (Table 3.1). At the same time,
in 2012, LUKOIL decided to sell 85 fuel stations in Serbia because of their
low profitability (Kommersant 2012d). In December 2015, Vagit Alekperov
admitted that LUKOIL wanted to withdraw from the Baltic States because
of strong anti-Russian sentiments there (Vedomosti 2016b); in 2016, the
company divested itself of all its fuel stations in the region (Table 3.2).

In 2005, LUKOIL also strengthened its position in Kazakhstan by acquir-
ing 65% of the oil-producing company Nelson Resources for USD 2 billion
(Vedomosti 2005b). In October 2005, Vagit Alekperov met Nursultan
Nazarbayev, who announced that the Kazakh leadership had approved of
LUKOIL’s activities in Kazakhstan in general and of its acquisition of Nelson
Resources in particular (Vedomosti 2005¢). However, LUKOIL encountered
serious problems with CNPC in Kazakhstan about Turgai Petroleum and its
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acquisition of Nelson Resources; the two companies were forced to settle
their differences by arbitration (Vedomosti 2010c). In 2006, Vagit Alekperov
commented that LUKOIL is one of the major players in Kazakhstan, where it
produces some 6 million tonnes and participates in six big projects.

But one has to note that the Chinese have more opportunities than we do. For
example, we could not offer PetroKazakhstan the price that CNPC paid for the
company. It is difficult for us to compete with them because we work under market
conditions while the Chinese national company has access to cheap and stable gov-
ernment money. (Vedomosti 2006b)

Despite LUKOIL’s generally amicable relations with the Kazakh government,
it had problems with Karachaganak, as did other consortium members. In April
2016, the Kazakh authorities demanded USD 1.6 billion from the consortium
for violating the provisions of its production-sharing agreement (PSA). Similar
demands made in 2010, when the consortium was accused of tax evasion and
oil production above established levels, had resulted in the transfer of a 10%
stake in Karachaganak to Kazakhstan.

LUKOIL’s projects in Central Asia helped it develop its gas business.
In 2016, due to the successful implementation of South-West Gissar and
Kandym-Hauzak-Shady projects, LUKOIL’s gas production in Uzbekistan
rose by 8%. LUKOIL’s gas production also increased in Kazakhstan by 8% at
the Tengiz field and by 16% at the Karachaganak field.

Compared to the 1990s, the 2000s witnessed the relative weakening
of LUKOIL’s position in Azerbaijan. In 2003, it sold its stake in the
Azeri-Chirag-Guneshli project to the Japanese company INPEX Southwest
Caspian Sea for USD 1.3 billion. Alekperov explained that this decision was
part of LUKOIL’s restructuring programme and announced that the company
‘would continue to consider opportunities to withdraw from the projects where
it does not have operatorship’ (Ria Novosti 2002). Currently, it works mainly
on the Shah-Deniz gas condensate field located in the Azeri sector of the
Caspian Sea.

LUKOIL has been active in upstream operations in Latin America since the
early 2000s. Recently, it decided to wind down its operations in Colombia and
Venezuela while entering Mexico at the same time (see Table 3.3).

LUKOIL was one of the first Russian oil companies to begin operations
in Africa, entering Cote d’Ivoire in 2006, followed by Cameroon (2008),
Nigeria (2009) and Ghana (2014). In these countries, LUKOIL has mainly
worked offshore — the area that has been largely denied to it in Russia. Vagit
Alekperov said that LUKOIL made a bet on Africa as a promising petroleum
region (Kommersant 2012e¢). The company was particularly active in Africa in
2014, discovering seven hydrocarbon fields in one block in Ghana while also
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joining projects in Cameroon and Nigeria. LUKOIL believes that deep-water
projects in West Africa can be very promising but only with higher oil prices.
Therefore, the company has decided to adopt a ‘wait-and-see’ policy on
offshore projects, such as Tano in Ghana, OML-140 in Nigeria and Etinde in
Cameroon (Kommersant 2017¢).

LUKOIL’s only activities in Asia are currently in Vietnam where, in
2011, LUKOIL Overseas bought a 50% stake in an offshore block. As far
as European upstream is concerned, LUKOIL is active in Norway where, in
2013, it was one of the winners of the 22nd licensing round. A minor gas field
was discovered in 2015 (Kommersant 2013a), but because of its size, by 2016,
LUKOIL was contemplating withdrawing from the block as it was dissatisfied
with the economics of the project (Kommersant 2016a). LUKOIL entered
Romania’s upstream in 2011 and managed to discover considerable reserves
within the Trident block where it continued exploratory drilling.

Transparency

In 2011, Transparency International and Revenue Watch released a review
of the policies of 44 companies responsible for 60% of the world’s oil pro-
duction (Transparency International 2011). From Russia, only LUKOIL,
Rosneft and Gazprom were present. The report covered three key areas. The
first was ‘Reporting on anti-corruption programmes’, where LUKOIL scored
poorly with 9%, ranking below Rosneft (41%) but above Gazprom (0%).
Second, under ‘Organisational disclosure’, LUKOIL scored a respectable
50%, although ranking below both Rosneft (75%) and Gazprom (81%). The
third area was ‘country-level disclosure of foreign operations’, where most
participating countries scored poorly (average 16%), rendering LUKOIL’s
15% a near-average score (Rosneft and Gazprom did not feature prominently
on the list).

In the 2011 report from Transparency International and Revenue Watch,
LUKOIL was also identified as a non-supporter of the Extractive Industries
Transparency Initiative (EITI), which was perceived as an indication of
a company’s transparency credentials. To date, neither LUKOIL nor any
other Russian company has been listed as a supporter of EITI. The Russian
government has not signed up to EITI; however, some of the countries where
LUKOIL has its operations have done so (EITI 2018a, 2018Db).

Nonetheless, LUKOIL has over the years displayed a growing tendency
towards greater transparency and readiness to participate in international
initiatives with reporting and disclosure requirements. In 2002, for instance,
LUKOIL was the first Russian company to receive a full listing on the London
Stock Exchange, which has substantial disclosure requirements (London Stock
Exchange 2018). The company is also listed on the Frankfurt, Munich and
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Stuttgart stock exchanges and on the US OTC market. In a 2010 interview with
EURACTIV, Alekperov stated that ‘LUKOIL is a private company quoted
on the London Stock Exchange, and our Western partners see us as any other
company working under the principle of transparency in business affairs’
(EURACTIV 2018).

LUKOIL produced its first sustainability report in 2005. The sustainability
report is now published annually in line with GRI guidelines (GRI 2018)
(see the section on CSR below). In 2008, LUKOIL became a member of the
UN Global Compact, which requires the participating companies to submit
an annual ‘Communication on Progress’, which is published on the Global
Compact website (United Nations Global Compact 2019). Since the start of its
reporting in 2009, LUKOIL has progressed from ‘Learner’ level to ‘Active’
level in its progress communications (on a par with BP). The highest level
is ‘Advanced’, achieved by Equinor and Shell, among others. Since 2013,
LUKOIL has been participating in the Carbon Disclosure Project, which
involves disclosing information on its GHG emissions (see the section on
climate policy below).

In 2014, WWF Russia and CREON Energy released a rating of the environ-
mental performance of Russian oil and gas companies, including performance
on disclosure and transparency. The rating was subsequently updated in
2016, 2017, 2018 and 2019. In 2014, LUKOIL came ninth behind Rosneft
(seventh) and Gazprom (third) (Surgutneftegas was ranked the highest). In
2016, LUKOIL came fourth and, by 2017, had worked its way up to second
place behind Rosneft but one place ahead of Surgutneftegas, while Gazprom
had fallen to sixth place. In the area concerning ‘Disclosure and transparency’,
LUKOIL came in joint eleventh in 2014 and joint third in 2016 but fell to joint
sixth in 2017. In 2018 and 2019, LUKOIL achieved first place.

These ratings suggest that LUKOIL has managed to improve its transpar-
ency and disclosure. The company appears to have been successful in making
steady progress in these areas, although observers have identified room for
further improvement.

CSR

LUKOIL strives to project the image of a good corporate citizen. The company
established a charity fund in 1993 — one of the first of its kind in contemporary
Russia (LUKOIL 2018h). It is a member of the Global Compact in Russia (see
United Nations Global Compact 2019) and is a signatory to the Social Charter
of Russian Business (Russian Union of Industrialists and Entrepreneurs
2019). LUKOIL has adopted a unique corporate social code, which, among
other things, determines its policy on local communities living nearby its
operation sites (LUKOIL 2019a). LUKOIL holds the ISO 14001 standard
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for environmental management systems. It has established a Health, Safety
and Environment Committee, accountable directly to LUKOIL’s president
(LUKOIL 2016b). LUKOIL has also committed itself to support the UN’s
2030 agenda for sustainable development (LUKOIL 2016b), and LUKOIL’s
Sustainability Report 2017 was produced in line with the 2030 agenda goals
(LUKOIL 2017).

LUKOIL’s sustainability report is now published annually in line with
the GRI guidelines (see Global Reporting 2019). In 2017, LUKOIL won
the Moscow Exchange Award for the ‘Best Corporate Social Responsibility
and Sustainability Report’. The company has repeatedly been ranked among
the top ten companies in Russia for ‘Responsibility and Openness’ by the
Russian Union of Industrialists and Entrepreneurs, which produces sustaina-
bility indexes based on the publicly available reports of Russia’s 100 largest
companies.

Alekperov’s statements at the beginning of LUKOIL’s sustainability reports
reflect the evolution of LUKOIL’s thinking about CSR. Alekperov’s address at
the beginning of the 2011-12 report focused primarily on LUKOIL’s commer-
cial achievements and technical innovations: ‘We consider it our duty to pay
our taxes in a timely manner, which helps the state to resolve social challenges
in the regions of our Company’s presence’ (LUKOIL 2012, p. 2). Subsequent
addresses exhibit a progressively greater focus on the environment and local
communities. The 2016 address emphasized the need to balance economic,
environmental and social factors in business development. And in the opening
paragraph of his 2017 address, Alekperov stated: ‘The company has always
sought to work not only to benefit its shareholders and employees but also the
society as a whole. We are convinced that our successful development is only
possible if we take into account the interests of the communities of the coun-
tries where we operate’ (LUKOIL 2017, p. 6). This indicates a gradual shift, at
least in LUKOIL’s public relations department, towards appreciating the need
to be more explicit in its public announcements on environmental protection
and the well-being of local communities and wider society; the company also
acknowledges that its responsibility in this sphere transcends the mere need to
pay taxes so that the state can take care of things.

According to the Sustainability Report 2016, LUKOIL contributed over
RUB 12 billion to charity, sponsorship and social investments (LUKOIL
2016b). The bulk of these funds (RUB 7.3 billion) was channelled via
socio-economic partnership agreements with the regions of operations, while
RUB 1.8 billion was spent on supporting public funds and organizations.
In 2016, LUKOIL signed cooperation agreements with all the Russian
regions where it had operations, pledging funds to finance social and sports
programmes, construction and maintenance of cultural facilities. In 2018,
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LUKOIL provided social support worth around RUB 9 billion in the regions
where it operated (LUKOIL 2018]).

LUKOIL’s social code sets out how it should interact with indige-
nous peoples. The provisions are implemented through annually approved
programmes in its regions of operation where indigenous peoples live,
namely Khanty-Mansi Autonomous District, Yamal-Nenets Autonomous
District, Nenets Autonomous District, Komi Republic and Krasnoyarsk Krai.
LUKOIL’s support for indigenous peoples is provided primarily through
agreements between LUKOIL and regional authorities, licensing agreements
and agreements on the socio-economic development of the regions where
indigenous peoples live. One of the most efficient forms of support is eco-
nomic contracts on cooperation with heads of the territories inhabited by
indigenous peoples. These agreements define the procedure for the use of land,
compensation, educational support and medical services. Support provided via
such agreements in Khanty-Mansi Autonomous District, for instance, includes
cash payments, boats, snowmobiles, boat engines and generators. LUKOIL
also signs agreements on cooperation with civil society organizations that
represent the interests of indigenous peoples.

LUKOIL coordinates its schedules for field development and exploration
activities with indigenous peoples at the planning phase to avoid future
conflicts. However, despite the availability of officially formulated policies
on local inhabitants, conflicts do occur. For instance, in 2014, a controversy
broke out in the Izhma District of the Komi Republic when the citizens unani-
mously voted for the termination of LUKOIL-Komi’s activities in the region,
among other things because the company had begun drilling near the village
Krasnobor without having notified the local citizens and administration and
obtained the requisite permits (Greenpeace 2014). The local population had
previously been affected by repeated spills from the ageing oil pipelines in
the region, which had undermined LUKOIL-Komi’s social licence to operate
(Kelman et al. 2016).

LUKOIL tries to regulate the behaviour of the employees of its subsidiaries
to avoid conflicts with indigenous peoples. LUKOIL Western Siberia is gov-
erned by Order 262 On Measures to Limit Access to Territories of Communal
Lands. Departments for interaction with indigenous peoples are established
in subsidiaries so that they can convey their complaints and proposals to the
company (LUKOIL 2016b, pp. 92-3).

Support for education is another component of LUKOIL’s CSR activities.
The company has been sponsoring scholarships for talented students special-
izing in petroleum, petrochemicals and power generation. For instance, in
2016, 185 students across Russia received LUKOIL corporate scholarships. In
2018, 190 students and 79 teachers received scholarships with a total value of
RUB 9 million (LUKOIL 20181). LUKOIL also sponsors several specialized



78 Russian oil companies in an evolving world

medical research and development centres and contributes to the development
of the system of medical services in the regions of its operations. In 2016,
it assisted the Russian Cardiological Scientific Centre, Institute of Surgery,
Mezensk Central Regional Hospital, Limansk Regional Hospital, Ukhta
Children’s Hospital, Perm Children’s Clinical Hospital and so on (LUKOIL
2016a, p. 77). The company supports the arts, cultural and historical heritage,
religious traditions and spiritual culture, cultural activities, museums, churches
and monasteries across the country. Since 2002, LUKOIL has been organizing
annual competitions to sponsor social and cultural projects. In 2018, 3645
applications were submitted and 773 projects were financed, and financial
support was RUB 141 million (LUKOIL 2018]I).

In 2006, Vagit Alekperov established the foundation Our Future to provide
support for social entrepreneurship. The foundation helps people create new
businesses and holds biannual contests for business ventures throughout
Russia (Neftegaz.ru 2010). In 2013, Alekperov organized the first interna-
tional conference, Social Innovations, in which some 400 people participated.
The objective was to create an expert forum where people interested in social
entrepreneurship could communicate, promote new ideas and identify the
problems (Vedomosti 2013c¢). ‘More than a purchase!’ is a partner project of
LUKOIL and Our Future and involves shops at LUKOIL fuel stations selling
goods manufactured by social entrepreneurs. The first outlet opened in 2014
(LUKOIL 2016b, pp. 88-9).

Innovation

LUKOIL is now more active than ever in applying modern methods of
enhanced oil recovery, including hydraulic fracturing (fracking), chemical,
hydrodynamic and thermal methods. In 2016, 237 horizontal wells were com-
pleted with an average daily output of 79 tonnes per day, including 87 wells
with multi-zone fracking. The share of the horizontal wells grew from 22% in
2015 to 28.6% in 2016 (LUKOIL 2016a, p. 53).

LUKOIL has sought partnerships with foreign companies to help develop
and apply new technologies, an example of which is its partnership with Total
to exploit shale oil reserves in Western Siberia. However, the partnership was
halted because of the international sanctions against Russia in connection
with the conflict in Ukraine (see the section on the shale revolution below).
LUKOIL has also become involved in hard-to-recover reserves overseas to
gain experience. For instance, in partnership with Saudi Aramco, LUKOIL
carried out an appraisal of tight gas production techniques for the Tuchman
and Mushaib fields (Reuters 2014).
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COPING WITH CHANGE
Shale Revolution

Thanks to the Bazhenov formation in Western Siberia, Russia has the
second-largest shale oil reserves in the world (after the United States).
LUKOIL has long been trying to develop the Bazhenov formation. In its
Sustainability Report 2011-2012 (p. 12), the company stated that the currently
available technologies will only be sufficient to recover 2—4% of the Bazhenov
reserves. It has, therefore, invested in the development and testing of advanced
technology through its subsidiary RITEK (Russian Innovative Fuel and
Energy Company). RITEK is already active in developing advanced methods
for extracting oil from the Bazhenov formation, including a system of the
thermo-gas impact that is aimed at heating the surrounding rock (Alekperov
2011, pp. 387-8). RITEK applied the technology of thermo-gas impact at
test sites for the first time in 2009, hoping that this technology would permit
increasing the oil recovery ratio by 10-30% (Oilgas.com 2017). The second
test site was commissioned in 2015. In 2017, RITEK drilled one well at a third
testing site (Neftegaz.ru 2017).

LUKOIL has sought foreign partners with relevant skills and state-of-the-art
technologies to work on the Bazhenov formation. In 2014, LUKOIL (51%)
and Total (49%) signed an agreement creating a joint venture to explore and
develop the tight oil potential of Bazhenov (Vestifinance.ru 2014). The part-
ners planned to begin seismic testing in 2014 and exploration drilling in 2015.
However, the activities were halted because of the anti-Russian sanctions that
targeted the development of shale reserves. Total hoped that they could return
to the project as soon as the sanctions were lifted. Without a foreign partner,
LUKOIL would likely be able to begin only test production at the Bazhenov
formation. Alekperov said that LUKOIL appreciated the difficulties that Total
faced and that ‘we undertook this mission, and we’ll finance this programme’
and that the French major could return to the project compensating for
LUKOIL’s costs incurred during its absence (TASS 2015).

Qil Price Volatility

LUKOIL, and Vagit Alekperov in particular, have always monitored global oil
prices closely. The company has made efforts to forecast them and has devel-
oped its budgets proceeding from realistic and sometimes even conservative
scenarios. It is noteworthy that LUKOIL produces an energy market outlook
on a regular basis called ‘Main Trends in the World Oil Market Development
up to 2030’ (LUKOIL 2018i).
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Vagit Alekperov has realistic views about economic upheavals, as his fol-
lowing opinion about the 1998 crisis shows:

nevertheless, it was the market system of management that made it possible for the
oil sector to survive the crisis. [The year] 1998 was the acid test for the industry
when world oil prices dropped to USD 9 per barrel. In this situation, not only did
the Russian companies not reduce production, but they did not even freeze their
investment programmes. Moreover, the oil price collapse became a driver for the
rapid growth of production and financial indicators. It forced the oil companies to
drastically improve the efficiency of their activities through cost-cutting, expanding
sales volumes and enhancing product quality. (Alekperov 2011, p. 347)

According to Alekperov, the 2008—-09 financial crisis allowed LUKOIL to
analyse all its mistakes and make unconventional decisions in order to secure
the company’s long-term stability. This was achieved through cost-cutting and
by terminating certain investment projects. Thus, LUKOIL cut its overall costs
by 36%, operating costs by 15% and commercial and administrative costs
by 15%. It also reduced investments by almost 40% (Vedomosti 2009d). In
the autumn of 2008, when Russian companies began downsizing on a large
scale, Vagit Alekperov assured his employees that ‘he would not allow it’. Yet
during the first half of 2009, the number of LUKOIL’s personnel declined from
152 500 to 145 600, although staff were only dismissed from the subsidiaries.
The headcount in the head office even increased from 2109 people in 2008 to
2196 in 2009, and their salaries grew (Oilcareer.ru 2009).
Vagit Alekperov made the following statement on the 2008—09 crisis:

The system should be flexible. We were able to weather the period when oil prices
dropped from USD 110 to USD 30 per barrel. We cut our investment programme
in the areas where it did not directly affect our workers and development prospects.
We adapted quickly and did not drastically decrease oil production. We did these
things fairly smoothly and flexibly. I hope we will continue to do so in the future.
This permits us to maintain our production volume at 110-120 million tonnes per
annum. (Neft Rossii 2016)

Alekperov has always had strong (and sometimes wrong) opinions about future
oil prices. For example, in a 2006 interview with the newspaper Vedomosti,
when asked about his forecast of world oil prices, Alekperov remarked:

In general, the market now is saturated, and oil, production and consumption are
balanced. Therefore, as long as there are no political, climatic, or technogenic cata-
clysms, a major rise of the oil price is not anticipated. Its decline is possible, but it
also would not be significant because consumption in China and India is increasing
at really impressive rates. (Vedomosti 2006b)
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During the 2009 crisis, Alekperov said that there were no fundamental reasons
for oil prices to be below USD 40 and above USD 70 (Alekperov 2009). At
the time, he was confident that oil prices would continue to grow. Calculating
investments for 2009, LUKOIL proceeded from three scenarios: optimis-
tic (USD 80 per barrel), acceptable (USD 65) and pessimistic (USD 45).
LUKOIL’s investment programme of USD 7.3 billion was based on a price
range of USD 45-50 per barrel (Vedomosti 2009¢).

In 2009, Alekperov was convinced that the oil price would continue to
increase and would not drop below USD 40. By contrast, in 2010, Leonid
Fedun expressed his view that the energy market was on the brink of a revolu-
tion due to shale gas production in the United States and rising oil production
in Iraq, and that oil prices would never be high again.

LUKOIL’s 2030 market forecast contains several scenarios, two of which
are titled Concord and Volatility, and LUKOIL analysts believe that ‘the
average level of oil prices up to 2030 will be close to the level of USD 80 per
barrel in constant prices’ (LUKOIL 2018i).

Sanctions

LUKOIL was mainly affected by the sectoral sanctions targeting the Arctic,
shale and deep-water oil (the company was not subject to the financial
sanctions). As mentioned, it had to freeze its joint venture with Total on the
development of the Bazhenov shale formation. Its deep-water projects in the
Caspian Sea were also affected. TsentrCaspneftegaz, a joint venture between
Gazprom and LUKOIL and the licence holder for Tsentralnaya deep-water
structure in the Russian sector of the Caspian Sea, had to postpone drilling
until sanctions were lifted. The joint venture could not obtain a drilling rig
from foreign companies; therefore, the partners decided to suspend the project
for the time being (TASS 2015).

In the context of sanctions, LUKOIL began to think about selling its
oil-trading entity Litasco, established in 2000 in Switzerland, because of high
maintenance costs. Vagit Alekperov stated that ‘I would not say that it is con-
nected with the sanctions, although it is quite difficult for our company to raise
external financing while trading transactions require huge turnover capital’
(Kommersant 2017d).

LUKOIL was the first Russian oil company to discern the danger of the
2017 US sanctions for foreign assets held by Russian oil companies. Leonid
Fedun admitted that LUKOIL was interested in overseas projects; however,
the threat of new American sanctions held back the company’s acquisitions.
‘Now there is a potential threat connected with the new package of sanctions
adopted by the United States that limit the possibilities of Russian oil compa-
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nies to own more than 33% in the project. This constrains us very strongly in
several acquisitions’ (Kommersant 2017¢).

In 2017, a Sberbank CIB analyst summed up LUKOIL’s stance on the
political and economic situation very clearly: ‘the management [of LUKOIL]
sobered up when sanctions were placed on Russia, which coincided with the
drop in the oil price’ (Sberbank CIB 2017, p. 27).

Climate Policy and Changing Demand for Fossil Fuels

LUKOIL appears to take climate change seriously. Since 2013, the company
has participated in the international Carbon Disclosure Project, which requires
companies to provide information on their GHG emissions. In 2016 and 2018,
based on its results, LUKOIL was awarded a climate score of D (with A being
the highest and F the lowest).

By comparison, BP, ENI, Statoil (now Equinor) and Total all achieved
A- (A minus). However, most participating Russian oil and gas companies
achieved a score of F, except for Gazprom, LUKOIL and Novatek, which
achieved C, D and D- respectively. Since 2015, LUKOIL has been estimating
direct GHG emissions of its subsidiaries using the methodology of the Russian
Ministry of Natural Resources (LUKOIL 2016b, p. 67). In 201516, LUKOIL
worked on developing a corporate system for measuring and managing GHG
emissions. The total volume of LUKOIL’s direct GHG emissions in Russia
amounted to 31 million tonnes of CO, equivalent (LUKOIL 2016b, p. 49).

One of LUKOIL’s measures to reduce the climate impact of its activities
is increased utilization of APG. It was one of the first Russian oil companies
to start reducing gas flaring, even before the state required this. LUKOIL
approved the Programme of Rational Utilization of APG by Organizations of
the LUKOIL Group for 2016-18.

In 2016, LUKOIL built and upgraded 42 facilities for the utilization
of APG. The main efforts were concentrated in Timan-Pechora and the
North Caspian. The greatest increment of APG utilization was achieved in
Timan-Pechora, where the volume of utilization increased by 267 million
cubic metres (16%) from its 2015 level. However, in the North Caspian, due
to the commissioning of the Filanovskogo field and gas production growth,
APG utilization declined. In 2016, LUKOIL achieved an APG utilization
level of 92% across the company and 97% in Western Siberia (LUKOIL
2016b, p. 23). It aimed to achieve 95% APG utilization in its Russian sub-
sidiaries by 2018 (LUKOIL 2016b, p. 47). It is noteworthy that the company
exceeded this target: in 2018, its level of APG utilization in Russia reached
97.4% (LUKOIL 2019b).
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In addition, LUKOIL is, in effect, the only vertically integrated oil company
in Russia that has shown an interest in renewables. It is noteworthy that its
2030 energy outlook states that ‘oil and renewables are not antagonists’
(LUKOIL 2018i). In 2016, LUKOIL had four hydropower stations in Russia
with a total capacity of 296 MW and an output of 756 million kW/h. Its total
capacity of renewable energy sources, including hydropower, was 390 MW in
2016. LUKOIL first ventured beyond hydropower with pilot projects in 2009
to equip three fuel stations in Serbia and Russia with photovoltaic panels.
A renewable energy competence centre to serve LUKOIL units was estab-
lished based on LUKOIL-Ecoenergo (LUKOIL 2016b, p. 20).

In the 2010s, LUKOIL focused its attention on wind power. In 2013, its
50:50 joint venture with the Italian company ERG, Lukerg Renew, bought
four Bulgarian companies that specialized in wind power generation (Globo
Energy, Mark 1, Mark 2 and UP Bulgaria 4). Lukerg was established by
LUKOIL and Erg SpA in 2011 to jointly invest in renewables in Bulgaria
and Romania. The joint venture owns a 40 MW wind farm in Bulgaria and a
84 MW wind power station in Romania (Kommersant 2013b). LUKOIL also
has two solar power stations at its refineries in Romania with a total capacity
of 9 MW and in Bulgaria with a capacity of 1.3 MW. These stations supply
electricity to local networks.

Vagit Alekperov made the following observation:

We have both traditional and solar power generation in Romania and Bulgaria. We
entered this segment in Europe to gain experience. Also, because the EU govern-
ments promote these projects, they are quite profitable. We wanted to apply our
experience in Russia. We decided to install solar modules in the Volgograd refinery,
where we launched a 12-MW project. (Neft Rossii 2016)

Vagit Alekperov also recently founded a chair of renewable energy in the
Gubkin Oil and Gas Academy led by one of LUKOIL’s senior managers.

CONCLUSION

LUKOIL, the vanguard of change in the Russian oil sector during the 1990s,
demonstrated considerable flexibility in adapting to internal changes in Russia
during the 2000s and 2010s and swiftly adjusting its strategies. It also demon-
strated considerable awareness of external changes, such as low oil prices,
climate change and the rise of shale oil, and the ability to successfully cope
with them. The company was at the forefront of reform in the industry, driving
privatization in the 1990s and technological innovation pertaining to shale oil
in the 2000s and 2010s. It responded flexibly to the challenges posed by oil
price volatility and sanctions.
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While LUKOIL enjoys close ties with the Russian authorities and appears
committed to paying taxes, the company has also been keen to explore interna-
tional opportunities through partnerships with foreign companies as well as to
develop upstream and downstream business abroad both in the post-Soviet
states and further afield. Sanctions have hampered its ability to reach its full
potential in foreign markets. Nonetheless, it has managed to develop impor-
tant foreign oil and gas fields and has established extensive fuel distribution
networks. LUKOIL also prides itself on its support for technological inno-
vation in several areas, including hard-to-recover reserves and renewable
energy.

The company has paid some attention to climate change and GHG emis-
sions by measuring its climate change impact, the utilization of associated
gas rather than flaring it, and developing new climate change mitigation
technologies.

LUKOIL seeks to maintain its reputation as a good corporate citizen who
engages in various social investment activities across the areas where it
operates. In Russia, this is done largely via agreements negotiated with local
authorities. Successive sustainability reports indicate LUKOIL’s growing
awareness of the need to strengthen its communication with the general
public concerning environmental protection and the well-being of local
communities in its regions of operations. The company has, however, faced
challenges in maintaining its social licence to operate in areas particularly
affected by oil spills, notably the Komi Republic where local communities
actively protested and succeeded in halting LUKOIL’s operations — at
least for a while. This event may have also convinced the company’s man-
agement to bring community concerns to the fore in its public relations
announcements.

Transparency is important to LUKOIL, and it has committed itself to
several international and domestic initiatives requiring transparency and
reporting. It has performed relatively well in ranking exercises that have
assessed the transparency and sustainability performance of oil companies.
More importantly, these indicators indicate improvement over time.



85

LUKOIL: patriotic cosmopolite

‘pIemIO] udye) udaq jou sey jodfoxd

AU} “IOAIMOY (SOAIOSAI SBT O[qRIOA0IAI JO
SA130W 21qNO UOI[[Iq ¢ M [ely Atupedez
Surpn[our ‘poIsA0ISIP SPIALJ [[BUWIS [BIOAJS
“(JL10T yuesIOWWO) 0Z0T

£q 190(01d ApeyS-yezneH-wApuey] oy}
pue 109fo1d sty woiy sed Jo sonaw d1qno

uoryiq g1 donpoid 03 s30adxd TIONNT

"DdND 03 uonzodoid e syjes os[e TIOMNNT
"(L00T 11ss0Y YoN) 1opioq

wniIosuod ayy dn puim 03 9prodp
zegayauyaqz() pue DIND “TIONNT :L10T
wWNII0Su0d

o) WOy MEIPYIM DONI PUe SEuUondd :SO10T

dn jos s1 WNIOSUOd Y} :§00T

surgoq uonejudwA[dw 9[eIS-[[NJ 1€ 10T
1o0foxd oy sutof TIOMNT :800C

POUSIS ST YSd 1804-9¢ ® 1L00T

(sonow 21qno

uor[iq § :Ayoedes ses) juerd Suissooord-sed
wApuey| ‘UONINNSUOD JO 1ILIS I£[0T

Apeys u10)sop\ woly ses 111y 11 10T

(PS00T NSOWOPaA) %07 Jurumo
oBd DIND PuB DONI ‘SBISIAQ
1[esue) seuondd ‘seasidnQ 110MN1
‘Ze39)Jou9qz ) JO WNIIOSUOD Y

©ag eIy

IeSSID)

1S9\ -UINOS

102(01d ses

yyezed-yoqz oY) je woidzen) o) p[os oq Seznel woiy ses JSI1 1L 00T (2%01) Apeys-yezney
0 sem 300fod oy Aq peonpoud sed oy, pausis SI ySd 189K-9¢ B 1$00T zeJoyowaqzn {(%06) TIOMNT -wApuey| uesnRqzN
S[TeIOp JoyMnJ Jurow], s1omIeq uorga1100fo1g
,&.um.\ckﬁw §D284240 S TIONT £€o1qv]



Russian oil companies in an evolving world

86

YSAISSOI0AON

0} z1I3ua ], woiy pref st aurpadid ay
‘uB)SYP[eZEY PuB BISSIY

ur ourjadid yunn ojeard Ajuo ayy st sIyJ,
‘sed Jo sonouwr

21qnd UoI[[Iq ¢*( PUe 10 JO SaUU0) UoIf[Iu
$'1 03 pajunowe uorponpoid ur oreys
STIOMNT *910T U] "sauuo) uolf[iq ['[
0) Souuo) uol[[Iw G/, woly Jurduer ‘1o
JO SOAIOSAI 9[QBIGA0DAL dARY SPIAL) YL,
‘ue)syeZe ]

ur paanpouid spinbif jo 9,91 pue sed jo
%6 10J Sjunodoe yeuedeyoerey ‘ses

JO saxow J1qNd UO[[LI) G¢'] IOA0 pue
9)JESUIPUOD PUE IO JO SAUUO) UOI[Iq

T'1 JO SOAIISAI Sey Paly eueSeyorred]
“(1810T

TIOSINT) SES JO SanW dIqnd UOI[[IW 9T
PUE [10 JO SOUUO} UOI[[IW ¢'() O} pAjunowe

uononpoxd jo axeys s, TIOMNT 9107 Ul

(%¢L'1) durjodig uerdse) XA10
pue (%7) INH (%2) DF (%S°L)
[19US-1Jous0y (%S L) [IQOINUOXXE
(%S°T1) 0orNT (%8T)

UOIARYD) (%SL 0T) UEISYYEZES]

Jo orqnday ‘(%1 €) yousuer],

(%)
109foxd ayy sutof TIOSNT :L661 021N U (%,07) ZeSreunwzey]
pausis  (%ST) [1QONUOXXH ‘(%05) UOIAYD

S1 JuawaaISe JuawdooAap ploYy 1edK-O B i€66]  sostdwod (103e10do) (10140 HZISUD |,

(%01)
ze3reunwizey| pue (% ¢1) TIOMN'T
“(%81) uoIayD M (4oea %57 '67)

INA pue Hg muoumaoﬂo.OU sapnjour

pausis st ySd 1ea4-0f © 12661 Suneradp wndjone yeuedeyorrey]

juswdojarap
P11} 10J pauSIs SI 19BIUOD 18IK-GT © 19661
ploy joyuny (%60$) DAND PUe (%05) TIOMNT
udyou Jo juowdojoadp oy sutof TIOMNT :S661  Sopnjoul (10je1ddo) wnojondd resing,

wmrosuo) BISSIY

auredig uerdse) 7 ueisyyezey]

SPIeY
QA0YSAD[0I0]

pue ziISuo],

YeueSeyoeIey|

oy uesyyeZe]

S[TeIOp JoyMNJ

surowr], s1omIeq

uor3ai/oaforg




87

LUKOIL: patriotic cosmopolite

‘(d¢10T

JUBSIOWWOY ) 901 [eLdSeuew € Aejd
PINOd 31 210yM s)00fo1d ur pejsarojul d10UI
sem 11 asneddq 199foxd oy Y[ TIOMNT
*9)BSUOPUOD JO SOUUO}

UoI[[IW Z'() pue seS Jo sanow o1qnd UoI[[Iq
6°0 03 pajunowe uorponpoid ur oreys

S TIOSNT ‘90T Ul :9)BSUdPUOD JO SAUUO)
UOI[IW ()} Puk Ses Jo samou dIqnod
UOI[[LI} '] JO SOAIISAI [10} SSOXQW ()L

Jo sypdop Je pajedo] Sp[oly AJESUIPUOD Ser)

(JT10T uesOWWO)

SOAIISAI [BIOIOWILIOD OU PUNoj SurAey
‘BIqUIO[0)) AABI] 0} SAPIOAP TIOMN'T :T10T
SANIANOR

uonero[dxa ur paajoAut s3108 TIOMNT :200T

1Jousoy 03 d1eys 9%(0g SH SIS TIOXMNT :€10T
oess

%0 © (A wnposuod oyy surof TIOMNT 8002

sur3oq uononpoid [erorowod :900g

punoj are SOAIISAI [BIdIWIOD (1))

POUSIS SI VS 18OA-0f B 19661

(€007 reades| 1332N) uor[[Iq

€1 asn 10j pyT eas uerdse) 1somynog XHINI
asouede( 01 3eIs SI1 S[[AS TIOMNT *€00T

%01 Wim 3oafoxd oy sutof TIONNT +661

(99007 1SOWOPaA)
%0L Peyq TIOINT “103e1ado oy
se {jonadood yim diysioupred

yousoy

(%L9'9) DS PUE (%01) OJIN
(%01) TIOSNT (%01) AVOO0S
(%6°S1) seuondd “(%61) OVdL
(%€8'87) (101e10d0) 49

3}oo[g Iopuo)

wmrosuo)

[0 [euoneN

2o -yeys

fgssunt
-Seny)-uezy

©1qUI0j0)

B[ONZOUA A

uefieqiozy

S[rejop Joyun,

aurjoun,

smouued

uo13a1/100(01g




Russian oil companies in an evolving world

88

uoroonpoid A ugroero[dxg-xowog

[IIM JOBIJUOD 9OTAIOS € OJUI POIOJUD PUE JSII)UL
9%0S & parmboe Ainud yoed {A31oug VD

wolj T'd' V'S Uepliewly op e1d[oxod paimboe

[ende) yerey pue ‘ssurpjoy adomy TIOMNT

(%08) Td'V'S [ende)

390[q 2I10YSUO

Jo dImudA yutof & “ A g SUIP[OH Xown'T :G 10T Nere pue (%05) odomyg TIOMNNT uepneury
(r1oz
11SOWOPa A ) WLI0JAI ATIAUD S 0IIXIIN Id) B 0S
*(8L 107 IUBSIOWIWO]) OIIXSN op 03 Auedwod ug1a10J 18113 9y} ‘g29d Jutol uo SoNIAIOR
ur s309foxd a1oysyyo st Ayronrd s, TIOMNT  Xowod Ym juawaaide ue susis TIOMNNT :#10T xowdd pue TIOMNNT Jd299 utof OOTXOIN
S[1e1op JoyMNg qurpowL [, sIouIRg uorgainoafoig




&9

LUKOIL: patriotic cosmopolite

(102 1o1quiey) poyuswdfdur

oI soseyd 9o1Y) [[e UM SUU0) UOT[[TUI
7'%9 9q p[noo uononpoid [10 WnWIXe
'SQUU0) UoI[Iw ¢ sem uononpoid (10
T-BUINT] ISOA UL 21eYs S, TIONMNT ‘910T Ul
90(01d oy ur uory[Iq

S @SN dwos jsoaut 0} pouue|d sroujred
A, ‘10 JO SOUUO0) UOI[[Iq §'] JO SIAIISAI

SBY] 7-BUINY 1S9O ‘€L6] UI PAIOA0ISI]

proy wnajonad Jofew e Jo odussard

oy} Suruuod ‘[-npuy [[om uonero[dxa sy
oY) 159} A[nysseoons XHJNI PUe TIOMNT :L10T
Bunso) d1WSIdS AT :S1-+10T

va1e Jo0fo1d

Q) UI SUIW pue| SUIAOWI UO SN0 4 [—€ 10T
(Y10 YuesIoWWO) 300[q )

10J punod Sursudd| yunoJ oy uim sxouned 1710z
TTOT Ul Z-euany 1sap Jo aseyd

Pu0d9s aY} youne| 03 spuUl TIONNT -910C
ayess 811 Ino sAnq TONT H0oloxd

oy} woy smeIpypim (Joumbg mou) [103€)S 17107
(poyoadxo

u22q pey se sdijiygooouo)) jou) (zoumnbyg mou)
110381S M 10132503 303foad a1} Jo Juswdojaaap
oy} 10J Iopua) oy surm TIONMNT :600T

JoRIUOD

STIOMNT SAreuruio) [10 Jo Anstutjy teif :z00g
suonoues

N 03 anp p[oy a3 je jI10M 03 a[qeun TIONNT
pausts 0Z0T 03 dn VSd :L661

(%0t)
(ueder) XadNI “(%09) T10MNT

(8z10C

juesiowwoy) (%sz) Auedwo) 10
THON “(%$L) TIONNT pue Aueduo)
110 ynos 1bery wni.osuod jua.Liny)
(J600T NSOWOPAA) %ST 11

(toumby mou) [101B)S PUB %G/ €9
TIOMNT ‘%ST beay wniiosuod 6007
(%$°€)

youyzaqnIez (%g ¢) 1odurrourysejy
(%ST) 110 Jo Anstury theiy “(%¢°89)
TIONT SWn.L0su0d [purdli)

01 3o1d

Z-ewIny| 1S9

beip

S[rejop JoyLn

aurow],

smouned

uorgaioaforg




Russian oil companies in an evolving world

90

(9107

SIa) sooud 1o Suryey jo doipyoeq e jsurede
100loxd oy woxy smeIpyim TIONNT :910T
(L00T nsowopaA )

V 0] ¢ Je SBS JO SOAISAI [BIOIOWWIOD JO
A19A0081p 2 saounouue TIOMNT ‘L00T Ul
30019

Ay Jo Juowdo[oAdp Y 10J JudwdISe Jedk-()
& uS1S YV SN T PUB JUSWUIIAOS Ipnes oy,
V 00]¢ I 91esudpuoo pue ses Jo uononpoid

urseq wnojonod

pue uoneojdxo oY) J0J JOPUS) [EUOT)EUIONUT (%07) oowery 1pnes pue (%,08) TeH-TV qny
ue SuIm pue soysIjqelse Yvsi3NT -+00C TIOMNT :2mmuaA w0l YV SUNT ‘Vpolg - eiqely 1pneg
'SoUU0) ()OS O} Parunoue (%0S) UOISU)XT
uononpoud [10 Jo areys s, TIOMNT ‘910T Ul 1afoxd ayy surol TIONNT :600T wnajonad eMIeqy, (%0S) TIOMN'T INHIM
'SQUU0} ()00 (] | QWOS 0} pajunowe 309(01d o sutol TIOMNT :200T
uononpoud jo areys s, TIOMNT 910T Ul 'suels uononpoid 18661 WHIM
1S9 M -BATR[PIN 7 10T
HON eSOy :€10T
diq uwy :g10T
BIpEOIY :0[0T
1oyeAeD) pue epeN YHON :L00T
Ul PAIOAOOSIP
‘sauuo} )00 Z81 01 payunowre  sproyy 2anonpoid ATYSIH SINUIA J2H SBISIFA0 (%)
uononpoud [10 Jo areys s, TTOMNT ‘910T Ul Is1y )1 Jo duo 309foxd oy surol TIONMNT 15661 TIOMNT (%9L) (10re1ado) [NT eA1o[o 143
S[TeIop JoyMn g QurowI ], s1omIEq uor3o1100f01g




91

LUKOIL: patriotic cosmopolite

*soo11d 10 10y31y 103 Surdoy

‘Korjod 2as-pue-jrem, e sydope TIOMNNT 100f0xd
‘paynuapr are sarmjonns Jursiword 1afoxd oy surol TIOMNT #1007 (%81) TIOMNT (%S57) DNO “(%0€) 1o1em-doap
[BIOADS PUE ‘PAIOAODSIP SI P[OIj ONISN AUJ,  PaANssI sI 300[q Y} 10J 90uddI] Judwdo]oAd( (6007 DdANN ‘(%L 7) (1orerado) uoiaay) ov1-TINO eLRSIN
(%07) S2INQIL0IPAH SOp
SRUONEN] 9191008 UOOISWE)) A} puL JREIINGE
'sootid [10 1aySry 10y Surdoy 1afoxd ayy surol TIOMNT #10T (%02) PYT 1TOMNE (%0€) TIOMNT 1o1em-doap
‘Korjod 0as-pue-jrem, e sydope TIOSNT pausdis vSd :800C ‘04,0€ Yim (101e10d0) PIT 98y MON opung uooIwe)
*soo11d 10 10y31y 103 Surdoy
‘Korjod 2as-pue-jrem, e sydope TIOMNNT 3001q Iorem-dosp
O01q oY UM SIutod @Iy L,
PAIOAOISIP SP[OL] UOQILIOIPAY UOAIS 300(01d o sutol TIOMNT :#10T adep/oue], eURYD
(99107 uesIouwro)
100foxd oy woxy SMEIPYIM TIONNT :910T (ez10T
(9%17) onuepyued uedLIdWY JUBSIOUWILIOY])
pue (9%0¢) ojueiQ ueLdSiN are syuedonted oy 3[00[q 2IOYS}JO
s10yesddo ayy se 30afoxd oy sutof TIONMNT :110T (%6¥) T10MNT 11-6-18
3001q uopeIodxa
A310uq uewsie], (%S2) 210Yys}jo
wolj ayels 9,6  saseyoind TIOMNT 2107 TIOMNT ‘(101erado) AS1oug uewsije], 01-d4-1S QUO9T BLIOIS
(P900T nsowopa ) eoumn
soo1id 10 mof 03 anp no sjnd TOMNT :910T Jo 3o “o|q
*SOAIDSI JUBDIJIUSIS OU PUNOJ INQ UOI[[TW VSd e 197em-doop
008 dS( Moqe paysoAll pey TIOMNNT ur IS %¢9 & sAnq seasoAQ TI0MNT :900T (%€9) TIOMNT SOTID  SHOALP 230D
S[TeIOp JoyMNJ Qurpow [, sTouMe uor3ai100f01g




Russian oil companies in an evolving world

92

00[q JUAPLILL,
ut [[oM pary oy [up 01 suerd TOMNT L10T
}90[q erposdey] woly sMerpyim T[ONN'T

1910Z PIoY BIIT J9A09sIp s1ouped (G107 (%01) ZESwWoY ueIUEWOY ¥00[q erposdey
$Y90[q uapLLL pur Bposdey pue (%81) onuEnyued ‘s1afoxd  edg Yor[g Yoolq
dojoAap 01 1ySLr oy sutm TIOMNT :110T oq ur (%gL) (1ore1edo) TIOMNT — 2I0YSHJO JUIPLLL, BIUBWIOY
(e¢107 uesIowwoy]) 3o2foxd ayy
JO SOTou099 oY) IM paysnessIp st TIONNT
pue ‘[rews a)inb sieadde pjay se g, y00[q ©400)
WOl SUIMPBIPUIA SI9PISUCd TIONNTI10T  wmojonag sy pue (%) Afsoug (LiogiL
(PETOTIUESIOWWON)  amg (9407) wosIPY “(%07) TIONNT ¥ H/0S1L SO
PAISAO0ISIP SI P[aIJ SBF Ioull B :G1()T ‘040 UMM (10je10d0) ABMION om3) 80 1d
jo1d Sursudor] surm TIOMNT :€10T urpun are sjuedionied 30afo1g jo1d Sursudory
(6/1Z€L pue
8/1TEL 2019
907 A310U7 YHON  0M]) BIS Ssjudregqg
puno 3uisuaoy| PUE %0¢ Sey TIOMNT ‘103erado P ul61L 1d
Puo02ds-Ajuom} oy ur surm TIOMNT €102 SI 940G M SIOINOSIY BOLIUI)) jo1d Sursuoory KemIoN
(artoz
JuesIOWWOY) V'S AS10U7g pend) woij }20[q Ay}
ur oyeIs 9,06 € sAnq seas1oAQ TIOMNT :110T SeasIoAQ TIOMNT  ¢-ydnoif rouepy WeuwIA
S[1e1op JoU1N,{ aurjowl], sIouleq uo13a1/109(01g




LUKOIL: patriotic cosmopolite 93

NOTE

1. Thelmilorsko-Istochniy licensing area includes Imilorskoye, Zapadno-Imilorskoye
and Istochnoye fields and is located in the Surgut region of Khanty-Mansi
Autonomous District. In 2014, LUKOIL launched Imilorskoye field, one of the
largest new fields of Western Siberia.
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4. Gazprom Neft: reformed rake

Gazprom Neft is the oil arm of Gazprom, which is the world’s largest gas
company by any measure. Gazprom Neft was created on the basis of the
oil company Sibneft, which was owned by the Russian oligarch Roman
Abramovich, who sold it to Gazprom for a handsome price. The acquisition
of Sibneft facilitated Gazprom’s foray into the oil industry. A key question is
whether the former Sibneft has managed to retain its unique identity, culture
and strategy or has come to function more like a department of Gazprom.

Although Gazprom Neft is now a Gazprom subsidiary, it is also a major
corporation in its own right and the country’s third-largest oil producer and
third-largest oil refiner. It is also the only company that produces significant
amounts of oil on Russia’s Arctic continental shelf, from the Prirazlomnoye
field in the Pechora Sea.

With 95.68% of the shares, Gazprom fully controls Gazprom Neft; the
remaining shares are traded on the open market (Gazprom Neft 2017c).
Gazprom Neft’s headquarters are in Saint Petersburg, the city to which
Gazprom proper is also moving from Moscow.

The general directorship of Sibneft and then Gazprom Neft has been fluid.
Abramovich was unwilling to take up the post of general director of Sibneft,
although he ran the company to all intents and purposes. Sibneft had three
different general directors in its first five years from 1995 to 2000; then the
directorship changed twice again after Gazprom acquired Sibneft in 2005.

In 2017, Gazprom Neft surpassed Surgutneftegas and for the first time
became the third-largest oil producer in Russia (Gazprom Neft 2017a). In
2018, its production of hydrocarbons increased by 3.5% from the 2017 level
to 92.9 million tonnes of oil equivalent. Taking into account Gazprom Neft’s
shares in joint ventures, as of December 2018 its total reserves of hydrocar-
bons under the international 2P category (proved+probable) amounted to 2.84
billion tonnes of oil equivalent (Gazprom Neft 2018r).

Gazprom Neft oversees over 70 oil-producing, refining and marketing
organizations in Russia, the former Soviet Union and other countries. It holds
50% stakes in several affiliated companies, namely Slavneft, Tomskneft,
Salym Petroleum Development, Messoyakhaneftegaz, Northgaz and
SeverEnergiya (Gazprom Neft 2017b). Its upstream operations are concen-
trated in Khanty-Mansi and Yamal-Nenets Autonomous Districts and Tomsk,
Omsk and Orenburg regions. Its main refining facilities are located in Moscow,
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Omsk, Yaroslavl, Belarus and Serbia. Gazprom Neft conducts exploration and
production activities in Angola, Bosnia and Herzegovina, Hungary, Iraq,
Romania, Serbia and Venezuela. Its network of fuel stations comprises 1859
units in Russia, the Commonwealth of Independent States (CIS) and Europe.

CORPORATE HISTORY
The 1990s: The Oligarchs’ Playground

Sibneft was founded by special Presidential Decree 872 of 24 August 1995,
on the basis of some of Rosneft’s most precious assets. This contrasts with
other Russian oil companies, which were established by standard government
orders. At the time, Sibneft included Noyabrskneftegaz, the 22-million-tonne
oil producer located in the Yamal-Nenets Autonomous District, the Omsk
refinery, one of the largest and most modern in Russia, and the exploration
company Noyabrskgeofisika and Omsknefteprodukt, an oil product distribu-
tion company. Investment analysts commented at the time that ‘Sibneft has
only four subsidiaries, but they are all top class’ (Salomon Brothers 1996,
p. 86).

Noyabrskneftegaz was, in effect, one of the youngest oil producers in
Western Siberia, with a relatively low water-cut in its reservoirs, low field
depletion rates and a high daily output from its wells. In the mid-1990s, despite
financial difficulties, Noyabrskneftegaz was the only Russian oil company
that managed to replace its reserves through exploration drilling. Moreover,
Noyabrskneftegaz was fortunate to have reserves of sweet and light oil, which
could be supplied as Siberian Light blend and guaranteed high-quality refined
products (TRINFICO 1996).

The creation of Sibneft involved a scandal. Setting up the company required
the support of two powerful businessmen who controlled key assets, Victor
Gorodilov, the General Director of Noyabrskneftegaz, and Ivan Litskevich,
who was the General Director of the Omsk refinery and a well-known advocate
of the interests of the Omsk region. While Gorodilov supported the establish-
ment of Sibneft, Litskevich opposed it. Decree 872 was signed only days after
Ivan Litskevich had drowned while swimming in a river (TRINFICO 1996).

In 1995, Victor Gorodilov became the first General Director of Sibneft.
Gorodilov was replaced in 1997 by Andrei Blokh, who had previously
worked as the Deputy Director of Ecogazmotor and Deputy General Director
of Petroltrans (two small, low-profile companies). Gorodilov’s son Andrei
Gorodilov continued to work in Sibneft for several years. Blokh was replaced
two years later by Evgeniy Shvidler, a long-time business acquaintance of
Abramovich and his partner in the oil-trading venture Runicom. Shvidler had
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joined Sibneft at the outset as Senior Vice President. He served as General
Director until Sibneft’s acquisition by Gazprom in 2005 (Knyazev 2010).

Sibneft has a murky past, and its history is closely connected with two of
the most famous oligarchs of the post-Soviet period: Boris Berezovskiy and
Roman Abramovich (Lysova 2005). The ‘trial of the century’ in the High
Court of London in 2011 (see below) threw new light on what happened in
the 1990s. It confirmed that Sibneft was bought under a corrupt scheme, as
was the case with most Russian business in the 1990s. Boris Berezovskiy filed
a lawsuit against Roman Abramovich in 2007 demanding USD 5.5 billion in
compensation for damages that he claimed he suffered when he sold his stakes
in Sibneft and Rusal, allegedly below the market value and under pressure
and threats from Roman Abramovich. During the trial, it was revealed that in
1995 Boris Berezovskiy had convinced Boris Yeltsin to establish Sibneft and
privatize it in such a way that Roman Abramovich would end up owning the
company. Some experts suggest that Sibneft was expected to sponsor the ORT
TV channel that Berezovskiy controlled then and that would have supported
Yeltsin during the 1996 presidential elections (Zanina 2011).

In fact, Yeltsin ensured that Sibneft was privatized in phases; the bulk
of the government stake was sold through the loans-for-shares auction. In
December 1995, Neftyanaya Finansovaya Kompaniya (NFK), controlled by
Boris Berezovskiy and Roman Abramovich, bought a 51% stake in Sibneft
that was held by the government, paying USD 100 million (Neft i kapital
2004a). In January 1996, another block of shares (14.28%) was auctioned off,
and it was understood that NFK was again the buyer (Rozhkova and Reznik
2009). In September and October 1996, 19% and 15% were sold at investment
tenders for USD 45 million and USD 35.5 million, respectively. Finally, in
December 1996, a 0.72% stake was sold at an auction. All these stakes were
acquired by companies controlled by Abramovich and Berezovskiy (Rozhkova
and Reznik 2009).

Ultimately, the Abramovich-Berezovskiy team gained control of 90% of
Sibneft. However, the ownership structure of Sibneft was never transpar-
ent. When Sibneft was privatized, Abramovich was not even mentioned:
Berezovskiy was considered to be the buyer of the company. It was only in
December 1999 that Abramovich admitted in an interview with the business
newspaper Vedomosti that he was the co-owner of Sibneft (Rozhkova and
Reznik 2009). In 2011, Abramovich stated in the High Court of London that
the rumours that Berezovskiy was a shareholder of Sibneft actually helped
the company, given the political influence of Boris Berezovskiy at the time
(Forbes 2011). Ultimately Abramovich won the lawsuit in London.

At the very beginning, in a foretaste of things to come much later, Sibneft
was linked to Gazprom. In December 1996, Rem Vyakhirev, Head of the gas
monopoly, was appointed chairman of Sibneft’s board of directors; however,
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in September 1997, he declined re-election to the board because of his heavy
workload at Gazprom (Neftegaz 1999).

Sibneft made its first attempt to merge with YUKOS in 1998; however, the
resulting Yuksi ‘super-company’ existed for only six months. Experts widely
blamed the psychological incompatibility of the individuals behind the two
corporations (Berezovskiy, Abramovich and Mikhail Khodorkovskiy) for the
failure of the merger (Neft i kapital 2004b).

In the second half of the 1990s, Sibneft was considered to be the most likely
candidate to purchase Rosneft, which was slated for privatization (see the
chapter on Rosneft). However, Sibneft’s ambitions did not materialize, mainly
because the privatization of Rosneft was postponed indefinitely.

In 1998, Sibneft was the third Russian oil company after LUKOIL and
Surgutneftegas to consolidate shares as it began to swap shares in its subsidi-
aries for shares of the Sibneft holding. Sibneft used a unique approach to these
share swaps: instead of the usually complicated process, the holding simply
wrote letters to the shareholders of Noyabrskneftegaz and Noyabrskgeofizika
offering to exchange shares with them. Analysts subsequently concluded that
the proposed swap ratios were fair and justified (Savushkin 1998).

Sibneft was the first Russian oil company to issue Eurobonds (in September
1997, these were worth USD 150 million). It was also the first to publish con-
solidated financial statements under generally accepted accounting principles
(GAAP) and conduct an international reserve audit (Neft i kapital 2004c).
In 1997, the trade of Sibneft’s shares began in the Russian Trading System
(RTS), and in 1999, the company issued Level-I American depository receipts
(ADRs), which were traded in the United States as well as on the Berlin and
Frankfurt stock exchanges.

In the late 1990s, Elf Aquitaine sought to buy 5% of Yuksi; however, after
the collapse of Yuksi, negotiations shifted to the purchase of some 12% of
Sibneft. However, in September 1998, as the financial crisis hit and the oil
price plummeted, EIf Aquitaine abandoned all its plans (Vinogradov 1998).

2000-05: The Rake’s Progress

In the early 2000s, during the prolonged period of rising oil prices, Sibneft and
YUKOS drove crude production growth in Russia. Sibneft was the favourite
of investors because of its record high growth rates combined with low capital
and operating costs. In 2001, its oil output grew by 20%, and in 2002 and
2003, it increased by 27% and 19%, respectively, while its lifting costs were
only USD 1.7-1.8 per barrel (cf. USD 2.8-3 for LUKOIL and Tyumen Oil
Company (TNK)). Sibneft was fortunate to have excellent reserves, particu-
larly in terms of the high average daily output of wells (Figure 4.1). At the
same time, its share of idle wells was over 50% in 2002.
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Both Sibneft and YUKOS intensified production through the aggressive
use of hydrofracking' and horizontal drilling, which they performed with the
help of Schlumberger and Halliburton. Sibneft and YUKOS made significant
investments in production, which were recouped through the rapid growth of
oil output. Similarly to YUKOS, Sibneft introduced a new strategy focused
on maximizing the current profitability of oil extraction with the ultimate goal
of increasing the market value of the company (Neft i kapital 2004d). Sibneft
and YUKOS were both strongly criticized for having applied enhanced oil
recovery methods at the early stages of field development and for skimming
the oilfields, since these approaches could allegedly damage reservoirs in the
long term (Neft i kapital 2004d).

30 4

25 4 Sibneft

20 A

LUKOIL

— Rosneft

Tatneft
------------------------------------------------ Bashneft

2000 2001 2002 2003

Figure 4.1 Average daily output of operating wells of companies
(tonnes/day), 2000-03

Note: Rosneft (2003) without Severnaya Neft.
Source: Neft i kapital (2004d).

Other factors in Sibneft’s growth included the commissioning of the major
field Sugmutskoye in the Noyabrsk area of Yamal-Nenets Autonomous
District in 2000 as well as the acquisitions that expanded the geography of
its operations. In 2001, Sibneft and Chukotka Trading Company established
Sibneft-Chukotka on a 50:50 basis. Chukotka Trading Company contrib-
uted to the authorized capital licences for the development of several fields
(Lagunnoye, Telekaiskoye and Zapadno-Ozernoye). In 2004, Sibneft pro-
duced the first oil in Chukotka (Neft, gaz i fondovyy rynok 2008).
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In December 2002, Sibneft bought 10.83% of Slavneft from Belarus for
USD 207 million. Soon afterwards, an auction was held for the 74.95% of
Slavneft owned by the Russian state. The winner was Investoil, created by
Sibneft and TNK on a 50:50 basis. They paid USD 1.86 billion. A further
12.98% of Slavneft was already held by a trust company controlled by Sibneft
and TNK (Neft, gaz i fondovyy rynok 2008). The new owners wanted to divide
Slavneft; however, as they could not reach an agreement on the division or on
whether one of the partners should buy out the other, they decided to divide
Slavneft’s oil, petroleum products and financial flows (Egorova 2006a).

During the early 2000s, Sibneft greatly strengthened its marketing arm
mainly because it was considered a weakness that it had Omsknefteproduct
as its sole petroleum product distributor. Thus, in 2000, Sibneft purchased
a controlling interest in two product distribution companies in the Ural region,
which enabled it to establish a strong foothold there. In 2001, it bought 78.4%
of Tyumennefteproduct from TNK. In 2002 and 2003, Sibneft established oil
product distribution subsidiaries in Krasnoyarsk and Saint Petersburg in order
to develop its marketing networks in those regions (Neft, gaz i fondovyy rynok
2008).

During the 2000s, Sibneft fully demonstrated its traditional ability to
turn conflicts over asset acquisition to its advantage. When ONACO — an
8-million-tonne-per-annum producer based in Orenburg — was to be privatized
in 2000, a serious dispute arose between Sibneft and TNK over its assets.
Sibneft joined forces with YUKOS and Stroitransgaz and began leading the
alliance. It also bought 38% of ONACO’s subsidiary, Orenburgneft, from
YUKOS for USD 430 million in 2000. The starting price of the 85% state
stake in ONACO was USD 425 million. During a lengthy round of bidding,
the Sibneft-YUKOS-Stroitransgaz alliance offered USD 1 billion. TNK bid an
additional USD 80 million and won. However, TNK was unhappy that Sibneft
held 38% of Orenburgneft and began to negotiate with its rival to convince
it to either sell or swap this stake. No agreement was reached until spring
2003 when Sibneft sold 38% of Orenburgneft and 1% of ONACO (which it
had bought on the secondary market) to TNK for USD 825 million. By doing
this, Sibneft made an impressive profit in a short space of time (Neft i kapital
2004e).

In the early 2000s, Sibneft consistently optimized tax payments through
various schemes, resulting in one of the lowest profit tax rates in the sector.
For instance, according to Sibneft’s US GAAP statements, in 2003, it only
paid 7% tax compared to the official Russian business rate of 35%. In February
2004, during the YUKOS case, the Ministry of Taxes and Duties made fiscal
claims for the period 2000-01 against Sibneft amounting to USD 1 billion.
The company reached a compromise by paying some USD 300 million to
the state (NEWSru 2004). However, while saving on taxes, Sibneft always
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remained generous to its shareholders. In 2001, it paid over USD 1 billion in
dividends, and in 2001, it paid USD 1 billion. In 2003, it paid no dividends
because of its split from YUKOS; however, in 2004, the dividend payments
amounted to USD 2.3 billion (Borisov 2005). According to some analysts, the
shareholders pumped money out of Sibneft on the eve of its sale to Gazprom
in 2005 (Egorova 2006b).

Sibneft has been involved in several high-profile corporate disputes, with
the most infamous one being over the control of the Moscow refinery. In
2001, the Moscow city authorities had merged the refinery with Cyprus-based
Sibir Energy, which was established by Shalva Chigirinskiy and his partner
Igor Kesayev to create a vertically integrated company — the Moscow Oil
and Gas Company (69% Moscow authorities; 31% Sibir Energy). Sibneft
bought a block of the refinery shares from LUKOIL in 2001 (see the chapter
on LUKOIL). In 2002, Sibneft and Tatneft, a fellow shareholder, launched
a corporate war against the Moscow city authorities and Sibir Energy for the
control of the assets. During the corporate hostilities, which lasted six years,
the parties established parallel managing bodies and blocked oil deliveries
to the refinery through court decisions. When Gazprom took over Sibneft in
2005, it sought to resolve the issue. However, in June 2006, representatives of
Gazprom Neft were not admitted to the annual general meeting of the Moscow
refinery, supposedly because of some technicalities related to the letter of
authorization (Reznik and Tutushkin 2006). In 2007, peaceful negotiations
began and in 2008 the shareholders agreed on the joint management of the
refinery. The parties to the conflict signed a memorandum on cooperation
pledging that they would manage the refinery on a parity basis; henceforth,
representatives of Gazprom Neft joined the managing board of the Moscow
refinery (Tutushkin 2008a).

Another controversy, also with Sibir Energy, broke out over Sibneft-Yugra,
which had been established in 2000 on a 50:50 basis by Sibir Energy and
Sibneft. Sibir Energy contributed 99.34% of Yugraneft to the joint venture,
including its three oilfields in Khanty-Mansi Autonomous District. Sibneft
became the operator of the joint venture with the obligation to provide funds
for the development of the fields. In 2004, Sibir Energy’s management discov-
ered that Sibneft had diluted the stake of Sibir Energy in Sibneft-Yugra from
50% to 1% through two additional issues of shares approved at shareholder
meetings. Sibir Energy stated that its stake in Yugraneft had been diluted
without its permission and began to fight for the return of the asset. For its part,
Sibneft claimed that all transactions had the approval of Sibir Energy’s main
shareholders (Tutushkin 2005). The court battles between Sibneft and Sibir
Energy went on for a long time without a clear result (Reznik and Derbilova
2005a).



106 Russian oil companies in an evolving world

Yet another scandal with far-reaching political implications surrounded the
second merger attempt of Sibneft and YUKOS in spring 2003. The result-
ing company would have been Russia’s largest in terms of oil production
and reserves and the world’s second-largest private oil producer. Neither
company denied that a significant stake in the new venture would eventually
be offered to a foreign investor (Lenta.ru 2003). It was expected that Mikhail
Khodorkovskiy would lead the company, while Evgeniy Schvidler would be
the chairman of the board of directors. The representatives from YUKOS and
Sibneft indicated that they had received political approval for the transaction
(Landes and Nagaria 2003). By October 2003, YUKOS had obtained some
92% of Sibneft’s shares, providing in return USD 3 billion and 26% of its own
shares. However, soon after the deal was closed, Mikhail Khodorkovskiy was
arrested. Millhouse Capital — a UK-registered company, established in 2001 to
manage Roman Abramovich’s assets and led by Evgeniy Shvidler — demanded
the termination of the transaction. After lengthy court battles, Millhouse recov-
ered 57.5% of Sibneft’s shares in October 2004 and another 14.5% in July
2005. By September 2004, YUKOS learned that Abramovich did not intend to
return the USD 3 billion and decided to initiate a lawsuit against Millhouse in
the London Court of International Arbitration. In 2006, YUKOS was declared
bankrupt by the government, and its bankruptcy manager, appointed by the
Russian government, reached an amicable settlement with Millhouse concern-
ing this lawsuit (Surzhenko and Reznik 2006).

2005 to the Present: Reform of the Rake, Life under Gazprom’s Tutelage

A new stage in the life of Sibneft began after it was acquired by Gazprom. In
September 2005, Gazprom and Millhouse Capital signed an agreement on the
purchase of 72.6% of Sibneft for USD 13 billion. Earlier, Gazprom had bought
3.016% of the company that was held by Gazprombank (RBC 2005), culmi-
nating in a 75.6% share. YUKOS owned 20% of the company, and this block
was acquired along with its other assets (Derbilova 2005).

Alexander Ryazanov, the deputy chairman of Gazprom’s managing board,
was appointed Sibneft’s Head, replacing Evgeniy Shvidler (Reznik and
Derbilova 2005b). Ryazanov admitted in an interview with Vedomosti that
Gazprom had overpaid for Sibneft, allowing its former shareholders to skim
the cream off the transaction (Reznik 2006¢). German Gref, who was a member
of Gazprom’s board of directors at the time, was categorically against the deal
because he was sure that the purchase price was inflated. Ultimately, however,
he gave in and Abramovich became the richest Russian in 2005, according to
Forbes (Rozhkova and Reznik 2009).

Gazprom soon discovered that its new asset had unexpected flaws. First,
its reserves turned out to be smaller than anticipated. Petroleum consultants
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De Golyer & MacNaughton concluded that by the end of 2005, Sibneft’s total
liquid reserves had decreased by 17%, while proved and producing reserves
had declined by 46% (as compared to the results of an audit by Miller and
Lents at the beginning of 2005). However, by 2006, proved and producing gas
reserves had subsequently doubled (Reznik 2006d). Second, in 2005, Sibneft’s
oil production decreased for the first time in many years from 34 million
tonnes per annum to 33 million tonnes per annum (Neftegazovaya vertikal
2006a). In 2006, it was expected that given the current level of investments,
by 2010 its oil output could shrink to around 17 million tonnes (without taking
into account Sibneft-Yugra and Sibneft’s stake in Slavneft). Valeriy Nesterov,
from the private investment bank Troika Dialog, concluded that the former
owners had artificially inflated the company’s value before its sale. Other
analysts noted that Sibneft conducted the exploration and development of new
fields without due care and attention and that the extraordinary rates of produc-
tion growth achieved through aggressive hydrofracking were unsustainable. At
the same time, Sibneft’s extraction costs rose to USD 2.44 per barrel and were
expected to continue growing (Reznik 2006a). They reached a record high
level of USD 5.86 per barrel in 2008, making Sibneft’s extraction costs some
of the highest among Russian oil companies (Mazneva 2010a).

On 29 March 2006, Sibneft’s board of directors decided to rename the
company Gazprom Neft, and they re-registered it in Saint Petersburg (Reznik
and Temkin 2006). Gazprom could not decide for a whole year what to do
with its new asset. The monopoly’s leading figures had divergent views on
whether to leave the oil subsidiary as an independent company or incorporate
it fully into the structure of Gazprom (Reznik 2006b). In September 2006,
they decided that Gazprom Neft should remain a separate business unit within
Gazprom, responsible for the development of its oilfields and the oil fringes of
its gas fields (Tutushkin 2007).

In November 2006, Alexander Ryazanov was unexpectedly dismissed from
his positions both in Gazprom and Gazprom Neft, despite his achievements
as the Director of Gazprom Neft. Under his leadership, the company had
stabilized oil production through large investments. Ryazanov had arranged
for smaller dividends to be paid to shareholders and had allocated more funds
for development. He insisted on transferring the Prirazlomnoye oilfield in the
Pechora Sea from a Gazprom subsidiary to Gazprom Neft and arranged for
the produced oil to be exported via an oil trader rather than Gazpromexport.
Ryazanov’s efforts to increase Gazprom Neft’s independence might have
annoyed two influential deputy chairmen of Gazprom: Alexander Medvedev,
who insisted on Gazprom having a single export channel for all its production,
and Alexander Ananenkov, who lobbied for the complete integration of the
company into Gazprom’s structure. Also, Ryazanov promoted Gazprom’s
purchase of a 20% stake of Sibneft from YUKOS. However, Rosneft coveted
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this 20% stake. Some experts believed that Ryazanov might have thus become
a headache for the chairman of Rosneft’s board of directors Igor Sechin
(Neftegazovaya vertikal 2006b).

Alexander Dyukov, the President of petrochemicals company Sibur Holding
and an old-time acquaintance of the chairman of Gazprom’s management
committee Alexei Miller, was appointed CEO of Gazprom Neft, replacing
Ryazanov (Malkova and Reznik 2006). In April 2007, during the sale of
YUKOS assets, the joint venture Enineftegaz, established by Gazprom, ENI
and Enel, bought 20% of Gazprom Neft and some gas subsidiaries of YUKOS
(Mazneva 2007).

Another scandal erupted during the sale of YUKOS’ oil assets, which mostly
concerned Rosneft (see the chapter on Rosneft). In May 2007, a Rosneft sub-
sidiary bought several assets from YUKOS, including Tomskneft. Rosneft then
announced that it would sell a 50% stake in Tomskneft to Vnesheconombank
(reportedly working on behalf of Gazprom Neft). When Rosneft stated that the
deal was closed, Vnesheconombank denied this (Petrachkova and Derbilova
2007). However, the scandal was hushed up, and in December 2007, Gazprom
Neft directly acquired half of Tomskneft for USD 3.6 billion (Malkova and
Mazneva 2007).

In the best traditions of Sibneft, Gazprom Neft continued to grow through
acquisitions. In 2009, in fierce competition with TNK-BP, Gazprom Neft
bought 16% of Sibir Energy, which permitted Gazprom Neft to consolidate
52% of the Moscow refinery indirectly. Gazprom Neft was also interested in
Sibir Energy’s participation in the Salym Petroleum Development — a joint
venture with Shell created in 1996, which produced some 8 million tonnes
of oil per annum (Baraulina et al. 2009). Gradually, Gazprom Neft increased
its share in Sibir Energy to 80.37%, having spent USD 2.4 billion in total for
this acquisition (Mazneva 2010b). In February 2011, the ten-year dispute
over Sibir Energy and the Moscow refinery (see above) eventually ended, and
Gazprom Neft became the sole owner of Sibir Energy (Mazneva 2011).

In February 2010, Gazprom Neft bought STS-Service, an oil production
subsidiary of the Swedish Malka Oil, which operated in the Tomsk region.
In January 2011, Gazprom Neft and TNK-BP bought the Messoyakha
project from Slavneft and established a 50:50 joint venture — Messoyakha
Neftegaz — to develop the Messoyakha group of fields in northern Yamal,
with Gazprom Neft as the project operator (Gavshina 2011). In 2011,
Gazprom Neft created a new cluster of liquid hydrocarbons production under
Gazprom Neft-Orenburg, which was developing oil reserves in the eastern
part of the Orenburg oil, gas and condensate field. It also received licences
for the Tsarichanskaya and Kapitonovskaya group of fields located close to
the Orenburg field. As a result, between 2011 and 2017, Gazprom Neft’s
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production in the Orenburg region grew from 0.4 to 4.8 million tonnes of oil
equivalent (Gazprom Neft 20180).

During the same period, in addition to the acquisitions, Gazprom Neft
brought on stream several important assets. For example, in 2012, the first
phase of the Samburgskoye oil, gas and condensate field was commissioned.
This field belongs to the Russian-Italian SeverEnergiya in which Gazprom
Neft holds a 25% stake. In December 2013, Gazprom Neft — as the opera-
tor of the Prirazlomnoye field in the Pechora Sea — produced Russia’s first
Arctic offshore oil. To date, it continues to be the only Russian oil company
that actually produces hydrocarbons offshore in the Russian Arctic. In 2015,
the millionth tonne of Arctic Oil (known as ARCO) was extracted from the
Prirazlomnoye field. The development of Prirazlomnoye is connected with
much publicized Greenpeace protests in 2012 and 2013. Activists boarded
the Prirazlomnaya platform on both occasions, protesting the extraction of oil
in Arctic waters, claiming it to be environmentally unsafe and economically
unfeasible (Greenpeace 2013).

In 2010, Gazprom transferred the licence for the Novoportovskoye oil, gas
and condensate field, the largest in Yamal, to Gazprom Neft, and its subsidiary
Gazprom Neft-Yamal became the operator of the Novy Port project. In 2014,
development drilling started in the field. Gazprom Neft produced 2.5 million
tonnes of crude in 2016 from Novoportovskoye and 5.95 million tonnes in
2017. The field is expected to yield 8 million tonnes of oil equivalent at its
peak (Gazprom Neft 2019). Analysts warned that the Novoportovskoye field
might be one of the first victims of Western sanctions, but Gazprom Neft
managed to commission it nonetheless (Neftegazovaya vertikal 2015). The
field is located about 700 kilometres from the existing (onshore) pipelines, and
Gazprom Neft decided to transport Novy Port oil via the Polar Seas instead,
delivering it through the Vorota Arktiki (Gates of the Arctic) offshore oil
terminal (Fadeeva 2016b; Gazprom Neft 2018a). According to Gazprom Neft,
zero discharge technology is used at the Vorota Arktiki terminal, which is fully
automated and managed from the shore (Gazprom Neft 2016a).

In 2017, Gazprom Neft produced 62.3 million tonnes of oil, 4.3% more than
2016, thus becoming the third-largest oil producer in Russia. This growth was
largely attributed to its new Arctic projects (Novy Port, East Messoyakha and
Prirazlomnoye).

Like Sibneft in the 1990s, Gazprom Neft remained a trailblazer in the
Russian oil sector. For example, the company requested the Ministry of Energy
to include Novy Port on the list of projects subject to a new experimental tax
on additional income that the Ministry had proposed to replace export duties
and partially replace the mineral extraction tax. If successful, Gazprom Neft
would become the first Russian oil company to transfer a major new project to
this experimental tax regime (Kozlov 2018a).
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Gazprom Neft also tried, albeit with limited success, to establish joint
ventures with Western companies. In addition to its long-term cooperation
with Shell on the Salym Petroleum Development, it formed a 50:50 joint
venture with Repsol in July 2017 to develop assets in the Kondinskiy region of
Khanty-Mansi Autonomous District (Gazprom Neft 2017d).

Western sanctions have forced Gazprom Neft to look for partners elsewhere,
namely in the Middle East. Thus, in December 2017, Gazprom Neft signed an
agreement to sell 49% of Gazprom Neft-Vostok (East) for USD 325 million
to the United Arab Emirates’ Mubadala Investment Company and the Russian
direct investment fund RFPI. Gazprom Neft-Vostok is developing a group of
mature fields in the Tomsk and Omsk regions (Kozlov 2018b).

Like Sibneft, Gazprom Neft remained investors’ favourite as the
fastest-growing oil company in Russia with an expansive portfolio of new
projects, which enjoyed tax benefits and had a strong management team. The
only disadvantage was its minimal free float, the small proportion of its shares
traded in the open market (Fadeeva 2016a).

COMPANY PROFILE
Production Strategy

Strategically, Gazprom Neft aims to adapt swiftly to external challenges. In
the upstream segment, it focuses on cost control, optimization of the devel-
opment of mature fields, import substitution, development of new technol-
ogies to raise oil recovery ratio, commissioning of hard-to-recover reserves,
implementation of major onshore (Novy Port and Messoyakha) and offshore
projects (Prirazlomnoye) and improving its competencies for working with
non-conventional resources (Gazprom Neft 2018b).

In 2013, the company’s board of directors approved a new 2025 strategy.
The document extends the previous strategy, taking into account the changing
conditions in the sector and the world economy. The key strategic objective
of Gazprom Neft up to 2025 is to increase shareholder value through the
efficient use of its resource potential and fuller commissioning of oil reserves,
developing new sources of growth and maximizing the return on investments
in new projects. It expects to achieve hydrocarbon production levels of 100
million tonnes of oil equivalent by 2020 as well as refining 40 million tonnes
per annum of oil in Russia (Gazprom Neft 2017c). In late 2018, the board of
directors of Gazprom Neft approved a new 2030 strategy that took into account
changes that occurred in 2014, mainly lower oil prices and sanctions, as well
as stricter global environmental standards and technological progress. The new
strategy envisages that Gazprom Neft will remain among the world’s top ten
publicly traded oil companies in terms of oil production (Interfax 2019).
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Gazprom Neft’s production strategy has two main components. The first
component is to enhance its technological potential in partnership with
companies such as Schlumberger, Halliburton and Shell. Under the strategy,
Gazprom Neft aims to increase its oil recovery ratio from 30-35% to 55% by
2025 (Kozlov 2016). Gazprom Neft has already been successful in demonstrat-
ing quite impressive results in applying state-of-the-art technology to extract
conventional reserves. It is one of the few companies in Russia that draw on
chemical methods for enhancing oil recovery in mature fields (Gazprom Neft
2018b). In 2017, Gazprom Neft performed 30-stage hydrofracking in the
Yuzhno-Priobskoye field in Khanty-Mansi Autonomous District, the first ever
such operation in Russia (Gazprom Neft 2018b). In May 2018, Gazprom Neft
signed an agreement with petroleum consultants DeGolyer & MacNaughton
(with whom it had been cooperating for ten years) on the choice and appli-
cation of innovative technologies for enhancing the oil recovery ratio of the
Southern licensing territory of the Priobskoye field. It is expected that the oil
recovery ratio there could increase by 5-6% (Gazprom Neft 2018c).

The second component of Gazprom Neft’s production strategy involves
commissioning new fields. This includes Prirazlomnoye on the Arctic conti-
nental shelf, the onshore Novy Port and Messoyakha projects. SeverEnergiya,
a 50:50 joint venture between Gazprom Neft and Novatek, is another strategic
priority for Gazprom Neft. Initially, it was an international venture involving
ENI and Enel; however, following a series of share swaps in 2014, only
Gazprom Neft and Novatek remained its shareholders. Arcticgaz is wholly
owned by SeverEnergiya, which holds licences for the Samburgskiy block of
fields. In total, recoverable reserves of SeverEnergiya amount to some 14.5
billion barrels of oil equivalent.

In 2017, Gazprom Neft was the first Russian company to cut down on its
production following the agreement between Russia and OPEC. Gazprom Neft
reduced its production by 2% in January 2017 compared to the 1% reduction
rate achieved by most other Russian oil companies. However, the fall in
Gazprom Neft’s production may also be attributed to the severe cold weather
that affected the output of the Novy Port and Prirazlomnoye projects and also
slowed down the drilling at the company’s more mature assets (Kozlov 2017a).

One of Gazprom Neft’s main strategic priorities is to buy more of its sup-
plies from Russian providers: it applies the existing Russian solutions and pro-
motes the creation of new products in Russia. Gazprom Neft’s enterprises have
already been using domestic power-generating installations, onshore drilling
rigs, pipes, catalysts for refining and so on (Gazprom Neft 2018d).
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CSR

Sibneft was a unique case of Russian-style corporate (or rather personal)
social responsibility. Roman Abramovich became Governor of Chukotka in
December 2000. At the time, the region was in a sorry state. Over the previous
decade, its population had decreased by a factor of 3 to 50 000 people; the
outflow of residents from Chukotka was hindered only by a lack of funds to
pay for flights. The indigenous population survived thanks to their reindeer;
however, the headcount of reindeer fell from 500 000 in the early 1990s to
100 000 in 1999 (Proskurnina 2005).

Governor Abramovich’s plan for the region had two main components.
First, he radically improved the financial situation by registering the trading
arms of Sibneft and Rusal in Chukotka. The profit tax from Slavneft-Trading
and Sibneft-Chukotka accounted for about 60% of the regional budget reve-
nues during Abramovich’s tenure as governor. He also paid his own income
tax of about USD 30 million per annum to the regional budget (Nikolaeva
2005). As a result, the total budget revenues of Chukotka increased more
than eight-fold, and the tax revenue grew 40-fold. Sibneft also spent money
on Chukotka via two charitable organizations: Territory and Pole of Hope
(Polyus Nadezhdy). Besides the dramatic increase in the flows of money into
the region, Abramovich also changed the budget management system by intro-
ducing the same model that has been applied in Sibneft.

As a result of these measures, Chukotka’s economy began to improve. For
instance, the average monthly salary rose by 3.5 times between 2000 and
2004. According to Konstantin Pulikovskiy, the authorised representative of
the President in the Far Eastern District, Abramovich created the best system
of regional management in Russia. Abramovich’s first term in office ended in
2005, and although he was not particularly eager to remain in this position, he
was elected for a second term. However, the new owner of Sibneft, Gazprom,
had no intentions of helping Chukotka. A Gazprom representative once stated
that ‘the huge social allocations for the needs of Chukotka are the project of the
former shareholders of Sibneft, not ours’ (Proskurnina 2005).

Gazprom Neft performs CSR functions in a similar way to other Russian
oil companies, with a focus on supporting social infrastructure and social
projects in the regions where it operates. Like the other companies, it produces
an annual sustainable development report, following the basic GRI standard
(Gazprom Neft 2017j). The report presents Gazprom Neft’s strategic man-
agement priorities in line with the UN’s Sustainable Development Goals. The
report outlines the company’s sustainable development strategy, sustainability
management and stakeholder engagement approach, corporate governance,
human resource development, HSE protection, energy efficiency, supply chain
responsibility, human rights, ethics and anti-corruption and community devel-
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opment activities. In his introductory message to the 2017 report, Alexander
Dyukov made the following statement:

Today, the company’s success at the international level is measured not only by its
production and financial performance but also by the way it treats its employees, the
territories where it operates and the environment. For Gazprom Neft, investment in
human capital, concern for the safety of all production processes, protecting nature
and developing social programmes are just as important tasks as the effective imple-
mentation of business projects. (Gazprom Neft 2017j, p. 7)

Dyukov also highlighted the Biosphera treatment facilities launched at the
Moscow oil refinery in 2017. Costing RUB 9 billion, the facilities purify
99.9% of the refinery’s wastewater. A similar project is also being rolled out at
the Omsk oil refinery (Gazprom Neft 2017j, p. 7). To honour 2017 as the Year
of Ecology in Russia, Gazprom Neft supported 1100 environmental protection
measures, ranging from associated gas utilization in its operations to Arctic
biodiversity protection. In 2017, it invested RUB 27 billion in environmental
protection measures, almost double the amount invested in 2016 (Gazprom
Neft 2017}, p. 96). In 2018, investments in environmental protection amounted
to RUB 19 billion (Gazprom Neft 2018q, p. 102).
In the Sustainability Report 2018, Dyukov made the following statement:

In its activities, Gazprom Neft is consistently based on the principles of sustainable
development. We measure success of the company not only by financial and oper-
ating indicators. Our key priorities are care about environment and prudent attitude
to natural resources, safety, high technological level and systemic improvement of
living standards in the regions where the company operates. (Gazprom Neft 2018q)

In the case of Messoyakha, Gazprom Neft demonstrated its ability to achieve
compromises. The East Messoyakha licensing plot partially overlaps with the
territory of the Messoyakha nature reserve, established to protect endangered
animals and birds. Initially, there were plans to reduce the size of the reserve
by some 40 000 hectares. Surprisingly, the environmental protection bodies
did not particularly object to this decision because they thought that this par-
ticular area of the reserve was the least valuable in terms of flora or fauna. But
the residents of the Tazovskiy region were against the proposals and protested
vociferously. The shareholders of Messoyakhaneftegaz (that is, Gazprom Neft
and Rosneft) responded to public opinion in September 2014 by announcing
that to protect the environment, they would abandon their plans to drill wells
along the Messoyakha River and they would create a no-drill buffer zone. The
local population supported this initiative in public hearings (SeverPress 2014).

In 2017, Gazprom Neft formalized its policy on interaction with indigenous
minorities as well as its comprehensive guidelines on interaction with indig-



114 Russian oil companies in an evolving world

enous peoples (Gazprom Neft 2017j, p. 124). When field development plans
are being drafted for regions where indigenous peoples live, Gazprom Neft,
in collaboration with the local authorities, usually organizes public hearings
involving the indigenous peoples. Besides compensation measures for damage
inflicted by its industrial activities, Gazprom Neft signs benefit-sharing
agreements with the heads of indigenous families and provides material aid in
accordance with these agreements. Over 200 such agreements were signed in
2016 (Gazprom Neft 2016b).

In 2017, the projects implemented under the socio-economic agreements
(RUB 3.34 billion across five regions) included the construction of apartment
buildings, a school and two sports complexes in Yamal-Nenets Autonomous
District, a residential apartment block and an indoor ice-hockey rink in
Khanty-Mansi Autonomous District. The grant programme (totalling RUB
25.7 million in 2017) supported projects such as an engineering skills tourna-
ment for young people, a creative skills development programme, a city festi-
val in Khanty Mansiisk and a street art festival held in several cities (Gazprom
Neft 2017}, pp. 122-34). Part of the social investment programme also focuses
on building local supplier capacities to serve the industry. In 2017, Gazprom
Neft concluded agreements with seven regions concerning the import substitu-
tion of lubricants and process fluids (Gazprom Neft 2017j, p. 124).

Gazprom Neft has a social investment programme called ‘Native Towns’.
All the company’s main subsidiaries are involved in this programme. Lists
of projects are compiled annually with due account for the needs of regional
development and the opinion of stakeholders. The programme is implemented
through cooperation agreements with the regional and local authorities and via
Gazprom Neft’s own social projects, a grant fund for local organizations and
individual citizens, voluntary corporate actions and targeted charitable activi-
ties. In 2017, the Native Towns programme covered 35 regions with more than
2000 projects, 100 partner organizations and a total expenditure of more than
RUB 20 billion (Gazprom Neft 2017j, p. 7).

A key principle of the Native Towns programme is the active involvement
of Gazprom Neft’s personnel in the implementation of social projects. To this
end, the company also has a corporate volunteering programme which helps
arrange sporting, educational and entertainment events for orphans, and chil-
dren and adults with limited mobility (Gazprom Neft 2016b).

In 2018, RUB 6.8 billion were contributed by Gazprom Neft to the imple-
mentation of social projects under the Native Towns programme. By then, over
2350 social projects had already been completed, with 4773 employees acting
as volunteers. The programme also has projects abroad: thus, Kustendorf
CLASSIC helps young musicians and develops cultural ties between Russia
and Serbia. It organizes concerts in the mountains of Serbia, and the pro-
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gramme consists of contests for young musicians, master-classes and perfor-
mances by international classical music stars (Gazprom Neft 2018q).

In 2016, Gazprom Neft also provided financial support to the Russian
Geographical Society, the Hermitage, the Saint Petersburg Yacht Club,
the Russian Military and Historic Society, the Yamal Cooperation
Foundation, UNESCO’s International Assistance Foundation in Moscow,
the Saint Petersburg Union of Journalists, the Federation of Figure-Skating in
Yamal-Nenets Autonomous District and so on (Gazprom Neft 2016b).

Offshore

Gazprom Neft is the only Russian company that produces Arctic offshore oil,
having commissioned the Prirazlomnoye field in the Pechora Sea in December
2013. However, its other Arctic offshore licences and its licences in the Sea of
Okhotsk off Sakhalin Island are still only at the exploration stage.

Gazprom Neft recognizes that it needs foreign partners for the development
of these fields; however, because of the Western sanctions in connection
with the conflict in Ukraine, it mainly seeks potential allies in Asia. Thus, in
2016, Gazprom Neft and China National Offshore Oil Corporation (CNOOC)
discussed opportunities for the joint development of offshore fields in Russia.
In March 2017, during the Arctic Forum in Archangelsk, Gazprom Neft and
Indian ONGC signed a framework agreement on Arctic offshore cooperation,
focusing on exploration opportunities in the Dolginskoye field in the Pechora
Sea. However, there are doubts about the capability of Chinese or Indian
companies to replace the international oil companies in the challenging Arctic
offshore ventures.

In 2017, Gazprom Neft-Sakhalin drilled the first well at the Ayashskiy block
off Sakhalin Island in the Sea of Okhotsk. Originally Gazprom held the licence
for this plot; however, in 2017, it transferred it to Gazprom Neft, which had
managed to convince the parent company of the high oil-bearing potential of
the plot (Kozlov 2017b). In October 2017, Gazprom Neft-Sakhalin discovered
the Neptun field in the Sea of Okhotsk with geological reserves estimated at
255 million tonnes of oil equivalent (Alekseev 2017), and in November 2018,
it discovered another field, Triton, with geological reserves estimated at 137
million tonnes of oil equivalent (Gazprom Neft 2018p). The company subse-
quently began seeking a partner to develop the Neptun field, in which Shell
reportedly expressed interest (Neftianka 2018). The sea at the Ayashskiy block
is only 62 metres deep; therefore, the project cannot be formally subject to the
US sanctions that cover deep-water projects. Despite this, foreign companies
proceed with caution about getting involved in such ventures. Following the
discovery of Neptun, Alexander Dyukov confirmed that ‘the development
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of the offshore assets of Gazprom Neft remains a strategic priority for the
company’ (Gazprom Neft 2017¢).

Gazprom Neft-Sakhalin holds licences for four Russian Arctic offshore
plots: Severo Vrangelevskiy (Eastern Siberian and Chukchi Seas), Kheisovskiy
(Barents Sea) as well as Dolginskiy and Severo-Zapadniy plots (Pechora Sea).
In 2015, Gazprom Neft lobbied for changes to the Dolginskoye field licence
because it was not satisfied with the results of exploration drilling. Production
in this field is now due to begin in 2031 rather than 2019 as was originally
planned (Podobedova 2015).

Shale Oil

Gazprom Neft has expended significant amounts of capital on the development
of hard-to-recover oil reserves. In total, the company has some 527 million
tonnes of hard-to-recover reserves mostly in areas developed by its subsid-
iaries Gazprom Neft-Khantos in Khanty-Mansi Autonomous District and
Gazprom Neft-Muravlenko in Yamal-Nenets Autonomous District (Gazprom
Neft 20171).

Experts from Gazprom Neft believe that the Bazhenov shale formation
looks more attractive than the Arctic continental shelf east of the Urals moun-
tains. Bazhenov is the world’s largest shale oil formation. It is a 20-30 metre
thick layer of rock at a depth of over two kilometres, extending throughout
much of Western Siberia — a region that already has well-developed petroleum
infrastructure. According to some estimates, its resources exceed 140 billion
tonnes; however, it is characterized by a low oil recovery ratio of only 6—7%
(Korostikov and Tarasenko 2019).

In September 2017, Gazprom Neft and the government of Khanty-Mansi
Autonomous District signed an agreement to establish the Bazhenov
Technological Centre in Khanty-Mansi Autonomous District. The parties
agreed to cooperate on this national project to create domestic technology and
equipment to develop the Bazhenov formation. The Bazhenov Centre will
concentrate Gazprom Neft’s state-of-the-art competencies and technologies as
a basis for developing economically efficient methods and technologies. An
area of the Krasnoleninskoye field has been designated to be used as a testing
site for new technologies and equipment. In May 2017, a Gazprom Neft
project to study the Bazhenov formation received national status with support
from the Ministry of Energy and the Ministry of Natural Resources (Gazprom
Neft 20171).

Continuing this trend, in May 2018, Gazprom Neft, the Ministry of Industry
and Trade and the government of Khanty-Mansi Autonomous District signed
a MoU concerning the development of Bazhenov. Gazprom Neft will make
investments and coordinate the activities of the technological partners. While
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the Ministry will encourage the signing of special investment contracts with
technological partners, the government of Khanty-Mansi Autonomous District
will create a favourable fiscal regime for these contracts. Gazprom Neft
expects to produce 2.5 million tonnes of oil per annum from Bazhenov by 2025
(Gazprom Neft 2018h).

In October 2017, Gazprom Neft and the Engineering Centre of the Moscow
Physical and Technical Institute established a Centre of R&D Support for
Hydrofracking in Saint Petersburg to develop optimal technological solutions
for Bazhenov (Gazprom Neft 2017g). Gazprom Neft-Orenburg has also begun
studying Domanicoid sediments, which are reserves of unconventional hydro-
carbons in tight shale layers with forecast resources in the region of some 1
billion tonnes of oil (Gazprom Neft 20180).

Innovation

Gazprom Neft’s Innovative Development Programme aims to create tech-
nologies to enhance well productivity, develop the Bazhenov formation,
improve oil recovery in depleted fields and manufacture catalysts for refining;
the programme also aims to digitalize oil production, refining and marketing
(Gazprom Neft, 2017j, p. 23).

A large part of Gazprom Neft’s investment in innovation is focused on
digital transformation (Gazprom Neft 2017j, p. 25). In April 2018, Gazprom
Neft established a directorate for digital transformation led by Chief Digital
Officer (CDO) Andrei Belevtsev. The directorate will work on creating
a unified system of digital projects to radically improve the operating effi-
ciency of all business processes and develop in-house services. Gazprom Neft
plans to create an in-house IT platform to support services for generating new
data flows and volumes and developing instruments for predictive analysis.
The company expects to begin developing new products and services based on
the introduction of state-of-the-art digital technologies.

In 2017-18, the company implemented a series of projects involving block-
chain technology, artificial intelligence, predictive analysis, big data and the
so-called digital twins of oilfields (Gazprom Neft 2018k). ‘Digital twins’ are
virtual models of oilfields that change in tandem with regularly updated infor-
mation which is passed from site-based sensors. The digital twins enhance the
ability to predict technical issues and make timely decisions about equipment
repairs, thus reducing operational costs (Gazprom Neft 2017j, p. 23).

Gazprom Neft aims to create the first ‘digital plant’ as part of a project to
establish Russia’s first digital platform for managing logistics, production and
sales of petroleum products. The company has been working on this since 2017
and is cooperating with leading Russian IT companies and institutions, such as



118 Russian oil companies in an evolving world

Tsifra, Skolkovo Institute of Science and Technology and Moscow Institute of
Physics and Technology (Gazprom Neft 20181, 2018m).

In winter 201718, Gazprom Neft also tested an innovative and environ-
mentally friendly approach to seismic exploration, using the green seismic
technology at the Zapadno-Pokurskoy area in Khanty-Mansi Autonomous
District. Besides reducing the anthropogenic impact on the environment,
this technology draws on a wireless system of data transmission to enable
the study of areas that are inaccessible by standard methods. Another pilot
project (under Green Seismic 2.0) has been implemented in the same area.
This project promotes the use of light drilling rigs and snowmobiles instead of
heavy machinery as a way to avoid cutting down trees during seismic testing
(Gazprom Neft 2018n).

Internationalization

In its 2025 strategy, which aimed to produce 100 million tonnes of oil equiv-
alent per annum, Gazprom Neft predicted that its foreign upstream operations
will account for at least 10% and places particular emphasis on Iraq and
Venezuela (Neftegaz 2013). However, since investment risk in both countries
is very high, due to political instability, Gazprom Neft has been searching for
other attractive opportunities, albeit with somewhat mixed results.

One of Gazprom Neft’s most important international upstream acquisitions
was made in December 2008 when it purchased a 51% share of the Serbian
company Naftna Industrija Srbije (NIS) for EUR 400 million when NIS was
privatized. The government wholly owned NIS with fields in Serbia and
Angola as well as two refineries and 486 fuel stations in Serbia (Tutushkin
2008b). In 2011, Gazprom Neft bought another 5.15% of NIS, raising its
stake to 56.15%. Serbia is the only European country in which Gazprom Neft
produces oil. Via NIS, Gazprom Neft also operates in Hungary and Romania,
albeit at the exploration stage.

From 2008, hoping to make its presence felt in the Middle East, Gazprom
Neft initially looked to Iran. In November 2009, it signed a MoU with the
National Iranian Oil Company (NIOC) concerning the Anaran block in
western Iran (Tutushkin 2009a). However, being dissatisfied with Gazprom
Neft’s passivity, NIOC terminated the MoU in 2011 and started seeking
new partners. Tehran allegedly had the impression that since Gazprom Neft
produced oil in Iraq, Iran was of little genuine interest to it (Raibman 2011).
However, according to other reports, Gazprom Neft dragged its feet and even-
tually gave up the project because Gazprom proper was not keen to work in
a country under international sanctions (Melnikov and Gabuev 2011).

A major upstream breakthrough for Gazprom Neft was achieved in Iraq.
In January 2010, the Iraqi government signed a contract with the winner of
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an international tender to develop the Badra project in eastern Iraq. The con-
sortium comprised Gazprom Neft (30%, operator), Kogas (22.5%), Petronas
(15%) and Turkish Petroleum (TPAO) (7.5%), with the Iraqi Oil Exploration
Company (OEC-Iraq) keeping a 25% share. In 2014, Gazprom Neft launched
the commercial development of the Badra oilfield. This was the first major
international E&P project that it started from scratch. In 2012, Gazprom Neft
secured further projects in Iraq (Gazprom Neft 2018f). In 2013, Gazprom
Neft expanded its presence to Kurdistan in northern Iraq where it became the
operator of a project (with an 80% stake) to develop the Halabja block with
estimated reserves of some 100 million tonnes of oil (Solodovnikova 2013a).

Venezuela has been another potential growth area for Gazprom Neft. In
2008, the National Oil Consortium was established in which Gazprom Neft
was an equal partner with Rosneft, LUKOIL, TNK-BP and Surgutneftegas. In
spring 2010, the joint venture PetroMiranda was set up to develop the Junin-6
block in Venezuela’s Orinoco River basin. PetroMiranda comprised the
National Oil Consortium with 40% and Corporacion Venezolana del Petroleo,
a subsidiary of Venezuela’s PDVSA, with 60%. Forecasts of recoverable
reserves of Junin-6 are estimated at 10.96 billion barrels of oil, and the first
oil was produced in 2012 (Gazprom Neft 2018g). Initially, Gazprom Neft was
appointed to coordinate the activities of all the Russian companies; however,
later Rosneft took over this role. Gradually, other companies quit the National
Oil Consortium, leaving behind Rosneft (80%) and Gazprom Neft (20%).

Gazprom Neft sought to introduce itself as a strong player in international
offshore projects, but without much success. In 2010, it concluded an agree-
ment with Petronas and began working on the Cuban continental shelf. In July
2011, it signed a contract to cooperate with Petronas and the state-owned Cuba
Oil Union (CUPET). However, having spent some USD 12 million, Gazprom
Neft decided to abandon the project on the Cuban continental shelf in February
2013 without having found any oil (Solodovnikova 2013b).

In mid-2010, Gazprom Neft, Guinean GEPetrol and the Ministry of Energy
of Equatorial Guinea signed a production-sharing agreement relating to two
oil blocks on the continental shelf of Equatorial Guinea. It was to be the first
Russian oil project in Equatorial Guinea, where US companies had hitherto
dominated (Peretolchina et al. 2010). However, in 2014, Gazprom Neft left the
project, deeming it insufficiently attractive (Mordyushenko 2014).

Gazprom Neft also tried to secure a stake in the (onshore) Elephant Field in
south-west Libya. Gazprom reached a preliminary agreement with ENI in 2008
during a multi-stage asset swap with the Italian company; however, because
of the hostilities in Libya, Gazprom Neft’s expectations did not materialize.

Downstream, Gazprom Neft focuses on expanding its niche in the fuel
markets of the CIS. In 2006, Gazprom Neft entered the Central Asian retail
market and founded a subsidiary, Gazprom Neft-Asia. In 2006, Gazprom Neft
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bought some 100 fuel stations in Kyrgyzstan for USD 99 million. It became
the second Russian oil company (after Alliance) to enter the Kyrgyz market
(Tutushkin 2006). In 2010, Gazprom Neft bought a network of 20 fuel stations
from the Kazakh company ARNA Petroleum along with nine land plots for the
construction of new fuel stations (Tutushkin and Vasilev 2010).

Gazprom Neft’s advance downstream in Europe was not particularly suc-
cessful after its initial breakthrough with NIS in Serbia. Gazprom Neft was
interested in Greece and hoped to participate in the privatization of a stake
in Hellenic Petroleum in 2012 (Melnikov et al. 2012). It also wished to gain
a foothold in Albania and planned to take part in the privatization of Albpetrol
(Mazneva 2012). However, neither of these ambitions materialized. Gazprom
Neft, however, was more fortunate in Italy. In early 2009, Gazprom Neft
bought the oil- and lubricant-producing plant Chevron Italia, located in the
port city of Bari on the Adriatic Sea, with a capacity of 30 000 tonnes of oil and
6000 tonnes of lubricant per annum (Tutushkin 2009b).

Gazprom Neft also tried to gain a foothold downstream in Asia. In
November 2013, during Vladimir Putin’s visit to Vietnam, Gazprom Neft
signed a framework agreement to purchase part of the Dung Quat refinery
from Petrovietnam (Serov and Chelpanova 2013). However, in January 2016,
it broke off negotiations with Petrovietnam because it was dissatisfied with
the position of the Vietnamese Ministry of Industry and Trade, which did
not intend to retain preferential import tariffs for the refinery (Neftegazovaya
vertikal 2016).

COPING WITH THE CHALLENGE OF CHANGE
Crises, Qil Prices and Sanctions

Like other Russian companies, Sibneft/Gazprom Neft is seriously affected
every time the oil prices fall. When the oil prices dropped in 1998, and the
Russian financial system crashed, Sibneft engaged in cost reduction. It cut
the investment programme of Noyabrskneftegaz by drastically reducing its
considerable expenditures, which included capital construction and drilling. It
also decided to uncouple Noyabrskneftegaz from its oil service facilities (Neft,
gaz i fondovyy rynok 2008).

In the aftermath of the 2008 oil price collapse, Gazprom Neft lost more
than USD 20 billion of its year-end capitalization. However, Gazprom Neft’s
response was somewhat interesting: It bought out 0.44% of its shares to
support liquidity, obtaining them at minimum prices. The company expected
that once the crisis had passed, the shares could be sold or used for the options
programme for managers (Mazneva 2009). Despite the crisis, Gazprom Neft
doubled its expenditure on the 1286 staff at its headquarters in 2010 (Gavshina



Gazprom Neft: reformed rake 121

2010). It is not easy to determine whether this development was driven by
a proactive human resources policy or reflected a principal-agent problem.

Gazprom Neft is of course well aware of the importance of oil price dynam-
ics and identifies the following macroeconomic factors that affect its work:
changes of market prices of oil and petroleum products, dynamics of the
rouble/dollar exchange rate and inflation, taxation and changes in tariffs for the
transportation of oil and petroleum products (Gazprom Neft 2018b).

The company’s leadership closely monitors the oil price landscape and maps
out its strategy accordingly. Hence, in 2016, Alexander Dyukov announced
that the company assumed that the oil prices would be USD 50-60 per barrel
over three years. The initial forecast of the company for 2016 was USD 25-30
per barrel. Dyukov emphasized that the company could comfortably operate at
USD 25 per barrel (Fadeeva 2016).

In its 2016 Annual Report, Gazprom Neft stated that the dynamics of supply
and demand, the reduction of excess oil in the market and changes in the
tactics of oil producers mitigated the risks of price volatility in the short term.
The company expected that the following factors would impact the oil market
in 2017: a rise in the world’s oil consumption, the OPEC+ agreement, the
dynamics of oil production in the United States and the geopolitical limitations
of oil production in certain OPEC member countries (Gazprom Neft 2018b).

The attitude of the company towards the challenges of oil price volatility
and sanctions is well described by Sergei Vakulenko, Head of Gazprom
Neft’s Department of Strategy and Innovations. According to him, before
2014 (that is, in the pre-sanctions period) raising capital was easy, and the
whole oil sector was in a hurry to accumulate as many assets as possible,
believing that whoever expanded fastest would win (Vakulenko 2018). In this
respect, claims Vakulenko, Gazprom Neft was fairly unique. It demonstrated
the highest growth rates in the sector, and they were achieved because of
a well-thought-out plan. Gazprom Neft calculated from the very beginning
how many and what projects it needed at a specific stage of its development;
when they were accomplished, only then were new projects chosen. This
principle guided the company before 2014, and it remains relevant today.
However, Gazprom Neft undoubtedly also had to revise some of its projects
given the altered economic conditions. For example, the upgrading of refiner-
ies was slightly delayed due to budget constraints. The company changed its
approach to high-cost production projects; it did not give them up completely
but tried to cut costs as much as possible. In general, the business model that
Gazprom Neft adopted turned out to be viable and survived the acid test of
sanctions.

Vakulenko commented that due to the specifics of the domestic revenue-based
tax system, Russian oil companies learned how to work efficiently with very
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low oil prices. Even when the oil prices were above USD 100 per barrel, for the
Russian oil companies, the prices did not exceed USD 35-40.

If we speak about the next 2-3 years, such specific things as wars, revolts, natural
disasters, that is any global disturbances in oil-producing regions, might signifi-
cantly affect the production potential. Recall that the period of the great growth
of oil prices that resulted in USD 146 per barrel in 2008 began with Hurricane
Katrina in 2003. From a different perspective, that period was also characterized by
high economic growth that pushed oil demand upwards. Now, an unstable global
political situation contributes to the dampening of economic activity. (Gazprom
Neft 2018e)

Sanctions and low oil prices threatened Gazprom Neft’s most ambitious
upstream projects, such as Prirazlomnoye. However, in late 2014, Gazprom
Neft was confident that this offshore project would be profitable even with
a considerable decline in oil prices. Interestingly, in early 2014, Alexander
Dyukov commented that the fiscal benefits granted to the project would ensure
the efficiency of the Prirazlomnoye development even if oil prices dropped
to USD 80 per barrel (Neftegazovaya vertikal 2015). The subsequent events,
however, showed that he was overly optimistic in his oil price forecast (albeit
realistic in assessing the value of state support).

To survive low oil prices, Gazprom Neft successfully lobbied for signif-
icant fiscal benefits: the mineral production tax was reduced to zero for the
Prirazlomnoye field; this waiver was initially provided up to 2019 but was
later extended to 2022. From April 2014 a lower rate of export duty was also
granted for Prirazlomnoye oil. In July 2014, the Ministry of Natural Resources
proposed transferring Prirazlomnoye from the second to the third category of
project complexity, which meant the mineral production tax would be reduced
from 15% to 10% after a certain level of production was achieved. Also,
a tax manoeuvre helped the project by lowering even more export duty, thus
making it possible for Prirazlomnoye to succeed in the face of low oil prices
(Neftegazovaya vertikal 2015).

Still, in March 2016, Gazprom Neft wrote a letter to the Ministry of Natural
Resources complaining about the adverse effects of the sanctions and declin-
ing oil prices on the company’s ability to invest in offshore exploration and
demanding to have financial benefits for its offshore exploration projects
(Starinskaya 2016).

In 2017, a new budget rule for the Russian petroleum sector was introduced.
In 2018, all additional income generated when the oil prices exceeded USD
40 per barrel was to be channelled to a special reserve fund. Gazprom Neft
adhered to this rule. When approving the business plan for the subsequent three
years, Gazprom Neft proceeded from the forecast macroeconomic indicators
determined by the Ministry of Economic Development: an expected price



Gazprom Neft: reformed rake 123

of USD 44 per barrel for Urals oil and a USD/RUB exchange rate of 64. All
additional income was channelled to the fund designated by the budget rule;
the company would use it to repay creditors, pay dividends and finance its
investment programmes. Experts believed that these accumulations might be
necessary for Gazprom Neft to reduce risks, presumably because of the sanc-
tions (Petlevoy et al. 2018).

In early February 2018, Alexander Dyukov said that the scenario whereby
the participants of the OPEC+ agreement would make greater oil production
cuts seemed unacceptable. “We would still hope that the production quotas
would increase. You see that demand is growing, the price is also growing. The
market is close to stabilization; therefore, if we proceed from what we observe
now, [ will accept this scenario’ (Dyukov, cited in Starinskaya 2018).

When Western countries imposed sanctions on Russia and its petroleum
sector over the conflict in Ukraine, Gazprom Neft began searching for partners
for its offshore projects in the East. ‘After the introduction of the sanctions
regime, these activities [in offshore fields] became more complicated, but the
Eastern direction — the direction of the Asia-Pacific region — permits saying
that the companies are interested or express interest in our projects, and we
hope to work in this direction’, said Andrei Patrushev, the Deputy Director
of Gazprom Neft for the development of offshore projects, in summer 2016
(Petlevoy 2017).

Western sanctions also had an unexpected indirect impact on Gazprom Neft:
taking advantage of the growing anti-Russian sentiment in Europe, Serbia
tried to revise the terms for the privatization of NIS. The Serbian Ministry of
Internal Affairs began to investigate the privatization deal (Neftegazovaya
vertikal 2015). However, because of Gazprom Neft’s political connections and
support from the Russian government, it managed to weather the storm.

Climate Change

Gazprom Neft is working on the assumption that hydrocarbons will continue
to play a key role in the world’s economy in the future, supplying some 90%
of the primary energy. In assessing the global dynamics of hydrocarbon
supply and demand, the company uses data from the US Energy Information
Administration and the IEA in its 2017 Annual Report.

Like many of its Russian counterparts, Gazprom Neft does not seem to con-
sider climate change a serious issue. Its 2016 Sustainability Report mentions
the word ‘climate’ only twice, once on page 36 in connection with the UN’s
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Sustainable Development Goals (Gazprom Neft 2016b) and another time in
a very general context:

Gazprom Neft is one of the leaders of the Russian oil sector and recognizes its
responsibility for preserving the natural environment for the current and future gen-
erations. The problem of climate change strengthens the importance of this issue and
activities aimed at reducing emissions at the level of the company and the country
as a whole. Solving this task, the company implements the programme to raise the
level of APG utilization at all its oil-producing assets.

Gazprom Neft’s attitude towards renewable energy is reflected in an interview
with Sergei Vakulenko, Head of the Department of Strategy and Innovations:

If we speak about alternative energy: solar, air and water, electric vehicles and so
on, we certainly take them into account in our strategy but in a much longer-term
perspective. The speed of this development will be determined by a whole range of
factors, such as the rates of improvement of battery-manufacturing technologies,
the desire of governments to carry out social engineering, prompting people to
make a transition to electric cars and the readiness of people to do this. In a very
extreme scenario, people from developed countries may decide that global warming
is exceptionally serious and to mitigate it, they will have to sacrifice part of their
income so that growing car ownership in the developing countries will follow the
electric path. Under such developments, demand for oil would indeed decrease
more rapidly than what people envisage now. But this is on the condition that the
countries of the first world are rich enough to agree to this, and it involves a whole
spectrum of factors, such as technological readiness and the availability of raw
materials and not only lithium, about which everybody seems to know, but also
cobalt, neodymium for permanent magnets and so on. (Gazprom Neft 2018e)

Vakulenko believes that peak demand for oil in 2040-50 is quite possible and
probable: ‘The trend will be determined by the degree to which people will be
concerned about environmental issues’ (Gazprom Neft 2018e).

Gazprom Neft monitors GHG emissions generated through its activities:
both direct and indirect GHG emissions related to third-party consumption
of electricity, heat, steam and so on (Gazprom Neft 2016b). According to
its 2016 Sustainability Report, the total volume of GHG emissions in 2016
amounted to 16 million tonnes of CO, equivalent, a 28% rise from 2015. This
increase is due to the commissioning of major new fields where infrastruc-
ture for utilizing associated petroleum gas (APG) would be built later on;
the rise in GHG emissions is also ascribable to the increased consumption
of heat and electricity because of an unusually cold winter. In 2018, the
company’s GHG emissions amounted to 19 million tonnes of CO, equivalent
due to increased APG flaring and oil refining (Gazprom Neft 2018q, p. 105)
(Figure 4.2).
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Figure 4.2 Gazprom Neft GHG emissions
Source: Gazprom Neft (2016b, p. 98, 2018q, p. 105).

In practice, the utilization of APG is Gazprom Neft’s main contribution to
climate change mitigation. Already in 2012, it signed an agreement with SIBUR
on implementing the Noyabrsk Integrated Project for the Vynagapurovskaya
group of five fields in Yamal-Nenets Autonomous District. APG produced
from these fields was to be delivered to the newly built Vynagapurovskiy
gas-processing plant of SIBUR (Neftegaz 2012). Cooperation with SIBUR in
utilizing APG continued: in September 2015, Gazprom Neft and SIBUR com-
missioned the Yuzhno-Priobskiy gas-processing plant with a capacity of 900
million cubic metres of APG per annum (Gazprom Neft 2015). Continuing this
trend, in April 2018, Messoyakhaneftegaz started a unique practice of injecting
APG from East Messoyakha field into the gas cap of the West Messoyakha
field. This is also a way of storing gas for future use (Gazprom Neft 2018i).
In February 2018, Gazprom Neft began testing the installation of a complex
gas treatment system and its injection into reservoirs in the Novoportovskoye
field. This installation will permit the utilization of 95% of the field’s APG.
Processed APG from the installation will also be used as fuel for the largest
gas-turbine power station in Yamal (Gazprom Neft 2018j). Gazprom Neft
seeks to enhance the energy efficiency of its operations and optimize the
utilization of energy resources. This work is incorporated into the company’s
energy strategy and follows ISO 50001:2011 (Gazprom Neft 2016b).
Gazprom Neft also aims to increase APG utilization in its foreign opera-
tions. Thus, in December 2017, the company began commercial operation of
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the installation for gas processing at the Badra field. Dry gas prepared at the
Badra field is transported to the Az-Zubaidiya power station; gas is also used
for the needs of the Badra project as fuel for a gas-turbine power station. As
Alexander Dyukov noted, the installation will enable the monetization of all
hydrocarbons produced in the field and ensure a 95% level of APG utilization
(Gazprom Neft 2017h).

Through its Serbian subsidiary NIS, Gazprom Neft started experimenting
with the renewables business. Since 2011, NIS has been transforming itself
from an oil and gas company into an energy holding which develops, among
other things, renewables (geothermal and wind). NIS uses geothermal energy
for heating purposes. In 2016, NIS also completed the site for the construction
of its own wind farm in Plandishte with a capacity of 100 MW consisting
of 40 wind generators (Gazprom Neft 2016b). Gazprom Neft also has very
small-scale wind and solar projects in Yamal where some remote sites consume
electricity generated by wind, solar and diesel installations combined.

CONCLUSION

Gazprom Neft is the result of the transformation of the former ‘robber baron’
Sibneft, which was involved in several major corporate controversies in
Russia, into a subsidiary of Gazprom, which is better known for its consist-
ency and stability as the blue whale of the Russian gas sector. Gazprom Neft
continues to manifest a fairly entrepreneurial approach to the oil business,
differentiating it from its parent company. It has also proved to be a doer that
has managed to launch the three largest Arctic oil projects in Russia (including
the first ever Russian Arctic offshore project). Having received strong support
from the state, it has overcome macroeconomic problems and geopolitical
challenges. It is also a digital pioneer of the Russian petroleum sector.

Although the posts of the chairman of the board of directors and the
company director passed between different people, partly reflecting changes
in Russia’s political configuration, the leadership of Sibneft was dominated by
the larger-than-life characters of Roman Abramovich and Boris Berezovskiy.
Since being taken over by Gazprom, the leadership of Gazprom Neft has
become more stable. Alexander Dyukov has been the CEO and chairman of the
management board of Gazprom Neft since 2008.

Gazprom Neft turned its back on the patronage that Sibneft had shown to
Russia’s Far Eastern province of Chukotka and continues its CSR activities
along the more traditional lines of Russian oil companies, with a focus on
social projects in the regions of its operations. On the issue of climate change,
Gazprom Neft holds a somewhat sceptical position, expecting hydrocarbons to
dominate future development scenarios; despite this, it has made considerable
investments in operational efficiency and utilization of APG.
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NOTE

1. Use of pressurized water to maximize oil extraction.
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5. Surgutneftegas: quiet conservative

Surgutneftegas’s response to changing times has been to resist change as much
as possible through a strategy of tight control. Of all the heads of the Soviet
oil enterprises, only Surgutneftegas Director Vladimir Bogdanov and Vagit
Alekperov of LUKOIL have succeeded in defeating the oligarchs and retaining
control of the companies (see the chapter on LUKOIL in this book).

Surgutneftegas is considered to be Russia’s most conservative, least trans-
parent and perhaps most financially stable oil company. It has always paid its
taxes promptly, even when tax evasion was rife in the country. Forbes maga-
zine stated that ‘as a competent and honest industrial tycoon, Bogdanov stands
out in Russia’ (Forbes 2001). Surgutneftegas has also supported other domes-
tic industries, kept politics and foreigners at arm’s length and demonstrated
solid organic growth (Poussenkova 2004). Bogdanov has remained a loyal
and respected citizen of Khanty-Mansi Autonomous District, where most of
the company’s exploration and production has been concentrated, although
the company faces protests from some of the indigenous peoples displaced by
Surgutneftegas activities.

Surgutneftegas has proved to be resilient to the challenges presented by low
oil prices, financial crises and Western sanctions. It is one of the few oil com-
panies in Russia that can produce hard-to-recover reserves using its own tech-
nology and expertise without international partners. While the company does
not make grand statements on climate change, it has employed some relatively
climate-friendly, efficient technologies, and its level of utilization of associ-
ated petroleum gas (APQG) has consistently been the highest in Russia. Shvarts
et al. (2015), Shvarts et al. (2016) and Shvarts et al. (2018) rate Surgutneftegas
as the most environmentally responsible Russian oil company.

With oil production of 61 million tonnes in 2018, Surgutneftegas is the
fourth-largest Russian oil company after Rosneft, LUKOIL and Gazprom
Neft. Unlike most of the Russian oil companies, it is headquartered near its
main assets, in the town of Surgut in Western Siberia. The company is wholly
privately owned, although its precise shareholder structure remains unknown.

The company’s exploration and production operations are concentrated in
Western Siberia, Eastern Siberia and Timan-Pechora. Surgutneftegas owns
the Kirishinefteorgsyntez (KINEF) refinery, located in Leningrad region
near Saint Petersburg, and five petroleum product distributors in the same
region: Kaliningradnefteproduct, Kirishiavtoservis, Novgorodnefteproduct,
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Pskovnefteproduct and Tvernefteproduct (295 fuel stations in total) as well
as the Surgut gas-processing plant and two R&D institutes (SurgutNIPIneft,
based in Surgut with a branch in Tyumen) and Lengiproneftekhim (Saint
Petersburg).

CORPORATE HISTORY

The predecessor of the present-day company, Surgutneftegas Production
Association, was established in 1977. This was a decision-making body with
oversight over several state oil-producing enterprises. Vladimir Bogdanov,
aged 33, was appointed General Director of Surgutneftegas Production
Association in 1984, becoming the youngest director ever of the largest West
Siberian production association.

The 1990s: Unchanging Surgutneftegas in a Changing Russia

Along with LUKOIL, YUKOS and Rosneft, Surgutneftegas was established
by Presidential Decree 1403 of 19 November 1992 (Kremlin 1992), which
enabled the creation of vertically integrated oil companies by merging exist-
ing state-owned companies and assets. In 1992, Vladimir Bogdanov enjoyed
the strong support of the Russian government and was able to handpick the
assets he wanted to incorporate into Surgutneftegas, including the KINEF
refinery. Analysts observed that among the oil companies that appeared in
the 1990s, Surgutneftegas had the tightest fit between its subsidiaries and
the most streamlined corporate structure. The open joint stock company
(OJSC) Surgutneftegas Oil Company was established by the Russian gov-
ernment’s order 271 of 19 March 1993, ‘On the Establishment of the OJSC
Surgutneftegas Oil Company’.

Surgutneftegas was one of the first vertically integrated oil companies in
Russia to be privatized. Vladimir Bogdanov was determined from the outset
to establish firm control over the company, and he accomplished this goal. In
1993, 8% of Surgutneftegas shares were sold by the federal government at
a closed auction. Surgutneftegas purchased another 7% of its own shares for
vouchers. At this time, 45% of the shares remained in the hands of the federal
government. In June 1994, Khanty-Mansi Autonomous District sold 40% of
Surgutneftegas shares via a tender to the company Neft-Invest, which was
controlled by Surgutneftegas (Nefte.ru 2019).

Bogdanov decided to arrange a loans-for-shares auction for Surgutneftegas
along the lines of other loans-for-shares auctions that took place in the early
1990s. He managed to limit access to the auction: Rosneft, for instance, was
excluded on a technicality (Gustafson 2012). At that time, Bogdanov had
a powerful ally in Moscow, Vladimir Potanin, founder of ONEXIM Bank and
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a key player in the wider loans-for-shares scheme. Thus, in November 1995,
40.12% of the Surgutneftegas shares that were still being held by the state
were sold at the loans-for-shares auction. The Surgutneftegas Pension Fund,
established by the company’s management, received this stake in trust by
pledging to pay the government the tax debt of Surgutneftegas Oil Company
(amounting to USD 216 million) and provide the state with a loan worth USD
84 million. Potanin agreed that ONEXIM Bank would act as a guarantor of the
Surgutneftegas Pension Fund at the auction. In return, Surgutneftegas kept its
accounts in ONEXIM Bank for several years (Forbes 2004). Surgutneftegas
also bought a 16% share in ONEXIM Bank, partly as a good investment and
partly to keep an eye on its partner.

When the stake was resold in 1997, the relevant obligations included a provi-
sion of financing for Surgutneftegas production programmes (RUB 1.1 trillion
for three years) as well as local social and economic development programmes
(RUB 100 billion for one year). The stake was won by Surgutfondinvest,
a previously unknown pension fund manager, which turned out to be a member
of the Surgutneftegas family (The Moscow Times 1997). The Surgutneftegas
privatization was complete.

In the mid-1990s, Bogdanov also focused on tightening his control over
the exports of Surgutneftegas oil. He found a trading partner in the company
Nafta-Moscow, the former Soviet Soyuznefteexport, and bought 15% of its
shares in 1997, thus ensuring a stable channel for exports of its oil. In 2001,
when Nafta began to lose its market position, Bogdanov sold the shares again.

Another export-trading partner of Surgutneftegas was Kineks, owned,
among others, by Gennadiy Timchenko. This alliance had long-term strate-
gic implications for both partners. Kineks was established in the mid-1990s
and began to flourish in the late 1990s when it was already exporting 60%
of Surgutneftegas’s petroleum products and had begun to tighten its grip on
exports of its crude, gradually displacing Nafta-Moscow. In 2003, Timchenko
broke up with his partners in Kineks and established the oil-trading company
Surguteks, where he had managed to capture 51% of Kineks’s business
(Vedomosti 2012a). Another oil-trading company, Gunvor, was established by
Timchenko in 1997, and also became an important trader of Surgutneftegas’s
oil and petroleum products.

Surgutneftegas’s leaders — in effect, mainly engineers by background —
showed considerable sophistication in financial matters. Thus, in early 1995,
Surgutneftegas was the first Russian company to make an additional issue of
shares. It also issued first-level American depository receipts (ADRs) in 1997,
becoming the fourth Russian oil company after LUKOIL, Chernogorneft and
Tatneft to enter Western stock markets.

Surgutneftegas differed from other vertically integrated Russian oil com-
panies in that it never used tax-optimization schemes. It was always one
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of the most punctual taxpayers in Khanty-Mansi Autonomous District and
had the firm support of the local authorities (Kommersant 2000). Moreover,
Surgutneftegas has never had wage arrears, while its salaries are higher than
those paid by many other oil companies.

Probably because of this fiscal discipline, Surgutneftegas successfully
lobbied for its interests with the federal government and often obtained more
benefits than its competitors. For instance, in 1996, the government permitted
the company to export an additional 10 million tonnes of oil for two years to
finance the construction of an export terminal in Batareynaya Bay in the Gulf
of Finland; Surgutneftegas was allowed to pump the whole allocated volume
while the export schedules of its rivals were curtailed.

During the 1990s, there was an avalanche of new joint ventures between
foreign companies and Russia’s oil majors (Overland et al. 2013). Yet during
this time, Surgutneftegas was the only major that did not establish joint ven-
tures with foreigners. According to Bogdanov, ‘oil produced by most joint
ventures could be produced by domestic enterprises using our technology and
would cost the Russian side much less’ (Russian Petroleum Investor 1997).
There may have been another reason why other Russian oil companies opted
for joint ventures while Surgutneftegas avoided them. They often regarded
them as vehicles for increasing export volumes; however, Surgutneftegas was
already exporting more crude oil than its Russian peers.

Although his power has been challenged in different ways, Vladimir
Bogdanov has suffered surprisingly few defeats over the decades. One such
challenge came from the indigenous Khanty people living close to the Tyanskii
reserves in Khanty-Mansi Autonomous District, who feared that oil devel-
opment threatened their reindeer herding and sacred sites. In March 1991,
the Khanty of Russkinskii village held a referendum and voted unanimously
against oil extraction in their local area. The project received a negative review
from the state ecological experts; however, this decision was overturned by the
federal government, which resulted in so many local protests that the district
government was forced to announce a moratorium on the oil developments
until 1996. In fact, Surgutneftegas resumed work on the Tyanskii field in 1994,
but the deal that came out of this conflict established a precedent for engage-
ment between indigenous peoples and oil companies in the Russian North,
including the negotiation of company-community agreements.

Bogdanov’s most significant failure during the 1990s was probably his
unsuccessful attempt at controlling the petroleum products distribution in Saint
Petersburg, which resulted in a major fuel shortage in the city in December
1994 and the restructuring of Surgutneftegas as a business. Following
Bogdanov’s efforts in 1994 to control distribution through strong-arm tactics
and share swaps, the Saint Petersburg authorities set up a competing company,
and Surgutneftegas eventually lost control over its distribution network. The
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situation was compounded when a local gang boss took control of the local
market. In 1998, Surgutneftegas sold off the last of Surgutneftegas’s distribu-
tion and retail assets in Saint Petersburg, although it retained some distributors
in the wider Leningrad region (Gustafson 2012).

The 2000s

While Putin’s Russia differed radically from Yeltsin’s Russia, Surgutneftegas
stuck to the strategy and management principles it had developed during the
1990s. Strengthening a grip over the company was still one of the key objec-
tives of its leadership. Surgutneftegas has maintained good relations with the
political elite throughout the Putin era, although it has resisted getting more
involved than necessary. Bogdanov was Putin’s close ally in the 2000 elec-
tions, but he subsequently declined an offer to become the Minister of Energy.
In the 2000s, support for domestic industry remained one of the top pri-
orities for Surgutneftegas. The company formulated a strategic objective to
replace 50% of imported technologies and materials with Russian analogues.
In particular, it cooperated with the former defence enterprises to convert
them to manufacturing of oilfield equipment (Burneft.ru 2017). In 2003,
Surgutneftegas placed orders for 106 types of equipment and spare parts at 22
Russian enterprises. Given Surgutneftegas’s large outlays for high-tech gear,
it meant significant private investments in Russia’s domestic R&D potential.
Surgutneftegas also demonstrated efforts towards more responsible oil
development. In 2000, it became one of the few oil companies that gave up the
practice of dumping wastewater into natural reservoirs, instead channelling
them back into the oil and gas fields in order to maintain reservoir pressure.
In the new millennium, Surgutneftegas has managed to achieve consid-
erable success in its E&P despite the limitations of the ageing reserve base
(see the section on production strategy below). However, its track record
of downstream operations is less impressive. In June 2002, Surgutneftegas,
Rosneft and the government of Leningrad region signed an agreement on
building a refinery and a sea terminal in Primorsk at the cost of USD 1.3
billion to process 8—10 million tonnes per annum. However, in 2004, Rosneft
withdrew from the project, and in 2006, Surgutneftegas also gave up its plans,
with Bogdanov stating that the shortage of electricity and water had made
the construction commercially unfeasible (Vedomosti 2006). Also, in 2013,
Surgutneftegas terminated the construction of the oil-loading terminal at
Batareynaya Bay, a project it had been half-heartedly implementing since the
late 1990s (NIAR 2014).
The 2000s were a time for further tightening of Bogdanov’s grip on
Surgutneftegas. In the year 2000, Bogdanov consolidated his holding in an
unusual manner. Shares of JSC Surgutneftegas, the oil-producing subsidiary,
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were swapped for shares of the parent company, Surgutneftegas Oil Company,
and the refinery and petroleum product subsidiaries. Initially, many small-scale
shareholders viewed this consolidation negatively, fearing the dilution of their
stock. However, the share swap ratios proposed by the company seemed
acceptable to everybody, and consolidation was achieved without scandals or
lawsuits (Newsruss.ru 2019).

In 2003, Bogdanov further consolidated his control over the company. After
the TNK-BP alliance and failure of the YUKOS-Sibneft deal, everybody was
expecting new mergers and acquisitions (M&A) in the sector and considered
Surgutneftegas to be the prime candidate for a hostile takeover by Sibneft
or TNK. In spring 2003, there were indications that the Sovlink brokerage
firm acting for TNK was actively purchasing the stock of Surgutneftegas. In
a counteroffensive, Surgutneftegas, without much regard for price, aggres-
sively bought a block of its own stock sufficient to ensure a controlling interest
for Bogdanov. As a precautionary measure, Surgutneftegas Oil Company, the
key subsidiary that held the most significant block of Surgutneftegas shares
(36.7% of authorized capital and 42% of voting stock), was renamed Leasing
Production Ltd and was transformed from an OJSC into a limited liability
company, making it even less transparent (Neft i kapital 2004).

In late 2006, Surgutneftegas sold the structure called Leasing Production.
Analysts estimated the value of the deal at USD 20 billion, one of the biggest
transactions carried out in Russia to that date. However, it was unclear
who bought this stake (external buyers or Surgutneftegas entities) and why
Surgutneftegas initiated this deal (probably as a precautionary measure against
a hostile takeover) (Kompromat 2007). Subsequently, in early 2007, informa-
tion was leaked indicating that the Surgutneftegas Pension Fund had become
the owner of Leasing Production (Vedomosti 2007b).

The same year, that is, 2007, analysts inferred that 72% of Surgutneftegas
shares (85% of voting stock) might belong to 23 non-commercial partnerships
that kept them under the heading of long-term financial investments in their
accounts. These partnerships were either established by Surgutneftegas or
controlled by its top managers, including Bogdanov (Vedomosti 2007b);
however, the ownership of these partnerships was later transferred to ordinary
employees of Surgutneftegas.

In the new millennium, Surgutneftegas has continued to maintain its repu-
tation as an investor-unfriendly company — a reputation originally established
through its practice of limiting investor access to share auctions and engaging
in share-swapping to consolidate control over the company. Minority share-
holders have frequently expressed dissatisfaction about Bogdanov’s dividend
policy. In 2001, the international investment fund Russian Prosperity sued
Surgutneftegas for its practice of calculating the profit that allegedly led to the
under-statement of dividends on preferred shares but lost the case.
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A further disagreement in 2004 was connected with a lawsuit by Harvard
University Pension Fund, which held 3 million ADRs on preferred shares. The
Fund claimed that over six years, Surgutneftegas had intentionally declared
dividends far below the amount mandated by the company’s charter; it had
managed to do so by using an artificially under-stated net profit figure by
deducting from revenues not only operational expenses and taxes but also
investments. Since management controls the bulk of Surgutneftegas’s common
shares, the plaintiff argued that Surgutneftegas’s retention of virtually all the
company’s earnings benefited its executives at the expense of holders of pre-
ferred shares. The Harvard University Pension Fund estimated its 2003 losses
at USD 3.7 million (Ria Novosti 2004).

In 2004 and 2005, William Browder, Head of the Hermitage Capital hedge
fund, initiated a lawsuit against Surgutneftegas, demanding redemption of its
treasury stock (the common stock owned by Surgutneftegas itself) but lost
the case (Gazeta.ru 2013). Browder has referred to Bogdanov as ‘the Saddam
Hussein of Russian business’ (Bloomberg 2015). In 2005, Browder’s Russian
visa was annulled.

Surgutneftegas continued to be one of the most closed and least transparent
Russian oil companies. In fact, information about the key shareholders remains
one of the best kept secrets in the Russian oil industry. There were many
rumours about the owners, one being that Gennady Timchenko held some 25%
of the company. However, Timchenko denied that he owned a large stake in
Surgutneftegas, and his representative told the Financial Times in 2013 that he
held less than 0.01% of the company’s stock (BBC 2013).

During the 2000s, there were also unconfirmed rumours that Vladimir Putin
owned 37% of Surgutneftegas, although the Kremlin vehemently denied it
(Ino TV 2014). Given these rumours, it is unsurprising that Surgutneftegas
managed to avoid being acquired by other Russian oil companies, although the
market was regularly kept on edge by speculations about a potential purchase
of Surgutneftegas by Gazprom or Rosneft.

However, one important characteristic of Surgutneftegas did change during
the 2000s: the formerly apolitical company was gradually drawn into the
political agenda of the new Russian leadership. Vladimir Putin and Igor Sechin
likely became acquainted with Bogdanov in the early 1990s when they both
worked in Saint Petersburg mayor’s office (Znak 2015). It is noteworthy that
the title of Igor Sechin’s PhD (kandidatskaya) thesis, which he defended at
Saint Petersburg Mining University in 1998, was ‘The economic valuation
of investment projects of oil and petroleum products transit: the case of the
Kirishi-Batareynaya petroleum product pipeline’ (Lenta.ru 2019). This pipe-
line is owned by Surgutneftegas.

Throughout the 2000s, Surgutneftegas was increasingly associated with
the siloviki' group (politicians from the military or security services) in
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the Russian establishment, and especially with Igor Sechin, who was then
the Deputy Head of the Presidential Administration, and it seems that the
company was sometimes asked to perform certain services for the Kremlin.
For instance, during the 2004 auctioning of a former key asset of YUKOS,
Yuganskneftegaz, Baikal Finance Group appeared out of nowhere and submit-
ted the winning bid. Baikal Finance Group was represented at the auction by
two managers from Surgutneftegas, Igor Minibayev, Head of the Department
of Organizational Structures, and Valentina Komarova, First Deputy Head of
the Financial Department (Vedomosti 2014).

Similarly, in 2005, Surgutneftegas bought 35% of the Ren TV channel
from Severstal for between USD 60 and 100 million, according to different
estimates. This was surprising as Surgutneftegas had previously avoided the
acquisition of non-core assets. In fact, this was one of the steps taken by the
state to tighten its control over the mass media by bringing key media organi-
zations under the control of loyal companies. According to newspaper reports,
it may have been Sechin who proposed the idea of selling a stake in Ren TV
to Surgutneftegas (Vedomosti 2005a). Continuing this trend, in March 2009,
Surgutneftegas raised its stake in National Media Group from 12.3% to 24%.
The group owns 51% of National Telecommunications, 100% of Ren TV, 72%
of the Petersburg Channel 5 and 51% of Izvestiya newspaper (Kommersant
2009).

This close association with politics poses a certain risk to Surgutneftegas
in that it could be asked to do even more serious favours for the Kremlin. For
instance, when a 19.5% stake of Rosneft was to be sold off in the second round
of its privatization, speculation was rife that Surgutneftegas would be the
buyer and that its funds would be used to cover USD 23.5 billion of Rosneft’s
debt, although this was never confirmed (Ihodl.com 2015).

Post-2010

In 2012, Surgutneftegas changed its ownership structure: 13 of the 23
non-commercial partnerships mentioned above ceased to exist and were
merged with other partnerships. Their owners remained practically the same;
however, there was a significant decrease in the total financial investments
of the new non-commercial partnerships. This reorganization, which further
complicated the already very complex ownership structure, might have been
connected with Surgutneftegas’s pending publication of its financial state-
ments under international accounting standards (IAS) for the first time in ten
years as a way for Surgutneftegas to avoid disclosing information about its
owners (Kommersant 2012a) (see the section on transparency below).
Surgutneftegas continued to have only the one refinery that it obtained
during privatization. KINEF is located in Leningrad region and produces over
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80 different petroleum products. Surgutneftegas has continued to upgrade
KINEF over the years.

Surgutneftegas still was able to obtain significant benefits from the govern-
ment through its alliances with politically influential partners. Thus, in 2012,
the Russian oil companies found themselves unable to upgrade their refineries
in time to comply with the terms established by the government in October
2011 and asked the ministry to extend the deadline. However, at that time, only
Surgutneftegas managed to reach an agreement with the officials concerning
such an extension. The company was allowed to postpone the commissioning
of isomerization and catalytic reforming installations from 2015 to 2016,
hydrocracking from 2012 to 2013 and hydro-purification from 2014 to 2015
(Kommersant 2012b).

In June 2017, Vladimir Putin signed a Decree on State Awards. In rec-
ognition of Surgutneftegas’s contribution to Russia’s innovation potential,
Bogdanov and his deputies Yuri Baturin and Anatoliy Nuryaev received
science and technology awards for creating a sustainable system of develop-
ment for the petroleum fields of Western Siberia (Kommersant 2017).

COMPANY PROFILE

This section covers key aspects of Surgutneftegas’s operations, which help set
out the company’s corporate profile. These include the company’s production
strategy, involvement in the Arctic and in offshore oil and gas developments,
internationalization strategy, operational transparency and corporate social
responsibility.

Production Strategy

The production strategy developed by Surgutneftegas during the 1990s was
quite unusual for Russia. The company aimed at stabilizing output based on its
existing assets rather than through acquisitions. It targeted exploration drilling
to ensure adequate reserve replacement and was the only oil company in Russia
to establish an exploration division in 1995. It brought on stream several new
fields (for example, Tyanskoye and Konitlorskoye with reserves of 300 million
tonnes in 1994). One analyst observed in 1996 that Surgutneftegas was ‘one
of the few companies thinking about the future’ while its competitors ‘were
living off the fields discovered in the Soviet times with state funds when no
one counted the money being invested in the sector’s development’ (Russian
Petroleum Investor 1997, p. 70). As a result of this strategy, Surgutneftegas’s
production decline from 1994 to 1995 (2.4% per annum) was much lower
than the sector average (8—-10% per annum). It is also noteworthy that
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Surgutneftegas’s oil output had already begun to grow in 1996 while Russia’s
other vertically integrated oil companies posted growth only in 2000.

However, Surgutneftegas’s rates of growth began to decline in the
mid-2000s: in 2003, production grew by 11.7%, and 7.11% and 2.65% in 2005
and 2006, respectively. Some analysts believed that this slowdown happened
because of the heavier financial burden on the sector, which was not being
compensated for by the rising oil prices. Others thought that it resulted from
the natural depletion of Surgutneftegas’s West Siberian fields with no major
new acquisitions to offset the decline. Some drew on horizontal drilling to
explain this phenomenon, which the company mastered in 2001 and 2002, and
argued that Surgutneftegas leadership relied excessively on these aggressive
methods of field development (Vedomosti 2007a).

From 2007 onwards, Surgutneftegas’s production declined for five consec-
utive years, and only in 2011 did it increase again by 2.1% due to the com-
missioning of new fields — Talakansk and Alinsk — in the Republic of Sakha
(Yakutiya) (see below). In addition, the company gradually managed to bring
the mature fields’ rates of decline under control: in 2006, the rate was 6.2% and
2.8% and 1.8% in 2010 and in 2011, respectively. This was accomplished by
intensifying its drilling programme (Kommersant 2012c).

Surgutneftegas has always focused on increasing its oil recovery ratio,
which at 0.43 is one of the highest among Russian oil companies (Neft i kapital
2012). Annually, it undertakes over 9000 operations to enhance oil recovery.
The company has also always had the lowest number of idle wells in the total
well count among Russian oil companies. The company’s APG utilization has
also consistently been the highest in Russia — 99.56% in 2018 (Surgutneftegas
2018) (see the section on climate change below).

Surgutneftegas’s E&P activities have always been concentrated primarily in
Khanty-Mansi Autonomous District, and the company stayed away from the
‘asset-grabbing fever’ in Russia in the mid-1990s, avoiding growth for the sake
of growth. However, by the mid-2000s, as the limitations of the ageing West
Siberian fields became increasingly visible, Bogdanov changed his approach.
In 2003, Surgutneftegas shed its reputation of a Khanty-Mansi recluse by
gaining the rights to the Talakansk field, with 124 million tonnes of reserves
in the Republic of Sakha (Yakutiya). Initially, Sakhaneftegaz, controlled by
YUKOS, had won the licence for Talakan in 2001. The results were subse-
quently annulled because Sakhaneftegaz was unable to pay the required bonus
of USD 501 million. Another investment contest was planned; however, in
2002, Surgutneftegas, as the bidder that offered the second-largest bonus (USD
61 million), asked the arbitration court of Sakha to recognize it as the winner.
In late 2003, it was decided that the licence be granted to Surgutneftegas, and
in April 2004, Surgutneftegas and the Sakha Republic signed an agreement
for the development of the field. Surgutneftegas’s growing oil production in
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Eastern Siberia reached 9.1 million tonnes in 2018, with the region accounting
for 15% of the total output of the company (Surgutneftegas 2018).

Surgutneftegas has consistently been one of the leaders in exploration and
development drilling in Russia. In 2018, it accounted for 20% of Russia’s total
exploration drilling and 18% of development drilling. By the end of 2018, it
had a total of 24 457 active wells, while the proportion of idle wells had fallen
to 8%, the lowest in the sector (Surgutneftegas 2018).

Since the company rarely makes presentations for analysts, the main source
of information about its production strategy is Bogdanov’s speeches. At the
2012 annual general meeting (AGM) of shareholders, Bogdanov told journal-
ists that Surgutneftegas did not plan to buy any assets: ‘I do not need to buy
anything. We have everything!” He also stated that the company’s production
strategy remained the same: ‘to drill, drill, drill and develop what we [already]
possess’ (Bogdanov, cited in Vedomosti 2012b). At the 2013 AGM, Bogdanov
repeated that the company would not change its strategy: it would develop in
Russia and continue to accumulate money in bank deposits. He stated that
Surgutneftegas had stabilized production at the 2012 level of 61.4 million
tonnes, and crude output would grow again in the coming years mainly due to
new projects, the largest among them being the Severo-Rogozhinskoye field in
Western Siberia where production would begin in 2015, six years ahead of the
deadline established in the licence (Kommersant 2013a). Indeed, by 2018, the
Rogozhnikskaya group of five fields reached the planned production level of
some 4 million tonnes of oil per annum (Surgutneftegas 2018).

Analysts have frequently said that one of the key problems for Surgutneftegas
is its insufficient reserve increment (replacement of production with new
reserves), which was much lower than that of LUKOIL or Rosneft. However, in
December 2012, Surgutneftegas began to spend some of its financial reserves.
In an intense competition with Rosneft, Gazprom Neft and Gazprombank, it
bought for RUB 46 billion a production licence for the Schpielman field in
Khanty-Mansi Autonomous District, containing 146 million tonnes of oil. It
was Surgutneftegas’s most significant purchase in recent years and the most
expensive licence in Russia until then (Kommersant 2012d).

In 2016, Surgutneftegas began to develop a new area, the Uvat cluster
in Tyumen region, by commissioning the Yuzhno-Nyurymskoye field with
recoverable reserves of 8.5 million tonnes. In 2018, oil production at the Uvat
cluster with two fields under development reached 935 000 tonnes. Within
a five-year time horizon, Surgutneftegas was planning to commission 21 new
fields, ensuring that production stayed at 61 million tonnes per annum.

In 2016, oil production by Surgutneftegas grew by 0.4% to 61.8 million
tonnes, with East Siberian fields providing the bulk of the growth. In 2017,
Surgutneftegas was to reduce its oil production to 61.1 million tonnes to
contribute to the fulfilment of the requirements of the OPEC+ agreement of
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November 2017, where OPEC and non-OPEC producers agreed to extend oil
production cuts to the end of 2018. In 2018, production declined further to 61
million tonnes. At the same time, gas production continued to decline from 12.3
billion cubic metres in 2012 to 9.7 billion cubic metres in 2016 and remained at
this level in 2018 (Surgutneftegas 2018, p. 8). The commissioning of new gas
fields in the Republic of Sakha did not offset declines at the depleting fields in
Western Siberia. Since there is neither a market nor an infrastructure for gas
in the Republic of Sakha, Surgutneftegas had to re-inject gas, increasing the
level of APG utilization in Sakha to 96.7% in 2014 (Territory neftegas 2015).

The Arctic and Offshore Development

With current operations in Western and Eastern Siberia and Timan-Pechora and
along history of activity in Khanty-Mansi Autonomous District, Surgutneftegas
has ample experience of operating onshore fields in the Arctic and sub-Arctic
conditions. Yet the company has never demonstrated any serious ambition to
work offshore in the Arctic. In 2005, there were reports that it was negotiating
the possible joint development of offshore oil and gas fields in Russia with the
Norwegian oil company Statoil (later renamed Equinor) (Vedomosti 2005b).
However, these plans never materialized.

In 2008, amendments were made to the Law on the Continental Shelf,
restricting offshore development to projects led by Gazprom and Rosneft.
Bogdanov stated that it was now only possible to undertake offshore develop-
ment as a minority partner of one of the two major state companies,

and we are not ready to work under such conditions ... We are also a decent Russian
company. Our principle is the following: We fully implement the project by our-
selves from the beginning to the end; we do not join partnerships; we have enough
money and potential, both technological and human. (Vedomosti 2012b)

Internationalization

Over the years, Surgutneftegas made only two serious attempts to operate
outside Russia. In 2008, it reluctantly joined the National Oil Consortium in
Venezuela, which also included Rosneft, LUKOIL, TNK-BP and Gazprom
Neft, and was established on Igor Sechin’s initiative to develop the Junin-6
field. In 2012, when Sechin left his position as Deputy Prime Minister,
Surgutneftegas quickly withdrew from the consortium, and Rosneft bought its
stake for RUB 6 billion (Kommersant 2012e¢).

Another unsuccessful attempt to operate overseas was made in April 2009
when Surgutneftegas bought 21.2% of the Hungarian company MOL for
EUR 1.4 billion from the Austrian company OMV. MOL considered this
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acquisition a hostile takeover and, as a precautionary measure, introduced
amendments to its charter, significantly expanding the authority of its board of
directors whereby it could limit the shareholders’ rights if they did not provide
information about the company’s owners (or if there were reasons to doubt
this information). Thus, in effect, MOL could demand to know the identity
of the ultimate beneficiaries of Surgutneftegas, which refused to provide such
information. Consequently, MOL did not even include Surgutneftegas in the
register of its shareholders, precluding Surgutneftegas’s participation in the
AGM, which approved the above-mentioned amendments (Vedomosti 2009a).

In response, in June 2009, Surgutneftegas filed a lawsuit against MOL in the
Court of Budapest demanding that Surgutneftegas be included in the register.
It lost two court cases against MOL, which continued to deny Surgutneftegas’s
access to its register and shareholders’ meetings. Igor Sechin, who was con-
sidered the ‘main curator’ of the deal, tried to help Surgutneftegas but in vain
(Kommersant 2011a). Ultimately, in May 2011, Surgutneftegas sold its stake
to the government of Hungary for EUR 1.88 billion, earning some EUR 500
million. Still, most Russian analysts believed that cash-rich Surgutneftegas
did not need this money and that it had been requested by the Kremlin to buy
a stake in MOL on behalf of one of the state companies (Kommersant 2011b).

These two failed attempts to go international reinforced Surgutneftegas’s
preference for operating within Russia. Indeed, in 2012, Bogdanov explained
that Surgutneftegas was not interested in overseas production assets: ‘Their
oil is the same as ours’ (Vedomosti 2012b). He reiterated this statement at
Surgutneftegas’s AGM in 2013: “We believe that it is more efficient to work
in Russia despite the high taxes, problems with tariffs of natural monopolies
and unstable legislation ... I have not seen any information showing that other
companies that work abroad earned profits that could ensure a return on invest-
ments’ (Vedomosti 2013a).

Innovation

As noted above, Surgutneftegas was the only Russian oil major that decided
not to establish joint ventures with foreign companies in the 1990s. Yet despite
its cautious attitude towards foreigners, Surgutneftegas has been a pioneer
among Russian oil companies in using Western production technologies and
state-of-the-art equipment. In the mid-1990s, it was the first to implement the
‘enterprise resource management’ software from the leading German provider
SAP to monitor and control costs. Bogdanov’s approach to the new technol-
ogy was cautious. However, once he had made up his mind, he sent his best
people abroad by the hundreds to be trained (Gustafson 2012, p. 226). By the
mid-1990s, investment analysts declared that Surgutneftegas was Russia’s
leader in the use of modern crude extraction technologies and one of the few
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Russian oil companies capable of horizontal drilling and fracking, which it
performed using in-house resources rather than drawing on the services of
foreign service companies.

This focus on ‘localization’ was also manifested in Surgutneftegas’s
approach to its own scientific resources. The research institute SurgutNIPIneft
initially started to use Schlumberger technology to create geological models
for eight fields; however, it gradually shifted to domestic methods of digital
geological and hydrodynamic modelling.

Transparency

Surgutneftegas is considered to be Russia’s least transparent major oil
company. This strategy has helped Bogdanov maintain control over the
company. As noted above, the lack of transparency around share ownership,
for example, may have reduced the risk of hostile takeovers, although it led to
difficulties when attempting to acquire overseas assets.

Surgutneftegas’s 2013 IAS reconfirmed the company’s lack of considera-
tion for investors. Surgutneftegas had not provided financial statements under
the IAS since 2002 when it issued its 2001 IAS Report, causing a scandal. The
2001 Report stated that the treasury stock of the company accounted for 40.5%
of its authorized capital or 46.6% of voting stock. The largest minority share-
holders sued Surgutneftegas, demanding it not to vote for this stock. Since
then, Surgutneftegas has provided statements only under Russian accounting
standards. However, in 2013, it was forced to publish IAS statements under
a new order by the Ministry of Finance applicable to public companies and
banks (Vedomosti 2013b).

The IAS 2012 statements did not advance our knowledge of Surgutneftegas;
its treasury stock and beneficial ownership remained in the dark (Vedomosti
2013c). Analysts stated that during the investor day organized on the occasion
of the publication of IAS statements, Surgutneftegas confirmed its reputation
as the most closed company in the sector. One analyst stated thus: ‘They do
not need anything. Surgutneftegas is a state within a state. The company owns
practically everything in its region, and the average salary is RUB 60 000,
which is much higher than regular Russian wages; they are satisfied with
everything’ (Kommersant 2013b).

At the same time, the IAS statements demonstrated that Surgutneftegas
remained one of the main contributors of capital to the Russian banking
system. In late 2012, its bank deposits exceeded the combined bank depos-
its of the Ministry of Finance and the regions of the Russian Federation.
Surgutneftegas mainly kept its money in dollars (USD 24.3 billion) and euros
(EUR 3.4 billion) in Sberbank, Gazprombank, VTB and Unicredit-Bank and
earned about USD 1 billion per annum in interest (Kommersant 2013b).
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Surgutneftegas publishes an annual report, which covers production,
research and technology, corporate governance and securities, financial state-
ments and key risks to business; it also reports on environmental and social
issues, including expenditure in these areas and the energy resources utilized
by the company. Its key performance indicators include, among others, pro-
duction figures, investments, existing and new wells and gas stations, number
of personnel, revenue, net profit and dividends per share. In the section on
corporate responsibility, it analyses environmental safety, human resources
policy, spending on social activities, charity and sponsorship. It reports on the
following areas relating to environmental protection: enhancing environmental
safety and prevention of accidents; atmospheric air protection; protection,
rational use and re-cultivation of land; protection, rational use and restora-
tion of water resources; waste treatment; and monitoring of the environment
and production facilities (Surgutneftegas 2016a, pp. 68—70). Since 2004,
Surgutneftegas has been producing an annual Environmental Report, which
elaborates all aspects of its environmental protection activities and engage-
ment with local and indigenous communities (Surgutneftegas 2019b).

The company’s website also provides some information relating to all
aspects of the company’s activities, including E&P; financial reports for
investors and shareholders; information for the public, including reports on
environmental conflicts and community grievances; company policy concern-
ing its relations with indigenous peoples; and information relating to protected
areas, including reports and videos on Numto Nature Park.

Surgutneftegas is also listed on several foreign stock exchanges, including
the London Stock Exchange. Participation in international stock exchanges
obliges Surgutneftegas to adhere to minimum transparency standards.

CSR

Like other Russian vertically integrated oil companies, Surgutneftegas contin-
ues to sign and implement cooperation agreements with the administrations of
the regions where it operates and enters into direct agreements with indigenous
peoples (Neftegaz.ru 2008). The agreements with indigenous peoples often
relate to the provision of vehicles, chainsaws, fuel, diesel generators, con-
struction materials and so on. The company pays the transportation expenses
of indigenous families, reimburses expenditure for medical treatment and care
and supports children’s education (Neftyaniki 2015). These arrangements have
occasionally come under criticism as commitments are not always followed
through, while Surgutneftegas has limited the eligibility of families to receive
this kind of support, excluding households who receive income through state
employment. Unlike LUKOIL, which frequently offers ad hoc assistance to
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indigenous peoples outside of formal agreements, Surgutneftegas is reported
to have a policy that restricts assistance to formal agreements.

With its headquarters in Surgut, Surgutneftegas is one of the two vertically
integrated oil companies (the other being Tatneft) that has its headquarters in
a production region rather than in Moscow or Saint Petersburg. As a result,
it pays considerable attention to the city, which is one of the best funded and
managed in Russia. Unlike many other Russian oil companies, Surgutneftegas
did not abandon the social infrastructure that it maintained during the Soviet
era by transferring it to municipalities, which was a fashionable thing for oil
companies to do in the 1990s. Contrary to the advice of Western consultants,
the company continued to sponsor education in target areas; it also provided
its staff with accommodation, medical insurance and a generous non-state
lifetime pension scheme with established guaranteed payments (Ugra.mk.ru
2012).

Some of Surgutneftegas’s oil production facilities are located within or in
the vicinity of nature reserves and/or areas sacred to indigenous peoples, such
as Numto Nature Park and the sacred Imlor Lake in Yugra (Surgutneftegas
2016a, p. 83; Vestnik 2013). Despite protests from the residents living around
Imlor Lake in 2010, Surgutneftegas managed to reach an agreement with
the Governor of Khanty-Mansi Autonomous District, and today all but one
indigenous household have left the Imlor Lake area in tandem with advances
in oil development. Greenpeace Russia has campaigned on both the Lake
Imlor and Numto cases. In the case of Numto in 2015, more than 36 000 letters
were sent to regional and federal officials urging them to reject proposals to
open up the wetlands of Numto Nature Park to oil drilling. Public hearings
were held; however, in October 2016, the Ministry of Natural Resources and
Environment decided to change the zoning regulations in the park to allow oil
drilling in the wetlands (Greenpeace 2017).

In 2018, Surgutneftegas spent RUB 17 billion on environmental pro-
tection — according to its own account (Surgutneftgas 2019c). As a result
of the measures aimed at reducing air pollution, the emission of pollutants
decreased by 42% between 2006 and 2016 (Surgutneftegas 2016a, pp. 68 and
70). Surgutneftegas has consistently been ranked high in WWF Russia and
CREON reports (2014, 2015, 2016) on the environmental responsibility of
Russian oil companies. In 2014 and 2015, Surgutneftegas was rated first but
dropped to third place in 2016 after Sakhalin Energy and Gazprom. In 2018, it
was ranked number one in terms of environmental management.

COPING WITH CHANGE

Surgutneftegas is assumed to be one of the most conservative and least adapt-
able of the Russian oil majors. However, while many of its strategic principles
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have remained unchanged throughout its history, the company has more than
once demonstrated its ability to respond to new challenges. In some cases,
the response strategy has precisely involved sticking to the old ways of doing
things.

Responding to Low Oil Prices, Crises and Sanctions

Throughout its history, Surgutneftegas has been able to cope successfully with
financial and economic crises by adhering to its long-term strategy. Russia’s
economic meltdown in 1998 was an acid test for most Russian vertically
integrated oil companies. Compared to its peers, the crisis had little impact
on Surgutneftegas apart from lowering the value of its shares. The company’s
focus on self-reliance turned out to be a winning strategy in times of trouble.
Since it did not have debts in foreign currencies, it has weathered both low oil
prices and the dramatic depreciation of the rouble (NFGR 2006).

When the 2008 financial crisis began, the value of Surgutneftegas’s
short-term financial investments, cash and other current assets rose by 50%
to RUB 383 billion. One manager explained that the company had accumu-
lated financial reserves in the past ‘in case of a possible crisis. You do not
remember the times when there was no money to pay salaries’ (Vedomosti
2008). Similarly, at the AGM in June 2009, Vladimir Bogdanov commented:
‘We were always accused of channelling a lot of money to our investment
reserve. Today we can see how justified this strategy was’ (Vedomosti 2009b).
Surgutneftegas was also the only vertically integrated oil company in Russia
to recruit new people during the 2008 crisis. From mid-2008 to mid-20009, its
headcount increased by 2% to 94 502 employees (although the company cut
average salaries in 2009 compared to 2008) (Vedomosti 2009c).

Surgutneftegas recognizes oil price volatility as one of the key financial
risks for the company. The 2016 Annual Report notes that the company takes
into account possible changes of oil and petroleum product prices using
scenario planning for the development of investment projects and budgets,
implements cost reduction programmes and re-evaluates the existing business
plans (Surgutneftegas 2016a, p. 24).

Recognizing the impact of global oil price variations on its business, at the
2017 AGM, Bogdanov stated that 2016 had been unstable because of declining
oil prices and currency fluctuations. Surgutneftegas then had some USD 34
billion in hard currency deposits, and because of the appreciation of the rouble,
the company reported a loss of RUB 105 billion — its first in many years (Znak
2017). However, by October 2017, it had already increased its currency depos-
its to USD 37 billion.

Regarding Surgutneftegas savings kept on currency deposits (and again
highlighting the risks associated with oil price volatility), Bogdanov said
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in 2013 that ‘these funds are an insurance mechanism; nobody knows what
will happen with the oil prices. We need this money so that the company can
continue existing without problems. If the situation of 1998 is repeated, what
would we do then?’ (Kommersant 2013b).

Despite the losses that the company sustained in 2016, Surgutneftegas did
not intend to revise its strategy. According to Bogdanov, ‘it does not make
sense to change financial policy trying to guess where the rouble rate of
exchange or oil price would go. We are focused on our goals: ensuring produc-
tion efficiency, cost reduction and introduction of technologies’ (Znak 2016).
However, Surgutneftegas is oriented towards an average oil price of USD
40-50 per barrel for the near future.

Interestingly, despite its investor-unfriendly reputation, according to
Bloomberg, Surgutneftegas was the company with the highest dividend yield
in the world in 2016. It was the only public oil company that ensured a positive
return to investors after the November 2016 decision of OPEC and non-OPEC
producers to reduce oil output. In 2015, the dividend yield of its shares was
18.5%, significantly higher than that of Shell (5.6%), for example. Analysts
attributed these impressive results to its large dollar reserves. Also, since June
2014, when oil prices began to fall, Surgutneftegas was a leader in Russia both
in a dividend yield of its preferred stock (37.8%) and total shareholder return
(TSR) (96%) (Vedomosti 2016).

In September 2014, the United States introduced sanctions against several
Russian oil companies, including Surgutneftegas. Restrictive measures
forbade the US export of commodities, services and technologies to support
deep-water, Arctic and shale projects of Gazprom, Gazprom Neft, LUKOIL,
Rosneft and Surgutneftegas (Forbes 2014). The new US sanctions introduced
in August 2017 applied to these five companies and forbade American citizens
and companies from participating in their new projects both within and outside
Russia (RBC 2017). However, Bogdanov commented that the sanctions would
have little effect on Surgutneftegas since it did not have any debt denominated
in foreign currencies, did not have any deep-water or (offshore) Arctic projects
and had limited dependence on foreign technology (Neftegaz.ru 2014a).

Unconventional Reserves

Surgutneftegas is one of the few oil companies in Russia that can produce
hard-to-recover reserves on its own without international partners. Since
2005, the company has been working on the Bazhenov shale oil formation in
Western Siberia — the world’s largest. By 2013, it had developed schemes for
testing and commercial production in 19 oilfields and was operating 87 wells
within these fields. But over the years, it produced only 2.5 million tonnes of
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oil, and the company insisted that the development of Bazhenov required state
support (Surfutneftegas 2013).

In 2013, Surgutneftegas increased its oil production from the Bazhenov
formation by 60% from the 2012 level. The company’s chief geologist
commented that although the company has incurred a 3 billion rouble loss,
Surgutneftegas invests in the development because it is a promising direction
for future operations (Neftegaz.ru 2014b). The company planned to commis-
sion 24-39 development wells annually. Surgutneftegas expected that by the
end of 2018, the accumulated production from the Bazhenov formation would
have reached 5.7 million tonnes (by 2014, it was about 2.5 million tonnes)
(OGJ Russia 2014).

Climate Change

Since 1997, Surgutneftegas has had a policy of sustainable energy use and
energy efficiency as a way to improve the company’s financial performance
(Surgutneftegas 2019a). The 2016 Annual Report states that the ‘rational
use of energy resources, energy-saving and advanced engineering solutions
in the power generation sector are among the main drivers to ensure better
production performance and competitiveness of the company’ (Surgutneftegas
2016a, p. 55). Thus, while the company and Bogdanov are not known for
making statements about the importance of climate change, the company does
pursue an efficiency-based policy which can help limit GHG emissions. Over
a five-year period, the company reduced its sulphur dioxide emissions by
25% (Surgutneftgas 2019a). In the 2019 Annual Report, Bogdanov claimed
that the company directs significant funds to environmental programmes and
environmental policy and that this is one of the key priorities of the company
(Surgutneftgas 2019b).

Ninety-nine per cent of Surgutneftegas’s natural gas is produced as APG
—aby-product of oil extraction. Surgutneftegas makes a considerable contribu-
tion to climate change mitigation efforts in Russia by minimizing the flaring of
APG in its fields. Surgutneftegas was the first Russian company to introduce
gas utilization equipment and technology, an experience that is being emulated
by its Russian peers. In the 1990s, it installed three gas-turbine power stations
with a total capacity of 43.5 MW to utilize APG instead of flaring it, to meet
the energy needs of the Tyanskoye and Konitlorskoye fields. As a result of this
technology development, Surgutneftegas’s level of APG utilization has been
consistently the highest in Russia, that is, 99.56% in 2018, according to the
annual report.

Surgutneftegas utilizes APG in the following main ways: processing at the
Surgutneftegas gas-processing plant (some 62%) with subsequent deliveries
to domestic consumers, power generation needs at the company’s power
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plants (over 21%) and utilization as fuel and for technological needs of
Surgutneftegas (15%) (Surgutneftegas 2016b, pp. 42-3). Surgutneftegas aims
to further upgrade the system of APG gathering, transportation and utilization
in the current fields and by establishing such systems in new fields.

As we have not been able to find any information from publicly available
sources that Surgutneftegas or Vladimir Bogdanov personally regard climate
change as an important issue, it seems ironic that Surgutneftegas simultane-
ously makes a considerable contribution to climate change mitigation efforts in
Russia by successfully minimizing the flaring of APG from its fields. In 2016,
Surgutneftegas started to implement a system of GHG emissions accounting
to comply with Russian legislation and international standards (Surgutneftegas
2016b, p. 34). According to the 2016 Environmental Report, Surgutneftegas
reports on GHG emissions to the Russian Ministry of Energy, the Russian
Federal State Statistics Service and other regulators (Surgutneftegas 2016b,
p. 34).

CONCLUSION

Surgutneftegas is the most conservative oil company in Russia. Led by
Vladimir Bogdanov for over 30 years, it has been stably successful during
three distinct periods in modern Russian history: Soviet socialism, the gangster
capitalism of the 1990s and the authoritarian capitalism of the early part of
third millennium.

It has remained an independent company despite the efforts of other players
to acquire it. Being consistently loyal to its long-term strategies and principles,
Surgutneftegas has successfully adapted to new realities and found a winning
formula for doing business in Russia. Its good ties with the political elite have
helped it achieve its goals and be protected against hostile takeovers. However,
at the same time, this protection might have cost Surgutneftegas its freedom to
make strategic business decisions without the Kremlin’s blessing. It has also
had to serve a political agenda from time to time.

The company has remained resolutely non-transparent about its operations
and shareholder structure. Uniquely among Russia’s oil majors, Surgutneftegas
has kept foreign partners and investors at arm’s length. At the same time, it has
made efforts to adopt and employ the West’s best technologies. The company
has always paid its taxes, avoiding tax scandals affecting other companies. It
has addressed the climate change imperatives by adopting efficiency measures
and reporting publicly on its emissions and environmental and social perfor-
mance without exaggerating its achievements.

In the current era of climate change and the rise of alternatives to oil com-
bined with the increasing international isolation of Russia, Surgutneftegas
seems to be well placed among its peers to survive, having in place appropriate
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reporting systems, a culture of technology-based production efficiency and
a long-standing strategy of independence from foreigners.

NOTE

1. Powerful actors with a background in the military or security services.
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6. Tatneft: Genghis can

Tatneft, the oil company of the Republic of Tatarstan, is the fifth-largest
Russian oil company in terms of crude oil production (after Rosneft, LUKOIL,
Gazprom Neft and Surgutneftegas). It is also the only major Russian oil
company with an ethnic identity. The Tatars are a distinctive Turkic-speaking,
predominantly Muslim people who make up 53% of the population of
Tatarstan. The republic was once seen as one of the more independently
minded subjects of the Russian Federation, and this is reflected in the way
Tatneft operates. Tatneft struggles valiantly with its depleting resource base
and has been maintaining oil output levels by optimizing production, raising
efficiency, promoting technological innovation and investing in extra-viscous
crude. It is the only Russian oil company that has built a major new refinery
since the collapse of the USSR; it is also one of the few that has a strong
petrochemical arm. Tatneft has done well concerning import substitution
and support for domestic producers as well as avoiding Western sanctions,
mainly because the company was not thought to be as closely connected with
the Kremlin as some other Russian oil companies. Tatneft has partnered with
foreign companies within Russia; however, it has not been particularly suc-
cessful in its attempts at investing abroad.

As of early 2019, the proved hydrocarbon reserves of Tatneft amounted to
971 million tonnes, while oil production in 2018 reached almost 30 million
tonnes (Tatneft Press-Tsentr 2019). Tatneft accounts for over 80% of the oil
produced in the Republic of Tatarstan and some 8% of Russia’s crude output.

Tatneft is a fully vertically integrated company with refining, petrochem-
icals and gas-processing facilities. It has a network of 692 fuel stations,
including 111 stations in Ukraine and 15 in Belarus. Tatneft is also a major
producer of tyres, with three tyre-manufacturing plants based in the town of
Nizhnekamsk in Tatarstan (Tatneft 2018a). Tatneft also has its own research
institute, TatNIPIneft, located in Bugulma, Tatarstan.

Tatneft mainly operates in the Republic of Tatarstan, but it also has invest-
ments in the Samara, Orenburg and Ulyanovsk regions as well as the Republic
of Kalmykia and Nenets Autonomous District. Tatneft’s minimal presence
abroad is in Belarus, Turkmenistan and Ukraine.

The General Director of Tatneft is Nayl Maganov. Like most other Russian
oil and gas companies, except LUKOIL and Surgutneftegas, Tatneft’s leader-
ship has changed numerous times since the Soviet era. Maganov has been the
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company’s general director since November 2013, taking over from Shafagat
Takhautdinov. Maganov previously served in senior management positions in
Tatneft when the company was privatized in 1994. Prior to that, he had worked
for NGDU Elkhovneft, part of the Tatneft Production Association.

As of May 2015, the company’s key shareholders were the National
Settlement Depository (59.55%) and OJSC Central Depository of Republic
of Tatarstan (30.45%). Tatneft’s depository receipts are listed on the London
Stock Exchange and are traded in the Xetra system within Deutsche Borse
(Tatneft 2018b).

CORPORATE HISTORY

Commercial oil production in Tatarstan commenced in 1943, making it one of
Russia’s oldest petroleum provinces. The super-giant Romashkinskoye field
is among the top ten oilfields in world history and was discovered in 1948,
transforming Tatarstan into the most oil-rich region in the USSR. At the time,
Tatarstan’s reserves amounted to 2.3 billion tonnes, including recoverable
reserves of 1.4 billion tonnes. Most of Tatarstan’s crude is of low quality, with
medium to high viscosity and an average sulphur content of 2.5%.

Tatneft’s predecessor, the Tatneft Production Association, was established
in January 1949. In 1956, Tatneft extracted 18 million tonnes of oil, becoming
the number one crude producer in the Soviet Union. Tatarstan demonstrated
high petroleum output growth rates with the volume of oil production rising
from 43 million tonnes in 1960 to 104 million tonnes in 1975. By 1981, the
accumulated hydrocarbon production in Tatarstan had reached 2 billion tonnes
of oil and over 70 billion cubic metres of gas. However, 1975 was the last year
that witnessed a rise in crude production. It subsequently began to decline
steadily, mainly because of ageing fields, and reached a low of 24 million
tonnes in 1994.

Because of its complex reserve base, Tatneft has always focused on inno-
vation and new technology. For example, as early as 1984 and 1985, Tatneft
introduced improved reservoir management techniques, which helped arrest
the rapidly growing proportion of water in the oil it extracted (Lazard Capital
Markets 1996, p. 13). During the 1980s, Tatneft’s employees worked on
several fields in Western Siberia on a fly-in, fly-out basis (Tatneft 2018c).

The 1990s

When market reforms began in Russia, the Republic of Tatarstan was in
a different position from other Russian regions because the Kremlin was
particularly keen to secure the loyalty of this ethnic Turkic, Muslim republic
located in the centre of the country. To this end, an agreement between the
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federal authorities and Tatarstan on the division of competencies and mutual
delegation of authority was signed in February 1994, giving Tatarstan greater
privileges than most parts of the Russian Federation. The petroleum sector
was regulated by special agreements. Therefore, Tatarstan was able to pursue
a relatively independent energy policy and ensure significant fiscal benefits
for Tatneft to encourage the company to continue production from wells with
low daily output and/or a high water-cut, commissioning of new fields and
introduction of new methods of enhanced oil recovery.

In 1994, Tatneft was privatized. Its authorized capital was split into ordinary
shares (93.66%) and preference shares (6.34%). In October 1994, 2.3% of the
authorized capital was sold at auctions. In accordance with the privatization
plan, 30% of the authorized capital was sold at a discount or transferred free of
charge to employees. Preference shares were also given to personnel, includ-
ing 5.16% sold for privatization vouchers. Another large shareholder was
the State Property Committee of Tatarstan, which held 40% plus the ‘golden
share’. Ten per cent of shares were given to investment funds. Other smaller
stakes were sold to top managers, suppliers and residents of the oil-producing
regions of Tatarstan (Khisamov 2007).

Owing to the favourable tax regime, Tatneft managed to stabilize crude pro-
duction at 24 million tonnes per annum beginning in 1995. A decree signed by
Tatarstan’s then President Mintimer Shaimiev in 1997 created some 30 small
oil companies operating in Tatarstan in addition to Tatneft, which provided
diversification and competition for the larger company (Khisamov 2007).

During the 1990s, Tatneft was a Russian pioneer in the stock markets. Its
shares were first traded over the counter in April 1995, and in September 1995
they were listed on the Russian Trading System (RTS). In June 1996, about
0.1% of its shares were traded in American depository receipt (ADR) form on
NASDAQ’s bulletin board, with the Bank of New York acting as depository.

By 1996, Tatneft had provided two years of US GAAP accounts, and Miller
and Lents undertook an independent reserve audit. In light of this, investment
analysts noted that no other Russian oil company had issued similar quality
information (Lazard Capital Markets 1996, p. 4). In December 1996, Tatneft’s
ADRs were listed on the London Stock Exchange (LSE) and two years later
on the New York Stock Exchange (NYSE), where 11.5 % of its shares were
traded in the form of ADRs. At that point, Tatneft was the only oil company in
Russia that had listings on two major international exchanges.

In December 1996, Tatarstan offered part of its stake in Tatneft for sale to
global investors. After that, the government’s share shrank to some 30%, but
it was to retain the ‘golden share’ until 1999 (Lazard Capital Markets 1996,
p- 1). Russian experts regarded the December 1996 sale of Tatneft’s shares as
the most significant stock market event related to Russian oil companies that
year. Even a statement by the Federal Agency on Insolvency about the alleged
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imminent bankruptcy of Tatneft made on the eve of the private presentation
that the company gave to Western investors did not mar the event (Savushkin
1997). It subsequently turned out that Tatneft did not go bankrupt: it reached
an agreement with the federal authorities, probably with the help of Tatarstan’s
political leaders, who did their best to protect the republic’s enterprises
(Melnikov 1996).

Tatneft entered the debt market in 1997 when it issued Eurobonds worth
USD 300 million (Mazneva 2010). In 1998, Tatneft became the first Russian
company to undergo the procedure of official listing of common and preferred
stocks in the RTS. In 1999, it received listing for ordinary and preference
shares at the Moscow Interbank Currency Exchange.

During the 1990s, Tatneft actively searched for international partners to
help it overcome the inevitable problems associated with its declining reserve
base, although its in-house engineers were quite advanced and technologically
sophisticated and TatNIPIneft delivered high-class research results and regis-
tered valuable innovations. By the mid-1990s, Tatneft had established three
joint ventures with foreigners. The most important of them was Tatalpetro
with Total (Tatneft owned 50%). Its objective was to increase oil production
in the Romashkinskoye field through the use of modern enhanced oil recovery
(EOR) techniques, including chemical injection. Tatex, a joint venture with
the American company Global Natural Resources (Tatneft had 50%), installed
Western equipment to increase the recovery of liquids from associated petro-
leum gas (APQG) streams. Tatoilgaz was Tatneft’s first production-oriented
joint venture, with the German company Mineralol Rohstoff Handel (MRH).
This joint venture was engaged primarily in reviving old fields with a com-
bination of horizontal drilling, hydrofracking and secondary recovery. An
associate of MRH also cooperated with Tatneft in setting up fuel stations in
Tatarstan (Lazard Capital Markets 1996, p. 15).

Initially, Tatneft was exclusively established as an exploration and produc-
tion (E&P) company with insignificant refining capabilities equivalent to less
than 2% of its oil output. However, by the late 1990s, Tatneft had acquired
major stakes in petrochemical enterprises in Tatarstan and had actively started
building its network of fuel stations, thus gradually transforming itself into
a vertically integrated company.

During the mid-1990s, Tatneft tried to secure stable markets for its heavy
and sour crude by attempting to establish three financial-industrial groups:
Mostatnafta (based on a refinery in Moscow), Volga-Oil (based on a refinery
in Nizhniy Novgorod) and Ukrtatnafta (based on a refinery in Kremenchug).
However, all three attempts failed for various reasons, and in the following
decade, Tatneft was forced to build its own refinery for processing its oil.
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The 2000s

Changes in President Vladimir Putin’s Russia affected Tatneft, particularly in
the fiscal sphere. From the beginning of 2002, the profit tax rate was reduced
in Russia and a flat mineral production tax was introduced in place of several
previous charges for the use of subsurface resources. YUKOS and Sibneft,
with their high-quality reserves and thus low lifting costs, were the main bene-
ficiaries of this initiative (which they had strongly lobbied), while Tatneft (and
its neighbour Bashneft), with their inferior reserves and mature fields depleted
by some 80% resulting in high lifting costs, suffered from this change. Also,
Moscow began to feel uncomfortable about the independence of the regions
and started to suppress them and especially Tatarstan, which was perceived to
be the most independent of all. For example, in 2001, Tatarstan lost the privi-
leges granted to it in 1994, and Tatneft was deprived of the fiscal benefits that
it had enjoyed (Poussenkova 2010).

In the new millennium, Tatneft continued to be plagued by its declining
reserve base, and in 2006, it became the first oil company in Russia to
announce the downgrading of its proved reserves. A repeat audit conducted by
Miller and Lents revealed that Tatneft’s proved reserves of oil as of 1 January
2005 amounted to 5801 billion barrels, whereas it had earlier reported 5965
billion barrels. Following this announcement, Tatneft’s market capitalization
fell by USD 350 million to USD 12 billion (Tutushkin and Borisov 2006).
Tatneft sought to combat the combined challenges of the declining reserve
base and the new fiscal rules through an adaptive management and production
strategy, including the expansion of its refining capabilities with the construc-
tion of its TANECO refinery (see the section on production strategy below).

Although Tatneft mainly focused on production issues and never played
high-profile power games (in contrast to many other Russian oil companies),
during the 2000s, as a minority shareholder, it became indirectly involved
in one of the most notorious corporate conflicts of the decade around the
refinery that was located in Moscow. In 1997, President Boris Yeltsin had
issued a decree whereby Moscow was to receive 51% of voting shares in the
Moscow refinery. In 1999, the Moscow city authorities united the refinery with
Sibir Energy to form a fully vertically integrated company — the Moscow Oil
and Gas Company, 69% of which was owned by Moscow and 31% by Sibir
Energy (Khrennikov and Shevelkova 2007). The struggle for the control of the
Moscow refinery between its main shareholders — Sibneft and Tatneft — and
Moscow Oil and Gas Company lasted six years (see the chapter on Gazprom
Neft in this book). However, when Gazprom bought 72% of Sibneft, it sought
to resolve the issue. In 2007, peaceful negotiations began, and in early 2008,
the shareholders agreed to manage the enterprise jointly, and a memorandum
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was signed between Yuri Luzhkov, the then Mayor of Moscow, and Alexei
Miller, the CEO of Gazprom (Tutushkin 2008).

In the first two decades of the twenty-first century, Tatneft’s stock market
performance was somewhat patchy in contrast to the previous decade when it
was described as a trailblazer in terms of information disclosure and corporate
governance. This was reflected in the increasingly divergent perception of its
performance by the key international rating agencies, which had been fairly
unanimous in their positive assessments of Tatneft during the previous decade.
Thus, in 2003, Fitch upgraded its rating of Tatneft’s obligations from B- to
B. Yet Tatneft was consistently late in providing its financial statements in
the mid-2000s. In late 2004, ‘due to limited transparency and disclosure as
well as aggressive acquisition plans’, S&P downgraded its rating from B to
B- and, in August 2006, even revoked the B- rating following delayed financial
statements. By contrast, in the same year, Fitch upgraded Tatneft’s forecast
rating to ‘positive’ because it expected that Tatneft could significantly improve
its business structure following the launch of its new refinery (Mazneva and
Malkova 2006). Moreover, in June 2006, Tatneft announced that it intended
to delist its ADRs from the NYSE, and the exchange stopped trading Tatneft’s
securities in September 2006 (Panov and Gubeydullina 2006).

In the mid- to late 2000s, Tatneft explored opportunities to expand its
upstream and downstream operations overseas with limited success (see the
section on internationalization below). On the other hand, Tatneft benefited
from some domestic policy developments. In July 2006, a federal law was
adopted on the differentiation of mineral production tax for fields depleted by
more than 80%, and a zero mineral production tax for super-viscous oil was
introduced. These benefits were applicable to the Romashkinskoye field that
had been depleted by 84% by that time, as well as four other Tatneft fields
(Takhautdinov 2007).

Thus, despite a few setbacks, Tatneft remained among the best performing
Russian stocks between 2005 and 2012 since its share price rose five-fold
over the period, as observed by Sberbank analysts. The analysts attributed this
performance to the company’s fundamental changes. First, it allayed concerns
that its production was facing an imminent decline. Second, it managed to
de-leverage while maintaining a net cash surplus for three years running before
the construction of the TANECO refinery began. Tatneft was not involved
in any major mergers and acquisitions (M&A) or other projects. In addition,
Tatneft improved disclosure: it began publishing Management Discussion
and Analysis (MD&A) in 2006 and moved to quarterly reporting and regular
calls with investors in 2008. It also increased dividends to 30% in 2006 and, in
2007, secured mineral production tax benefits on its depleted fields (Sberbank
CIB 2014).
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Post-2010

In recent years, Tatneft’s position in global credit ratings has significantly
improved. In November 2017, Fitch confirmed Tatneft’s credit rating at BBB-
with a ‘stable’ forecast. This reflected Tatneft’s strong financial position fol-
lowing the commissioning and further development of TANECO. Compared
to its Russian peers, the company also had a meagre ratio of debt to cash flow
from operations (Tatneft Press-Tsentr 2017a). In January 2018, Moody’s
upgraded Tatneft’s credit rating to Baa3 with a ‘positive’ forecast (Tatneft
Press-Tsentr 2017b).

In 2016, together with LUKOIL and Novatek, Tatneft was included (as
number five) in the top ten companies of the global petroleum sector by the
Boston Consulting Group (BCG) (Tatneft Press-Tsentr 2017¢). During that
period, Russian experts also agreed that Tatneft, LUKOIL and Novatek were
among the most profitable companies in Russia in terms of shareholder returns
(Makhnyeva 2016). According to these experts, Tatneft was well known for
its efficient management of existing projects, good communication with inves-
tors and low debt burden compared to its peers (Makhnyeva 2016). In 2017,
Tatneft retained its top ten position in the BCG rating with a slight drop to
number eight. As BCG noted, Tatneft kept a strong position in the rating due to
higher operating efficiency, a low level of debt and a balanced dividend policy
(Tatneft Press-Tsentr 2017c).

In 2016, Tatneft also became number one on the list of the most innova-
tive European oil and gas exploration companies, according to the Thomson
Reuters report The Future is Open: 2016 State of Innovation (cited in Tatneft
Press-Tsentr 2016a). Tatneft may deserve this accolade, as it registered its
five-thousandth patent for inventions in 2012 (Tatneft 2018d).

COMPANY PROFILE
Production Strategy

Tatneft currently produces the lion’s share of its oil from six major fields
(Romashkinskoye, Bavlinskoye, Sabanchinskoye, Novo-Elkhovskoye,
Pervomaiskoye and Bondyuzhskoye), with Romashkinskoye accounting for
the bulk of crude output: 15.8 million tonnes in 2016 (out of 28.3 million
tonnes produced in total by Tatneft) (Tatneft 2018e). Tatneft delivers oil to the
domestic market (15 million tonnes per annum), the former Soviet Union (1.3
million tonnes per annum) and other overseas destinations (10.4 million tonnes
per annum). Domestic deliveries are mainly made to the TANECO refinery
(8.6 million tonnes) and TAIF-NK (6.2 million tonnes) (Tatneft 2018f).
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TAIF-NK is a major refining complex located in Nizhnekamsk, Tatarstan. It
includes a refinery, gasoline plant and a facility for processing gas condensate.

Tatneft’s production strategy is determined by the fundamental problems
and weaknesses of its reserve base in Tatarstan, an ageing petroleum province.
Tatneft faces a serious challenge from depleting fields and a low average daily
output of operating wells — 3.9 tonnes per day with an average output of new
wells of only 10 tonnes per day (Tatneft 2017). Having to cope with the prob-
lems presented by the continuously ageing reserve base as well as the tougher
fiscal conditions imposed on its operations, Tatneft has been forced to adapt to
these changes and adjust its strategies accordingly.

First, Tatneft sought to optimize its management structure and expand its
activities beyond E&P. In 2002, it added gas and petrochemical branches to
the business (Tatneftegazpererabotka and Tatneft-Neftekhim, respectively).
In 2008, the company undertook large-scale restructuring and divested itself
of some non-core assets, reorganized its system of managing the oil services
sector and formed managing companies for different activities. In 2008, proba-
bly as a result of this streamlining, Tatneft was included for the first time in the
Platts global rating of the most efficient energy companies (Top250). In 2010,
Tatneft launched another new line of business, heat and power generation.

Second, Tatneft searched for innovative ways to increase its resources
and maintain oil production levels. It began to develop Tatarstan’s signifi-
cant resources of super-viscous (or bituminous) oil, which requires heating
to be extracted. In 2003, Tatneft started exploration and test production in
the Ashalchinsk field of super-viscous oil. In 2006, Tatneft drilled a unique
horizontal well there and produced its first 100 tonnes of bituminous crude
(Tatneft 2018d). It also started expanding into new regions. It entered
the Timan-Pechora province in the mid-2000s through two companies,
Severgaznefteprom and Severgeologiya, which owned prospecting and E&P
licences for four blocks in Nenets Autonomous District (Tatneft had a 50%
stake in both companies) (Tatneft 2018d).

Third, Tatneft continued its transformation into a fully vertically integrated
oil company by establishing its own refining facilities. In fact, it became the
only Russian vertically integrated oil company that built a major refinery from
scratch after the collapse of the USSR. Before that, it had only minor refining
facilities at NGDU Elhovneft, part of the old Tatneft Production Association.
In summer 2005, the leadership of Tatarstan decided to build an oil-refining
complex in the republic. The project operator was to be an especially estab-
lished closed JSC Nizhnekamsk refinery founded by Tatneft (40%), the state
holding Svyazinvestneftekhim (9%) and two offshore companies that held
a blocking stake. The plan was to build a 7-million-tonne-per-annum refinery
(to be expanded later to 14 million tonnes per annum) — to be named TANECO
— and a petrochemical facility in Nizhnekamsk.
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Tatneft was to take care of financing, and it found an unusual way to raise
funds. Its subsidiary Tatneft Oil AG became the co-founder of an investment
fund, the International Petro-Chemical Growth Fund (registered on the island
of Jersey). Tatneft contributed 5% of its ordinary shares to the authorized
capital of the fund, the value of which was estimated at that time to be USD
485 million (Tatneft 2018d). In early 2006, Tatneft decided not to wait for
external investors to finance the construction of the new TANECO refinery
and, instead, allocated over USD 200 million of its own funds to the project.
Experts noted that since the company was not actively buying new assets
at the time, it had enough cash to fund the project (Borisov 2006). In 2006,
TANECO also received federal support: The Russian Federation Investment
Fund financed the design and construction of the external transportation infra-
structure, including an oil pipeline, petroleum product pipeline and railroad
facilities. In 2011, the first phase of the TANECO complex was commissioned
— a facility for primary oil refining with a capacity for 7 million tonnes per
annum. Tatneft and Chevron Lummus Global have been cooperating on pro-
jects related to the refinery since 2006 when they signed a licensing agreement
and an agreement to design hydrocracking installations for TANECO (see
below).

In 2016, Tatneft formulated its Strategy 2025, which envisaged the transi-
tion from stabilization to sustainable organic growth in the E&P segment with
crude output to surpass 30 million tonnes by 2025. The company also aimed
at reducing operating costs by 10% (Tatneft Strategy 2016). According to
Strategy 2025, Tatneft’s exploration division aimed for 100% replacement of
its economically recoverable resource base through the following measures:

Increased efficiency in conventional oil exploration within mature fields.
Study and follow-up exploration of missed plays.

Exploration of new super-viscous oilfields.

Exploration of new fields in Nenets Autonomous District, Samara,
Orenburg, Ulyanovsk regions and Kalmykia.

5. Exploration of oil in the Domanic formation in Tatarstan (Tatneft 2016).

bl

Besides traditional seismic exploration, Tatneft is using several new tech-
nologies, such as artificial intelligence, geochemical exploration for oil and
gas layers with the use of passive adsorption of hydrocarbons, low-frequency
seismic sondage and electromagnetic sondage (Tatneft 2018g).

In the production sphere, the company continues to be strongly focused on
super-viscous oil. Between 2017 and 2018, Tatneft planned to invest around
RUB 20 billion into developing its super-viscous fields (20% of the overall
investment programme of RUB 100 billion for this period). High-viscosity oil
resources in Tatarstan are estimated to exceed 1.4 billion tonnes, and Tatneft
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hopes that it will be able to substitute the ageing fields with this type of crude
in the future (Astakhova 2017; Tatneft Press-Tsentr 2016b).

Tatneft produced 1.9 million tonnes of super-viscous oil in 2018 (Finam
2019). The company considers bituminous crude to be a priority for growing
its resource base. It is currently developing seven layers of super-viscous oil:
four layers in Ashalchinsk field and one each in Languevsk, Karmalinsk and
Nizhne-Karmalsk.

Nayl Maganov, Tatneft’s General Director, admits that super-viscous oil
is a complicated, knowledge-intensive and costly business, but still sees it as
promising (Zavalishina 2015). It requires major investments that it is hoped
will bring results in the form of produced oil in the future. Bituminous oil
might become a crucial reserve for Russia’s petroleum industry in years to
come because resources of conventional crude in Russia are being depleted.
According to Maganov, the mining and geological conditions of bitumen fields
in Tatarstan are much more challenging than in Canada: bitumen is produced
in the Canadian tundra while Tatneft’s fields are located in populated areas
of Tatarstan. Therefore, Tatneft must channel considerable funds into putting
the territories in order, recultivating land and imposing strict environmental
monitoring (Zavalishina 2015).

Unlike many of its Russian peers, Tatneft continues to focus much of its
long-term production strategy on its refining capacities, and it is constantly
developing its TANECO refinery. In December 2014, using a Chevron licence,
TANECO commissioned a combined installation for hydrocracking vacuum
gasoil. This permitted TANECO to launch the production of Euro-5 diesel,
aviation kerosene and basic oils. The Euro-5 diesel fuel produced by TANECO
is relatively clean with a sulphur content of less than 3 parts per million (ppm),
while the threshold indicator for Euro-5 is 10 ppm.

In early 2016, Tatneft bought an additional 9% of TANECO and obtained
full control over the enterprise. According to Tatneft’s Strategy 2025, by
that year the refinery’s installed capacity should reach 14 million tonnes per
annum; the conversion ratio will be 97% (compared to 74% in 2014) and the
yield of light products 90% (compared to 69% in 2014). These would be high
levels by current Russian standards (Neft i kapital 2014a; Tatneft Strategy
2016). In October 2017, TANECO and Chevron Lummus Global signed
a MoU to enhance the efficiency of TANECO (Tatneft Press-Tsentr 2017d).
Tatneft consistently supports domestic producers by placing orders for equip-
ment in Russian enterprises; for instance, the Izhora Machine-Building plant
has manufactured hydrocracking reactors, a product that was unique for Russia
(Tatneft Press-Tsentr 2018).

Unlike many of its Russian peers, Tatneft has a well-developed petrochem-
ical arm, comprising three tyre-manufacturing plants and several support
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enterprises, including hi-tech services for the petrochemical and tyre industries
and Russia’s largest producer of technical carbon (a key component of rubber).

Prompted by the complexity of its reserve base, Tatneft consistently pursues
a policy of innovation, applying the most advanced technologies throughout
the company. Its research institute TatNIPIneft has always been one of the
most respected R&D establishments in the former Soviet Union and is respon-
sible for several regionally significant advances in production technology and
reservoir engineering. In 2014, Tatneft began the digital transformation of its
whole production system, and by 2016, practically all branches of the company
had been transferred to new information platforms. Currently, Tatneft is
working on artificial intelligence and creating digital ‘twins’ of real objects. IT
is not only used to revitalize Tatneft’s own operations, but also developed and
marketed for other companies.

Internationalization

Tatneft has a minimal presence abroad. Upstream, it now mainly operates
in Turkmenistan. In 2008, Tatneft and Turkmenneft signed a protocol on
the development of oil and gas cooperation in Turkmenistan, and in 2010,
the two companies entered into a production contract. Tatneft subsequently
opened a subsidiary in Turkmenistan to provide enhanced oil recovery services
and maximize the potential of the Goturdepe field. In 2012, Tatneft began
well operations under a service contract between Tatneft and Turkmennebit
(Tatneft 2018h).

In the early 2000s, Tatneft signed a service contract with the Iraqi govern-
ment; however, it had to leave urgently following the US invasion of 2003.
In 2009, Tatneft qualified to participate in the second Iraqi licensing round
but failed to win (Mazneva and Tutushkin 2009). In 2005, Tatneft was the
first Russian company to enter Libya, winning the largest share of a 2006
licensing round and securing a PSA to work on four blocks with the National
Oil Corporation of Libya. In 2009, Tatneft achieved its first commercial oil
when testing an exploration well. However, the political unrest in Libya forced
Tatneft to evacuate hundreds of workers and suspend its businesses in the
country (Soldatkin 2011). In 2010, Tatneft began operating in Syria; however,
it had to halt its operations because of escalating violence. In October 2016,
Tatneft signed a MoU with the NIOC. Tatneft planned to study opportunities
to develop Iran’s Dehloran field (Tatneft Press-Tsentr 2016b). In early January
2018, Nayl Maganov announced that Tatneft had presented to NIOC its pro-
posals for the development of Dehloran and Shadegan fields (Finance-Rambler
2018); however, no real progress has been reported since then.

Tatneft has been even less successful in developing its downstream activ-
ities overseas. For instance, in early 2004, a consortium of the Turkish Zorlu
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Holding and Tatneft won 65.7% of the Turkish oil-refining holding TUPRAS
(total capacity 26.6 million tonnes per annum). However, the deal was halted
by the local trade unions and minority shareholders of TUPRAS, who initiated
numerous lawsuits (Neft i kapital 2004).

Tatneft’s experience in Ukraine has been particularly unsettling. In autumn
2006, Tatarstan transferred to Tatneft its stake in Ukrtatnafta that controlled
the Kremenchug refinery in Ukraine (Tutushkin 2006). However, a corporate
raid in October 2007 by the Ukrainian special forces caused the leadership
of Ukrtatnafta to be replaced by the former chairman of its managing board,
Pavel Ovcharenko. This followed a protracted conflict between the Ukrainian
authorities and Naftogaz Ukraine, on the one hand, and the refinery manage-
ment, controlled by Tatarstan, on the other. Prior to the raid, the Supreme
Court of Ukraine had made a decision to transfer a controlling interest in the
joint venture to Naftogaz. Tatneft disputed this in court and, following the
raid, halted deliveries of its crude to Kremenchug (Tutushkin et al. 2007). It
also bought two shareholders of Ukrtatnafta to strengthen its position in court
(Mazneva 2008).

In 2008, Tatneft filed a lawsuit in Zurich against Ukraine, demanding the
reimbursement of USD 1.1 billion for damages (Malkova and Kazmin 2008).
Since 2008, the claim has risen to USD 2.4 billion. In 2014, the International
Arbitration Court in The Hague reached a verdict in favour of Tatneft, but only
for USD 112 million, and Ukraine filed a counter-suit in the Court of Appeal in
Paris (Kozlov 2016). In early 2016, Tatneft filed a lawsuit in the British courts
to recover USD 334 million of debt with interest from Ukrtatnafta for deliver-
ies of oil to Kremenchug. In March 2016, Tatneft began court proceedings in
the UK against Pavel Ovcharenko and three Ukrainian oligarchs concerning
non-payment for oil delivered to the refinery in 2007. In November 2016, the
Supreme Court of London declined the lawsuit on the grounds that it had no
prospects of success. However, on 18 October 2017, the Court of Appeal of
England and Wales revoked this decision (Tatneft Press-Tsentr 2017¢). The
legal war between Tatneft and Ukraine continues, having been described by
Kommersant as one of the most important corporate conflicts of 2017 (Zanina
and Rayskiy 2017). Also, in 2017, Tatneft filed a lawsuit against Ukraine in the
Arbitration Court of Moscow, and this litigation continued in 2018 (Interfax
2018).

Shale Oil

Like its Russian peers, Tatneft was late to take an interest in shale oil due to its
failure to foresee its importance. This is particularly interesting in the case of
Tatneft as it specializes in extracting other difficult oil, notably extra-viscous
oil.



Tatneft: Genghis can 171

Still, in response to the question of whether Russia and the rest of
the oil-producing countries slept through the shale revolution, General
Director Nayl Maganov made the following observation in an interview with
Kommersant-FM:

The question is, what do we mean by ‘slept through’? Oil in shale rocks was known
for a long time; since the 1960s—70s, people were quietly dealing with it; quietly
trying to produce this oil. These technologies have continuously been developing
since the 1960s, and at some point, they reached a level at which production became
profitable. I do not exactly understand what revolution and who slept through it.
(Kuzichev and Bogdanov 2016)

Tatneft began studying shale oil prospects more intensively in 2013 by drilling
a pilot well to a depth of some 1700 metres. Tatneft’s top management fully
recognized the implications of the shale revolution in its 2012 Annual Report:
‘The recent changes in the global oil and gas sector in which shale hydrocar-
bons began to play an increasingly prominent role could not help but make an
impact on the major trends and priorities for the development of the Russian
oil industry’ (Gariffulin et al. 2012).

A report on the exploration and implementation of pilot shale oil projects
was presented at a regular meeting of Tatneft’s board of directors chaired by
the republic’s President Minnikhanov in Kazan in 2014. It stated that hydrof-
racking had been carried out in the Dankov-Lebedyanskiy reservoirs of the
Bavlinskoye oilfield. The board of directors approved the shale programme
for 2014-15; it also approved the establishment of testing grounds for the
Domanic shale oil in Tatarstan (Oil & Gas Eurasia 2014).

In 2015, Tatneft booked some 29 million tonnes of shale oil reserves. In
total, it planned to invest about RUB 1.5 billion under its 2016—18 shale
programme. Tatneft also considered opportunities to join shale projects in
the West. As Nayl Maganov admitted in an interview with Business Gazeta,
the company’s experts were invited by their American colleagues to visit the
United States and study the prospects for Tatneft (Zavalishina 2015). In its
2016 Annual Report, Tatneft reconfirmed that the ‘implementation of the
pilot programme for shale oil production was among the company’s priorities’
(Voskoboinikov et al. 2016).

CSR

Since 2005, Tatneft has been publishing annual reports on sustainable devel-
opment and social responsibility aimed at business partners, public authorities,
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employees, communities and civil society. The introduction to the 2013 report
was as follows:

In 2013, Tatneft company continued implementing principles of social responsibil-
ity in the company’s business practices. During the reporting period, considerable
attention was traditionally paid to the environment, the creation of safe working
conditions, social protection and the professional development of employees. A sig-
nificant contribution was made to support healthcare, education, culture, sports and
development of social infrastructure in the regions of activity.

Tatneft mainly operates in the central part of European Russia, a region with
a relatively mild climate and a well-developed infrastructure. In contrast to
the oil companies working in Western Siberia, Tatneft has not had to build
oil towns from the ground up nor does it come into close contact with any
Arctic indigenous peoples. On the other hand, it has greater visibility because
it operates in more densely populated areas, and any environmental accident is
likely to draw immediate large-scale attention. Moreover, its strong connection
to the Tatarstan government and association with the Tatars as an ethnic group
ensure that it is still under pressure to provide social services like other Russian
oil companies.

Tatneft’s CSR policy has several components. Much of its effort is focused
on social projects. It also has projects related to environmental protection and
the promotion of climate-friendly technology (see below). This comes in addi-
tion to its efforts to increase efficiency and reduce GHG emissions in its core
operations (see the section on climate change below).

In collaboration with the local municipalities, Tatneft implements projects
to improve life in the towns and settlements in the regions where it works. As
part of the programme aimed at supplying Tatarstan’s population with clean
drinking water, a water-pumping tower was built in Molodezhniy, Almetievsk
region, and a water pipeline grid was installed in the village of Mencha
(Ilmukova et al. 2013, p. 80). General Director Nayl Maganov considers
support for medical services to be the most important type of social activity for
the company (Zavalishina 2015). Projects have included re-equipping a new
oncology centre, modernizing a children’s polyclinic in Almetievsk as well
as supporting the construction of an emergency ward, an obstetrics hospital,
a regional medical diagnostic centre and inter-regional oncological polyclinics
in various cities of Tatarstan (Ilmukova et al. 2013, p. 83; Tatar-Inform 2017).

Tatneft occasionally finances the construction and reconstruction of
mosques, cathedrals and churches; it has built kindergartens and, in one case,
an ice palace. In 2004, Tatneft established a ‘talented children’ fund to support
scientific and creative projects and participation in conferences (Ilmukova et al.
2013, p. 82). It finances the Ruhiyat Fund of Spiritual Renaissance (founded in
1997), which supports children’s creative development, festivals, publications
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and art and literature contests; it also established a literary scholarship prize in
the name of Sazhida Suleimanova, a poetess. The charitable fund Mercy was
founded to provide targeted support for orphans, veterans, the disabled and
low-income families (Tatneft 2018j). Much of this charitable activity is typical
of Soviet and Russian companies. However, in a move nof typical of a Russian
oil company, in 2017, Tatneft launched a social project to lease bicycles to the
residents of Almetievsk at a low cost (Krivopatre 2017).

Regarding its environmental commitments, Tatneft has demonstrated lead-
ership in developing and installing environmentally friendly technology and
has made efforts to reduce its climate impact and enhance the efficiency of its
operations (see the section on climate change below). Some of the company’s
environmental programmes have been designed along traditional Soviet-era
lines, such as its programmes to plant trees along highways and oilfield
routes. However, other efforts have indicated a commitment to stimulating
good environmental performance in the energy sector within the company and
beyond through technology development and promotion of new technologies.
For instance, in January 2018, TANECO became the first enterprise in Russia
to introduce automatic monitoring of emissions into the atmosphere (Tatneft
Press-Tsentr 2018). Tatneft also seeks ways to enhance the efficiency of its
petrochemical arm. Thus, in November 2014, Tatneft and the Italian company
Marangoni launched the joint venture KaMaRetrade in Nizhnekamsk to
restore old truck tyres. Marangoni contributed the technology and equipment
and organized the training of personnel, while Tatneft provided the production
facilities (Neft i kapital 2014b).

Tatneft has received some public recognition for these activities. It was
ranked highest among Russian oil companies in the rating of social and envi-
ronmental responsibility published by the Independent Environmental Rating
Agency (NERA): Ratings of business and regions of Russia: Environmental
responsibility and energy efficiency (Tatneft Press-Tsentr 2010). In September
2017, Tatneft was included in FTSE4Good Emerging Index, which is used to
evaluate the activities of companies that demonstrate a commitment to pro-
gressive practices in the sphere of environment protection, CSR and corporate
governance (Tatneft Press-Tsentr 2017g).

COPING WITH THE CHALLENGES OF CHANGE
Climate Change

According to the Carbon Disclosure Project Russia 50 report, Tatneft is one of
the leading Russian companies concerning climate change issues (CDP 2009),
as attested by the company’s measures to limit its GHG emissions. For Tatneft,
one efficient way of reducing GHG emissions has been the introduction of
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a system for catching light fractions of hydrocarbons evaporating from storage
tanks. Tatneft also seeks to enhance the efficiency of energy use within its
Energy-Efficient Economy Programme and has sought to reduce APG flaring
(Ilmukova et al. 2013). In fact, it is one of the leaders in the Russian oil sector
in terms of APG utilization. In 2015, Tatneft’s rate of APG utilization was
95.17% (Tatneft 20181). In 2018, its level of APG utilization grew to 96.2%
(Tatneft 2018i).

Tatneft’s APG utilization programme for 2009—13 included the construction
of gas power stations, the introduction of furnaces for heating oil that use APG
and the construction of gas-gathering systems with the subsequent processing
of the gas. In 2012, Tatneft launched a three-year programme to introduce
Capstone micro-turbine energy installations that run on APG. In 2013, power
stations based on Capstone micro-turbines were commissioned at four Tatneft
facilities with a total installed capacity of 4.4 MW (Ilmukova et al. 2013,
p- 41). In 2013, Tatneft also introduced APG Control, a system for accumulat-
ing and disseminating information on the production and gathering of APG.

Tatneft has also made efforts to promote the use of electric vehicles by
commissioning the installation of charging points as part of two projects. In
May 2016, Tatneft launched a new facility for charging electric vehicles in
Khimgrad industrial park in Kazan. President Minnikhanov took part in the
ceremony, studying the specifics of recharging and test driving a smart electric
car and stating that electric vehicles were environmentally safe and reliable
and that this direction should be developed further (Tatneft press-tsentr
2016d). In June 2017, a second charging facility was opened at Tatneft’s fuel
station 3 in Almetievsk (Tatneft press-tsentr 2017f).

Sanctions, Crises and Qil Prices

Tatneft weathered the 2008 economic crisis in Russia reasonably well. This
does not necessarily mean that the company is good at predicting market
changes; nonetheless, it does mean that its strategy represents a robust
approach over time. This could be interpreted as indicating that the company is
good at handling such changes (Gariffulin et al. 2010).

In 2008, Tatneft successfully pursued a conservative strategy and showed
that this could work particularly well for a company holding mostly depleted
fields. It was one of the few Russian oil companies that demonstrated produc-
tion growth during that period; its debt burden remained limited, and it contin-
ued generating significant profit. In November 2008, Shafagat Tahautdinov,
the then General Director, said that the company intended to cut its invest-
ment programme outside of Tatarstan in Orenburg and Samara regions and
Nenets Autonomous District while maintaining it at the previous level within
Tatarstan (Neft i kapital 2008).



Tatneft: Genghis can 175

Following the 2014 drop in oil prices, Tatneft’s 2015 Annual Report made
the following statement:

Due to the negative macroeconomic factors and fall in oil prices, the company
developed a programme of anti-crisis measures, including priority ranking of
projects, with due account for the need to maintain full-scale production plans,
measures to optimize general and administrative expenses, cut production costs,
enhance labour productivity, strengthen control to prevent price hikes by suppliers
and improve tender procedures. (Cited in Mukhamadeev et al. 2015)

The current General Director, Nayl Maganov, said in an interview a year after
the 2014 oil price collapse that Tatneft’s cost cuts did not affect its social pro-
grammes. Similar to its policy during the 2008—09 crisis, Tatneft curtailed its
activities outside of Tatarstan, making additional investments only to complete
commenced projects where it had already invested serious money. Salaries and
social benefits were protected as much as possible. In 2015, it even created
some 1000 new jobs in the development of extra-viscous oil, constructed
new facilities at TANECO and expanded its tyre-manufacturing operations
(Zavalishina 2015).

As a 2015 interview with Maganov indicates, he understands that oil
prices depend on many factors, including reserves, consumption, geopolitics,
demand, technology, innovation and the actions of exchange speculators
(Maganov, cited in Zavalishina 2015). Maganov stated that ‘one should
be oriented towards the price that the market would propose ... Consensus
opinion testifies to the growth of prices up to USD 70 by the end of the year.
A lot will depend on the events in the Middle East.” The oil price of USD 55 at
the time of the interview permitted the company to implement its programmes
and to look forward to 15 years of profitable operations. He also reiterated
that it would have been better if prices and the exchange rate had remained
unchanged since the company had to halt some of its programmes and shelve
its boldest ideas.

Maganov admitted in his 2015 interview that the rapid and drastic drop in
oil prices affected Tatneft’s earnings, and it had to cut costs in spheres that
did not directly impact the development of the company (Maganov, cited in
Zavalishina 2015). Cost reductions were not applied to investments in impor-
tant strategic areas, such as oil production, enhanced oil recovery and refining
and manufacturing of tyres. Spending was reduced on secondary projects that
did not have a critical significance for key production processes:

Moreover, responding to the challenges of the global market, we developed a series
of scenarios depending on the oil price, demand, dollar exchange rate and inflation
forecasts. We constantly monitor the situation, and, depending on the current and
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strategic analysis, the company uses instruments of the scenario that most fully
corresponds to the current market realities. (Maganov, cited in Zavalishina 2015)

Also, in his interview with Kommersant-FM, Maganov said that ‘of course,
we are not overjoyed that prices were dropping, but we do not see anything
lethal for us or unexpected in this process’ (Kuzichev and Bogdanov 2016).
Moreover, Tatneft’s Strategy 2025 contains macroeconomic forecasts of oil
prices, the rouble exchange rate and inflation rates and presents three scenarios
for the company’s market capitalization in 2025. The basic scenario envisages
growth of Urals crude oil prices from USD 37 per barrel in 2016 to USD 40
in 2020 and USD 55 in 2025; it also envisages stable fiscal conditions. The
negative scenario envisages low oil prices: Urals crude oil blend at USD 24
per barrel in 2016 and USD 45 by 2025. In this case, Tatneft’s capitalization
would still grow to USD 16 billion. Under the optimistic scenario, the Urals
price would be USD 70 per barrel by 2025 and Tatneft’s capitalization would
increase to USD 28 billion (Tatneft 2016).

According to its 2016 Annual Report, Tatneft was affected by the agreement
between Russia and OPEC:

The global demand for oil is projected to increase in 2017 in the context of the
OPEC agreement to curtail oil production. Since January 2017, subject to the agree-
ment between Russia and OPEC, the company committed itself to cut the current
production level while preserving all economic and technological aspects to ensure
stable operations of oilfields and maintain the production balance. (Voskoboinikov
et al. 2016)

International sanctions against Russia in the aftermath of the conflict in
Ukraine were not targeted at Tatneft. However, Tatneft was indirectly affected
since some of its suppliers encountered serious problems because of the sanc-
tions; for example, one of them delayed deliveries of foreign equipment to
TANECO. There were also problems with supplies of pipes for super-viscous
oil at high temperatures. However, a Russian company from Perm managed to
arrange their manufacture in three months and began to deliver them to Tatneft
at reasonable prices.

Maganov noted in 2015 that Tatneft was taking steps aimed at import substi-
tution (Maganov, cited in Zavalishina 2015). Since 2014, it had not been using
imported pumps and compressors for its projects; instead, it had been buying
pumps and compressors from Russian companies. The company had been
placing only domestic orders for reactor and column equipment since 2013.
As noted above, the Izhora plant manufactured reactors for the hydrocracking
facility that the company launched in 2014 at TANECO (Zavalishina 2015).
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CONCLUSION

Tatneft has faced the constant challenge of an ageing and depleting reserve
base and has tried to behave proactively by anticipating and responding to
changes. For instance, the company began the extraction and production of
super-viscous oil to supplement its conventional petroleum reserves. It built
a large modern refinery to process its heavy and sour crude; it developed
a diverse petrochemical business and expanded into heat and power genera-
tion. Tatneft has demonstrated consistent support for domestic companies and
capacities and has directed considerable investment to sponsor and maintain
the TatNIPIneft research institute.

On climate and CSR, Tatneft does well by the standards of Russian oil
companies. In particular, it has demonstrated leadership in the development
and promotion of technology to increase energy efficiency and reduce GHG
emissions. Tatneft also handled the oil price collapses of 2008 and 2014
well, thanks to its cautious policies. Tatneft has collaborated effectively with
international partners and successfully taken home technological and techni-
cal expertise to enhance its production and processing operations. However,
Tatneft’s attempts to develop upstream and downstream activities overseas
have been hampered by geopolitics in the Middle East and perhaps by the fact
that, unlike its Russian peers, it does not have strong ties with leading politi-
cians in Moscow.
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7. Conclusion: champions of change

This book has covered Russia’s five largest oil companies: Rosneft, LUKOIL,
Gazprom Neft, Surgutneftegas and Tatneft. The chapters dedicated to each of
the companies sought to portray the companies and their resilience and ability
to adapt to an evolving world.

In the book’s introduction, we presented the hypothesis that Russian oil
companies are not good at foreseeing and adapting to change. Several sub-
sidiary assumptions supported this hypothesis. First, we conjectured that the
unpredictability of post-Soviet society has caused Russian companies to live
in the moment and eschew long-term planning, giving rise to a grab-and-run
mentality in Russian business culture. Second, Russian companies have
subsisted on their Soviet-era assets and infrastructure rather than investing in
new exploration and production. Third, the predominance of Soviet-trained,
elderly men in the Russian oil company management teams has precluded
these companies from responding effectively to the challenges and demands of
the contemporary world.

We selected several cross-cutting themes for the exploration of our hypothe-
sis and assumptions in the company chapters. Some of these themes concerned
the basic characteristics of the oil companies: organizational transparency,
production strategy, corporate social responsibility (CSR), offshore and Arctic
oil extraction, innovation and internationalization. Other themes related to the
types of change that they had faced and how adept they had been at handling
them: oil price fluctuations, sanctions, unconventional oil and climate policy.

In the next section, we provide an overview of the cross-cutting themes we
have covered in the company chapters and draw a conclusion on the validity
of the hypothesis we presented in the introductory chapter. In the spirit of Karl
Popper (1959), our task is to attempt to shoot down our own hypothesis. And, as
it turns out, that is exactly what we shall end up doing in this concluding chapter.

CROSS-CUTTING THEMES
Internationalization

Several of the top five Russian oil companies are actively involved in inter-
nationalization through cooperation with foreign companies in Russia and
investments in other countries. They are also active in overseas upstream and
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downstream operations. Had there been no sanctions against Russia in connec-
tion with the conflict in Ukraine, internationalization would have proceeded
even faster. However, the sanctions also encouraged the Russian companies to
seek out Asian partners, further diversifying their international ties.

We used the following criteria to profile the internationalization of each
company: the number of countries where the company is present (upstream
and downstream), foreigners on the board of directors, foreigners on the man-
agement board and foreign oil company partners in Russia. Drawing on our
review of these criteria for each company, we created Table 7.1 (see p. 184).
Our analysis indicates that of the five oil companies, Rosneft is the most
internationalized, followed by LUKOIL, Gazprom Neft, Tatneft and finally
Surgutneftegas. However, because of the sanctions, most of Rosneft’s
Western-based partners have wound down their cooperation with the company,
meaning that over time, Rosneft may become less internationalized.

CSR

All the companies have extensive CSR activities, with four of them (Gazprom
Neft, LUKOIL, Rosneft and Tatneft) reporting on CSR, while Surgutneftegas
publishes environmental reports. Many of the CSR activities take the form of
sponsoring local institutions and activities in the regions where the companies
operate and are not directly related to the companies’ core activities. This form
of social support is a remnant of the Soviet system, in which a company was not
considered a commercial entity but part of the local government administrative
structure with little emphasis on the division of labour and checks and balances
but expectations of support for local social infrastructure. Under socialism, oil
companies were the founding fathers of oil towns in Western Siberia and had
to take care of all aspects of the lives of their workers, including maintenance
of waste management facilities, the local steam baths and support for cultural
festivals. Many of them divested themselves of social functions when they
were privatized, although they maintained some of the Soviet-style traditions
because of their symbolic value among employees and local communities.

The different companies covered in this book engage in a wide range
of activities that are incorporated under the CSR umbrella and reported on
in their sustainability reports. Some of these reports reflect the traditional
Soviet approaches, such as support for health facilities and cultural festivals,
for example. Others tend to reflect more Western notions of CSR, such as
investment in the supply chain capacities of local enterprises. Yet other reports
emphasize the rights of local indigenous peoples, civil society organizations
and — increasingly — investors. The ways Russian oil companies negotiate
benefit-sharing agreements with indigenous peoples combines elements of the
Soviet, Russian and international standards and values.
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QOil Price Fluctuations

Due to oil price instability, the oil industry is one of the most changeable in
the world, with extreme highs and lows. Oil price fluctuations are, therefore,
the most important type of change with which any oil company has to grapple.
Russian oil companies have handled the price hikes and collapses of the past
20 years surprisingly well. For the purpose of our analysis, the oil price col-
lapse of 2014 is particularly interesting, as it coincided with Western sanctions
targeting the Russian petroleum sector over Russia’s involvement in the con-
flict in Ukraine. It was the perfect storm, and the result says something about
Russian oil companies: They weathered the storm.

There are several reasons for the success of Russian oil companies in han-
dling oil price fluctuations. The points listed here mostly concern the context in
which the companies operate rather than relating to the Russian oil companies
as organizations in their own right. First, even when oil prices were above
USD 100 per barrel, for the Russian oil companies, these prices did not, in
practice, exceed USD 35-40 because of the Russian revenue-based tax system
(see the chapter on Gazprom Neft).

Second, as oil price fluctuations follow a cyclical pattern, conservative
behaviour on the part of the oil companies can help them smooth out devel-
opments (not being too speculative when prices are high and not employing
harsh cutbacks when they are low). The downside is that during a downturn,
the Russian oil companies do not enjoy the same efficiency gains as their
Western counterparts. The upshot is that the Russian oil companies are stable
and resilient to price fluctuations but not world leaders.

Third, while the close linkage between the exchange rate of the Russian
rouble and the oil price are detrimental to other parts of the Russian economy,
it is highly beneficial for the Russian oil companies. When the oil price col-
lapses, the rouble also tends to lose much of its value, greatly reducing their
expenses.

Finally, after both the 2008 and 2014 oil price collapses, the state stepped
in to provide financial aid to several companies. This was accomplished by
reducing taxes and easing licensing and general pressure on the companies, on
the one hand, and facilitating their access to capital, on the other.

Sanctions

Russia’s oil majors also succeeded in coping with the 2014 Western sanctions
over the conflict in Ukraine. Except for Tatneft, all the other companies
covered in the book were targeted by the sanctions, and above all Rosneft. The
companies’ response to sanctions was sensible and included import substitu-
tion, a turn to new foreign partners in Asia and requests for financial assistance
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from the state. While the Russian oil companies suffered but survived the
sanctions, the Chinese and Indian companies actually benefited from them
since they managed to gain access to Russian assets at attractive prices.

Joint projects in the Arctic and offshore and unconventional oil that
had been planned for implementation with Western-based companies were
shelved. However, the projects that did not involve Western partners, such as
Gazprom Neft’s Arctic Prirazlomnoye field in the Pechora Sea and the work
of Surgutneftegas and Tatneft on the Bazhenov shale formation in Western
Siberia and on extra-viscous oil in Tatarstan, were carried out according to
plan.

Overall oil production was little impacted by the sanctions. Figure 7.1 indi-
cates a slight slowdown of oil production after the onset of the first wave of
sanctions in early 2014. However, this may just as well have been due to the
concurrent oil price collapse, and later also due to coordination between OPEC
and Russia to cap output. Whatever caused Russian oil production growth to
stagnate, it is clear that sanctions did not cause it to collapse. And by the end
of 2018 it started rising again. A significant part of the reason for this can be
found in Russia’s oil majors’ resilience to change. As oil price fluctuations
are the most important type of change for oil companies, this undermines the
hypothesis that Russian oil companies are bad at coping with change.
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Figure 7.1 Russian oil production and sanctions

Source: GKS (2019); MinEnergo (2019).
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Onshore and Offshore

Until the imposition of sanctions in 2014, the Russian petroleum sector was
a story of a landlubber trying to go to sea. The Russian oil and gas industry had
a long history of onshore operations but with limited offshore experience. As
the major oilfields discovered in the 1960s and 1970s were becoming depleted,
the Russian oil companies tried to access Russia’s offshore resources, which
were expected to be significant, especially in the Arctic. To this end, they
needed help from the international oil companies. Thus, the directing of
sanctions at Russian offshore and Arctic developments can be interpreted as
an attempt to hit where it hurts. In this regard, the sanctions were largely suc-
cessful, especially in the case of the highly promising Kara Sea, which had to
be shelved for the time being. However, Russia is a vast country and also has
many onshore resources that can be exploited.

This short-term outlook aside, it takes a long time to discover and develop an
oilfield, and in practice, the impact of the sanctions may not be felt for another
decade or so after they were introduced in 2014 (Fjaertoft and Overland 2015).
This situation may appear paradoxical mainly because the intention behind
the sanctions was to punish Russia swiftly and severely for its role in Ukraine.
However, as the Russian oil industry continues to evolve, locates new partners
in China, India and other countries and sees an erosion of the will to uphold
sanctions, it is unclear whether the sanctions will have a significant impact
in the long run either. It is also unclear whether the new Asian partners can
meet Russia’s needs as successfully as the Western oil companies, given the
profound international experience and cutting-edge petroleum technology of
Western majors.

Innovation

Innovation is an important aspect of the ability to respond to the challenges of
a changing world. President Putin has repeatedly called on the major Russian
companies for greater innovation (Putin 2017), and Dmitry Medvedev made
innovation the centrepiece of his presidency (Overland 2011). Nonetheless,
there is a lingering impression that Russian oil companies are not innovative.

Although the Russian oil companies are far from being world leaders in
petroleum technology, they have been trying to advance technologically.
Among the five companies covered in this book, Gazprom Neft exhibits the
greatest interest in innovation, including technologies to enhance well produc-
tivity, the development of the Bazhenov shale formation, oil recovery from
depleted fields, manufacture of catalysts for refining and digitalization of oil
production (see the chapter on Gazprom Neft).
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Concerning unconventional oil, two other Russian oil companies have inno-
vative profiles: Surgutneftegas has a long record of extracting unconventional
oil from the Bazhenov formation, and Tatneft seeks to gain as much as possible
from its super-viscous fields (see the chapters on Surgutneftegas and Tatneft).
However, a perennial challenge for the development of unconventional oil in
Russia has been the country’s extensive resources but limited effort to extract
them. As the conventional resources in Western Siberia decline and new dis-
coveries become less frequent, more companies may eventually find that they
are forced to learn how to extract unconventional oil.

Climate Change and Energy Policy

In the long term, the most challenging change faced by oil companies — Russian
or international — may be that of climate policy. Most of the five companies
covered in this book have, at best, an ambivalent attitude towards climate
change. In the terminology of Sherlock Holmes, this is a case of dogs that did
not bark. It was difficult for us to find data on the positions of the companies
on climate change, and this difficulty is in itself a sign that they are not proac-
tive in this area. Their main real contribution, if any, is limiting the flaring of
associated petroleum gas, which is required by the Russian authorities in order
to maximize the use of Russia’s natural resources.

However, a slight tendency for greater attention to climate change among
the companies can be discerned in both their public statements and various
publicly available company reports (see the chapter on Rosneft). Nonetheless,
similar to many of their foreign peers, the Russian oil companies still believe
that fossil fuels are here to stay.

Of all the companies, LUKOIL leads on reporting on greenhouse gas (GHG)
emissions, utilization of associated petroleum gas, introduction of energy effi-
ciency measures and preliminary steps concerning renewable energy, mostly
outside Russia. Gazprom Neft has been similarly positioned, although in 2018
its utilization of associated petroleum gas declined again. In this regard, they
follow the same trajectory as their international peers, lagging perhaps 10-15
years behind European companies, such as Equinor, Shell and Total but only
a few years behind the American corporations.

Transparency

We found that most of the Russian oil companies are relatively transparent
in their operations. This is especially true of those that are listed on foreign
stock exchanges and thus required to share detailed financial information.
We assessed the transparency of the five companies in several areas: recent
regular international reserve audit, recent regular reporting under interna-
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tional accounting standards (IAS), clear public information on shareholders,
information on share ownership by members of the board of directors and/
or top managers, operating data on fields and wells, sustainability reports
in accordance with the Global Reporting Initiative (GRI), earliest financial
annual report and number of press releases in 2018.

Drawing on our review of these areas, we ranked the transparency of the
five companies and found that most of them were very transparent (Table 7.2).

Table 7.2 Transparency ranking of Russian oil companies

Gazp. Neft LUKOIL Rosneft Surgut Tatneft

A. Recent regular international reserve audit 1 1 1 0 1
B. Recent regular IAS statements 1 1 1 1 1
C. Clear data on shareholders 1 1 1 0 0.5

D. Data on share ownership by the board of

directors’ members and/or top managers

E. Operating data on fields and wells 1 1 0 0 0
F. Sustainability reports in accordance with | | | 0 0
GRI
G. Earliest financial annual report and number

0.95 0.7 0.59 0.07 0.82
of press releases in 2018
H. Overall score 5.70 4.20 2.95 0.14 2.87

Notes:

A-F: 1=yes,0=no

G: Earliest annual financial report available on the website. Number of press releases in 2018:
normalized and averaged.

H: (sum of A—F) * G

MASTERS OF ADAPTATION

We hypothesized that Russian oil companies might not be good at foreseeing
and handling change but in fact they have dealt with more of it — and done
so no less successfully — than their Western counterparts. In the two decades
from 1998 to 2018, Russian oil companies had to contend with the oil price
drop and the collapse of the Russian economy in 1998, the gangster capital-
ism of the 1990s and the authoritarian capitalism of the 2000s and 2010s.
The arrest of the country’s once richest oilman, Mikhail Khodorkovskiy, in
2003 had a considerable impact; as did Rosneft’s takeover of four of the best
known Russian oil companies. The global financial meltdown of 2008 and the
ensuing collapse of the oil price caused further chaos. This was followed by
mass demonstrations against the Russian government in 2011-12; the conflict
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in Ukraine in 2014 and the resulting Western sanctions against the Russian
petroleum industry; and the collapse of the oil price and the Russian rouble in
2014. Meanwhile, the Soviet Union’s former enemy, China, rose to become
the world’s biggest gross oil importer in 2018, in the context of the growing
international isolation of Russia and the deterioration of its relations with the
Western world.

Obviously, several of these developments also had implications for the
Western oil companies; however, the Russians had to deal with a whole raft
of additional domestic and international issues which did not concern their
Western counterparts. In addition, the Western oil companies did not prove
any better at predicting the future than their Russian counterparts; none of
them foresaw the developments in Ukraine and their consequences for the
relationships between Russia and the West. The Russian oil companies that
survived the 1990s learned how to change with changing times and adapt to
the new rules of the game when Vladimir Putin came to power and launched
the étatization of the economy (Godzimirski 2018).

Having examined Russia’s five largest oil companies and how they respond
to a changing environment, we find that they are in fact masters of change. The
simultaneous oil price collapse and introduction of sanctions in 2014 might
have been enough to wipe them out, but the companies appear to have escaped
more or less unscathed. Some of the points presented as part of the hypothesis
in the introduction to this book — that Russian companies are characterized by
short-termism and a grab-and-run mentality, that they thrive on assets created
during the Soviet period and are unwilling or unable to invest in new develop-
ments, that Russian society is fundamentally conservative — are challenged by
our findings.

Also as a people, one cannot say that Russians are strangers to change. Over
the past century and a half, they have faced more dramatic changes than most
peoples, including the abrupt transition from the conservative tsarist regime
to Soviet communism and Stalinism, two world wars which were particu-
larly bloody for Russia, and the collapse of the Soviet Union and its entire
socio-economic system.

SURVIVAL OF THE FITTEST

A possible explanation for the resilience of Russia’s oil majors is that they
are the survivors of the cut-throat post-Soviet period, which only the fittest
survived. Many companies were gobbled up: Bashneft, Itera, Sibneft, TNK-BP
and YUKOS, to name a few. Also, many of the most powerful oilmen of the
early post-Soviet period, such as Victor Ageev, Victor Gorodilov, Sergei
Muravlenko and Anatoliy Fomin, had to concede defeat. By contrast, Vagit
Alekperov (see the chapter on LUKOIL) and Vladimir Bogdanov (see the
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chapter on Surgutneftegas) were strong and able to adapt to change, while
Alekperov even anticipated and initiated some change himself. The Russian
oil industry is mostly about people — larger-than-life personalities who know
how to move with the times, not only adapting to, but in some cases writing
the new rules of the game.

In her 2008 study of organizational transformation in the Russian oil indus-
try, Dixon (2008) somewhat paradoxically admired TNK-BP and YUKOS
for their innovativeness, openness to external impulses and efficiency while
casting LUKOIL and Surgutneftegas as inefficient and authoritarian relics of
Soviet management culture. Today, LUKOIL and Surgutneftegas are doing
fine while TNK-BP and YUKOS have been cannibalized by their peers.
Clearly, LUKOIL and Surgutneftegas had something that TNK-BP and
YUKOS lacked: the ability to cope with a changing environment not through
innovation and revolution but through political savviness, discipline, stability
and stoicism. What Western commentators have interpreted as stagnation and
outdatedness may have turned out to be strengths in Russia’s post-Soviet busi-
ness environment. LUKOIL and Surgutneftegas understood what was needed
to survive and prosper in Russia, and did so better than YUKOS.

Dixon (2008, p. 41) writes: ‘Traditional Russian organisations are charac-
terised by a command-and-control approach which is manifested in authoritar-
ianism, obedience to authority, the use of coercive power, and an emphasis on
rank and status.” This point finds strong support in the broader literature (see
Henry and Sundstrom 2007; Husted et al. 2012; Kets de Vries 2001; Kogut
and Zander 2000; Kornai 1992; Kryukov and Moe 2018; McCarthy et al. 2005;
Vlachoutsicos and Lawrence 1996).

Also, we find that Russian oil and gas companies are characterized by
a highly hierarchical, top-down structure. Employees fear making errors, being
blamed for errors, or being swept out in crackdowns or changes of manage-
ment. Disobedience and failure to carry out orders are often punished harshly.
Staff may not only be fired by their current employer, but de facto banned
from working for any company in the industry. Such a culture of fear is not
conducive to organizational foresight. Thus, one possible interpretation is that,
due to hierarchies and discipline, Russian oil companies are indeed not very
good at foreseeing changes, but the same discipline makes them robust and
able to handle changes once they occur. The fact that they have a lot of practice
dealing with dramatic changes may also make them skilled at it.

A NOTE OF CAUTION: RUSSIA HAS NO TESLA

In this book, we have focused on Russia’s five main oil companies because
of the decisive impact of their performance on Russia’s petroleum sector and
hence the performance of the Russian economy and the strength of the Russian
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state. Although we have ended up granting Russian oil majors a clean bill
of health as oil companies, this does not mean that Russia and the Russian
petroleum sector are immune to the changes in international oil demand arising
from climate policy. Russia may have well-managed oil companies; however,
it hardly has many things other than these companies; in other words, it has
few other companies positioned to take on an important role in a decarbonized
world.

Western actors are not necessarily better at predicting the future, but they
are more diverse. For example, the two American companies ExxonMobil and
Tesla embody diametrically opposite visions of where the world is headed. This
means that whichever vision is right, the United States, as a country, has a bet
on it. Russia’s bets, however, are less diversified, and that is a vulnerability.
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The Ministry of the Oil and Gas Industry of the USSR was abolished, and Rosneftegaz was
formed based on it (Ppnf.ru 2011).

Alexander Putilov, the former Head of Uraineftegaz, was appointed President of Rosneft
(Lenta.ru 2012; Osipov 2013).

The state enterprise Rosneft was founded, based on assets previously held by Rosneftegaz and
Rosnefteprodukt (Osipov 2013; Rosneft 20171).

Rosneft lost valuable assets to the newly established SIDANCO, Eastern Oil Company and
ONACO.

Purneftegaz, the key subsidiary of Rosneft, was transferred to SIDANCO.
Rosneft lost valuable assets to the newly established TNK and Sibneft.

Open joint stock company (OJSC) Rosneft was established in accordance with Russian
Government Decree 971 (Rosneft 20171).

Purneftegaz was transferred back to Rosneft.

The production-sharing agreement (PSA) for the Sakhalin-1 project came into effect. Its
shareholders included Exxon as project operator (30%) and SODECO (30%), with the
remaining 40% being divided between Sakhalinmorneftegaz-Shelf (a subsidiary of SMNG) and
Rosneft.

SIDANCO filed a lawsuit demanding the return of Purneftegaz.

The court recognized the validity of SIDANCO’s claim concerning Purneftegaz, but Vladimir

Potanin decided to return it to Rosneft.

Yuri Bespalov, the former Minister of Industry (1996-97), was appointed President of Rosneft
(Lenta.ru 2012).

The government developed the first plans to privatize Rosneft.

The government decided to sell 75% +1 share of Rosneft. The auction was first scheduled for

May, but it was then postponed until autumn.
The financial crisis hit; the privatization auction was postponed indefinitely.

Sergei Bogdanchikov, the former General Director of Rosneft’s subsidiary

Sakhalinmorneftegaz, was appointed President of Rosneft (Lenta.ru 2012; Osipov 2013).
A cost-cutting programme was launched (Sputniknews 2005).

For the first time after the financial crisis, Rosneft reported a profit (Lenta.ru 2012).
Rosneft started rebuilding Chechnya’s oil industry (Lenta.ru 2012).

Rosneft received permission from the Russian Anti-Monopoly Ministry to increase its stake in

subsidiaries to 75%.
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An agreement was signed with Gazprom on joint Arctic offshore development, and the
Sevmorneftegaz joint venture was established on a 50:50 basis (Sputniknews 2005).
Rosneft became the first Russian oil company after the 1998 crisis to issue Eurobonds to
European and American investors (Sputniknews 2005).

Rosneft and Stroytransgaz were declared the winners of the first international tender for
exploration of hydrocarbons in Algeria.

Rosneft sold half of its share in Sakhalin-1 to the Indian Oil and Natural Gas Corporation
(ONGCO).

Rosneft and Sinopec began working on a 50:50 basis on the Adaisk zone in Kazakhstan.

Rosneft obtained a licence to develop the Kaygansko-Vasyukansky block as part of the
Sakhalin-5 project (Rosneft 20171).

Rosneft bought Severnaya Neft (Lenta.ru 2012).

Rosneft took under its control the Vankor field in Eastern Siberia.

Rosneft bought Selkupneftegaz and Pur Oil Company (Novatek 2005).

Rosneft bought a 50% stake in the Polar Lights joint venture with ConocoPhillips.

Rosneft received a licence to develop the Veninsky block, part of the Sakhalin-3 project
(Rosneft 20171).

Rosneft received an exploration licence for the West Kamchatka shelf.

In February, at a meeting between President Vladimir Putin and representatives of the Russian
Union of Industrialists and Entrepreneurs, the Head of YUKOS, Mikhail Khodorkovskiy,
confronted the Head of Rosneft, Sergei Bogdanchikov (Lenta.ru 2012).

First, Platon Lebedev and then Mikhail Khodorkovskiy were arrested, and the YUKOS case
began.

Vladimir Putin’s close ally Igor Sechin was appointed chairman of the board of directors of
Rosneft (Osipov 2013; Rosneft 20171).

Rosneft signed a MoU with KNOC concerning the joint development of the West Kamchatka
shelf (Rigzone 2004).

In September, Vladimir Putin approved a government proposal to fully incorporate Rosneft into
Gazprom in exchange for 10.74% in the gas monopoly that was held by its subsidiaries.

The government froze the shares of YUKOS subsidiary Yuganskneftegaz, claiming that shares
would soon be sold to cover tax debts (Lenta.ru 2012).

In December, the Yuganskneftegaz auction was held; the company was bought by Baikal

Finance Group.

Rosneft acquired Baikal Finance Group (NGRF 2005; Osipov 2013).

Chinese banks lent Rosneft USD 6 billion to be repaid in the form of oil exports to China.
Oil production started in the Sakhalin-1 project (Sputniknews 2005).

Rosneft signed an agreement with the Chinese company Sinopec to conduct geological

exploration and prospecting within Veninsky block of Sakhalin-3 (China Daily 2007).
The Gazprom-Rosneft merger was disbanded (Wikipedia 2018).
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Rosneft bought 25.9% of Verkhnechonskneftegaz from Interros, becoming a partner with
TNK-BP (Reuters 2007).

Rosneft sold its stake in Sevmorneftegaz to Gazprom.

A PSA and an agreement on joint activities were signed in Astana for the Kurmangazy block to
be developed by Rosneft and Kazmunaigaz in Kazakhstan.

Rosneft nominated independent members to its board of directors.

Rosneft made an initial public offering (IPO) on the London Stock Exchange and the Russian
Trading System (RTS), selling 14.8% of its shares (Rosneft 2017).

Rosneft acquired the debts of YUKOS, becoming its second-biggest debtor after the Russian
tax authorities.

Sinopec bought Udmurtneft, acting in the interests of Rosneft.

Rosneft and CNPC signed a cooperation agreement during Vladimir Putin’s visit to China and
established Vostok Energy.

Rosneft decided to raise a loan of up to USD 13 billion and provide a guarantee for
Rosneft-Development to raise up to USD 9 billion funds in debt to acquire the oil assets of
YUKOS (NGFR 2005).

Rosneft bought YUKOS’s oil assets during the bankruptcy auctions of the latter (Osipov 2013).
Rosneft was included in the list of strategic enterprises.

Rosneft (49%) and CNPC (51%) established the PetroChina-Rosneft Orient Petrochemical
(Tianjin) Company to build a refinery in China.

Igor Sechin was appointed Deputy Prime Minister in charge of the energy sector.

President Dmitriy Medvedev signed the federal law on ‘Introducing Amendments to the
Federal Law on the Continental Shelf”, under which only Gazprom and Rosneft were given

access to offshore fields.

Rosnedra refused to extend the West Kamchatka offshore exploration licence of Rosneft and its
Korean partners.

Rosneft, LUKOIL, Gazprom Neft, TNK-BP and Surgutneftegas established the National Oil
Consortium to develop Junin-6 block in Venezuela.

Rosneft launched commercial production at Vankor (Rosneft 20171).

Chinese banks lent Rosneft USD 15 billion to be repaid by oil exports to China (Reuters 2009).
Rosneft acquired stakes in four refineries in Germany from Petrdleos de Venezuela (PDVSA)
(Rosneft 20171).

Sergei Bogdanchikov was fired from Rosneft while he was on a business trip. Eduard
Khudainatov, Head of Severneftegazprom, replaced Bogdanchikov (Lenta.ru 2012; Osipov
2013).

Opposition politician and activist Aleksei Navalny launched a campaign for greater
transparency. Navalny tried to find out the details of the contract between Rosneft and CNPC
(Osipov 2013).

Rosneft planned to build an oil refinery in Grozny, Chechnya (Marchmonthnews 2010).
Rosneft (49%) and Crescent Petroleum (51%) from the United Arab Emirates launched

a project to drill for gas in Sharjah.



2010
2011
2011

2011

2011

2011

2012

2012
2012
2012

2012

2012

2012

2012

2012
2012

2012

2012

2013
2013
2013
2013
2013

Appendix 1: Corporate history of Rosneft 197

Rosneft invited Chevron to participate in its Black Sea ventures.
Chevron withdrew from the joint Black Sea project with Rosneft.

President Medvedev announced that all vice premiers and ministers of the Russian government
must withdraw from the boards of directors of state-owned companies. Igor Sechin resigned
from the board of directors of Rosneft and was replaced by the Vice President of the Russian

Academy of Sciences, Alexander Nekipelov (Lenta.ru 2012).

A strategic alliance between Rosneft and BP was announced but it was soon torpedoed by the
Russian shareholders of TNK-BP, that is, the AAR consortium (Rosneft 2011).

Rosneft formed a strategic partnership with ExxonMobil, centred on the joint development of

Russian offshore Arctic oil and oil in the Mexican Gulf and Canada (Lenta.ru 2012).

The Kazakh Ministry of Oil and Gas terminated the Adaisk block PSA at the request of Rosneft

and Sinopec.

In March 2012, Rosneft acquired 35.3% of Taas-Yuryakh Neftegazodobycha from Sberbank
and also increased its stake from 70.78% to 99.87% in Vostsibneftegaz (Rosneft 2012a).

Rosneft signed an agreement on strategic cooperation with Itera (Rosneft 2012b).
Igor Sechin became CEO of Rosneft (Osipov 2013; Rosneft 20171).

Rosneft reached a binding agreement to take over TNK-BP. The deal was finalized in March
2013 (Katona 2016; Osipov 2013; Rosneft 20171).

Rosneft and ExxonMobil signed an agreement to cooperate on tight oil reserves at the

Bazhenov and Achimov formations in Western Siberia (Rosneft 20171).

Rosneft signed an agreement with Statoil (now Equinor) to establish a joint venture to work in
the Barents Sea and the Sea of Okhotsk (Rosneft 20171).

Rosneft and ENI formed a joint venture to develop licence areas in the Barents and Black Seas
(Rosneft 20171).

Rosneft and its international partners signed joint declarations on sustainable Arctic offshore

developments.
Rosneft signed a major deal on gas supplies with Inter RAO.

Rosneft and Itera Group established a joint venture based on the assets of NGK Itera (Rosneft
2012c).

RN Cardium Oil bought a 30% share in the Cardium project in the province of Alberta from
ExxonMobil.

Rosneft, Transneft and CNPC resolved their conflict and agreed upon new delivery terms with

the Russian companies providing a discount of USD 1.5 per barrel to CNPC.

Rosneft closed the deal on the acquisition of TNK-BP (Rosneft 20171).

Rosneft reached an agreement to buy several petroleum assets of ALROSA (Rosneft 2013g).
Rosneft reached an agreement with Enel to buy 40% in Arctic Russia B.V. (Rosneft 2013a).
Rosneft and Novatek reached an agreement on an asset swap (Rosneft 2013b).

The Federal Anti-Monopoly Service allowed RN-East Siberia to purchase the remaining
64.67% of Taas-Yuryakh Neftegazodobycha (Rosneft 2013c).
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Rosneft and ExxonMobil expanded their strategic cooperation by including seven additional
licensing plots covering an area of 600 000 square kilometres in the Chukchi, Laptev and Kara
seas (Rosneft 2013d).

Rosneft and CNPC signed an export contract to deliver 360 million metric tonnes of crude
over 25 years, worth some USD 270 billion. In addition, Rosneft and Sinopec signed a contract
worth USD 85 billion under which Rosneft would supply 100 million metric tonnes of crude

over ten years (Reuters 2013).

The dividend was increased to RUB 85 billion, and RUB 2.7 trillion was transferred to the
budget of the Russian Federation (Rosneft 20171).

Rosneft, Gazprombank, Sovkomflot and DSME signed a MoU on cooperation for creating

a shipbuilding and industrial cluster in Primorsky Kray.

Rosneft was officially charged with the construction of an oil refinery in Chechnya.
Rosneft became the third-largest gas producer in Russia after Gazprom and Novatek.
Rosneft and ExxonMobil made plans to build an LNG plant in the Far East of Russia.

Rosneft and Novatek successfully lobbied for changes in gas exports: a law granting export

rights to certain LNG projects came into force, essentially ending Gazprom’s monopoly.

Rosneft (40%) and CVP, a subsidiary of PDVSA, signed an agreement establishing
Petrovictoria S.A. to develop Carabobo 2.

Neftegaz America Shelf LP, a subsidiary of Rosneft, bought a 30% share in 20 of
ExxonMobil’s deep-water blocks in the American part of the Mexican Gulf (Rosneft 2013e).

Rosneft and Statoil (now Equinor) successfully participated in the twenty-second licensing

round held by the government of Norway.
Rosneft obtained important gas assets in Vietnam through its acquisition of TNK-BP.
Rosneft bought a stake in the Saras refinery in Italy (Rosneft 2013f).

Rosneft together with ExxonMobil discovered a large oil and gas field in the Kara Sea and
called it Pobeda (Victory) (Rosneft 20171).

Rosneft strengthened its foothold in Germany by acquiring Total’s 16.67% stake in the
Schwedt refinery (Katona 2016).

Rosneft increased its stake in the Venezuelan National Oil Consortium to 80% (Rosneft 2014e).

Rosneft and PDVSA signed an agreement on cooperation to start production in the Rio Caribe

and Mejillones blocks in Venezuela (Processing 2014).

Rosneft and PDVSA signed their first long-term contract for deliveries of oil and petroleum
products to Russia from Venezuela.

Rosneft bought 100% of the Orenburg Drilling Company from VTB Leasing (Rosneft 2014a).
US sanctions were introduced against Rosneft and against Igor Sechin personally.

17 Rosneft subsidiaries were placed under US sanctions, and ExxonMobil withdrew from the
joint Kara Sea exploration drilling project (Katona 2016).

Rosneft bought drilling and well-repair assets in Russia and Venezuela from Weatherford
International.

Rosneft and Cuban CUPET signed a Memorandum of Cooperation to implement projects in
Cuba (Rosneft 2014b).
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Rosneft began to increase the share in the Solimoes project in Brazil, which it had inherited
from TNK-BP (Rosneft 2014c).

Rosneft acquired the Bishkek Oil Company in Kyrgyzstan (Rosneft 2014d).

Rosneft commenced oil production at the Arkutun-Dagi field using Berkut, the world’s largest
drilling platform (Rosneft 20171).

Rosneft acquired the SANORS holding company (Novokuybyshevsk Petrochemical Company)
(Rosneft 20171).

Rosneft bought the Russian subsidiary of Trican Well Service (Rosneft 2015d).

The joint venture between Rosneft and BP to exploit the Domanic formation in the Orenburg
region halted its activities because of the sanctions (Industryruss 2015).

Moody’s downgraded Rosneft’s rating from Baa2 to Baa3, and S&P downgraded its long-term
credit rating of Rosneft’s foreign currency debt from BBB- to BB+, with a ‘negative” outlook.
Rosneft closed a deal for the sale of its 50% in the joint venture Polar Lights with
ConocoPhllips (Rosneft 2015a).

Rosneft and BP signed a deal to cooperate within the framework of Taas-Yuryakh
Neftegazodobycha (BP bought 20%) (Rosneft 2015b).

Rosneft and ExxonMobil were announced the winners of three blocks in Mozambique, with
ExxonMobil as the project operator.

Rosneft and Sinopec signed an agreement on the joint development of the Russkoye and
Yurubcheno-Tokhomskoye fields (Rosneft 2015¢).

Rosneft finalized a deal to sell 19.5% of its stock to Glencore and the Qatari sovereign wealth
fund (Golubkova et al. 2016).

Rosneft overtook Gazprom in terms of its capitalization in RTS.

Rosneft bought the Bashneft oil company from the state for RUB 330 billion.

Rosneft bought the Targin service company from AFK Sistema (Rosneft 2016d).

Rosneft (51%) and BP (49%) signed an agreement on the establishment of the Yermak
Neftegaz joint venture (Rosneft 2016a).

Rosneft and ExxonMobil returned their licences for the blocks in the Gulf of Mexico.

Rosneft dissolved its Ruhr Oel partnership with BP in Germany (Rosneft 2016b).

Rosneft sold 49.9% of Vankorneft to India’s ONGC and a consortium of Indian investors, and
29.9% of Taas-Yuryakh Neftegazodobycha to the consortium (TASS 2016).

In November, Alexei Ulyukayev, the Minister of Economic Development, was detained in the
offices of Rosneft on charges of extortion and taking a bribe of USD 2 million for allowing the
deal to sell shares of Bashneft to go through (BBC 2017; Caroll 2017; Revonenko 2017).
Rosneft and Statoil (now Equinor) drilled two dry wells in the Sea of Okhotsk (OffshoreEnergy
2016b).

Rosneft and the Indonesian company Pertamina signed preliminary agreements on the sale to
the Indonesian company of stakes in the Russkoye field (up to 37.5%) and in the northern part
of Chaivo (up to 20%) (OffshoreEnergy 2016a).
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PDVSA transferred to Rosneft 49.9% of Citgo, its American subsidiary that manages three
refineries and oil pipelines in the United States, as a pledge under a pre-payment contract
(Seekingalpha 2016).

Rosneft was announced winner of the tender for the construction of the Tuban refining and

petrochemical complex in Indonesia (HydrocarbonTechnology 2016).

Rosneft invited ChemChina to a 40% stake in its Eastern Petrochemical Company (Rosneft
2016¢).

Oil production at Vankor began to decline (Reuters 2016).

Igor Sechin missed the court proceedings of the Ulyukaev case for the second time (Mironenko
2017; Reiter 2017; RFERL 2017c¢).

Rosneft and Bashneft filed a claim with the Moscow Arbitration Court against AFK Sistema,
the former owner of Bashneft, for RUB 106.6 billion. The court ultimately ruled that RUB
136.3 billion should be recovered from Sistema (BBC 2017; Polivanov 2017; Solodkov 2017).

Rosneft decided not to build a refinery in Chechnya (RFERL 2017a).

A conflict arose between Rosneft and the Chechen authorities over Chechenneftekhimprom
(RFERL 2017b).

QIA and Glencore agreed to sell the lion’s share of their 14.16% stake to the largely unknown
Chinese company, Clean Energy Finance Corporation (CEFC) (Daily Mail 2017).

Rosneft acquired Kondaneft in its entirety (Rosneft 2017a).

The European Court of Justice ruled that the EU sanctions against Rosneft were legitimate
(Rosneft 2017b).

Rosneft drilled a well in the Laptev Sea and announced the discovery of a field there (Rosneft
2017c).

The joint venture between Rosneft and Statoil (now Equinor) began drilling the Domanic

formation in Russia’s Samara region (Rosneft 2017d).

Rosneft sold 20% in Verkhnechonskneftegaz to Beijing Gas and signed a provisional

agreement to supply gas to China (Rosneft 2017¢).

Rosneft signed a MoU with BP concerning the sale and purchase of natural gas in Europe
(Rosneft 2017f).

Rosneft closed a deal to buy 30% in the licence for the Zohr field in the Mediterranean
(Rosneft 2017g).

Rosneft signed a wide-ranging strategic agreement with National Iranian Oil Company (NIOC)
(Rosneft 2017h).

Rosneft signed a cooperation agreement and several contracts with Kurdistan (Rosneft 20171).
Rosneft-Brazil started drilling the first exploration well in the Solimoes project (Rosneft 2017j).
Rosneft sold its stake in the Saras refinery in Italy (Eurasiatx 2017).

Russia became the largest oil supplier to China (Asia Dialogue 2017).

Rosneft and CEFC Energy signed a strategic cooperation agreement during Xi Jinping’s
official visit to Russia (Rosneft 2017k).

Rosneft in cooperation with partners bought EOL, owner of the Vadimar refinery in India
(Reuters 2017).
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2017 S&P confirmed its long-term credit rating of Rosneft at BB+ with a ‘positive’ outlook (Rosneft
2019c¢).
2018 Moody’s upgraded Rosneft’s rating to investment level again, with a Baa3 rating and a ‘stable’

outlook (Rosneft 2019c¢).
2018 Bashneft, controlled by Rosneft, discovered an oilfield in Iraq (Rosneft 2019a).

2018 Ye Tsianmin, the board chairman of CEFC, was detained on charges of economic crimes, and
CEFC’s deal with Glencore and QIA collapsed (Reuters 2018).

2019 Rosneft started direct sales of refined products to three refineries in Germany (Rosneft 2019b).
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The Shaimskoye oilfield was discovered in 1960. The nearby settlement of Urai became a hub
for oil workers and was declared a town in 1965 (LUKOIL 2018a).

The history of Langepas oil company started when the Lokosovskoye oilfield was discovered in
1959 (LUKOIL 2018a).

The town of Kogalym was founded in 1975 after the discovery of oilfields in the vicinity.

On 25 November 1991, the government created LangepasUraiKogalym (LUKOIL),
consolidating the oil-producing enterprises of Langepas, Urai and Kogalym as well as several
refineries, including those in Perm and Volgograd (LUKOIL 2018b).

The Council of Ministers incorporated the public joint stock company (JSC) LUKOIL. Vagit
Alekperov was appointed the company’s President, CEO and chairman of the board of directors.
A privatization programme was approved, and the first issue of LUKOIL shares was registered
(LUKOIL 2018b).

On the initiative of the company’s management, the LUKOIL Charity Fund was established, one
of the first corporate charity funds in post-Soviet Russia (LUKOIL 2018b).

LUKOIL acquired a 10% stake in the project for the development of Azeri-Chirag-Gyuneshli, the
largest oilfield in the Azerbaijani sector of the Caspian Sea (LUKOIL 2018b).

The trade unions of the major oil production, refining and petroleum product distributors of
LUKOIL were merged into one trade union, the ‘Inter-Regional Trade Union Organization’, with
a total of about 90 000 members (LUKOIL 2018b).

A 5% state stake in LUKOIL was sold at a loans-for-shares auction, and 16.07% was offered in
an investment tender. Shares were bought by LUKOIL itself at the loans-for-shares auction and
by NIKoil in the tender (Salomon Brothers 1996).

Stakes in nine oil-producing, marketing and service enterprises in Western Siberia, and the
Volga-Urals regions were added to the company’s authorized capital (LUKOIL 2018b).

ARCO acquired a 6.3% stake in LUKOIL and became a strategic partner (LUKOIL 2018b).
LUKOIL joined the Kumkol project in Kazakhstan and the Meleya project in Egypt (LUKOIL
2018b).

LUKOIL issued first-level American depository receipts (ADRs) (NGFR 2010).

LUKOIL acquired a 5% stake in the Shakh-Deniz international gas project in the Azerbaijani
sector of the Caspian Sea. In 2004, the company increased its stake in the project to 10%
(LUKOIL 2018b).

LUKOIL and ENI established the LukAgip joint venture (NGFR 2010).

LUKOIL and ARCO established LukArco joint venture (New York Times 1996).
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1996 LUKOIL began to establish its own tanker fleet (NGFR 2010).

1997 LUKOIL acquired a 15% stake in the project for the development of Karachaganak gas field and
a 5% stake in Tengiz project, both in Kazakhstan (LUKOIL 2018b).

1997 LUKOIL Racing Team had become one of the leaders in Russian motor racing (LUKOIL
2018b).

1997 LUKOIL bought a controlling interest in Arkhangelskgeoldobycha and, in 2003, increased its
stake t0 99.7% (NGFR 2010).

1998 LUKOIL acquired a controlling stake in Petrotel refinery located in Ploiesti, Romania (LUKOIL
2018b).

1999 LUKOIL acquired KomiTEK, becoming a dominant player in Timan-Pechora (NGFR 2010).

1999 LUKOIL acquired controlling stakes in Odessa refinery (Ukraine), Stavropolpolymer (later
renamed Stavrolen), Saratovorgsintez petrochemical plant and became the key shareholder of the
Bulgarian Neftokhim petrochemical enterprise in Burgas (LUKOIL 2018b).

2000 LUKOIL started developing the Kravtsovskoye field in the Baltic Sea (NGFR 2010).

2000 Following the acquisition of ARCO, BP gained a 7% stake in LUKOIL. In early 2001, BP
announced its intention to sell the stake. In January 2003, BP started converting the bonds into
the company’s shares, thus withdrawing from the authorized capital of LUKOIL (LUKOIL
2018b).

2000 LUKOIL entered the US petroleum products retail market through the acquisition of Getty
Petroleum Marketing, which operated 1260 service stations in 13 north-eastern states.

2001 LUKOIL acquired Yamalgazneftedobycha, a holder of subsoil use licences in the
Bolshekhetskaya Depression in Yamal-Nenets Autonomous District (LUKOIL 2018b).

2001 LUKOIL acquired the state’s stake in NORSI-Oil, the owner of Nizhegorodnefteorgsyntez
refinery (NGFR 2010).

2001 LUKOIL bought the Lokosovskiy gas-processing complex from SIBUR (NGFR 2010).

2002 LUKOIL settled a conflict with tax authorities and voluntarily gave up the use of the so-called
Baikonur scheme and paid taxes (Vedomosti 2005).

2002 LUKOIL began to divest itself of non-core assets (Forbes 2007).

2002 Sergey Kukura, Chief Financial Officer of LUKOIL, was kidnapped by five masked men
(Telegraph 2002).

2002 LUKOIL signed a contract with Colombia’s NOC Ecopetrol for the joint oil exploration and
production at Condor block (LUKOIL 2018b).

2003 LUKOIL purchased a controlling stake in Serbia’s Beopetrol, which controls about 20% of the
Serbian retail fuel market (LUKOIL 2018b).

2003 President Vladimir Putin participated in the official opening ceremony of LUKOIL’s service
station in New York (LUKOIL 2018b).

2003 LUKOIL Overseas Egypt signed a concessionary agreement with Egypt to develop the
North-East Geisum and West Geisum blocks (NGFR 2010).

2003 LUKOIL sold its stake in Azeri-Chirag-Guneshli to Inpex (Neft i kapital 2003).

2004 LUKOIL-Western Siberia began the development of the Nakhodkinskoye gas field (NGFR
2010).
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ConocoPhillips submitted a winning bid to purchase a 7.59% stake in LUKOIL previously
owned by the state. In 2007, ConocoPhillips increased its stake in LUKOIL to 20% (LUKOIL
2018b).

LUKOIL purchased a 50% stake in the production-sharing agreement (PSA) for Tyub-Karagan
offshore block in the Kazakh sector of the Caspian Sea (LUKOIL 2018b).

LUKOIL and Saudi Aramco signed a 40-year contract for the exploration and development of
gas and gas-condensate fields at Block A in Saudi Arabia (LUKOIL 2018b).

LUKOIL and the Uzbekneftegaz signed a PSA for Kandym-Khauzak-Shady project giving
LUKOIL a 90% stake in the project (LUKOIL 2018b).

LUKOIL started publishing biannual sustainable development reports. From 2018 they were
published annually (LUKOIL 2018b).

A conflict arose between LUKOIL and the Azeri tax authorities. The Azeris accused LUKOIL of
tax evasion, which the company denied (REGNUM 2004).

LUKOIL commissioned the first stage of the oil terminal in Vysotsk (Leningrad region) (NGFR
2010).

LUKOIL discovered a major multi-reservoir oil-gas-condensate field in the Severny licence area
in the northern part of the Caspian Sea (LUKOIL 2018b).

LUKOIL acquired the Finnish petroleum product distributors Teboil and Suomen Petrooli
(LUKOIL 2018b).

LUKOIL and PDVSA signed an agreement on the development of the Junin-3 block in
Venezuela (RIA 2011a).

LUKOIL acquired Nelson Resources Limited, which held stakes in four production projects in
Western Kazakhstan and options on two exploration blocks in the Kazakh sector of the Caspian
Sea (LUKOIL 2018b).

LUKOIL-Western Siberia bought 66% of Geoilbent from Novatek and in 2007 bought another
34% of Geoilbent from Russneft (NGFR 2010).

LUKOIL and ConocoPhillips established the Naryanmarneftegaz joint venture (Forbes 2012).
LUKOIL discovered the major oilfield Filanovskogo in the Caspian Sea (NGFR 2010).
LUKOIL signed a strategic partnership agreement with Gazprom (RIA 2005).

LUKOIL was Russia’s first oil company to commence large-scale production of Euro-4 diesel
fuel (LUKOIL 2018b).

LUKOIL acquired a 63% stake in the PSA on exploration, development and production of
hydrocarbons at a deep-water block in Cote d’Ivoire (LUKOIL 2018b).

LUKOIL bought producing assets in Khanty-Mansi Autonomous District from Marathon Oil
(NGFR 2010).

LUKOIL agreed with Vanco Energy, an American oil company, to buy a 56.66% stake in three
projects for exploration of prospective offshore blocks in the Gulf of Guinea in Western Africa
(LUKOIL 2018b).

The small American company Green Oil accused LUKOIL of inflating the price of its oil
products in the United States (Skandaly.ru 2007).
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Naryanmarneftegaz began oil production from the Yuzhno-Khylchuyusk field (Kommersant
2012a; RIA 2005).

LUKOIL launched the Varandei oil terminal in the Barents Sea (LUKOIL 2019b).

LUKOIL (49%) and Italy’s ERG (51%) established a joint venture to operate ISAB, a major
oil-refining facility in Sicily (LUKOIL 2018b).

LUKOIL acquired Akpet, a Turkish company operating 693 service stations under dealer
agreements, making up about 5% of the Turkish market (LUKOIL 2018b).

LUKOIL joined the National Oil Consortium in Venezuela with a 20% stake (Kommersant
2013).

LUKOIL finalized a deal to acquire a 45% stake in TOTAL Raffinaderij Nederland from Total
(LUKOIL 2018b).

LUKOIL acquired a 46% stake in the LukArco joint venture from BP. As a result, the company
received a 5% stake in the Tengizchevroil joint venture, which was developing the Tengiz and
Korolevskoye fields in Kazakhstan (LUKOIL 2018b).

LUKOIL commissioned the Korchagin field in the Caspian Sea (LUKOIL 2019c¢).
LUKOIL won a bid for the development of the West Qurna-2 oilfield in Iraq (LUKOIL 2018b).

A high-ranking LUKOIL employee was involved in a fatal car crash but was found not guilty of
causing the crash (Radio Liberty 2010).

A consortium consisting of LUKOIL, American Vanco and Ghana National Petroleum
Corporation discovered significant hydrocarbon reserves in the Dzata structure on Ghana’s
continental shelf (LUKOIL 2018b).

ConocoPhillips sold its stake in LUKOIL (LUKOIL 2018b).

LUKOIL purchased a 50% stake in the Vietnamese Hanoi Trough from Quad Energy (LUKOIL
2018b).

LUKOIL and Italian ERG Renew signed an agreement for the establishment of the LUKERG
Renew joint venture to develop renewable energy (LUKOIL 2018b).

LUKOIL acquired from Oranto Petroleum a 49% stake in the exploration and production contract
for a deep-water block outside Sierra Leone (LUKOIL 2018b).

Jointly with American Vanco and PETROCI, LUKOIL made a discovery on Cote d’Ivoire’s
continental shelf (LUKOIL 2018b).

LUKOIL sold Getty Petroleum Marketing (RIA 2011b).

As part of a consortium, LUKOIL received the licence for the Trident and Rapsodia blocks in
Romania (RIA 2015).

Production at the Yuzhno-Khylchuyusk field began to decline and its reserves were downgraded
(Forbes 2012).

LUKOIL joined forces with Bashneft in the Bashneft Polyus joint venture, the licence holder for

the Trebs and Titov fields in Timan-Pechora (Kommersant 2012a).
LUKOIL terminated its activities on the Junin-3 block in Venezuela (RIA 2011a).
LUKOIL production declined for the first time (Kommersant 2012b).

The Bulgarian authorities suspected LUKOIL of fraudulent exports and revoked the licence of
Neftokhim Burgas (Kommersant 2011).
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Agreements were signed with Verolma Group to acquire 46 petrol stations in the Netherlands,
13 petrol stations in Belgium and eight petrol stations in Belgium from NGM Group (LUKOIL
2018b).

LUKOIL sold its stake in the Condor block in Colombia (Kommersant 2012c).

LUKOIL and Inpex won the licence for Block 10 in Iraq (Kommersant 2012d).

LUKOIL launched the production of a new generation of engine oils at the Petrote]l-LUKOIL
refinery in Romania (LUKOIL 2018b).

LUKOIL bought 30% of Naryanmarneftegaz from ConocoPhillips, becoming its sole owner
(Forbes 2012).

LUKOIL won the licence for the Imilorskoye group of fields (Kommersant 2012a).

LUKOIL agreed to pay USD 93 million to settle a lawsuit arising from the bankruptcy of Getty
Petroleum Marketing (World Oil 2013).

LUKOIL sold its Odessa refinery (Neft I kapital 2013).
LUKOIL joined two projects in the Norwegian sector of the Barents Sea (LUKOIL 2018b).

The joint venture of LUKOIL and Italian ERG Renew, LUKERG Renew, acquired Land Power
of Romania (LUKOIL 2018b).

LUKOIL acquired a 65% stake in an offshore block in the waters of Cote d’Ivoire in the Gulf of
Guinea (LUKOIL 2018b).

LUKOIL and OMV Refining & Marketing signed a contract for the acquisition of OMV’s
lubricants plant outside Vienna (LUKOIL 2018b).

An accident at LUKOIL’s refinery in Bulgaria seriously injured four people (Sofia News Agency
2013).

LUKOIL acquired the remaining 20% stake in the joint venture created to operate the ISAB
refinery in Sicily from Italian ERG (LUKOIL 2018b).

LUKOIL sold its stake in the National Oil Consortium to Rosneft (Kommersant 2013).

LUKOIL signed a deal on oil exploration and production with Mexico’s NOC Pemex (The
Borgen Project 2014).

In cooperation with Saudi Aramco, LUKOIL drilled two evaluation wells in the Mushaib tight
gas field in the Empty Quarter (Reuters 2014).

The Romanian government accused LUKOIL of tax evasion and money laundering (Vkrizis.ru
2014).

A new home arena of Spartak Moscow football club was opened with LUKOIL as the general
sponsor (LUKOIL 2018b).

Three members of staff in connection with LUKOIL’s offshore operations in Ghana were killed

in a helicopter crash (Offshore Energy Today 2014).

LUKOIL was added to the list of companies affected by the US sanctions against Russia (Forbes
2014).

LUKOIL and Gazprom extended their partnership agreement up to 2024 (LUKOIL 2018c).

LUKOIL formed a joint venture with Total to work on the Bazhenov play in Western Siberia
(LUKOIL 2018b).
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2015 LUKOIL and WWF signed a cooperation agreement (LUKOIL 2018b).

2015 LUKOIL, PanAtlantic and Romgaz discovered a major offshore field in the Lira marine structure
on the Romanian continental shelf (LUKOIL 2018b).

2016 LUKOIL commissioned Filanovskogo field in the Caspian Sea (LUKOIL 2019d).

2016 Azat Shamsuarov, son of LUKOIL’s vice president, was involved in a car chase with the police

for the third time and sentenced to 15 days in prison (Vkrizis.ru 2016).

2016 Forbes wrote that Heesen Yachts, a well-known Dutch producer of superyachts, belongs to the
President of LUKOIL, Vagit Alekperov (Forbes 2015).

2016 The vice president of LUKOIL notified Bashneft that LUKOIL intended to acquire 25% of
Bashneft (Skandaly.ru 2016).

2016 LUKOIL withdrew from the Rapsodia project in Romania (Neft i kapital 2017).

2016 LUKOIL withdrew from Block A in Saudi Arabia (RBC 2016a).

2016 LUKOIL sold its fuel stations in Latvia, Lithuania and Poland (RBC 2016b).

2017 LUKOIL was involved in a tax evasion case in Romania (Romania Insider 2017).

2017 Four people died in a fire at the LUKOIL plant in Kstov, Nizhegorodskoy Oblast (Ruptly 2017).
2018 LUKOIL reported 20 million tonnes of oil produced from North Caspian fields (World Oil 2018).
2018 LUKOIL rebuffed the interest of Rosneft in the Trebs and Titov project (Skandaly.ru 2018).

2019 LUKOIL started drilling new production wells at the West Qurna-2 field in Iraq (LUKOIL
2019a).
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The Noyabrsk oilfield was discovered (Live Journal 2017).

The development of the Noyabrsk field and the town of Noyabrsk commenced (Live Journal
2017).

Noyabrskneftegaz production association was established within Glavtummenneftegaz (Live
Journal, 2017).

Siberian Oil Company (Sibneft) was created by a presidential decree based on Noyabrskneftegaz,
Noyabrskgeophisica, Omsk refinery and Omsknefteprodukt. Victor Gorodilov, Head of
Noyabrskneftegaz, was appointed President of the company (Gazprom 2019).

A loans-for-shares auction was held for a 51% stake in Sibneft. The winner was Neftyanaya
Finansovaya Kompaniya (NFK) (Sibneft 2019).

The development of the Sugmutskoye field began (Sibneft 2019).
Omsk refinery became a subsidiary of Sibneft (Sibneft 2019).

On 20 September, a tender was held for a 19% stake in Sibneft. The winner was ZAO Sins. On 24
October, another 15% stake in Sibneft was sold. The winner was Refine-Oil (Sibneft 2019).

The Heads of the Sibneft and YUKOS signed a memorandum on merging the two companies. The
resulting merged company was to be called Yuksi and would have been the largest oil company in
Russia and the third or fourth largest in the world (Sibneft 2019).

In March 1997, Sibneft acquired 47.02% of the East-Siberian Oil and Gas Company with

estimated reserves of 700 million tonnes of oil (Sibneft 2019).

Andrei Blokh was appointed President of Sibneft replacing Victor Gorodilov (Sibneft 2019).
Sibneft placed three-year Eurobonds worth USD 150 million (Sibneft 2019).

YUKOS and Sibneft suspended the merger process (Sibneft 2019).

Andrey Bloch resigned from the position of the President of Sibneft and was replaced by Evgeniy
Shvidler (Sibneft 2019).

The fall in oil prices and the Russian financial crisis forced Sibneft to cut costs, mainly by

curtailing the Noyabrskneftegaz investment programme (Sibneft 2019).

In October 1999, Sibneft sold a controlling stake in the East-Siberian Oil and Gas Company to
Rosneftegazstroy. Later, YUKOS became the owner of this stake (Sibneft 2019).

Sibneft’s board of directors established a committee to work with minority shareholders (Sibneft
2019).
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YUKOS sold Sibneft a 38% stake in Orenburgneft, the main oil-producing subsidiary of ONACO,
for USD 430 million (Sibneft 2019).

Sibneft won the tender to develop the south-western part of the Krapivinskoye field located in the

Omsk region (Sibneft 2019).

Sibneft produced the first oil from the Yarainerskoye field located in Yamal-Nenets Autonomous

District (Sibneft 2019).

Sibneft and Sibir Energy established a joint venture Sibneft-Yugra (Sibneft 2019).
Sibneft acquired a 27% stake in Stavropolneftegaz (Rosneft owned a 38% stake in the company)
(Sibneft 2019).

Sibneft acquired controlling stakes in Sverdlovsknefteprodukt and the Yekaterinburg Oil Products
Company (Sibneft 2019).

Roman Abramovich was elected Governor of Chukotka (RIA 2008).

Sibneft acquired a 35% stake in the Moscow refinery and a 14.95% stake in Mosnefteproduct from
LUKOIL. After that, a lengthy conflict arose between Sibneft, Moscow city authorities and Sibir
Energy concerning control over the refinery (Sibneft 2019).

Sibneft and the Chukotka Trading Company established the Sibneft-Chukotka enterprise on a
50:50 basis (Sibneft 2019).

Sibneft acquired 78.4% of the voting shares of Tyumennefteprodukt from TNK with 80 petrol
stations and 22 tank farms (Sibneft 2019).

A conflict broke out between NIKoil, an investment banking group, and Sibneft (Kommersant
2001).

Sibneft acquired oil production assets in the Tomsk and Omsk regions and fuel stations in
Sverdlovsk and Tyumen Oblasts, Krasnodar Krai, Saint Petersburg and Moscow (Gazprom 2019).
Sibneft commissioned a new oil pipeline linking the south-western part of the Krapivinskoye field
with the Transneft trunk system (Sibneft 2019).

On 6 December, Sibneft bought out 10.83% of Slavneft’s shares from Belarus. On 18 December,
an auction was held to sell a 74.95% stake in Slavneft, which belonged to the Russian
government. The winner of the auction was Investoil, created by Sibneft and TNK on a 50:50
basis. Another 12.98% of Slavneft’s shares were owned by a trust company, also controlled by
Sibneft and TNK. As a result, Sibneft and TNK jointly came to control about 99% of Slavneft
(Sibneft 2019).

In April 2002, Sibneft acquired a 67% stake in Meretoyakhaneftegaz from a group of Russian and
foreign investors (Sibneft 2019).

Sibneft established a new subsidiary, Sibneft-Krasnoyarsknefteprodukt (Sibneft 2019).

Sibneft established the 100% subsidiary Sibneft Saint Petersburg to develop a sales network in
Saint Petersburg (Sibneft 2019).

SIBUR and Sibneft signed a memorandum on the establishment of the joint venture Noyabrsk Gas
Energy Company based on Muravlenkovskiy GPP (Sibneft 2019).

An extraordinary meeting of shareholders of Sibneft decided to merge the independent trader
UNICAR into the company (Sibneft 2019).
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Sibneft and TNK reached a preliminary agreement on the division of Slavneft’s assets (Sibneft
2019).

YUKOS and the main shareholders of Sibneft (Millhouse Capital) again reached an agreement, in
principle, to merge the companies. The combined company was now to be named YukosSibneft.
It would have been Russia’s largest in terms of oil production and reserves and the world’s
second-largest private oil producer. YUKOS had obtained some 92% of Sibneft’s shares in return
for USD 3 billion and 26% of its own shares (Sibneft 2019).

Sibneft’s effective income tax rate in the first half of the year was 5%.

Sibir Energy discovered that its share in Sibneft-Yugra was diluted from 50% to 1%. A new
conflict between Sibneft and Sibir Energy ensued (Sibneft 2019).

In February, the Ministry of Taxes and Duties made fiscal claims worth USD 1 billion against
Sibneft for 2000-01. The company reached a compromise and paid some USD 300 million to the
state (Neftegaz 2005).

In September, YUKOS initiated a lawsuit against Millhouse in the London International
Arbitration Court.

In October, YUKOS returned 57.5% of Sibneft’s shares to Millhouse Capital (Sibneft 2019).

In July, Millhouse Capital obtained another 14.5% of Sibneft from YUKOS (Sibneft 2019).
Sibneft-Khantos was established, including the Priobskiy, Palyanovskiy, Zimniy and Salym sites
(Sibneft 2019).

In 2005, Sibneft bought 75% of TNK-Sakhalin (licence holder for the Lopukhov block) from
TNK-BP (Sibneft 2019).

Gazprom and Millhouse Capital closed the deal for the purchase of a 72.7% stake in Sibneft for
USD 13 billion. Earlier, Gazprom had bought 3% of Sibneft’s stock from Gazprombank. Thus,
Gazprom gained control over a 75.7% stake in Sibneft. On 23 December, an extraordinary meeting
of Sibneft shareholders elected a new president for the company, Alexander Ryazanov, the deputy
chairman of the board of Gazprom (Sibneft 2019).

Roman Abramovich was elected Governor of Chukotka for a second term (RIA 2008).

An extraordinary meeting of shareholders of Sibneft changed the name of the company to
Gazprom Neft and its address from Omsk to Saint Petersburg (Sibneft 2019).

Alexander Dyukov, the former President of SIBUR, was appointed President of Gazprom Neft,
replacing Alexander Ryazanov (Gazprom Neft 2019).

Sibneft bought 14 multifunctional petrol stations in the Moscow and Tver regions from
RK-Gazsetservice (Sibneft 2019).

Gazprom Neft entered the Central Asian retail market with a dedicated subsidiary, Gazprom Neft
Asia, selling petroleum products in Kazakhstan, Kyrgyzstan and Tajikistan (Gazprom 2019).
Gazprom Neft acquired a 50% interest in Tomskneft (Gazprom 2019).

Subsidiaries were created within Sibneft for separate business divisions, including Gazpromneft

Marine Bunker, Gazpromneft Lubricants and Gazpromneft Aero (Gazprom 2019).
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Gazprom Neft, Rosneft, LUKOIL, TNK-BP and Surgutneftegas signed a MoU to begin
cooperation and joint participation in projects in Cuba and Venezuela as part of the National Oil
Consortium (Gazprom 2019).

Roman Abramovich resigned as Governor of Chukotka (RIA 2008).

Gazprom Neft acquired Naftna Industrija Srbije (NIS) (Gazprom 2019).

Gazprom Neft acquired a controlling share in Sibir Energy as a result of increasing its interest

in the Moscow refinery and gaining a stake in the Salym Petroleum Development, a joint venture
with Shell (Gazprom 2019).

Gazprom Neft completed the acquisition of the Chevron Italia lubricants plant in Bari (Gazprom
2019).

Gazprom Neft closed a deal to develop the Badra field in Iraq (Gazprom 2019).

Gazprom Neft was appointed to lead the National Oil Consortium in Venezuela (Gazprom 2019).
Gazprom Neft bought a retail network of 20 fuel stations and plots in Kazakhstan and STS-Service,
a subsidiary of Sweden’s Malka Oil (Gazprom 2019).

The Russian antimonopoly service fined Gazprom Neft USD 29 million as part of the third wave
of antitrust cases against Russian oil majors (RAPSI 2011).

Gazprom Neft began the rebranding of its retail network in Europe (Serbia and Romania) under the
Gazprom brand (Gazprom 2019).

The ‘trial of the century’ was held in London: Boris Berezovskiy versus Roman Abramovich. In
the trial, detailed information was disclosed about the privatization of Sibneft during the 1990s.
Boris Berezovskiy, the plaintiff, lost the trial (BFM.ru 2011).

The authorities of Yamal-Nenets Autonomous District filed six administrative lawsuits with a local
court against Gazpromneft-Noyabrskneftegaz for breaking laws at its oil wells (RAPSI 2012a).
Corruption issues related to Gazprom Neft were made public through the leak of the US diplomatic
correspondence (The Moscow Times 2012).

The Commercial Court of Appeals confirmed the cancellation of the permit of the Moscow
refinery owned by Gazprom Neft to release pollutants into the air (RAPSI 2012b).

Greenpeace activists boarded the Prirazlomnaya oil platform in the Pechora Sea to protest against
oil extraction in the Arctic (Greenpeace 2013).

Gazprom Neft Nizhny Novgorod was fined USD 10 000 for acquiring new assets without duly
notifying the antimonopoly authority (RAPSI 2012c).

Greenpeace activists boarded the Prirazlomnaya platform for the second time (Greenpeace 2013).

Greenpeace Russia filed a complaint with the Prosecutor General’s Office about oil production
on Gazprom Neft’s Prirazlomnaya oil platform, claiming that it violated several environmental
protection and safety laws (RAPSI 2013a).

The Serbian police detained four people at the Gazprom Neft subsidiary Pancevo oil refinery,

including one of the directors, on suspicion of corruption (RAPSI 2013b).
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The Moscow Commercial Court dismissed a claim filed by BMW contesting the Russian patent
regulator’s decision to grant legal protection to the G-Drive brand registered by Gazprom Neft
(RAPSI 2013c¢).

The Gazprom Neft board of directors approved the Gazprom Neft 2025 Development Strategy
(Gazprom 2019).

Gazprom Neft produced the first ever Russian offshore Arctic oil from the Prirazlomnoye field in
the Pechora Sea (Gazprom 2019).

Gazprom Neft’s Moscow refinery was fined RUB 100 000 (about USD 1700) for environmental
damage (RAPSI 2014a).

EU financial sanctions were introduced against Gazprom Neft (and other Russian oil and defence
companies) in connection with the conflict in Ukraine (RAPSI 2014c).

Gazprom Neft filed a claim with the EU Court of Justice against the EU sanctions targeting the
company (RAPSI 2014b).

The Greenpeace ship Arctic Sunrise left Murmansk after ten months in detention over its protests
against the Prirazlomnaya oil platform (RAPSI 2014d).

The Dutch police arrested 30 Greenpeace activists for blocking the Saturn oil rig chartered by
Gazprom Neft at the Dutch port of Ijmuiden (RAPSI 2014e).

Production commenced at the Novoportovskoye field with nine wells drilled during 2014. The first
shipments of crude were sent to European customers by tanker (Gazprom 2019).

Commercial oil production commenced from the Badra field in Iraq (Gazprom 2019).

Gazprom Neft became the first company in Russia to carry out exploration using supposedly
‘green’ seismic technology, protecting extensive areas from deforestation (Gazprom 2019).
Gazprom Neft requested RUB 198 billion (about USD 3.3 billion) in financial assistance from the
government due to sanctions and the oil price fall (The Moscow Times 2015).

Gazprom Neft was listed as Russia’s best employer in the 2015 Russian Employers’ Rankings by
HeadHunter.ru (Gazprom 2019).

Gazprom Neft acquired the licence to develop the Zapadno-Yubileynoye field in Yamal-Nenets
Autonomous District and several licences in Khanty-Mansi Autonomous District (Gazprom 2019).
Gazprom Neft-Aero filed a lawsuit at the Commercial Court of Saint Petersburg for RUB 6 billion
(USD 78 million) to be recovered from Transaero airline in its bankruptcy proceedings (RAPSI
2016).

Gazprom Neft failed to pay the salaries of over 150 employees in Yamal (RBC.ru 2016).

The Arctic Gates marine oil terminal was commissioned in the Gulf of Ob, launching the full-scale
development of the Novoportovskoye field (Gazprom 2019).

The authorities detained the head of a Gazprom Neft subsidiary for two months in connection with
a bribe in the town of Salekhard (RAPSI 2017a).

The Deputy CEO of Gazprom Neft-Hantos was detained in Khanty-Mansi Autonomous District
over the embezzlement of RUB 23 million (about USD 400 000) (RAPSI 2017b).

An investigation was conducted into the alleged embezzlement of RUB 2 billion (USD 34 million)
from Gazprom Neft (RAPSI 2017c).
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2017  Gazprom Neft became the third-largest oil producer in Russia (Gazprom 2019).

2017  Gazprom Neft discovered the offshore Neptune field in the Sea of Okhotsk near Sakhalin
(Gazprom 2019).

2017 Gazprom Neft launched its digital transformation programme (Gazprom 2019).

2017  Gazprom Neft commissioned the Biosphere high-tech wastewater treatment facility at its Moscow

refinery (Gazprom 2019).

2018  Gazprom Neft raised its oil output by 50 000 barrels per day in 2018 despite the OPEC+ agreement
about oil production cuts (Reuters 2018a, 2018b).

2018  Gazprom Neft discovered the Triton field in the Sea of Okhotsk (Neftegaz 2018).

2019  Gazprom Neft was granted the right to carry out exploration and development in three blocks in
Western Siberia (Pipeline 2019).
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The history of petroleum product distributors Novgorodnefteprodukt and Tvernefteprodukt that
are now part of Surgutneftegas dates back to the early twentieth century and is connected with
the Nobel brothers, who established the first Russian petroleum trading enterprises (NGFR 2006;
Surgutneftegas 2017).

The territory along the Ob River near the city of Surgut became one of the first areas of oil and
gas production in Western Siberia (Surgutinfo 2017).

The construction of the Kirishi refinery began. In December 1965, the refinery received the first
oil delivery, and four months later, the first petroleum products were delivered (NGFR 2006).
The Yaroslavl-Kirishi pipeline was commissioned, and Kirishinefteorgsintez began to receive oil
from the West Siberian fields (NGFR 2006).

Vladimir Bogdanov, who was 33 at the time, was appointed General Director of Surgutneftegas
Production Association (Forbes 2018).

Presidential Decree 1403 established Surgutneftegas (along with LUKOIL, YUKOS, Rosneft,
Transneft and Transnefteproduct) (Kremlin 1992).

Surgutneftegas was registered by the administration of the town of Surgut (NGFR 2006).

The corporatization and privatization of Surgutneftegas began: 8% of its shares were sold at

a closed auction, and 7% were bought by the company for vouchers (NGFR 2006).

The open joint stock company (OJSC) Surgutneftegas was established by Resolution 271 of

the Council of Ministers of the Russian Federation. The following previously state-owned
enterprises were included in the company: Surgutneftegas, Kirishinefteorgsintez, Ruchyi

and Krasnyi neftyanik oil storage depots, Kirishskoye petroleum products supply company,
Karelnefteprodukt, Novgorodnefteprodukt, Pskovnefteprodukt, Tvernefteprodukt,
Kaliningradnefteprodukt, Petersburgneftesnab and Saint Petersburg Industrial Automotive
Service Plant (NGFR 2006).

Surgutneftegas developed a programme for the reorganization of its subsidiaries and share
swaps. However, it had to be postponed due to stiff opposition from the minority shareholders of
these companies (NGFR 2006).

The Russian government issued a resolution granting Surgutneftegas the rights to build and
operate the oil terminal in the Batareinaya Bay. It also obtained a special permit to export an
additional 5 million tonnes of oil to finance the project (the port was not eventually built) (Dp.ru
2017; NGFR 2006).
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Surgutneftegas acquired 14.99% of Nafta-Moskva, a major oil exporter. Later the share was
increased to a 15% blocking stake (NGFR 2006).

Surgutneftegas issued level-1 American depository receipts (ADRs) (NGFR 2006).

The Gunvor oil trader was established. It was closely connected with Gennadiy Timchenko and
sold large volumes of Surgutneftegas crude and petroleum products that were previously sold
through Kineks, also controlled by Timchenko (Rupres 2008).

Surgutneftegas sold its subsidiaries in Saint Petersburg because of conflicts with the local
authorities (Kommersant 1998).

Surgutneftegas was the only Russian oil company to increase its oil production during the
financial crisis (NGFR 2006).

Surgutneftegas reported the largest increase in oil production in the industry. During 1999, the
company’s shares appreciated by 460% (Newsrus 2010).

Surgutneftegas demonstrated the highest profitability among Russian oil companies and the
largest rise in cash flows while its operating expenses remained the lowest (Neftegas.ru 2002).
Vladimir Bogdanov acted as the authorized representative of Vladimir Putin during his first
presidential election (Kommersant 2012c).

Transneft accused Surgutneftegas of dubious oil exports taking advantage of the concessional
terms for Russian petroleum products (Mokrousova 2012).

Surgutneftegas purchased the Surgut gas-processing plant from SIBUR-Tyumen, and the plant
was integrated into its gas-processing division (Golubeva and Rodina 2017).

Surgutneftegas started installing gas-powered turbines in Tyanskoye and Konitlorskoye fields to
supply them with electricity using APG (Uralinformbyuro 2001).

An office was created within Surgutneftegas to introduce new technologies (side-tracking

of wells with high water-cut and low-yield wells) to reduce the oil production decline in the
oldfields (NGFR 2006).

The stake in Nafta-Moskva was sold to Suleiman Kerimov, and Surgutneftegas began exporting
via its own subsidiary company (Butrin 2001).

Surgutneftegas issued its first financial report in accordance with US GAAP standards. This
disclosed the amount of its treasury shares as 46.6% of its voting stock (Fundinguniverse 2017;
Neftgas.ru 2017).

The largest minority shareholders of Surgutneftegas sued the company, demanding that Surgut
not vote with its treasury stock (Fundinguniverse 2017; Neftgas.ru 2017).

Minority shareholders of Surgutneftegas filed a lawsuit against the company demanding higher
dividends (Fundinguniverse 2017; Neftgas.ru 2002).

Surgutneftegas acquired the rights to the major Talakanskoye field in the Republic of Sakha
(Yakutiya), which had been held by YUKOS (News.ru 2003).

Surgutneftegas acquired licences for geological exploration at the Khorokorskoye,
Verkhnepolidinskoye and Kedrovoye areas adjacent to the Talakanskoye field (NGFR 2006).
Gazprom, Rosneft and Surgutneftegas signed an agreement defining Eastern Siberia and the

Republic of Sakha as an area of shared interest (Pravda.ru 2003; Zatologin and Ustinov 2004).
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Surgutneftegas Oil Company was transformed into LLC Leasing Production to block attempts to
gain control over Surgutneftegas by external investors (Kuleshov 2003; NGFR 2006).

During the auction for Yuganskneftegaz, two managers of Surgutneftegas represented Baikal
Finance Group, the winner of the auction (Vedomosti 2014).
Surgutneftegas acquired a 100% stake in the authorized capital of Kondaneft (NGFR 2006).

Surgutneftegas paid eight times more taxes per tonne of oil than Sibneft and three times more
than TNK (Ignatova 2003).

The Arbitration Court of Khanty-Mansi Autonomous District rejected a claim by minority
shareholders against Surgutneftegas, seeking redemption of 62% of the shares controlled by the
company (Gazeta.ru 2013; NGFR 2006).

Surgutneftegas began working on the Bazhenov formation.

Hermitage Capital Management, once Russia’s largest foreign portfolio investor, filed a legal
complaint to force Surgut to disclose its ownership structure. Shortly afterwards, William
Browder, its head, was banned from entering Russia ‘for reasons of national security’ (Latinina
2008).

The tax accounting of Surgutneftegas was transferred to Moscow (Finam.ru 2017a).
Severstal sold Surgutneftegas 35% of Ren TV (Vedomosti 2005).
Surgutneftegas sold LLC Production Leasing to an unknown buyer (Vedomosti 2007).

Surgutneftegas’s workers began to demand an increase in the guaranteed part of their wages.
The company announced a 20% raise, but it was in fact just a small increase by a few hundred

roubles. Trade unions organized several large protests (Kommersant 2006).
Surgutneftegas oil production began to decline, and this continued for five years.

The newspaper Vedomosti uncovered the complex ownership structure of Surgutneftegas
(Derbilova and Mazneva 2007).

The Russian political analyst Stanislav Belkovsky claimed that Vladimir Putin effectively
controls 37% of the shares of Surgutneftegas (Guardian 2007).

Several Russian news agencies received a fake message about the arrest of General Director
Vladimir Bogdanov and chairman of the board of directors Nikolai Zakharchenko on suspicion

of tax evasion, signed by the Surgutneftegas press centre (Mazneva 2007a).
Surgutneftegas commissioned Talakanskoye field in Yakutiya (Neftegazovaya vertikal 2014).

Surgutneftegas joined the National Oil Consortium in Venezuela with a 20% stake (Kommersant
2012a).

Surgutneftegas raised its stake in National Media Group from 12.3% to 24% (Kommersant
2009).

Surgutneftegas bought 21.2% of Hungary’s MOL from the Austrian OMV (Vedomosti 2009).

Surgutneftegas commissioned the Alinskoye field in the Republic of Sakha (Neftegazovaya
vertikal 2014).

Surgutneftegas accumulated almost USD 20 billion in its year-end savings accounts (Mazneva
2007b).

Surgutneftegas sold its stake in MOL to the government of Hungary (Kommersant 2011).
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Surgutneftegas oil production began to rise, mainly due to the Talakanskoye and Alinskoye
fields in Yakutiya (Burneft 2017).

Surgutneftegas demonstrated the best drilling results among the Russian oil companies
(Mazneva 2007b).

Surgutneftegas withdrew from the Russian National Oil Consortium developing Venezuela’s
Junin-6 project. Its stake was bought by Rosneft in 2013 (Reuters 2012).

Surgutneftegas reported savings of USD 30 billion (Russianrt.com 2014).

Surgutneftegas bought a licence for the Shpielman oilfield in Khanty-Mansi Autonomous
District (Kommersant 2012b).

For the first time since 2001, Surgutneftegas resumed publishing its accounts in accordance
with international financial reporting standards (IFRS), complying with a 2011 law applicable to
public companies (Seeking Alpha 2016).

Surgutneftegas commissioned three new fields in Western Siberia — Vysotnoye, Kochevskoye
and Verkhnekazymskoye (Glavportal 2017).

The United States introduced sanctions against Russian companies, including Surgutneftegas, in
connection with the conflict in Ukraine (Forbes 2014).

Mikhail Khodorkovskiy accused Surgutneftegas of being affiliated with the Russian authorities
(Osipov 2014; Stepigin 2014).

Surgutneftegas rose six places to number 12 in the world in the S&P Platts Top 250 Global
Energy Company Rankings (SPglobal 2015).

According to Bloomberg, Surgutneftegas was the only one of the largest oil companies in the
world that continued to generate income for investors after the collapse of oil prices in 2014
(Forbes 2017; Kalukov and Pobedova 2016).

Surgutneftegas reported one of the lowest salary levels among Russian oil companies — an
average of RUB 51 772 (Utmag 2015).

Surgutneftegas commissioned the Shpielman oilfield (Vedomisti 2015).

In Khanty-Mansi Autonomous District, Surgutneftegas sued the local shaman of the Khanty
ethnic group, accusing him of death threats (Tumanov 2015).

Surgutneftegas denied being interested in buying the shares of Bashneft and Rosneft (Derbisheva
2016; Finam.ru 2016a).

Vladimir Putin awarded the title Labour Hero of Russia to the Head of Surgutneftegas, Vladimir
Bogdanov (Finam.ru 2017b).

The board of directors of Surgutneftegas approved a new dividend policy (Finam 2016b).
Vassilyi Pyak, a resident of Khanty-Mansi Autonomous District, reported that Surgutneftegas
was going to start oil production within the Numto Nature Park. After a campaign by
Greenpeace, public hearings were held, and the re-zoning plan was amended; however, protests
still continue against oil drilling in the area (Fedpress.ru 2015).

Surgutneftegas accumulated USD 34 billion in its accounts (Neftyanka 2017).

Rumours appeared about the possible changes in Surgutneftegas, including the retirement of
Vladimir Bogdanov and the relocation of the company’s headquarters to Moscow (Neftyanka
2017).
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2017 Surgutneftegas announced a decision to insure the company’s top management for up to USD 50
million (Neftyanka 2017).

2017 Surgutneftegas for the first time since 1995 reported a net financial loss for the year (Vedomosti
2017).

2017 Surgutneftegas was ranked only 165th in the S&P Global Platts Top 250 Global Energy
Company Rankings (a dramatic fall from number nine in 2016) (Global Energy Company

Rankings 2018).

2017 Surgutneftegas postponed the launch of new projects in compliance with the agreement with
OPEC.

2018 Surgutneftegas participated in the agreement between the Russian government and Russian oil

companies to freeze oil prices until 31 December 2018 (RBC 2018).

2019 Dividend payments by Surgutneftegas fell by 10—15% compared to the previous year (Finam.
ru2019).
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The super-giant Romashkinskoye field was discovered in Tatarstan (Tatneft 2018a).

Tatneft Group was established by a resolution of the Council of Ministers of the Soviet
Union, incorporating the Bavlyneft oil company, the Bugulmaneft oil-producing trust, the
Tatburneft drilling company, the Tatneftepromstroy construction and installation trust and the
Tatnefteproyekt design office (Tatneft 2018a).

The Drilling Personnel School, which had previously been part of the Saratovneftegaz association,
was transferred to Tatneft (Tatneft 2018a).

Tatneft produced 18 million tonnes of oil and was the largest oil producer in the Soviet Union
(Tatneft 2018a).

Water injection was used for the first time in the Soviet Union in the Romashkinskoye field.
A group of Tatneft scientists and officials was awarded the prestigious Lenin Prize for this

achievement (Tatneft 2018a).
The Tatneftegaz trust and Yelkhovneft Oil Production Board were established (Tatneft 2018a).

The highest ever level of annual oil production in Tatarstan, 104 million tonnes, was reached, and

gradual decline began afterwards (Tatneft 2018a).
Tatneft’s first large-scale environmental programme was launched (Tatneft 2018b).

Agreement on the division of competencies and authority between the Russian Federation and the
Republic of Tatarstan was signed (Neft i kapital 2007).

Tatneft was corporatized, and its privatization began (Tatneft 2018b).
Tatneft stabilized its oil production (Tatneft 2018b).
The Kichuy refinery with a capacity of 400 000 tonnes of oil per annum was built (Tatneft 2018b).

Tatneft’s American depository receipts (ADRs) were listed on the London Stock Exchange
(Tatneft 2018b).

Tatneft entered the debt market by issuing Eurobonds worth USD 300 million (Vedomosti 2010).
Tatneft’s ADRs were listed on the New York Stock Exchange (Tatneft 2018b).

Tatneft’s board of directors declared the construction of Nizhnekamsk refinery a strategic priority
(Tatneft 2018b).

Tatneft bought major blocks of shares in the petrochemical enterprises of Tatarstan (Tatneft
2018b).

The Kalmtatneft Joint Venture was founded in Kalmykia for exploration and development of
oilfields (Tatneft 2018b).

The Tatneft Youth Organization was established (Tatneft 2018b).

230
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2002 The management structure of Tatneft was optimized with the establishment of gas
(TatNefteGazpererabotka) and petrochemical (TatNeft-NefteKhim) subsidiaries (Tatneft 2018b).

2002 A corporate conflict concerning control over the Moscow refinery erupted between Sibneft and
Tatneft, on the one hand, and the Moscow Oil and Gas Company, on the other (Tatneft 2018b).

2002 Tatneft participated in the financing and construction of a bridge across the Kama River (Tatneft
2018b).

2003 The international rating agency Fitch upgraded the rating of Tatneft debt from B- to B. Similarly,
S&P upgraded the company’s credit rating (Tatneft 2018b).

2003 The thirtieth anniversary of Nizhnekamskshina, the largest enterprise of Tatneft-Neftekhim
(Tatneft 2018b).

2003 Tatneft began to develop Tatarstan’s resources of extra-viscous oil (Tatneft 2018b).

2004 Tatneft, Nizhnekamskneftekhim, Svyazinvestneftekhim and South Korean LG established the
Tatar-Korean Petrochemical Company (TKNK) (Tatneft 2018b).

2004 Tatneft established the Gifted Children Foundation (Tatneft 2018b).

2004 S&P downgraded its rating of Tatneft from B to B- (Vedomosti 2006a).

2005 Tatneft was rated among the top 12 companies in Russia by the Big Business magazine. Tatneft
was also rated Russia’s best company in the category innovation, rationalization and patent/
licensing (Tatneft 2018b).

2005 The Tatarstan Security Council decided to build an oil-refining complex for Tatneft (Tatneft
2018b).

2006 S&P revoked its B- rating of Tatneft (Vedomosti 2006a).

2006 Tatneft began publishing management discussion and analysis (MD&A), thus improving its
disclosure (‘Tatneft: The conversion of the Tatars’ 2014).

2006 Tatneft was the first Russian oil company to downgrade its proved reserves (Vedomosti 2006b).

2006 Tatneft began cooperation with the Russian automaker AvtoVAZ (Tatneft 2018b).

2006 Using a conventional drilling rig, Tatneft drilled a unique U-shaped horizontal through well
exiting to the surface at Ashalchinskoye bituminous field (Tatneft 2018b).

2006 Tatneft delisted its ADRs from the New York Stock Exchange (Vedomosti 2006¢).

2006 Tatneft obtained more licences than any other company in Libya’s third post-sanctions
international licensing round. However, when hostilities reignited, it had to leave the country
(Soldatkin 2011).

2006 Tatarstan transferred to Tatneft’s trust management its stake in Ukrtatnafta, which controlled the
Kremenchug refinery in Ukraine (Vedomosti 2006d).

2006 Tatneft’s earnings from the sale of technology exceeded RUB 1 billion (Tatneft 2018b).

2007 A corporate raid supported by Ukrainian special forces replaced the leadership of Ukrtatnafta,
which had been loyal to Tatneft, and reinstated the former chairman of its managing board
(Vedomosti 2007).

2008 The Tatneft-Sibneft alliance won a battle for a controlling interest in the Moscow refinery (Tatneft
2018b).

2008 Tatneft was included in the Platts Top 250 global rating of the most effective energy companies
(Tatneft 2018b).
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Tatneft and Turkmenneft signed a protocol on cooperation in the petroleum sector in
Turkmenistan (Tatneft 2018b).

The cornerstone was laid for a glass fibre-producing plant in the Yelabuga free economic zone
(Tatneft 2018b).

The conflict over the Moscow refinery was resolved (Vedomosti 2008a).

Tatneft filed a lawsuit in Zurich against Ukraine demanding reimbursement of USD 1.1 billion for

losses incurred because it was forced out of Ukrtatnafta (Vedomosti 2008b).

Tatneft for the third consecutive year came top in the ranking ‘100 Best Companies in Russia:

Ecology and Environmental Management’ (Tatneft 2018b).
Tatneft started commercial oil production in Syria (Tatneft 2018b).

Tatneft opened a branch office in Turkmenistan to provide enhanced oil recovery services for the
Goturdepe field (Tatneft 2018b).

The management of Tatneft was suspected of corruption and asset stripping (Tarasov 2011).

The first 100 tonnes of extra-viscous oil were produced from Ashalchinskoye field (Tatneft
2018b).

The first stage of TANECO was commissioned (Tatneft 2018b).

Tatneft and the automaker AvtoVAZ signed a strategic partnership agreement supplying
Nizhnekamskshina’s tyres to Togliatti car plant in 2012—14 (Tatneft 2018b).

Tatneft adopted a new health, safety and environment (HSE) policy (Tatneft 2018b).
Tatneft presented its e-learning projects in Silicon Valley (Tatneft 2018b).

The first batch of TANECO’s synthetic oil plant products for AvtoVAZ was delivered (Tatneft
2018b).

Tatneft was recertified, confirming its compliance with ISO 14001:2004 and OHSAS 18001:2007
(Tatneft 2018b).

The shares of Tatneft were included on the quotation list of the highest level of listing at the
Moscow Stock Exchange (Tatneft 2018b).

Tatneft registered a German patent for the invention ‘Hydrogen sulphide removal unit for gas
purification” (Tatneft 2018b).

Tatneft launched a corporate social network (CSN) (Tatneft 2018b).

Tatneft launched a campaign for the collection of used household batteries (Tatneft 2018b).
The Tatneft 2025 Development Strategy was launched (Tatneft 2018b).

Moody’s upgraded Tatneft’s credit rating to Baa3 with a ‘positive’ forecast (Taftneft 2018c).

Tatneft was included among the top ten companies of the global petroleum industry by Boston
Consulting Group (Vedomosti 2016).

The share of Tatneft in the capital of Zenit Bank exceeded 50% (Tatneft 2018b).

Tatneft was ranked first by Thomson Reuters in a list of Europe’s most innovative oil and gas
companies (Tatneft 2016).

Tatneft was accused of causing a crisis in Tatfondbank by withdrawing large funds and causing

the bank liquidity problems (Inkazan.ru 2016).
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2016 Tatneft opened trading on the London Stock Exchange and met with international investors as
part of the twentieth anniversary of the company’s listing on the London Stock Exchange (Tatneft
2018b).

2017 Tatneft signed an agreement on cooperation with the Ministry of Natural Resources and the
Environment of the Russian Federation, the Federal Service for Supervision of Natural Resource

Management and the government of the Republic of Tatarstan (Tatneft 2018b).

2017 At Tatneft headquarters in Almetyevsk, seven people were arrested and accused of being members
of an international terrorist group (Hizbut-Tahrir). One of them was an employee of Tatneft
(Inkazan.ru 2016).

2017 The newspaper Kommersant dubbed the legal conflict between Tatneft and Ukraine one of the

most important corporate conflicts of 2017 (Kommersant 2017).
2017 Fitch Ratings confirmed Tatneft’s credit rating at BBB- with a stable” forecast (Tatneft 2017).

2018  Tatneft decided to consolidate its charitable activities into a single unit — the Tatneft Charitable
Fund (Tatneft 2018b).

2018 Tatneft tyre-manufacturing companies united under the new corporate brand ‘Kama Tyres’
(Tatneft 2018b).

2018 RAEX Rating Agency confirmed Tatneft’s credit rating at AAA level (Tatneft 2018b).
2018 Moody’s upgraded the credit rating of Tatneft to Baa3 with a ‘positive’ forecast (Tatneft 2018c).

2018 Tatneft was accused of pollution and was obliged to pay around RUB 0.5 million (Tatar-inform
2018).
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